


IN ALL SUCCESSFUL BUSINESSES THE KEY TO  
SUCCESS RELIES ON MANAGEMENT’s ability to  
MASTER THREE FUNDAMENTALS:

> COMMITMENT TO CUSTOMER
> CLEAR VISION OF GOALS
> CORRECT TIMING OF ACTIONS

OUR SENIOR MANAGEMENT TEAM KNOWS, 
UNDERSTANDS AND LIVES BY THESE PILLARS OF 
BUSINESS FUNDAMENTALS.
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			   Year ended 	 Year ended	 Year ended	 Year ended	 Year ended
			   December 31, 	 December 31,	 December 31,	 December 31,	 December 31, 
($ thousands, except per share data)	 2009	 2008	 2007	 2006	 2005	
			 
Operating Summary

Sales	 $	 48,190 	 $	 54,570	 $	 46,840	 $	 51,775 	 $	 49,818 
Net income (loss)		  (403)	 (2,091)	 (56)	 (131)	 3,793 
Earnings (loss) per share	 (0.010)	 (0.056)	 (0.002)	 (0.003)	 0.110 
EBIT (1)		  420 	 (495)	 1,176 	 1,454 	 5,545 
EBITDA (2)		  3,512 	 2,901 	 3,822 	 3,707 	 7,572 
EBITDA per share		  0.089 	 0.078 	 0.102 	 0.099 	 0.220 
					   
Financial Position					  
Working capital		  4,469 	 4,950 	 6,525 	 6,447 	 9,745 
Capital assets		  16,631 	 20,337 	 22,900 	 25,056 	 16,079 
Total assets		  35,515 	 39,468 	 39,301 	 40,272 	 36,843 
Total long-term debt					   
  (including capital leases)	 7,196 	 11,250 	 13,717 	 15,604 	 9,738 
Shareholders’ equity	 15,994 	 16,591 	 18,130 	 18,186 	 18,317
(1)  Earnings before interest and taxes	
(2)  Earnings before interest, taxes, depreciation and amortization				  
		

F I N A N C I A L  H I G H L I G H T S
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R eport      to   our    S harehol       d ers		   

The expectations of better market conditions in our industry in 2009 were dampened by the many larger companies in 
our sector of the economy seeking either protection from bankruptcy, or amalgamating entities to lower cost structures, 
in the hope to lower costs and become profitable. This plan in better times would have created those conditions, but 
and though many of them acted on one or the other, the pressures to keep their market share from further deterioration 
created pricing conditions not suitable for profitability. 

Amid all this chaos, some expected and others not, management set itself goals for 2009 that reflected its determination 
to create lower operational costs to permit savings that ensured profitability and sustainability in the coming years. And 
though not capable of realizing its ultimate goals in 2009, the results for the year, in the climate of uncertainty and price 
wars that ensued, are encouraging enough to permit it to anticipate further gains in 2010. This anticipation is based on 
the lower debt burden, the lower operational costs being realized by its many numerous decisions in the past two years, 
and the many changes implemented to seek and realize sales in niche markets related to its core businesses. 

In preparation for the anticipated growth, management has decided, with unanimous board approval, that there would 
be only two legal entities, rather than three; Imaflex Inc., and Imaflex USA. As at January 1, 2010, Canslit Inc. became a 
division of Imaflex Inc. As at July 2009 Imaflex Inc. converted most of its investment in Imaflex USA. The result of the latter 
is that the huge non operational FX swings, skewing results in the Canadian entities, have been eliminated. By creating 
these conditions, management not only achieves its short term objectives of further cost reductions via reporting and 
professional fees, but prepares the Company for its envisioned projects requiring clear national demarcation on entity 
and products.

Management’s focus for 2010 is, as it has always been, to ensure that if and when situations present themselves whereby 
shareholder value can be increased, we will be ready. The last five years were spent successfully navigating through 
quagmires of machinery problems and then coping with the constant changing and deteriorating market conditions. 
Not only have we survived these pitfalls, we are now poised, finally, should the opportunity occur, or be created, to take 
advantage of the many opportunities that this economic downturn has created. Our management team, our employees, 
and our systems assure that we will realize these goals. In closing and as is always the case, I thank all of our team, 
management, employees, and our directors for creating these conditions for success.

Joseph Abbandonato
President & Chief Executive Officer
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	 SALES	 NET (LOSS) INCOME

		  2009		  2008		  2009		  2008 

First Quarter	 $	 13,811	 $	 12,114	 $	 644	 $	 (476)

Second Quarter	 $	 12,384	 $	 14,014	 $	 79 	 $	 (281)

Third Quarter	 $	 11,914	 $	 13,976	 $	 (468)	 $	 (586)

Fourth Quarter	 $	 10,081	 $	 14,466	 $	 (658)	 $	 (748)

	 $	 48,190	 $	 54,570	 $	 (403)	 $	 (2,091)

	 EBITDA	 EARNINGS (LOSS) PER SHARE

		  2009		  2008		  2009		  2008

First Quarter	 $	 1,833	 $	 822	 $	 0.016	 $	 (0.013)

Second Quarter	 $	 1,162	 $	 777	 $	 0.002 	 $	 (0.007)

Third Quarter	 $	 327	 $	 388	 $	  (0.012)	 $	 (0.016)

Fourth Quarter	 $	 190	 $	 914	 $	 (0.016)	 $	 (0.020)

	 $	 3,512	 $	 2,901	 $	 (0.010)	 $	 (0.056)

Q U A R T E R L Y  F I N A N C I A L  I N F O R M A T I O N 			 
($ thousands, except per share data)
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The purpose of this MD&A is, as required by regulators, to explain management’s point of view on Imaflex Inc.’s 
(the “Company”) past performance and future outlook.  This report also provides information to improve the reader’s 
understanding of the consolidated financial statements and related notes.  Please refer to the audited consolidated 
financial statements for the year ended December 31, 2009 when reading this MD&A.  In this document, unless otherwise 
indicated, all financial data is prepared in accordance with Canadian generally accepted accounting principles (“GAAP”).  
All amounts are expressed in Canadian dollars.  In this MD&A we also use non-GAAP financial measures.  Please refer 
to the section entitled “Non-GAAP Financial Measures” for a complete description of these measures.  The consolidated 
financial statements include the accounts of the Company, those of its wholly-owned subsidiaries, Canslit Inc. (“Canslit”) 
and Imaflex USA, Inc. (“Imaflex USA”) and its division, Canguard Packaging (“Canguard”). To facilitate the reading of this 
report, the terms “Imaflex,” “Company,” “we,” “our,” “us” all refer to Imaflex Inc. together with its subsidiaries.  This MD&A 
is prepared in conformity with National Instrument 51-102 and Form 51-102F1 and has been approved by the board 
of directors prior to its release.  The consolidated financial statements have been audited by Deloitte & Touche LLP, the 
auditors of the Company.

FORWARD-LOOKING STATEMENTS

From time to time, we make forward-looking statements within the meaning of certain securities laws, including the “safe 
harbor” provisions of the Securities Act (Ontario).  We may make such statements in this document, in other filings with 
Canadian regulators, in reports to shareholders or in other communications.  These forward-looking statements include, 
among others, statements regarding the business and anticipated financial performance of the Company.  The words 
“may,” “could,” “should,” “would,” “outlook,” “believe,” “plan,” “anticipate,” “expect,” “intend,” “objective,” the use of the 
conditional tense and words and expressions of similar nature are intended to identify forward-looking statements.

By their very nature, forward-looking statements involve inherent risks and uncertainties, both general and specific, 
which give rise to the possibility that predictions, forecasts, projections and other forward-looking statements will not be 
achieved.  We caution readers not to place undue reliance on these statements, as a number of important factors could 
cause our actual results to differ materially from the beliefs, plans, objectives, expectations, anticipations, estimates and 
intentions expressed in such forward-looking statements.  These factors include, but are not limited to, the length and 
severity of the current economic downturn, management of credit, market dynamics, liquidity, funding and operational 
risks; the strength of the Canadian and U.S. economies in which we conduct business; the impact of the movement of 
the Canadian dollar relative to other currencies, particularly the U.S. dollar; the effects of changes in interest rates; the 
effects of competition in the markets in which we operate; our ability to successfully align our organization, resources, and 
processes; the availability and price of raw materials; failure to achieve planned growth associated with the U.S. expansion; 
changes in accounting policies and methods we use to report our financial condition, including uncertainties associated 
with critical accounting assumptions and estimates; operational and infrastructure risks; other factors may affect future 
results including, but not limited to, timely development and introduction of new products and services, changes in tax 
laws, technological changes, new regulations; the possible impact on our businesses from public-health emergencies, 
international conflicts and other developments; and our success in anticipating and managing the foregoing risks.

We caution that the foregoing list of important factors that may affect future results is not exhaustive.  When relying on our 
forward-looking statements to make decisions with respect to the Company, investors and others should carefully consider 
the foregoing factors and other uncertainties and potential events.  Unless otherwise required by the securities authorities, 
we do not undertake to update any forward-looking statement that may be made from time to time by us or on our behalf.   
The forward-looking statements contained herein are based on information available as of March 18, 2010.

M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( “ M D & A ” )



5

ANNUAL REPORT – 2009

COMPANY OVERVIEW

The Company operates in one reportable segment being the development, manufacture and sale of packaging materials.  
The results include those of Imaflex Inc. (“Imaflex”) located in Montréal (Québec) and its division Canguard located in 
Victoriaville (Québec), and its wholly-owned subsidiaries, Imaflex USA, Inc. (“Imaflex USA”), located in Thomasville (North 
Carolina) and Canslit Inc. (“Canslit”), located in Victoriaville (Québec).  All intercompany balances and transactions have 
been eliminated.

Imaflex and Imaflex USA specialize in the manufacture and sale of custom-made polyethylene films suited for various 
packaging needs of our customers.  Canguard specializes in the manufacture and sale of polyethylene trash bags for both 
the retail and industrial markets.  Canslit specializes in the metallization of polyethylene film.

The Class A shares of the Company are listed for trading on the TSX Venture Exchange under the symbol “IFX.A.”  The 
Company’s head office is located in Montréal (Québec).

NON-GAAP MEASURES 

The Company’s management uses a non-GAAP measure in this MD&A, namely EBITDA.  Management wishes to 
specify that in the performance of the Company’s financial results, EBITDA is defined as “Earnings before interest, taxes, 
depreciation and amortization.”  The reader may refer to the table below for the reconciliation of the EBITDA used by the 
Company to its reported net loss.

M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )

Reconciliation of EBITDA and Net loss:

	 Three months ended	 Years ended
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Net loss	 $	 (658)	  $	 (748)	  $	 (403)	   $   (2,091)

Plus:				 

	 Income taxes		  23		  365		  359		  506

	 Interest		  101		  405		  464		  1,090

	 Amortization		  724		  892		  3,092		  3,396

 
EBITDA		  190		  914		  3,512		  2,901

EBITDA per share (basic and diluted)*		  0.005		  0.024		  0.089		  0.104

*(Weighted average number of shares outstanding 2009 - 39,350,002 (2008 – 37,410,274))

While EBITDA is not a standard GAAP measure, management, analysts, investors and others use it as an indicator of the 
Company’s financial and operating management and performance.  EBITDA should not be construed as an alternative to 
net loss determined in accordance with GAAP as an indicator of the Company’s performance.  The Company’s method of 
calculating EBITDA may be different from those used by other companies.
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M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )

Business Overview

Imaflex Inc. (“the Company”) is primarily a provider of polyethylene films to converters. Converters are companies that 
process our film into a finished product. They do this by printing on the film that we supply them the information required 
by their end customers.

Imaflex also manufactures bags on rolls that are sold for a variety of uses, including garbage bags.

Additionally, the Company produces a special metalized film for specific agricultural usage.

Imaflex operates three manufacturing facilities. Two are located in Quebec, one in Montreal and the other in Victoriaville 
– and one is located in the United States, in Thomasville, North Carolina. The three facilities cover a total area of 
approximately 200,000 sq. ft.

All our manufacturing operations are vertically integrated which implies that all our products are produced internally. The 
Company does not use third-parties to further process the end products that it sells.

Market Opportunity

We operate in a market that is over 25 billion dollars in size. Although this market is highly fragmented and commoditized 
in terms of pricing, there are niches within this larger market that offer the opportunity of increased profitability. 

Management believes that four factors will contribute to Imaflex’s long term growth.

The first is continued investment in our research and development efforts so as to allow our research teams to develop 
on a timely basis, new products for highly profitable niche markets as the older niches gradually become price sensitive 
with the entry of new participants. 

The second is the efficiency of our equipment, and our commitment to sustain this efficiency with the required capital 
investments. This will allows us to remain cost competitive in the marketplace. 

The third is our access to capital. Being a publicly traded company we have the ability to tap into the equity markets if the 
right opportunity comes along. This is in addition to the credit facilities provided to the Company by its banks.

The fourth is our manufacturing presence in both Canada and the United States which confers a competitive advantage to 
the Company in terms of logistics, currency, and manufacturing flexibility.

Outsourcing

Our industry is capital intensive. Labour is a minor component in the total cost of production. Therefore, the outsourcing 
of products from countries with lower labour rates would not have a material impact on the reduction of our cost of 
production. 

Furthermore, the risks related to quality and on-time delivery would far outweigh any minimal benefits that would be 
generated by lower labour costs. Accordingly, as it stands now, management does not contemplate the establishment of 
an outsourcing strategy.
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M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )

Business Strategy

Imaflex is focused on providing its customers the highest quality products on a timely basis and at competitive prices. 
This strategy has been the backbone of our growth and it has served us well. 

However, during difficult economic times our consistent quality and high service levels are not always enough of a 
differentiation factor to secure sales, as competitors with idle operations attempt to gain market share through pricing. 

Regardless of the ups and downs of the economic cycle it is our intention to maintain our focus on the quality and service 
levels that have distinguished us in the past. In the long run this will most certainly accrue to our benefit.

Growing Customer Base

In a 25 billion dollar market it becomes essential to avoid selling to customers focused on products that are highly 
commoditized in terms of pricing. The key is to identify potential customers with specific needs, develop a relationship with 
them, and through that relationship eventually develop products that address a particular need.

Our sales force’s primary mandate is to find such clients.

Risk Factors

The Company is involved in a competitive industry and marketplace in which there are a number of participants. 
To accommodate the recent growth and effectively manage future growth, the Company continues to improve its 
operational, financial and management information systems, as well as its production procedures and controls.  The 
Company’s success is largely the result of the continued contributions of its employees and the Company’s ability to 
attract and retain qualified management, sales and operational personnel.

The 25 billion dollar market the Company competes in, has historically shown resiliency and growth even at the worst 
economic times. The Company’s customers operate predominantly in the food packaging and agriculture markets.  This 
fact, coupled with the expanding product lines and reliance on newer and faster equipment should help it weather the 
potential volatility caused by uncertainty in the North American economic climate.

Factors which can impact the Company include, but are not limited to: management of credit, market dynamics, liquidity, 
funding and operational risks; the strength of the Canadian and U.S. economies in which we conduct business; the 
impact of the movement of the Canadian dollar relative to other currencies, particularly the U.S. dollar; the effects of 
changes in interest rates; the effects of competition in the markets in which we operate; our ability to successfully align 
our organization, resources, and processes; the availability and price of raw materials; failure to achieve planned growth 
associated with the U.S. expansion; changes in accounting policies and methods we use to report our financial condition, 
including uncertainties associated with critical accounting assumptions and estimates; operational and infrastructure 
risks; other factors may affect future results including, but not limited to, timely development and introduction of new 
products and services, changes in tax laws, technological changes, new regulations; the possible impact on our businesses 
from public-health emergencies, international conflicts and other developments; and our success in anticipating and 
managing the foregoing.
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General Situation of the Polyethylene Blown Film Market

Due to the recession, and now its slow recovery, supply far outstripped demand of our products. This has obviously led 
to lower margins. These conditions have created many bankruptcies, and mergers within the industry. Conditions are 
improving, but at a very slow pace. We therefore expect the continuation of lower margins, at least for the near term. 

Loss of Business from a Significant Customer

One of our business strategies has been to limit the purchases of any particular customer to 15% of our revenues. This 
strategy allows us to ensure that our profitability and financial well-being is not dependent on any one client.

Competition from other Companies

Competition in our market is at the moment quite intense due to the imbalance between supply and demand. Nevertheless, 
because we are dealing in a 25 billion dollar market; because we have a highly skilled team that is quick to respond to 
customer needs; because we have vertically integrated operations;  because we have a diversified manufacturing base 
and because the bulk of our customers deal in food related products, we believe that we have a competitive edge. It may 
not always translate into a greater net profit, but it certainly does translate into customer loyalty should we decide to match 
our competitors’ prices.

Seasonality of Operations

Two of our operations, the one in Victoriaville and the one in Thomasville are subject to seasonality as a result of their 
partial manufacturing focus in the production of metalized film products sold to fruit and vegetable growers. Customer 
demand in this market segment peaks twice yearly. To properly service these clients it is imperative that inventory levels 
be increased during the low seasons. 

However, because these locations also manufacture products that are destined for other markets which are not affected 
by seasonal downturns, these two plants are still able to operate all year, albeit at lower capacity levels.

Exposure to product Liability

Imaflex Inc.’s exposure to product liability is low. We are a manufacturer of polyethylene films used by our customers to 
transform our products into polyethylene packaging for use by their clients. Imaflex is not exposed to liability for personal 
injury, or death arising from negligence in the manufacturing of the films. 

The only market segment that exposes the Company to potential product liability claims is the agricultural market. In this 
market, proof of negligence in our manufacturing process could entail some form of compensation in the event that the 
expected crop yields do not materialize.

Although the likelihood of a claim in this market is low, we are nonetheless covered by a product liability insurance policy 
in the amount of $25,000,000.

M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )
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Fluctuations in operating results

It is important to note that profitability may vary from quarter to quarter, irrespective of quarterly sales. This is due to many 
factors.  These factors include and are not limited to: competitive conditions in the businesses in which the Company 
participates; general economic conditions and normal business uncertainty; product mix; fluctuations in foreign currency 
exchange rates; the availability and costs of raw materials; changes in the Company’s relationship with its suppliers; and 
interest rate fluctuations and other changes in borrowing costs.

Access to additional financing

We have not, nor do we expect to have, a significant increase in borrowing costs. Access to additional financing has been 
offered by our current institutional lenders.

Ability to attract and retain qualified personnel

Historically Imaflex Inc. has had no need to attract a quality management team, or technical personnel. This was due to 
the fact that the founders, who have more than 100 years of combined experience in management and R & D, were and 
remain at the core of its management team. However as the Company has grown, we have strengthened our team with 
the addition of individuals having a variety of competencies, be it accounting, operations, or engineering. 

This has resulted in a work environment that allows for the free of exchange of ideas in an effort to ensure that the 
Company remains in the forefront of our industry. We are confident that we can retain and attract qualified individuals that 
will contribute to our quest of building shareholder value.

Management of Growth

Imaflex Inc’s history attests to its management’s ability to create and manage growth and to successfully adapt to 
prevailing and continuously changing market conditions. There is nothing to indicate that it will not continue in the 
future and this regardless of where the Company’s growth comes from, whether it is from new markets and products, 
acquisitions, mergers, or a combination of any or of all three.

Foreign Exchange Fluctuations

A portion of the Company’s sales and expenses as well as accounts receivable and payable are denominated in US dollars. 
A portion of the revenue stream in US dollars acts as a natural hedge to cover expenses denominated in US dollars. The 
Company does not use forward foreign exchange contracts to manage its residual foreign exchange exposure.

Environmental Hazards

The Company’s raw materials, processes and finished goods do not have any hazardous implications. However we do 
buy a few items which are used in our production equipment such as cooling products which may be hazardous, but 
nevertheless are controlled. Though these products actually pose very little risk, they are handled in a manner that fully 
complies with existing safety regulations.

M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )
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M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Sales	 $	 10,081	 $	 14,466	 $	 48,190	 $	 54,570

Three months ended December 31, 2009
 
Gross profit before amortization
The gross margin percentage before amortization remained relatively stable during the quarter. The decrease can be 
attributed to the mix of products sold.
Gross profit
The gross margin percentage declined during the quarter. The decrease can be attributed to the mix of products sold and 
lower volumes partially offset by lower depreciation expense resulting from the change in the useful life of the assets in 
our US subsidiary from 10 to 15 years.

Year ended December 31, 2009 
 
Gross profit before amortization
The increase in the gross margin percentage before amortization is due mainly to lower operational costs.
Gross profit
The increase in the gross margin percentage is due to lower operational costs and less depreciation resulting from the 
change in the useful life of the assets in our US subsidiary from 10 to 15 years.

The reduction in sales during the quarter of $4,385,000 or 30.3% and $6,380,000 or 11.7% for the year when 
compared to 2008 is the result of a decrease in sales volume and a downward pressure on prices due to the dismal 
economic situation.

RESULTS OF OPERATIONS

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Gross Profit before amortization 
of production equipment	 $	 $	 1,146 	 $	 1,774		 $	 7,651	 $	 7,235

	 %		  11.4% 			  12.3%		  15.9%		  13.3%

Amortization of production equipment	 	 659 			  797			  2,817		  3,182

Gross Profit 	 $	 	 487	 		 977			  4,834	 	 4,053
Gross Profit 	 %		  4.8% 			  6.7%		  10.0%		  7.4%
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M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )

RESULTS OF OPERATIONS (continued)

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Amortization – 
excluding production equipment	 $	 65	 $	 95	 $	 275	 $	 214

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Interest	 $	 102	 $	 405	 $	 464	 $	 1,090

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

FX loss (gain)	 $	 20	 $	 43	 $	 522	 $	 387

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Selling and administrative	 $	 904	 $	 796	 $	 3,486	 $	 3,813

As a % of sales	 9.0%	 5.5%	 7.2%	 7.0%

The increase for the year resulted primarily from the additional amortization of computer equipment.

The decrease in interest expense during the quarter and the year is attributable to less long term debt, a decline in the 
variable interest rate and the interest rate swap.

Three months ended December 31, 2009 and 2008
 
The foreign exchange translation resulted in a loss of $20,000 (2008 - loss of $43,000) for the quarter ended 
December 31, 2009, as a result of an appreciation of the U.S. dollar during the quarter.

Years ended December 31, 2009 and 2008
 
The foreign exchange translation resulted in a loss of $522,000 (2008 - loss of $387,000) for the year ended 
December 31, 2009, as a result of the timing in USD denominated transactions during the year.

The decrease in administrative and selling expenses from 2008 to 2009 is the result of a reduction in the capital tax rate, 
a reduction in insurance premiums and a reduction in sales commissions.
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M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Provision for income taxes	 $	 23	 $	 365	 $	 359	 $	 506

As a % of income (loss) before taxes 	 (0.04)%	 95.3%	 (816.0)%	 (31.9)%

	 Three months ended	 Years ended 
		  December 31	 December 31	 December 31	 December 31
($ thousands)	 2009	 2008	 2009	 2008

Net loss	 $	 (658)	 $	 (748)	 $	 (403)	 $	(2,091)

Loss per share (basic and diluted) 	 $	(0.017)	 $	(0.020)	 $	(0.010)	 $	(0.056)

The income tax provision reflects the taxes on the income generated by the Company’s Canadian operations. No future 
income tax benefits have been recorded on the Company’s losses at its U.S. location.

Three months ended December 31, 2009 and 2008
 
The Company incurred a consolidated net loss of $658,000 for the quarter ended December 31, 2009 compared to 
net loss of $748,000 for the same quarter of 2008. The Company’s US subsidiary continues to operate at a loss but is 
progressively showing signs of improvement. The Company’s Québec operations generated operating losses after taxes 
of $63,000 for the three months ended December 31, 2009, compared with an operating profit after taxes of $167,000 
for the same period in 2008.

Years ended December 31, 2009 and 2008
 
The Company’s results improved by $1,688,000 to a consolidated net loss of $403,000 for the year ended 
December 31, 2009 compared with net loss of $2,091,000 for the same period in 2008. The Company’s Québec 
operations generated operating income after taxes of $325,000 for the year ended December 31, 2009, compared with 
an operating income after taxes of $382,000 for the same period in 2008. The current period’s results were impacted 
by losses at the Company’s U.S. facility of $1,224,000 USD compared with a net loss of $1,918,000 USD for the same 
period in 2008.

Financial Position
 
December 31, 2009 vs. December 31, 2008
During the year current assets decreased by $200,000 mainly due to a decrease in accounts receivable which were 
partially offset by an increase in inventories.
Current liabilities increased by approximately $200,000 during the year due to an increase in bank indebtedness which 
was partially offset by a decrease in the current portion of the long term debt.

RESULTS OF OPERATIONS (continued)
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SUMMARY OF QUARTERLY RESULTS 

Summary financial data derived from the Company’s unaudited financial statements for each of the eight most recently 
completed quarters are as follows:

For the quarters ending March, June, September and December 
($ thousands, except per share data)

	 Q4/09	 Q3/09	 Q2/09	 Q1/09	 Q4/08	 Q3/08	 Q2/08	 Q1/08	
Sales	 $10,081	 $11,914	 $12,384	 $13,811	 $14,466	 $13,976	 $14,014	 $12,114
Net income (loss)	 (658)	 (468)	 79	 644	 (748)	 (586)	 (281)	 (476)
Earnings (loss) per share:	
	 Basic and diluted	 (0.016)	 (0.012)	 0.002	 0.016	 (0.020)	 (0.016)	 (0.010)	 (0.013)

It is important to note that profitability may vary from quarter to quarter, irrespective of quarterly sales due to many 
factors. These factors include and are not limited to: competitive conditions in the businesses in which the Company 
participates; general economic conditions and normal business uncertainty; product mix; fluctuations in foreign currency 
rates; the availability and costs of raw materials; changes in the Company’s relationship with its suppliers; and interest 
rate fluctuations and other changes in borrowing costs.

LIQUIDITY 

Working capital as of December 31, 2009 was $4,469,000 compared with working capital of $4,950,000 at December 
31, 2008.  

The Company believes that it has sufficient liquidity to cover its operating requirements in addition to complete support 
from its financial institutions. The Company’s lenders have recently agreed to  additional  funding  for capital assets 
acquisitions.

Cash Flows from Operating Activities

During the quarter ended December 31, 2009, the Company generated $11,000 (2008 – $662,000) in cash flow from 
operating activities before changes in non-cash operating working capital, a decrease of $651,000 or 98% over the 
same period in 2008, primarily as a result of the effect of the foreign exchange and a decrease in the fair value of the 
financial derivative. 

During the year ended December 31, 2009, the Company generated $2,314,000 in cash flow from operating activities 
before changes in non-cash operating working capital, an increase of $161,000, or 7.3%, over the same period in 2008, 
primarily as a result of the effect of foreign exchange. The decrease in non-cash operating working capital of $31,000 in 
the current year was primarily attributable to increases in inventories, which was mainly offset by a decrease in accounts 
receivable.  In 2008, the decrease in non-cash operating working capital of $438,000 was primarily attributable to 
increases in accounts receivable which were offset by a decrease in inventories.

Cash Flows from Financing Activities

During the quarter ended December 31, 2009, the Company incurred cash outflows of $803,000 compared to cash 
outflows of $1,878,000 for the same period in 2008. During the quarter the company reimbursed $104,000 on its 
existing line of credit and made scheduled long term debt payments of $671,000. 

During the year ended December 31, 2009, the Company incurred cash outflows of $2,278,000 compared to cash 
outflows of $241,000 for the same period in 2008.  The Company increased its bank indebtedness by $1,132,000 
and made scheduled long term debt payments of $3,302,000. In 2008, the company increased bank indebtedness by 
$2,952,000 and issued shares for proceeds of $500,000, to finance its working capital requirements and its capital 
expenditures. During 2008 the company made scheduled long term debt payments of $3,599,000.

RESULTS OF OPERATIONS (continued)
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CAPITAL RESOURCES 
The Company has operating lines of credit with its bankers to a maximum of $8,500,000 bearing interest at rates ranging 
between prime plus 0.50% to 1.30%.  The lines of credit are secured by accounts receivable, inventories and capital 
assets.  At December 31, 2009, the Company had drawn $5,959,000 (2008 - $4,827,000) on its lines of credit.
Management expects to be able to continue financing the Company’s activities and other anticipated cash requirements 
through its cash flow from operations and funds available under its credit facilities.
 
RELATED PARTY TRANSACTIONS 
In the normal course of operations, the Company had routine transactions with related parties. These transactions are 
measured at the exchange amount, which is the amount of consideration established and agreed to by the related parties.
The following table reflects the related party transactions as disclosed in note 10 of the “Notes to Consolidated Financial 
Statements.” 

(a) Gerald R. Phelps, Imaflex’s Vice-President – Operations, is the controlling shareholder of Polytechnomics Inc. 
(“Polytech”).  The Company has an agreement with Polytech for the provision of consulting, management, and technical 
services.  The agreement is presented to and approved by the Company’s Board of Directors on an annual basis.

(b) Joseph Abbandonato, Imaflex’s President, Chief Executive Officer and Chairman of the Board, is the controlling 
shareholder of Roncon Consultants Inc. (“Roncon”).  The Company’s production facilities at Imaflex, Canslit, and Imaflex 
USA are leased from Roncon and parties related to Roncon under long-term operating lease agreements (see “Contractual 
Obligations” under “Liquidity”).

CONTRACTUAL OBLIGATIONS

LIQUIDITY (continued)
Cash Flows from Investing Activities

During the quarter ended December 31, 2009, the Company incurred net cash outflows of $60,000 for the purchase of 
assets compared to $638,000 for the same period in 2008.  The amounts in 2009 and 2008 were primarily required for 
additional manufacturing equipment at the Company’s Victoriaville and U.S. facilities.  

During the year ended December 31, 2009, the Company incurred a net cash outflow of $335,000 compared to $677,000 in 
2008. The amounts were required for additional manufacturing equipment at the Company’s Victoriaville and U.S. facilities.

	 Payment due by period
($ thousands)	 Total	 Less than 1 year 	 1 - 3 years 	 4 - 5 years	 After 5 years 
Long term debt		  $ 7,094	 $	 2,923	 $	 3,488	 $	 683	 $  	 -
Capital lease	 103	 54	 33	 16	 -
Operating leases	 5,325	 702	 1,489	 1,337	 1,797
Bank Indebtedness	 5,959	 5,959	 -	 -	 -
Interest rate swap	 168	 56	 112	 -	 -
Total contractual obligations	 18,649	 9,703	 5,113	 2,036	 1,797

	 Three months ended	 Years ended
		  December 31		 December 31	 December 31		 December 31
($ thousands)	 2009		 2008	 2009		 2008

Management fees	 (a)	 $	 57	 $	 35	 $	 183	 $	 183

Rent		 (b)	 $	 177	 $	 210	 $	 709	 $	 740
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PROPOSED TRANSACTIONS

The Company has no proposed transactions at this time.

 
CRITICAL ACCOUNTING POLICIES

The Company’s significant accounting policies are disclosed in note 1 of the “Notes to Consolidated Financial Statements” 
for the years ended December 31, 2009 and 2008.

 
CHANGES IN ACCOUNTING POLICIES INCLUDING ADOPTION

1. Change of accounting policies:

2009

(i)	 Effective January 1, 2009, the Company classified its foreign subsidiary Imaflex USA, Inc., previously considered an 
integrated foreign operation, as a self-sustaining foreign operation. This change in classification is a result of changes 
in circumstances concerning Imaflex USA’s operations, including its being able to conduct its activities and grow its 
business on a stand alone basis, following a start-up period.

The financial statements of Imaflex USA are, as of January 1, 2009, translated using the current rate method, under which 
assets and liabilities are translated at the exchange rate in effect at the balance sheet date and revenues and expenses 
are translated at the exchange rates in effect on the dates on which such items are recognized into income during the 
period. Exchange gains or losses arising from the translation of Imaflex USA’s financial statements are recognized in other 
comprehensive income, and are included in net income when there is a reduction in the net investment in Imaflex USA.

Previously, the foreign operation was considered to be integrated and was translated using the temporal method.  Under 
the temporal method, monetary assets and liabilities are translated at the period end exchange rate while other assets and 
liabilities are translated at the historical rate. Revenues and expenses are translated at the average monthly rate except for 
depreciation which is translated on the same basis as the assets to which they relate.  The impact of this new classification 
is primarily on the conversion of long term assets which are now converted at the current rate whereas before they were 
converted at their historical rate.  This brought about elements of foreign exchange gains and losses on the conversion of 
US denominated long term assets which are included in the determination of net income for the period.    

As a result of this change, an adjustment to accumulated other comprehensive income in the amount of $524,942 was 
made on January 1, 2009, to record previously unrecognized translation gains. Please refer to note 1.b.i in the notes to 
the consolidated financial statements for the year ended December 31, 2009 and 2008.

(ii)	 On January 1, 2009, the Company adopted, on a retroactive basis, the Canadian Institute of Chartered Accountants 
(“CICA”) Handbook 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. It establishes standards for the recognition, measurement, presentation 
and disclosure of goodwill subsequent to its initial recognition and of intangible assets by profit-oriented enterprises. 
Standards concerning goodwill are unchanged from the standards included in the previous Section 3062. The adoption 
of this new Section had no impact on the consolidated financial statements. 

On January 20, 2009, the CICA issued Emerging issues & Committee Abstract 173, “Credit Risk and the Fair Value of 
Financial Assets and Financial Liabilities” (“EIC 173”), which required retrospective application without restatement of 
prior periods to all financial assets and liabilities measured at fair value in interim and annual consolidated financial 
statements after January 20, 2009. EIC 173 requires the Company to consider its own credit risk and the credit risk of 
the counterparty in determining the fair value of financial assets and financial liabilities, including derivative instruments. 
The adoption of EIC 173 had no material impact on the consolidated financial statements.
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CHANGES IN ACCOUNTING POLICIES INCLUDING ADOPTION (continued) 

Change of accounting policies: (continued) 

2008

On January 1, 2008, the Company adopted CICA Handbook Section 3031, Inventories, which replaced Section 3030 
and harmonizes the Canadian standards related to inventories with International Financial Reporting Standards (“IFRS”).  
This section provides changes to the measurement and more extensive guidance on the determination of cost, including 
allocation of overhead; narrows the permitted cost formulas; requires impairment testing; and expands the disclosure 
requirements to increase transparency.  The changes in accounting policy, applied retrospectively without restatement of 
prior year’s financial statements, resulted in an increase to the 2008 opening retained earnings of $52,014.

New accounting policies to be adopted in future periods:  

(i)	 International Financial Reporting Standards 

The Accounting Standards Board of Canada (AcSB) will converge Canadian GAAP for publicly accountable enterprises 
with International Financial Reporting Standards (“IFRS”) over a transition period that will end effectively January 1, 2011 
with the adoption of IFRS. The changeover date is for interim and annual financial statements relating to fiscal years 
beginning on or after January 1, 2011. 

As a result, Imaflex Inc. will adopt IFRS as the basis for preparing its interim and annual consolidated financial statements; 
and its first quarter under the IFRS reporting standards will be for the three-month period ending March 31, 2011.  
While IFRS uses a conceptual framework similar to Canadian GAAP, there are significant differences on recognition, 
measurement, and disclosures which must be addressed.

IFRS uses a conceptual framework similar to Canadian GAAP, but there are significant differences in recognition, 
measurement and disclosure requirements. As a result, the Company has established a changeover plan to convert to 
these new standards according to the timetable set with these new rules. An implementation team has been created in 
order to transition to the new rules. An internal team using external resources was set up to guide and train employees.

In preparation for the conversion to IFRS, IMAFLEX Inc. has developed an IFRS changeover plan which is comprised of 
three main stages: Planning and Diagnosis, Analysis, and finally, Implementation and Execution.

Stage 1: Planning and Diagnosis

This stage, which took place between Q3 2008 and Q3 2009, consisted of the recruitment and training of internal 
technical resources to assist in the implementation. This phase consisted of identifying the key differences between 
current Canadian GAAP as used by the company and IFRS. This phase also involved making choices on the elective 
elements of IFRS. Documentation was also prepared to support the choices made.
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CHANGES IN ACCOUNTING POLICIES INCLUDING ADOPTION (continued) 

New accounting policies to be adopted in future periods: (continued)

(i)	 International Financial Reporting Standards (continued)

Stage 2: Analysis

Once the key differences between Canadian GAAP and IFRS were identified an assessment was performed on the potential 
impact on its Consolidated Financial Statements, accounting policies, information systems, processes, controls, covenants 
and business activities. This stage also involves identifying all possible changes to the aforementioned and in addition 
changes in controls and disclosure. This stage should be completed around the end of the second quarter 2010. 

Stage 3: Implementation & Execution

This phase will involve making changes to business and accounting processes and supporting information systems. 
Formal documentation of the final Board approved accounting policies and procedures will be performed.  A quantification 
of anticipated business impacts will be undertaken as well as a drafting of the pro-forma financial statement formats and 
notes thereto that will be existent under IFRS and comparing them to current GAAP.  Stage 3 is expected to be completed 
by the end of Q3 2010.

As the implementation process evolves, the Company will continue to review all proposed projects and determine their 
impact on the Company. Therefore, the final impact of IFRS on the Company’s consolidated financial statements will only 
be determined once all applicable standards at the conversion date are known.

The Company has identified the following major differences between its current accounting policies and those required 
or expected to apply in preparing IFRS financial statements.  They include, but are not limited to:

IFRS 1 – First Time Adoption

The Company has analyzed the various accounting policy choices available and will implement those determined to be most 
appropriate in our circumstances once the Board of Directors’ approval is received during the interim periods of 2010. 

The most significant elective decision made, is that the Company does not expect to restate business combinations which 
occurred before January 1, 2010. 

IAS 16 - Property, Plant and Equipment

Property, plant and equipment (PPE) as defined the company may use the cost model or the revaluation model which 
permits the revaluation of PPE to fair value less any accumulated depreciation and accumulated impairment losses. 

In addition, IFRS requires that each part of PPE that has a cost that is significant in relation to the overall cost of the item 
should be recognized in a separate classes and depreciated separately. 

Expected IFRS accounting policy

The Company will use the cost model to account for each class of property, plant and equipment. In addition the company 
will not further separate its current classes of property, plant and equipment. 
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CHANGES IN ACCOUNTING POLICIES INCLUDING ADOPTION (continued) 

New accounting policies to be adopted in future periods: (continued)

(i)	 International Financial Reporting Standards (continued)

IAS 36 – Impairment

Under Canadian GAAP, impairment is recognized for non-financial assets based on estimated fair value when the 
undiscounted future cash flows from an asset, or group of assets, is less than the carrying value. Under IFRS, an entity 
is required to recognize an impairment charge if the recoverable amount, determined as the higher of the estimated fair 
value less costs to sell or value-in-use, is less than its carrying value. 

Expected IFRS accounting policy

The company will evaluate on an ongoing basis whether there are circumstances which indicate a need to perform an 
impairment test on its long lived assets. A template with key indicators of impairment will be developed & reviewed on an 
ongoing basis to ensure an updated model for evaluation is used.

IAS 37 - Provisions and Contingent Liabilities   

IAS 37, requires a provision to be recognized when all of the following conditions have been satisfied: (1) there is a 
present obligation as a result of a past transaction or event; and (2) it is probable that an outflow of resources will be 
required to settle the obligation; and (3) a reliable estimate can be made of the obligation. “Probable” in this context 
means more likely than not. Under Canadian GAAP, the criterion for recognition in the financial statements is “likely,” 
which is a higher threshold than “probable.”

Expected IFRS accounting policy

The Company will adopt this revised accounting policy on transition to IFRS taking into consideration the lower 
threshold.

IAS 12 – Income Taxes

IAS 12 is similar to Canadian GAAP with the following exception that all deferred taxes on assets and liabilities are treated 
as long term instead of the Canadian GAAP approach of allocating between current and long term portions. 

Expected IFRS accounting policy

The Company is in the process of assessing the impact of various transitional adjustments on the income tax balances, 
but does not foresee any significant changes or impacts from the transition to IFRS.
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CHANGES IN ACCOUNTING POLICIES INCLUDING ADOPTION (continued) 

New accounting policies to be adopted in future periods: (continued)

(i)	 International Financial Reporting Standards (continued)

 
Summary of the IFRS changeover plan

The plan addresses the impact of IFRS on Accounting policies and implementation decisions, Infrastructure, 
Business activities and Control activities. A summary status of the key elements of the changeover plan is as follows:

Key activities Status

Accounting policies 
and implementation 
decisions

Identification of differences in Canadian GAAP 
and IFRS accounting policies;

Selection of the Company’s ongoing IFRS 
policies;

Selection of the Company’s IFRS 1  First-time 
Adoption of International Financial Reporting 
Standards (“IFRS 1”) choices;

Development of financial statement format;

Quantification of effects of change in initial 
IFRS 1 disclosures and 2010 financial 
statements.

The Company has identified differences between 
accounting policies under Canadian GAAP and 
accounting policy choices under IFRS, both on 
an ongoing basis and with respect to certain 
choices available on conversion, made in 
accordance with IFRS 1;

Financial statement templates will be prepared 
by Q3 2010.

All choices of accounting policies will be 
approved by the Board of Directors.

Infrastructure 

Financial reporting 
expertise

Development of IFRS expertise. 

Ensure members involved in IFRS 
implementation receive adequate training and 
guidance. 

The Company has provided training for key 
employees via external consulting firm since Q3 
2008.

Additional training will be given as deemed 
necessary until full adoption in 2011 and 
thereafter.

Infrastructure

Information technology 
and data systems

Identify and addresses IFRS differences that 
require changes to financial systems

Identify and address additional data capture 
and reporting requirements to financial 
systems.

The Company has determined some  system 
requirements and solutions with respect to the 
impact of IFRS differences with the changeover 
and the identification of additional data capture 
requirements as the year progresses.

Business activities

Financial covenants

Identification of impact on financial covenants 
and business practices.

The Company is continuing to monitor the 
contractual implications of IFRS if any on any 
financing relationships and other arrangements.

Control activities

Internal control over 
financial reporting 
and  Disclosure controls 
and Procedures

For all accounting policy changes identified, 
assessment of Internal Controls over Financial 
Reporting (“ICFR”) design and effectiveness 
implications.

Assessment of Disclosure Controls and 
Procedures (“DC&P”) design and effectiveness 
implications.

All changes will be evaluated in order to ensure 
that the appropriate controls are in place for the 
company.
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New accounting policies to be adopted in future periods: (continued) 

(ii)	 Section 1582, Business Combination.  

This new Section will be applicable to business combinations for which the acquisition date is on or after the Company’s 
interim and fiscal year beginning January 1, 2011. Early adoption is permitted. This 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 Company has not yet determined the impact of the adoption of this new Section on its 
consolidated financial statements.

(iii)	 Section 1601, Consolidated financial statements.  

This new section will be applicable to financial statements relating to the Company’s interim and fiscal year beginning 
on or after January 1, 2011. Early adoption is permitted. This section establishes standards for the preparation of 
consolidated financial statements. The Company has not yet determined the impact of the adoption of this new Section 
on its consolidated financial statements.

(iv)	 Section 1602, Non-Controlling interests.  

This new Section will be applicable to financial statements relating to the Company’s interim and fiscal year beginning 
on or after January 1, 2011. Early adoption is permitted. This section establishes standards for accounting for 
non-controlling interest in a subsidiary in consolidated financial statements subsequent to a business combination. The 
Company has not yet determined the impact of the adoption of this Section on its consolidated financial statements.

Financial Instruments 

Please refer to notes 13 and 14 of the “Notes to Consolidated Financial Statements,” for a discussion of the Company’s 
foreign currency risk, credit risk and interest rate risk exposures and management as well as fair value disclosures 
concerning the Company’s financial instruments.

As at December 31, 2009, the fair value of the interest rate swap of $168,763 (2008 – $318,889) has been recorded 
on the balance sheet under accounts payable and accrued liabilities, with a charge to the income statement under 
interest expense.

Except as noted above, the Company has no other outstanding derivatives contracts at December 31, 2009.

Management Outlook  
Management is pleased that the many changes implemented over the past two years have laid the foundation for 
improved profitability. In 2009 these changes resulted in an improvement in operational earnings compared to the 
previous year. These improvements, and the easing of our debt load bode well for 2010 and beyond. 

Management also expects that Imaflex’s USA operations will finally show profitability in 2010. Machinery problems, 
the last of which were recently resolved, coupled with an increase in sales activities, are fostering management’s 
enthusiasm. 

Management believes that the many difficulties it has encountered over the last few years are now resolved. As such, 
management can finally spend time searching for opportunities, rather than concentrating its energies on survival. We 
feel that given the improving trend in our operating results, and the Company’s diminishing debt load, we are finally 
able to develop and implement plans that further the goal of increasing shareholder value.

M A N A G E M E N T ’ S  D I S C U S S I O N
A N D  A N A L Y S I S  ( c o n t i n u e d )
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Outstanding Share Data 

As of the date of this report, the Company had 39,350,002 Class A shares outstanding.

Contingency  
In the normal course of business, the Company is named as defendant in various claims resulting from the use by 
end-users of its products.  While it is not possible to estimate the outcome of the various proceedings at this time, 
the Company expects that it will not incur any significant loss or expense in excess of amounts already provided.  Any 
differences between the amounts settled and the amounts provided will be accounted for as a charge to income in the 
period in which the settlement occurs.

Risk Factors  
The Company is involved in a competitive industry and marketplace in which there are a number of participants.  
To effectively manage future growth, the Company continues to improve its operational, financial and management 
information systems, procedures and controls.  The Company’s success is largely the result of the continued 
contributions of its employees and the Company’s ability to attract and retain qualified management, sales and 
operational personnel.

The 25 billion dollar market the Company competes in has historically shown resiliency and growth even at the worst 
economic times.  The Company’s customers operate predominantly in the food packaging and agricultural markets.  
This fact, coupled with the expanding product lines and reliance on newer and faster equipment should help it weather 
the potential volatility caused by uncertainty in the North American economic climate.  

Factors which can impact the Company include, but are not limited to: management of credit, market dynamics, 
liquidity, funding and operational risks; the strength of the Canadian and U.S. economies in which we conduct business; 
the impact of the movement of the Canadian dollar relative to other currencies, particularly the U.S. dollar; the effects 
of changes in interest rates; the effects of competition in the markets in which we operate; our ability to successfully 
align our organization, resources, and processes; the availability and price of raw materials; failure to achieve planned 
growth associated with the U.S. expansion; changes in accounting policies and methods we use to report our financial 
condition, including uncertainties associated with critical accounting assumptions and estimates; operational and 
infrastructure risks; other factors may affect future results including, but not limited to, timely development and 
introduction of new products and services, changes in tax laws, technological changes, new regulations; the possible 
impact on our businesses from public-health emergencies, international conflicts and other developments; and our 
success in anticipating and managing the foregoing risks.

Additional information relating to our Company, including our Annual Report, can be found on SEDAR at www.sedar.com.

Joseph Abbandonato
President & Chief Executive Officer

March 31, 2010

Robert Nagy, CMA,CIA
Corporate Controller
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A U D I T O R S ’  R E P O R T  T O  T H E  S H A R E H O L D E R S

We have audited the consolidated balance sheet of Imaflex Inc. as at December 31, 2009 and the consolidated 
statements of operations and retained earnings, comprehensive loss and cash flows for the year then ended. These 
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion 
on these financial statements based on our 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, 2009 and the results of its operations and its cash flows for the year then ended in 
accordance with Canadian generally accepted accounting principles.

The consolidated financial statements as at December 31, 2008 and for the year then ended, were audited by other 
auditors who expressed an opinion without reservation on those statements in their report dated March 13, 2009, 
except as to Note 6(b) in the 2008 consolidated financial statements which was as of April 14, 2009. 

Chartered Accountants 

Montréal, Canada
February 19, 2010, except as to Note 5(b) which is as of March 3, 2010

i Chartered accountant permit No. 13556 

i
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As at December 31, 2009 and 2008

		  2009	 2008
Assets
Current assets:
	 Cash	 $	 964,188	 $	 1,250,645
	 Accounts receivable (note 2)	 7,066,890	 10,675,759
	 Inventories (note 3)	 10,833,855	 7,086,931
	 Income taxes receivable	 -	 94,660
	 Prepaid expenses	 18,788	 23,441
		  18,883,721	 19,131,436

Capital assets (note 4)	 16,631,471	 20,336,623
		  $	35,515,192	 $	 39,468,059

Liabilities and Shareholders’ Equity
Current liabilities:
	 Bank indebtedness (note 5)	 $	 5,959,204	 $	 4,826,665
	 Accounts payable and accrued liabilities	 5,151,104	 5,045,140
	 Income taxes payable	 328,423	 531,535
	 Current portion of long-term debt (note 7)	 2,922,419	 3,669,632
	 Current portion of obligations under capital leases (note 6)	 53,686	 108,644
		  14,414,836	 14,181,616

Obligations under capital leases (note 6)	 48,829	 102,610
Long-term debt (note 7)	 4,171,296	 7,368,995
Future income taxes (note 8)	 936,252	 1,223,496
Commitments and contingencies (note 11)

Shareholders’ equity:
	 Share capital (note 9)	 7,829,165	 7,829,165
	 Contributed surplus (note 9)	 322,500	 322,500
		  8,151,665	 8,151,665

	 Accumulated other comprehensive loss	 (244,090)	 -
	 Retained earnings	 8,036,404	 8,439,677
		  7,792,314	 8,439,677

		  15,943,979	 16,591,342

		  $	 35,515,192	 $	 39,468,059
See accompanying notes to consolidated financial statements.			 

On behalf of the Board:

Director Director



ANNUAL REPORT – 2009

24

C onsoli      d ate   d  S tatements          of   O perations         
an  d  R etaine      d  E arnings       
Years ended December 31, 2009 and 2008

		  2009	 2008

Sales	 $	48,189,969	 $	 54,570,311
Cost of sales	 40,539,278	 47,335,148
Amortization of production equipment	 2,817,230	 3,181,784
Gross profit	 4,833,461	 4,053,379

Expenses:
	 Selling and administrative	 3,485,635	 3,812,775
	 Interest	 464,316	 1,089,605
	 Foreign exchange loss 	 522,246	 387,207
	 Amortization of capital assets	 275,245	 213,848
	 Other	 130,422	 134,023
		  4,877,864	 5,637,458

Loss before income taxes	 (44,403)	 (1,584,079)

Provision for income taxes (note 8)	 358,870	 506,436

Net loss	 (403,273)	 (2,090,515)

Retained earnings, beginning of year (note 1)	 8,439,677	 10,530,192

Retained earnings, end of year	 $	 8,036,404	 $	 8,439,677

Basic and diluted loss per share (note 9)	 $	 (0.010)	 $	 (0.056)
See accompanying notes to consolidated financial statements.		

		  2009	 2008

Net loss	 $	 (403,273)	 $	 (2,090,515)
Change in unrealized gains on translation of financial 
statements of self-sustaining foreign operations   
net of income taxes of $173,286 	 (769,032)	 -

Comprehensive loss	 (1,172,305)	 (2,090,515)
See accompanying notes to consolidated financial statements.

C onsoli      d ate   d  S tatements          of   C omprehensive             L oss   
For the years ended December 31, 2009 and 2008
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		  2009	 2008

Cash flows from operating activities: 
	 Net loss	 $	 (403,273)	 $	 (2,090,515)
	 Adjustments for: 
		  Amortization of capital assets	 3,092,475	 3,395,632
		  Future income taxes	 (113,958)	 (14,904)
		  Foreign exchange	 (156,749)	 733,684
		  Change in fair value of derivative financial instrument (note 7a)	 (104,699)	 186,138
	 Net change in non-cash operating working capital (note 12) 	 (31,191)	 (512,249)
				    2,282,605	 1,697,786

Cash flows from financing activities: 
	 Increase in bank indebtedness	 1,132,539	 2,951,931
	 Repayment of long-term debt	 (3,301,915)	 (3,599,379)
	 Repayment of obligations under capital leases	 (108,741)	 (93,745)
	 Insurance of share capital	 -	 500,000 
				    (2,278,117)	 (241,193)

Cash flows from investing activities: 
	 Purchase of capital assets	 334,672	 (676,907)

Effect of exchange rate differences on cash	 43,727	 (24,988)	

Net (decrease) increase in cash 	 (286,457)	 754,698

Cash, beginning of year 	 1,250,645	 495,947

Cash, end of year	 $	 964,188	 $	 1,250,645
   
Supplemental cash flow information: 
	 Interest paid	 $	 469,880	 $	 1,017,090
	 Income taxes paid	 275,000	 145,369
	 Purchase of capital assets through the issuance of 
		  obligations under capital leases	 -	 70,500
	 Application of deposits for the purchase of capital assets	 394,239	 -
	 Additions to capital assets included in accounts payable 	 238,257	 279,826 

See accompanying notes to consolidated financial statements.
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Imaflex Inc. (the “Company”) is incorporated under the Canada Business Corporations Act. The Company’s principal 
business activity is the design, manufacture and sale of packaging materials.

 
1. 	 Significant accounting policies:

(a)	 Basis of presentation

	 These consolidated financial statements have been prepared in accordance with Canadian generally accepted  
	 accounting principles and include the accounts of the Company and those of its wholly-owned subsidiaries, 
	 Canslit Inc. (“Canslit”) and Imaflex USA, Inc. (“Imaflex USA”). All intercompany balances and transactions have been  
	 eliminated.

(b)	 Change of accounting policies:

2009

(i) 	 Effective January 1, 2009, the Company classified its foreign subsidiary Imaflex USA, Inc., previously considered an  
	 integrated foreign operation, as a self-sustaining foreign operation. This change in classification is a result of  
	 changes in circumstances concerning Imaflex USA’s operations, including its being able to conduct its activities and  
	 grow its business on a stand alone basis, following its start-up period.

	 The financial statements of Imaflex USA are, as of January 1, 2009, translated using the current rate method,  
	 under which assets and liabilities are translated at the exchange rate in effect at the balance sheet date and  
	 revenues and expenses are translated at the exchange rates in effect on the dates on which such items are  
	 recognized into income during the period. Exchange gains or losses arising from the translation of Imaflex USA’s  
	 financial statements are recognized in other comprehensive income, and are included in net income when there is  
	 a reduction in the net investment in Imaflex USA.

	 As a result of this change, an adjustment to accumulated other comprehensive income in the amount of $524,942  
	 was made on January 1, 2009, to record previously unrecognized translation gains.

(ii) 	 On January 1, 2009, the Company adopted, on a retroactive basis, the Canadian Institute of Chartered Accountants  
	 (“CICA”) Handbook 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. It establishes standards for the recognition, measurement,  
	 presentation and disclosure of goodwill subsequent to its initial recognition and of intangible assets by 
	 profit-oriented enterprises. Standards concerning goodwill are unchanged from the standards included in the  
	 previous Section 3062. The adoption of this new Section had no impact on the consolidated financial  
	 statements.

Accumulated other comprehensive income

2009 2008

Change in status of Imaflex USA
Change in unrealized loss on translation of financial statements of self 
sustaining foreign operations net of income taxes of $173,286

$  524,942 –

 $   (769,032) –

Ending balance $  (244,090) –
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1. 	 Significant accounting policies (continued):

(iii) 	 On January 20, 2009, the CICA issued Emerging issues & Committee Abstract 173, “Credit Risk and the 
Fair Value of Financial Assets and Financial Liabilities” (“EIC 173”), which required retrospective application without 
restatement of prior periods to all financial assets and liabilities measured at fair value in interim and annual 
consolidated 	financial statements after January 20, 2009. EIC 173 requires the Company to consider its own 
credit risk and the credit risk of the counterparty in determining the fair value of financial assets and financial 
liabilities, including derivative instruments. The adoption of EIC 173 had no material impact on the consolidated 
financial statements.

2008

On January 1, 2008, the Company adopted CICA Handbook Section 3031, Inventories, which replaced Section 3030 
and harmonizes the Canadian standards related to inventories with International Financial Reporting Standards (“IFRS”). 
This section provides changes to the measurement and more extensive guidance on the determination of cost, including 
allocation of overhead; narrows the permitted cost formulas; requires impairment testing; and expands the disclosure 
requirements to increase transparency. The changes in accounting policy, applied retrospectively without restatement of 
prior year’s financial statements, resulted in an increase to the 2008 opening retained earnings of $52,014.

	 (c)	 Revenue recognition:

		  Sales are recorded when persuasive evidence of an arrangement exists, delivery has occurred, the price to the buyer  
		  is fixed or determinable and collection is reasonably assured.

	 (d)	 Cash and cash equivalents:

	 	 Cash and cash equivalents consist of short-term, highly liquid investments with an original maturity of 90 days or less.

	 (e)	 Inventories:

		  Raw materials, work in process and finished goods are valued at the lower of cost and net realizable value. Cost is 
		  determined on the first in, first out basis. The cost of finished goods includes the cost of raw materials and the  
		  applicable share of the cost of labour and fixed and variable production overheads. Net realizable value is the  
		  estimated selling price less the estimated cost of completion and the estimated costs necessary to make the sale.

	 (f)	 Capital assets:

		  Capital assets are recorded at cost. Amortization is provided on a straight-line basis, net of an estimated salvage  
		  value of certain assets:

Asset Basis Period

Production equipment
Office equipment
Computer software and equipment

Straight-line
Straight-line
Straight-line

2 to 15 years
5 years
3 years

Leasehold improvements are amortized on a straight-line basis over the terms of the leases, to a maximum of five 
years.

Effective January 1, 2009, the Company revised its estimated useful life for the production equipment at its Imaflex 
USA subsidiary from 10 to 15 years. This change in estimate, which was applied prospectively, resulted in a reduction 
in amortization of approximately $380,000. 
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1. 	 Significant accounting policies (continued):

(g) 	 Impairment of long-lived assets: 

	 The Company assesses long-lived assets for impairment when events or changes in circumstances indicate that the  
	 carrying value may not be recoverable. An impairment loss is recognized on a long-lived asset to be held and used  
	 when its carrying value exceeds the total undiscounted cash flows expected from its use and eventual disposal. The  
	 amount of the loss is determined by deducting the assets fair value from its carrying value.

(h)	 Foreign exchange:

	 Monetary assets and liabilities denominated in foreign currencies are translated at the rates of exchange 
	 at the balance sheet date. Other balance sheet items denominated in foreign currencies are translated 
	 at the rates prevailing at the respective transaction dates. Income and expenses denominated in foreign  
	 currencies are translated at average rates prevailing during the year. Gains or losses on foreign exchange are  
	 recorded in the statement of operations.

(i)	 Income taxes:

	 The asset and liability method is used for determining income taxes. Under this method, future income taxes 
	 are recognized for temporary differences between the financial statement carrying amounts and their 
	 respective income tax bases. Future income tax assets and liabilities are measured using enacted income 
	 tax rates expected to apply to taxable income in the years in which temporary differences are expected to be 
	 recovered or settled. The effect on future income tax assets and liabilities of a change in tax rates is included 
	 in income in the period in which the change occurs. The amount of future income tax assets recognized is limited 
	 to the amount that is more likely than not to be realized. A valuation allowance is recorded for the portion 
	 of the future income tax assets when its realization is not considered more likely than not.

(j)	 Stock-based compensation plans:

	 The Company follows the fair value method for stock option awards. Under the fair value based method, the  
	 compensation cost is measured at fair value at the date of grant and is expensed over the award’s vesting  
	 period.

(k)	 Financial instruments:

	 Financial assets and liabilities are initially recorded at fair value. Subsequently, financial instruments 
	 classified as financial assets available for sale, held for trading, and derivative financial instruments, 
	 part of a hedging relationship or not, are measured at fair value on the balance sheet at each reporting date, 
	 whereas other financial instruments are measured at amortized cost using the effective interest method.

	 The following is a summary of the accounting model the company applies to each of its significant categories of  
	 financial instruments outstanding:

Cash Held for trading

Accounts receivable Loans and receivables

Bank indebtedness Other financial liabilities

Accounts payable and accrued liabilities Other financial liabilities

Long term debt Other financial liabilities

Credit facilities Other financial liabilities
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1. 	 Significant accounting policies (continued):

(l) 	 Transaction costs: 

	 Transaction costs related to held-for-trading financial assets are expensed as incurred. Transaction costs related to  
	 other liabilities and loans and receivables are added to the carrying value of the asset or netted against the carrying  
	 value of the liability when a maturity date is determinable, and are then recognized over the expected life of the  
	 instrument using the effective interest method. In situations in which the expected life of the liability is not  
	 determinable, the costs are recorded as deferred financing costs and are amortized on a straight line basis over the  
	 estimated life of the credit facility.

(m)	Use of estimates:

	 The preparation of financial statements in conformity with generally accepted accounting principles requires  
	 management to make estimates and assumptions that affect the reported amounts of assets and liabilities and  
	 disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of  
	 revenues and expenses during the year. 

	 Significant areas requiring the use of management estimates include the provision for doubtful accounts receivable,  
	 the useful life of assets for amortization purposes and evaluation of their net recoverable amount, the evaluation  
	 of the net realizable value of inventories, the fair value of derivative instruments and future income taxes. Actual results  
	 could differ from those estimates.

(n)	 Earnings per share:

	 Basic earnings per share are based on the weighted average number of shares outstanding during the period. Diluted  
	 earnings per share is determined using the treasury stock method to evaluate the dilutive effect of stock options.

(o)	 New accounting policies to be adopted in future periods:

	 (i) 	International Financial Reporting Standards. 

		  The Accounting Standards Board of Canada (AcSB) will converge Canadian GAAP for publicly accountable  
		  enterprises with International Financial Reporting Standards (“IFRS”) over a transition period that will end  
		  effectively January 1, 2011 with the adoption of IFRS. The changeover date is for interim and annual financial  
		  statements relating to fiscal years beginning on or after January 1, 2011. 

		  IFRS uses a conceptual framework similar to Canadian GAAP, but there are significant differences in recognition,  
		  measurement and disclosure requirements. As a result, the Company has established a changeover plan to  
		  convert to these new standards according to the timetable set with these new rules. An implementation team  
		  has been created and the scoping and diagnostic phase was completed in 2009. The Company is now in the  
		  impact analysis and design phase. The Company’s analysis of IFRS’s in comparison to Canadian GAAP has  
		  identified a number of differences. At this time, the impact on the Company’s future financial position and results  
		  of operations have not yet been determined. The Company will continually review and adjust the changeover plan  
		  to ensure the implementation process properly addresses the key elements of the plan.

	 (ii)	 Section 1582, Business Combination. 

		  This new Section will be applicable to business combinations for which the acquisition date is on or after the  
		  Company’s interim and fiscal year beginning January 1, 2011. Early adoption is permitted. This 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 Company has not yet determined the impact of the  
		  adoption of this new Section on its consolidated financial statements.
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1. 	 Significant accounting policies (continued):

(o)	New accounting policies to be adopted in future periods (continued):

	 (iii)	 Section 1601, Consolidated financial statements. 

		  This new Section will be applicable to financial statements relating to the Company’s interim and fiscal year  
		  beginning on or after January 1, 2011. Early adoption is permitted. This Section establishes standards for the  
		  preparation of consolidated financial statements. The Company has not yet determined the impact of the adoption  
		  of this new Section on its consolidated financial statements.

	 (iv)	 Section 1602, Non-Controlling interests. 

		  This new Section will be applicable to financial statements relating to the Company’s interim and fiscal year  
		  beginning on or after January 1, 2011. Early adoption is permitted. This Section establishes standards for  
		  accounting for non-controlling interest in a subsidiary in consolidated financial statements subsequent to a  
		  business combination. The Company has not yet determined the impact of the adoption of this Section on its  
		  consolidated financial statements.

2. Accounts receivable:

2009 2008

Trade receivables, net of allowance for doubtful accounts $   6,576,547 $  10,704,696 

Other 490,343  (28,937)

$   7,066,890 $ 10,675,759

3. Inventories:

2009 2008

Raw materials and supplies $   6,500,191 $    3,421,152

Finished goods 4,333,664 3,665,779

$ 10,833,855 $    7,086,931

4. Capital assets:

2009

Cost
Accumulated 
amortization Net book value

Production equipment $ 35,823,589 $ 20,011,764 $ 15,811,825

Leasehold improvements 1,127,157 734,151 393,006
Office equipment 2,642 2,642 -
Computer equipment 251,071 188,871 62,200
Assets under capital lease:

Computer software and equipment 371,635 61,245 310,390
Lift trucks 70,500 16,450 54,050

$ 37,646,594 $ 21,015,123 $ 16,631,471

	  
	 The Company’s production equipment is pledged as collateral for the Company’s operating lines of credit and long-term debt.
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4. Capital assets (continued):

2008

Cost
Accumulated 
amortization Net book value

Production equipment $ 36,265,611 $ 17,428,857 $ 18,836,754

Leasehold improvements 1,381,620 717,472 664,148
Office equipment 16,178 10,758 5,420
Computer equipment 2,914 2,467 447
Deposits on equipment 394,239 - 394,239

38,060,562 18,159,554 19,901,008

Assets under capital lease:
Computer software and equipment 367,465 - 367,465
Lift trucks 70,500 2,350 68,150

$ 38,498,527 $ 18,161,904 $ 20,336,623

	  
5.	 Bank indebtedness:

(a)	 The Company has operating lines of credit with its bankers to a maximum of $8,500,000, bearing interest 
at rates ranging between prime plus 0.5% and prime plus 1.3%. The lines of credit are secured by accounts 
receivable, inventories and capital assets. The lines of credit may be reviewed periodically by the bank and are 
payable on demand. The operating lines of credit are subject to working capital and debt to equity covenants as 
described in Note 14. As at December 31, 2009, the Company had drawn $5,959,204 (2008 - $4,826,665) on 
its lines of credit.

(b)	 As at December 31, 2009, the Company was in breach of certain covenants related to credit facilities representing 
bank indebtedness of $5,959,204 and term debt of $1,562,333. On March 3, 2010, the Company obtained a 
waiver from its bank covering the period to January 1, 2011. 

6.	 Obligations under capital leases:

The Company has financed certain assets by entering into capital lease arrangements for computer software and 
equipment expiring on June 1, 2010 and lift trucks expiring on October 28, 2013. Capital lease payments are due 
as follows:

2010             $  62,397

2011      11,378
2012      12,352

Thereafter  25,097

Total minimum lease payments 111,124

Less amount representing interest at approximately 8% 8,609

Present value of minimum lease payments 102,515

Less current portion 53,686

$  48,829

	  
	 Interest expense includes interest on capital lease obligations of approximately $11,600.
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7. Long-term debt:

2009 2008

Loan (2009 US$2,303,618, 2008 US$2,917,857), bearing interest at 
the 30-day LIBOR rate (5.3% as at December 31, 2009), reset monthly, 
plus 1.24%, repayable in monthly principal installments of $53,575 
(US$51,190) up to September 2013. The loan is secured by production 
equipment and a full corporate guarantee from Imaflex Inc. (a) $   2,421,103 $   3,554,343

Loan, bearing interest at prime plus 0.50%, repayable in monthly 
principal installments of $50,000 to December 2011, secured by 
production equipment. Furthermore, this loan is secured by an 
additional hypothec on all present and future properties of Canslit, 
movables and immovables, corporeal and incorporeal, including 
machinery, equipment, inventory and receivables, ranking second to 
the bank indebtedness. 1,250,000 1,900,000

Loan, bearing interest at prime plus 2.00%, repayable in monthly 
principal installments of $33,000 to December 2011, secured by 
production equipment. 1,365,603 1,598,400

Loan (2009 US$1,046,647, 2008 US$1,525,048), bearing interest 
at the 30-day LIBOR rate, reset monthly, plus 2.00%, repayable in 
blended monthly installments of $48,698 (US$46,530) up to December 
2011. The loan is secured by production equipment and a corporate 
guarantee from Imaflex Inc. 1,100,026 1,857,116

Loan, bearing interest at prime plus 0.50%, repayable in monthly 
principal installments of $38,333 to March 2010, secured by 
production equipment. 76,666 536,666

Loan, bearing interest at prime plus 0.75%, repayable in monthly 
principal installments of $31,000 to June 2010, secured by 
production equipment. 341,000 558,000

Loan, bearing interest at prime plus 0.50%, repayable in monthly 
principal installments of $18,333 to July 2010, secured by production 
equipment. 128,333 348,334

Loan, bearing interest at prime plus 1.00%, repayable in monthly 
principal installments of $11,500 to April 2011, secured by 
production equipment. 184,000 322,000

Loan (2009 US$215,970, 2008 US$298,660), bearing interest at the 
30-day LIBOR rate, reset monthly, plus 2.00%, repayable in blended 
monthly installments of $8,764 (US$8,374) up to April 2012. The loan 
is secured by production equipment and a full corporate guarantee 
from Imaflex Inc. 226,984 363,768

Current portion of long-term debt

7,093,715 

2,922,419

11,038,627

3,669,632

$   4,171,296 $   7,368,995
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7. 	 Long-term debt (continued):

(a) 	 On September 28, 2006, the Company borrowed from Wachovia Corporation US$4,300,000 at a variable interest  
	 rate for seven years, as a result of a long-term debt facility entered into to fund its capital expenditures. 
	 The Company then entered into an interest rate swap for the same amount and period. Under the terms of this  
	 interest rate swap, the Company receives, on a monthly basis, a variable interest rate and pays a fixed interest rate 
	 of 6.54%. The Company uses this derivate financial instrument to manage the risk from fluctuations in interest rates.  
	 The intent is to fix the interest cost on this long-term debt. 

	 As at December 31, 2009, the fair value of the interest rate swap of $168,763 (US$161,249) (2008 - $318,889  
	 (US$261,814)) has been recorded on the balance sheet under accounts payable and accrued liabilities, with a charge  
	 to the statement of operations under interest expense for the change in fair value since December 31, 2008.

Interest on long-term debt amounted to $470,141 for the year ended December 31, 2009 (2008 - $731,305).

The aggregate maturities of long-term debt for each of the four years subsequent to December 31, 2009 and thereafter 
are as follows:

2010 $  2,922,420

2011 2,358,356

2012 1,129,845

2013 683,094

$  7,093,715

 
8. 	 Income taxes:

	 The provision for income taxes differs from the amount computed by applying the Canadian federal and provincial  
	 statutory tax rates to income before income taxes. The reasons for the difference and the related tax effects are as follows:

2009 2008

Loss before income taxes $  (44,403) $  (1,584,079)

Statutory tax rate 30.9% 30.9%

Computed income taxes (13,721) (489,480)

Adjustments:

Non-deductible items 18,070 15,700

Translation gain of a foreign subsidiary - 971,982

Unrecognized benefit of Imaflex USA's losses 513,396 761,724

Non deductible (taxable) unrealized foreign exchange 33,224 (403,870)

Valuation allowance reversal (37,480) (186,665)

Effect of foreign tax rate difference (101,373) (131,667)

Future income tax adjustments due to rate enactments - (30,527)

Other (28,157) (761)
Change in assumptions related to expected year of reversal (25,089) - 

Income tax expense $  358,870 $  506,436

Represented by:
Current $  472,828 $  521,340

Future (113,958) (14,904)

Income tax expense $  358,870 $  506,436
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8. 	 Income taxes (continued):

	 The detail of the future income taxes is as follows:

2009 2008

Assets:

Losses carried forward $  2,369,000 $  2,250,402

Tax reserves 776,780 812,000

Capital assets (884,000) (857,000)

Share issue costs - 36,645

Other 12,918 37,480

Valuation allowance (2,253,000) (2,135,480)

21,698 144,047

Liabilities:
Capital assets $     (954,135) $  (1,165,863)

Unrealized foreign exchange gain (3,815) (201,680)

(957,950) (1,367,543)

Net future income tax liability $   (936,252) $  (1,223,496)

The Company’s subsidiary, Imaflex USA, has non-capital losses available to carry, the benefits of which have not been 
recorded, forward to reduce future taxable income of approximately $6,198,000 that expire as follows:

2025             $       90,000

2026      1,432,000

2027      1,166,000

2028  2,414,000

2029 1,096,000

$  6,198,000
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9. 	 Share capital:

	 Share capital consists of:

	 Authorized:

		  Unlimited number of Class A shares, voting, participating, without par value; unlimited number of Class B shares, 
		  non-voting, participating, without par value, issuable at any time and in one or more series; and unlimited number of  
		  Class B Series 1 shares, convertible at the option of the holder to Class A shares subject to the restriction that the  
		  percentage of Class A shares in the hands of public security holders following such conversion must not be less than  
		  20% of the total issued and outstanding Class A shares

	 Issued:

		  A summary of shares outstanding is presented below:

2009 2008

Shares
Book
value Shares

Book
value

Issued and outstanding:

Class A shares, 

beginning of year 39,350,002 $  7,829,165 37,350,002 $  7,329,165

Issuance of shares - - 2,000,000 $     500,000

39,350,002 $  7,829,165 39,350,002 $  7,829,165

Basic and Diluted earnings per share have been calculated on the basis of the weighted average number of shares  
outstanding during the year of 39,350,002 (2008 - 37,410,274).

On December 19, 2008, the Company issued 2,000,000 Class A shares pursuant to an underwritten private  
placement for cash consideration of $500,000.

Stock option plan:

Pursuant to the Stock Option Plan (the “Plan”) of the Company, ten percent (10%) of the Class A shares issued 
and outstanding from time to time are reserved for options. The Plan provides that the term of the options 
shall be fixed by the directors, and only directors, officers and employees of the Company or its subsidiaries 
are eligible to receive options. Options are granted at an exercise price of not less than the fair value of the 
Company’s shares on the date the options are granted. Options may be exercisable for a period no longer than 
five (5) years and the exercise price must be paid in full upon exercise of the option. As at December 31, 2009 
and December 31, 2008, there are no outstanding options under the Plan.

10.	 Related party transactions:

During the year, in the normal course of business, the Company had routine transactions with entities owned by shareholders 
of the Company. These transactions are measured at the exchange amount, which is the amount of consideration established 
and agreed to by the related parties. Details of these transactions are as follows:

2009 2008

Management fees $ 183,371 $ 182,858 

Rent $  708,765  $ 740,355
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11.	 Commitments and contingencies:

a)	 The Company’s future minimum lease payments under operating leases for facilities all of which are leased from 
a related party are approximately as follows:

2010		  $     702,283
2011		  740,552
2012		  748,332
2013		  748,332
2014		  589,082
Thereafter		  1,796,863
			   $  5,325,445

b)	 The Company, in the normal course of business, is party to claims and lawsuits that are currently being contested 
of management believes that the resolution of these claims and lawsuits will not have a materially adverse effect 
on the financial conditions, earnings or cash flows.

12.	 Statements of cash flows:

	 The detail of the net change in non-cash working capital balances relating to operations is as follows:

2009 2008

Accounts receivable $  3,608,869 $  (1,658,577)

Income taxes (108,452) 378,856

Inventories (3,746,924) 257,943

Prepaid expenses 4,653 131,986

Accounts payable and accrued liabilities 210,663 377,543

$     (31,191) $     (512,249)

13.	 Financial instruments and risk management:

The disclosures below relate to the nature and extent of the Company’s exposure to risk arising from the use of financial 
instruments, including credit risk, liquidity risk, foreign currency risk, and interest rate risk, and provide a discussion on how 
the Company manages those risks and provides the required other disclosures with respect to financial instruments.

(a)	 Foreign currency risk management:

	 A portion of the Company’s sales and expenses as well as accounts receivable and payable are denominated in 
US dollars. A portion of the revenue stream in US dollars acts as a natural hedge to cover expenses denominated 
in US dollars. The Company does not use forward foreign exchange contracts to manage its residual foreign 
exchange exposure. The Company’s statement of operations includes foreign exchange losses of $522,246  
(2008 - loss of $387,207) realized as part of normal operations.

	 As at December 31, 2009, the Company had the following financial instruments denominated in foreign 
currencies:

Trade receivables $  2,861,000

Trade payables (2,584,000)

Secured bank loans (3,566,000)

Interest rate swap (161,000)

Gross balance sheet exposure $  (3,450,000)

N otes     to   C onsoli      d ate   d  F inancial         S tatements         
Years ended December 31, 2009 and 2008
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13.	 Financial instruments and risk management (continued):

(a)	 Foreign currency risk management (continued):

Sensitivity analysis:

Assuming the strengthening of the Canadian dollar against the American dollar at December 31, 2009 a 5% 
increase in the Canadian dollar would increase equity and net income by $172,500.

Conversely a 5% decrease in the value of the Canadian dollar would have the opposite effect.

(b)	 Credit risk:

The Company’s extension of credit is based on an evaluation of each customer’s financial condition and the 
Company’s ability to obtain credit insurance coverage for that customer. Credit losses are provided for in the 
financial statements. Sales to one customer represented approximately 15% of total sales for the year ended 
December 31, 2009 (2008 - 18%). The above customer represented approximately 7% of accounts receivable 
at December 31, 2009 (2008 - 12%).

	 The aging of trade accounts receivable at December 31, 2009 was as follows:

(in thousands of dollars)

Current $  2,663

30-60 days 2,359

Overdue 60-90 days 990

Overdue 90 days and over 1,471

7,483

Less allowance for doubtful debts (906)

Trade receivables, net of allowance for doubtful debts $  6,577

 
During the year, $36,000 of accounts receivables were applied against the allowance for doubtful accounts.

(c)	 Interest rate risk:

The Company’s exposure to interest rate fluctuations is with respect to its short-term and long-term financing, 
which bear interest at floating rates.

At the reporting date, the carrying value of the Company’s interest-bearing financial instruments was as 
follows:

(in thousands of dollars)

Fixed rate instruments: 
Financial liabilities $  2,524

Variable rate instruments: 
Financial liabilities 10,631

Derivative financial instrument: 
Interest rate swap 168
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13.	 Financial instruments and risk management (continued):

(c)	 Interest rate risk (continued): 

Sensitivity analysis

As the Company’s fixed-rate non-derivative financial instruments are measured at amortized costs, fluctuations 
in interest rates will affect the fair values of these instruments but will not impact earnings or equity.

The Company is exposed to interest rate risk with respect to its variable rate non-derivative financial instruments 
and interest rate risk and its interest rate swap. A 100 basis point increase in interest rates at the reporting 
date would result in the following decrease in net income and equity. Conversely a decrease would have the 
opposite effect.

Effect

(in thousands of dollars)

Variable rate instrument $  (37)

Interest rate swap 2

Total impact of a 100 basis point increase in interest rates $  (35)

(d)	 Liquidity risk:

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The 
Company manages liquidity risk through the management of its capital structure and financial leverage, as 
outlined in note 16. It also manages liquidity risk by continuously monitoring actual and projected cash flows. 

The Company has an operating line of credit of $8,500,000, of which an amount of $5,959,204 was utilized 
as at December 31, 2009. Borrowings under the Company’s operating line of credit bear interest at the bank’s 
prime rate plus 0.5% to 1.3%.

As at December 31, 2009, the carrying amount and contractual cash flows for the Company’s financial liabilities 
are as follows:

Carrying 
amount

Contractual 
cash flows

6 months 
or less

6-12 
months 1-2 years 2-5 years

More than 
5 years

(in thousands of dollars)

Non-derivative financial 
liabilities:  
	 Long-term debt(1) $   7,196 $   (8,088) $  (1,700) $  (1,700) $  (2,666) $  (2,022) $  –
	 Bank indebtedness 5,959 (5,959) (5,959) – – – –

	 Accounts payable(2) 4,983 (4,983) (4,983) – – – –

Derivative financial 
liabilities:  
	 Interest rate swap 168 (168) (56) (56) (56) – –

$  18,306 $  (19,198) $  (12,698) $  (1,756) $  (2,722) $  (2,022) $  –

(1)   The interest on the secured bank debt and derivative is based on interest rates in effect at the balance sheet date.
(2)   The accounts payable exclude the interest rate swap presented separately.
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13.	 Financial instruments and risk management (continued):

(e)	 Fair value of financial instruments:

2009 2008

Carrying 
amount

Fair  
Value

Carrying 
amount

Fair  
Value

(in thousands of dollars)

Financial Assets

Loans and receivables:  
	 Accounts receivable $  7,066 $  7,066 $  10,676 $  10,676

Financial Liabilities

Other financial liabilities: 
	 Bank indebtedness	 5,959 5,959 4,827 4,827
	 Accounts payable 4,983 4,983 4,726 4,726

	 Long-term debt 7,093 7,093 11,039 11,039

Derivative Financial Instrument

	 Interest rate swap 168 168 319 319

Fair value estimates are made as of a specific point in time, using available information about the financial instrument. 
These estimates are subjective in nature and often cannot be determined with precision. The Company has determined 
that the fair value of its short-term financial assets and liabilities approximates their respective carrying amounts as 
at the balance sheet date because of the short-term maturity of those instruments. The fair value of the long-term 
debt, which bears interest at floating rates, approximates its carrying amount. 

Fair value hierarchy

Financial instruments recorded at fair value on the Consolidated Balance Sheet are classified using a fair value 
hierarchy that reflects the significance of the inputs used in making the measurements. The fair value hierarchy has 
the following levels:

Level 1 - valuation based on quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2 - valuation techniques based on inputs other than quoted prices included in Level 1 that are observable for 
the asset or liability, either directly (ie as prices) or indirectly (ie derived from prices);

Level 3 - valuation techniques using inputs for the asset or liability that are not based on observable market data 
(unobservable inputs).

The fair value hierarchy requires the use of observable market inputs whenever such inputs exist. A financial 
instrument is classified to the lowest level of the hierarchy for which a significant input has been considered in 
measuring fair value.

The Company has determined its interest rate swap using level 3 valuation techniques using forward interest rates 
(note 7 (a)).
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14.	 Capital disclosures:

The Company’s objective in managing capital is to ensure sufficient liquidity to pursue its growth while at the same time 
taking a conservative approach towards financial leverage and financial risk. 

The Company’s capital is composed of net debt and shareholders’ equity. Net debt consists of interest-bearing debt 
less cash. The Company’s primary uses of capital are to finance increases in non-cash working capital and capital 
expenditures for capacity expansion and integration.

The Company’s primary measure to monitor financial leverage is EBITDA. EBITDA is a non GAAP measure and is defined 
as “Earnings before interest, taxes, depreciation and amortization.”

Certain credit facilities require that the Company meets certain financial ratios at fixed points in time. The financial ratios 
are:

-	 Working capital ratio of at least 1.1 to 1;

-	 Debt to equity ratio of no more than 3 to 1. 

As at December 31, 2009, the Company was in breach of certain of its covenants for which a waiver was obtained (see 
note 5).

15.	 Segmented information:

The Company operates in one reportable operating segment being the development, manufacture and sale of packaging 
materials. 

Sales to the United States totaled $22,998,265 for the year ended December 31, 2009 (2008 - $27,235,171).

Capital assets in the United States totaled $8,906,155 as at December 31, 2009 (2008 - $10,359,453).

16.	 Subsequent Events:

During January 2009, the Company entered into a consulting agreement whereby the counterparty may receive 787,000 
options for common shares subject to the fulfillment of certain contractual obligations.

17.	 Comparative figures:

Certain comparative figures for 2008 have been reclassified to conform with the financial statement presentation adopted 
for the current year.
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