








   

and certification organizations in the world and conducts inspections in over 80 countries. The 
ECOCERT® certification is required by many of Botaneco’s potential customers who produce all-
natural or organic products. 
 
Our Specialty Ingredients segment continues to be financially and substantially operationally 
independent of our Biopharmaceuticals and Bioproducts segment.  Such efforts have been 
facilitated by $4.0 million in funding from Avrio Ventures Limited Partnership (“Avrio”) received on 
June 27, 2008 in the form of a five-year, convertible, secured, debenture.  Along with the $2.4 
million previously committed from AVAC Ltd., the funding will be used to accelerate Botaneco’s 
commercialization of its HydresiaTM products.  The debenture is convertible at Avrio’s option into 
9,599,232 common shares of Botaneco Specialty Ingredients Inc. at $0.4167 per share at any 
time prior to expiry on June 27, 2013. Accrued interest at the time of conversion is convertible into 
additional shares at the same price.  The debenture bears interest at 8% per annum. Interest is 
accrued but deferred for the first 18 months and is then paid evenly over the remaining 42 
months.  The conversion price is subject to standard anti-dilution and other adjustments. 
Conversion of the debenture is mandatory upon a change of control of Botaneco, as defined in 
the agreement.  Avrio’s security is limited to Botaneco’s assets and intellectual property; 
specifically Avrio has no security over the assets of SemBioSys.  
 
As the convertible debenture is considered to be a compound financial instrument, the liability 
and equity components are presented separately, as determined at June 27, 2008.  We valued 
the separate components of the convertible debenture using the proportional method. The liability 
component was valued using the current market rate for comparable instruments, at the time of 
issuance. The equity component was valued using the Black-Scholes model with the following 
assumptions: a volatility of 70%, a risk-free interest rate of 3.42%, a dividend yield of nil and an 
expected life of 5 years.  
 
Using these assumptions, the proportionate equity component was valued at $1,427,127 and the 
proportionate liability component was valued at $2,572,873.  The liability component is being 
accreted to its face value over the expected life of the debenture by a charge to income at an 
effective interest rate of 17.7%.  Transaction costs were expensed in the period incurred and 
totalled approximately $217,860. 
 
Concurrent with this transaction, Botaneco issued two $2,500,000 convertible debentures to 
SemBioSys in respect of cash advances previously made by SemBioSys to Botaneco. The 
debentures are eliminated upon consolidation and, therefore, are not presented in our 
consolidated financial statements. 
 
In addition to the Avrio funding, we received $1,173,244 in milestone payments ($1,423,244 
inception to date) during the year as part of Botaneco’s funding agreement with AVAC for up to 
$2.4 million of non-dilutive funding for Botaneco, pursuant to the achievement of specific 
predetermined milestones.  A further $500,000 was received subsequent to the end of the year.  
The receipts have been recorded as long-term debt and are repayable in the form of a royalty 
based on revenues until twice the gross amount invested by AVAC is remitted.  We expect to 
complete the next set of milestones that will generate a payment in the last half of 2009. 
 
 
CRITICAL ACCOUNTING POLICIES AND ESTIMATES 
 
The preparation of consolidated financial statements in accordance with Canadian generally 
accepted accounting principles requires us to make estimates and assumptions that affect the 
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the 
date of the consolidated financial statements, and the reported amounts of revenue and 
expenses during the reporting period. We believe that the estimates and assumptions upon which 
we rely are reasonable and are based upon information available at the time the estimates and 
assumptions were made. Actual results could differ from our best estimates and assumptions as 
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additional information becomes available. Significant estimates include the recognition of 
revenue, recoverability of accounts receivable, the useful life and impairment of property and 
equipment, the valuation of inventory, convertible debentures, stock-based compensation and 
warrants and the estimated future value of Botaneco revenue used in determining the effective 
interest rate of long-term debt. 
 
The significant accounting policies that we believe are the most critical to aid in fully 
understanding and evaluating our reported financial results include the following: 
 
Revenue Recognition 
 
Licensing fee revenue from arrangements which require no future significant involvement or 
obligation to perform under the arrangement are recognized at the date the license is granted, if 
there is persuasive evidence of an arrangement, collection of the resulting receivable is 
reasonably assured, the fee is fixed or determinable, delivery has occurred and the contract has 
commenced. Similarly, non-refundable milestone payments are recognized upon the 
achievement of specified milestones and we have no further significant involvement or obligation 
to perform under the arrangement.  
 
Licensing fee revenue (initial fees and milestone payments) derived from collaborative licensing 
arrangements which require our unspecified ongoing involvement are deferred and amortized into 
income on a straight-line basis over the expected period of our ongoing involvement.  Licensing 
fee revenue (initial fees and milestone payments) derived from collaborative licensing 
arrangements which require our specified ongoing involvement are deferred and amortized into 
income using the percentage completion method based on the period of our ongoing 
involvement.   
 
Contract research revenue for cost plus margin arrangements are recognized as the services are 
performed. Upfront payments under these arrangements are deferred and revenue is recognized 
over the life of the contract as services are performed. Contract research revenue related to 
milestone agreements are recorded based on the relative effort expended to achieve the specific 
milestone using the percentage completion method assuming the milestone is achieved and the 
probable economic benefits will flow to the entity.  Under this method the revenue recognized is 
the lower of the cash to be received upon achievement of the milestone and the results using a 
percentage completion model. 
 
Future royalty revenue will be based on a percentage of sales of certain declared products sold 
by third parties. Such revenue will be recorded when we have fulfilled the terms in accordance 
with the contractual agreement, have no future obligations, the amount of the royalty fee is 
determinable and collection is reasonably assured. 
 
Product revenue is recognized when there is persuasive evidence of a sales arrangement, 
collection of the resulting receivable is reasonably assured, the sales price is fixed or 
determinable, title has passed to the customer, and the right of return period has expired or 
returns can be reasonably estimated.  
 
Provisions for estimated returns are made when revenue is recognized. When future returns 
cannot be reasonably estimated, revenue is not recognized until the return period has expired.  
Products shipped where the risk of return cannot be estimated are included in inventory as 
“product shipped with right of return”.  
 
Rebates may be available to customers based on the volume of product purchased. As these 
rebates do not provide a separable benefit from the product sale, they are recorded as a 
reduction of revenue. Rebates are recognized at the time that we recognize the related revenue.  
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Research and Development Costs 
 
Research costs are expensed as incurred. Development costs that meet specific criteria for 
deferral under Canadian generally accepted accounting principles will be capitalized. No 
development costs have been deferred to date.  
 
Cost Recovery Agreements and Government Assistance 
 
Cost recovery agreements relate to various government programs whereby we are contracted to 
complete research projects and are reimbursed for research costs related to the specified project. 
The contribution agreements have specific milestones that must be completed under the terms of 
the agreements. Upfront payments are deferred and recognized into income using the 
percentage completion method. Milestone payments are recognized when the milestones have 
been achieved. 
 
Intellectual Property Costs 
 
Intellectual property costs include patent costs and other costs such as legal opinions, licensing 
fees and royalties.  These costs are expensed as incurred given that the expected future benefits 
of the costs are too uncertain to justify asset recognition.   
 
Inventory 
 
Inventories are valued at the lower of cost and net realizable value. Net realizable value is based 
on replacement value for raw materials and market value for finished goods, product shipped with 
right of return and work in progress. Costs are determined using the first-in, first-out method. 
Costs of finished goods, product shipped with right of return, and work in progress consist of 
direct materials and labour as well as an allocation of manufacturing overhead. Inventory is 
reviewed for obsolescence on an item-by-item basis and write-downs are made to cost of 
products sold as required.  
 
Changes in Accounting Policies  
 
On January 1, 2008, we adopted the following Canadian Institute of Chartered Accountants 
(“CICA”) Handbook Sections: 

 
• Section 3031 – Inventories.  The new standard replaces the previous inventories 

standard, Section 3030, and requires inventory to be valued on a first-in, first-out or 
weighted average basis, which is consistent with our accounting policy.  The new 
standard allows the reversal of previous write-downs to net realizable value when there is 
a subsequent increase in the value of inventories.  The adoption of this standard has had 
no impact on our consolidated financial statements. 

 
• Section 1535 - Capital Disclosures.  The new standard requires us to disclose our 

objectives, policies and processes for managing its capital structure.  This includes 
qualitative information regarding our objectives, policies and processes for managing 
capital and quantitative data about what we manage as capital.  These disclosures are 
based on information that is provided internally to our key management. 

 
• Section 3862 - Financial Instruments – Disclosures and Section 3863 - Financial 

Instruments – Presentation. These sections revise and enhance financial instruments 
disclosure requirements and leave unchanged its presentation requirements. These new 
sections place increased emphasis on disclosures about the nature and extent of risks 
arising from financial instruments and how we manage those risks. 
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On June 27, 2008, in conjunction with the transaction described previously, SemBioSys, 
Botaneco Specialty Ingredients Inc. and Avrio signed a new shareholders’ agreement for 
Botaneco.  Accordingly, we, under Accounting Guideline 15, determined that Botaneco is a 
variable interest entity (“VIE”) and that we are the primary beneficiary.  VIEs are entities in which 
equity investors do not have a controlling financial interest or the equity at risk is not sufficient to 
permit the entity to finance its activities without additional subordinated financial support by other 
parties.   
 
Consequently, we adopted the following accounting policy: 
 

• Accounting Guideline 15 - Consolidation of Variable Interest Entities.  We consolidate all 
variable interest entities of which we is the primary beneficiary in accordance with the 
CICA Handbook Accounting Guideline 15.  There was no impact upon adoption of this 
new standard, as Botaneco is a wholly owned subsidiary and was previously 
consolidated under CICA Handbook Section 1590 - Subsidiaries. 

 
Future Accounting Pronouncements 
 
Transition to International Financial Reporting Standards 
 
The CICA confirmed that accounting standards in Canada will converge with International 
Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards 
Board. The Company will begin reporting under IFRS in the first quarter of 2011, with 
comparative data for the prior year, including an opening balance sheet as at January 1, 2010. 
IFRS uses a conceptual framework similar to Canadian generally accepted accounting principals, 
but there could be significant differences in recognition, measurement and disclosures that will 
need to be addressed.  In order to meet the requirement to transition to IFRS, we have 
established a transition plan comprised of three phases: IFRS diagnostic assessment, 
implementation and education, and completion of all integration system and process changes. 
We are on track, having initiated the diagnostic phase of our project. Due to anticipated changes 
in International Accounting Standards prior to our transition to IFRS, we are not in a position to 
determine the impact on our financial results. 
 
Goodwill and Intangible Assets 
 
The CICA issued a new accounting standard Section 3064 – Goodwill and Intangible Assets 
which is effective for the Company in the first quarter of 2009. This standard replaces Section 
3062 - Goodwill and Other Intangible Assets and Section 3450 – Research and Development 
Costs. This section establishes standards for the recognition, measurement, presentation and 
disclosure of goodwill and intangible assets.  The provisions relating to the definition and initial 
recognition of intangible assets are equivalent to the corresponding provisions of International 
Financial Reporting Standard IAS 38 - Intangible Assets.  We are currently assessing the impact 
of these standards on our consolidated financial statements. 
 
 
SELECTED ANNUAL INFORMATION 
 

2008 2007 2006
$ $ $

Revenue             661,687          1,222,823               523,258 
Interest income             378,502             893,142               857,595 
Net loss        22,937,141        15,418,677          14,127,086 
Loss per share, basic and diluted 0.88 0.71 0.85
Total assets        15,129,104        31,295,699          22,921,634 
Total long-term financial liabilities          5,127,829          1,389,047            2,084,103  
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The increase in revenue in 2007 is due to a US$750,000 license fee payment earned from our 
collaboration agreement with Martek Biosciences Corporation (“Martek”) in the first half of 2007, 
and from product sales from our HydresiaTM product.  Revenue from our Martek agreement was 
fully recognized by mid 2007, accordingly there was no such revenue in 2008 resulting in the 
decrease.  Revenue in 2008 related primarily to product sales from HydresiaTM. 
 
Interest income was substantially the same in the year ended December 31, 2007, versus the 
comparable year ended December 31, 2006, as a result of a decrease in the average cash 
balance from our increased burn rate, offset by an increase in the interest rate earned.  Interest 
income decreased in 2008 as a result of the decrease in our cash balance from our net burn, in 
addition to the overall decrease in the interest rate we earned.   
  
Our net loss increased in 2007 as a result of our continued aggressive execution of the 
commercialization of our products as well as building further clinical expertise required to move 
our insulin program into the clinic.  The establishment of Botaneco also contributed to the 
increase in net loss.   The decrease in revenue noted above further contributed to the increase in 
net loss in 2008, in addition to our insulin program moving into clinical trials in late 2008. 
 
The increase in total long-term financial liabilities in 2008 relates primarily to the $1,173,244 
AVAC funding Botaneco received during the year and the $4,000,000 of convertible debentures 
Botaneco issued to Avrio during the year.  
 
 
RESULTS OF SEGMENTED OPERATIONS 
 
 

2008 2007
$ $

Revenue
Biopharmaceuticals and Bioproducts 50,110                    996,328                  
Specialty Ingredients 611,577                  226,495                  

661,687                  1,222,823               

Amortization
Biopharmaceuticals and Bioproducts 1,471,161               1,184,109               
Specialty Ingredients 749,997                  205,956                  

2,221,158               1,390,065               

Operating loss
Biopharmaceuticals and Bioproducts 18,690,222             15,003,451             
Specialty Ingredients 3,715,403               1,373,501               

22,405,625             16,376,952             

Other income (loss) (531,516)                958,275                  
Net loss and comprehensive loss 22,937,141             15,418,677              
 
 
Prior to the third quarter of 2007, we operated under one segment.  It is not practicable to split out 
costs incurred for the Specialty Ingredients segment prior to the third quarter of 2007 from the 
rest of our operations, and therefore comparative information has been provided subsequent to 
that date only.   
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Biopharmaceuticals and Bioproducts 
 
Our Biopharmaceuticals and Bioproducts segment is focused on our lead pharmaceutical 
candidates, recombinant human insulin and Apo AI, in addition to our nutritional oil, GLA. 
 
The Biopharmaceuticals and Bioproducts segment currently includes licensing fees revenue from 
the out-licensing of our technologies, as well as contract research revenue earned from 
collaborations with our partners and the costs related to these activities. 
 
Specialty Ingredients 
 
Our Specialty Ingredients segment is manufacturing and marketing its first branded line of a 
naturally derived base emulsion and delivery system used in the development of cosmetic and 
personal care products through our Botaneco subsidiaries. 
 
Our Specialty Ingredients segment currently consists of the product revenue from our HydresiaTM 
products, and the related manufacturing, sales and marketing, and administrative costs of the 
Botaneco subsidiaries.  The commissioning of Botaneco’s commercial manufacturing operations 
occurred on September 19, 2007, and therefore substantially all of Botaneco’s activity prior to that 
date comprised business development activities. 
 
 
RESULTS OF OPERATIONS – Comparison of years ended December 31, 2008 and 2007 
 
Revenue 
 

For the years ended December 31 2008
$

2007 
$

Change
$

Change
%

Biopharmaceuticals and 
Bioproducts

Licencing fees 50,110                     874,024         (823,914)               (94.3)
Contract research -                          122,304        (122,304)             (100.0)

50,110                     996,328         (946,218)               (95.0)
Specialty Ingredients

Contract research 45,000                              -              45,000               100.0 
Product Sales 566,577                   226,495           340,082               150.1 

          661,687        1,222,823         (561,136)               (45.9)  
 
Licensing fee revenue is derived from collaborative licensing arrangements for use of our 
technology.  Licensing fees for the year ended December 31, 2008 relate entirely to the upfront 
payment received from The Instituto de Agrobiotecnologia Roasario S.A. (“INDEAR”) as part of 
the option agreement into which we entered during the first quarter of 2008 whereby INDEAR will 
evaluate the utility of using our plant-based chymosin for the production of dairy products in South 
America.  We will be eligible to collect an additional upfront license fee, possible milestone 
payments and royalties in the event that INDEAR chooses to exercise their option.  Licensing 
fees for the year ended December 31, 2007 related entirely to the recognition of an upfront 
licence fee payment received from Martek.  The licence fee payment was fully recognized by the 
second quarter of 2007.  As a result, no further license fee revenue will be recorded from this 
payment, and we do not currently expect any future license fee payments from Martek. 
 
Contract research revenue is earned from collaborative research agreements that involve a 
scientific work plan which also generally include payments for the achievement of specified 
milestones.  Contract research revenue recognized in our Biopharmaceuticals and Bioproducts 
segment in 2007 related primarily to research we performed with respect to our collaboration 
agreement with Martek.  The period to complete the contract research for Martek ended during 
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the second quarter of 2007 resulting in the decrease in current period revenue.  We do not expect 
additional future revenue from such activities under our current agreement. 
 
Contract research revenue in our Specialty Ingredients segment for the year ended December 
31, 2008 relates entirely to a feasibility agreement with Croda Enterprise Technology (“Croda”), 
part of Croda International Plc, an international manufacturer of specialty ingredients.  Under the 
terms of the agreement, Croda will evaluate the ability of Botaneco’s technology platform to 
improve the stability and versatility of Echium Plantagineum oil, a specialty oil containing omega-
3 fatty acids.  During the third quarter of 2008, Botaneco provided Croda with material for 
chemical and functional analysis, and to determine the viability of a commercial-scale 
manufacturing process. 
 
Product sales revenue relates to sales of our non-pharmaceutical topical product line, HydresiaTM.  
As previously noted, Botaneco’s commercial operations did not fully commence until the third 
quarter of 2007, resulting in the significant increase in the current year over those of the prior 
year. We expect product revenue to continue to significantly increase from the sale of our 
HydresiaTM products. 
 
Expenditures 
 
For the years ended              
December 31

 2008
$

2007 
$

Change
$

Change
%

Research and development 11,771,072              8,044,121         3,726,951            46.3 
General and administration 5,594,991               4,528,184        1,066,807            23.6 
Intellectual property 1,613,816                1,569,095              44,721              2.9 
Business development 672,029                   1,213,634           (541,605)           (44.6)
Sales and marketing 587,435                      201,094            386,341          192.1 
Cost of products sold 802,032                      198,019            604,013          305.0 
Stock-based compensation 845,292                     723,558           121,734            16.8 
Amortization 2,221,158                1,390,065            831,093            59.8 
Cost recoveries (1,040,513)                 (267,995)           (772,518)         (288.3)

      23,067,312       17,599,775         5,467,537            31.1  
 
Research and development (“R&D”) costs continue to represent our largest expenditure area, as 
expected.  R&D costs relate mainly to the preclinical and clinical work we are performing for our 
insulin and Apo AI programs, and consist mainly of the salary and benefit costs of all R&D staff, 
external clinical research organization (“CRO”) costs, laboratory supplies costs, independent 
consultants’ and contract researchers’ fees and field planting costs.  The significant increase in 
R&D costs for the year ended December 31, 2008, over the comparable periods ended 
December 31, 2007, is primarily related to the shift in the stage of development of the Company 
from research and development to preclinical development of insulin and Apo AI, and, for insulin, 
the initiation of our clinical trial program.  This progress requires significant external resources to 
advance and prepare for clinical trial.  These include increased CRO costs, independent third 
party animal studies, preparation of GMP and cGMP material and other outsourcing costs, as well 
as increased personnel and the associated support costs and laboratory supplies related to 
preclinical and clinical activity.   
 
We anticipate that overall R&D costs will remain our highest expenditure area, however, that such 
costs will decrease significantly.  As we refocus our activities to those essential to the 
achievement of our partnering objectives, all R&D costs related to non-core programs will 
decrease substantially.  The majority of the preclinical work necessary for our insulin clinical trial 
was completed during the third quarter of 2008, and as a result, costs relating to our insulin 
program are expected to decrease in future quarters.  Future costs for our Apo program are 
expected to moderately increase from current spending as this program ramps up, however we 
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expect such increases to be offset by decreases in our insulin and non-core programs.  In 
addition, if we are able to partner our insulin or Apo programs, we will likely benefit as ongoing 
R&D costs should be funded by our partner or partners. 
 
General and administration (“G&A”) expenses include the costs for both business segments 
related to corporate personnel, office rent, utilities and other office related costs, all costs 
associated with investor relations, and legal and professional fees associated with our public 
filings including our annual audit.  The increase in G&A in 2008 compared to 2007 is due primarily 
to the fact that Botaneco’s commercial operations were newly established in the third quarter of 
the prior year, whereas in 2008, they are fully operational.  Botaneco’s G&A accounts for 
$820,210 (76.9%) of the increase.  The increase also relates to the legal fees incurred to execute 
Botaneco’s debenture financing with Avrio Ventures.  We expect G&A costs in the 
Biopharmaceuticals and Bioproducts segment to decrease significantly as a result of the cost 
reduction program implemented subsequent to the third quarter of 2008.  We expect G&A costs 
in the Specialty Ingredients segment to moderately increase in 2008 as we continue to build 
Botaneco’s team and grow the business.  
 
Intellectual property (“IP”) costs consist mainly of legal costs associated with the maintenance 
and prosecution of our patents, the salary and benefit costs of IP personnel, license fees for use 
of third-party intellectual property and royalty payments due to third-parties based on our revenue 
earned from products or processes that use third-party intellectual property.  IP costs remained 
substantially the same in 2008 compared to 2007.  There was an increase in legal costs for 
patent applications for our insulin program, which was offset by a decrease in royalty payments.  
Costs relating to patent maintenance and prosecution do not occur uniformly, but instead occur 
as R&D work progresses in our various projects, as existing patents mature, and as third-party 
challenges to our patents arise.  Royalty payments also do not occur uniformly, but instead occur 
as revenue is earned from products or processes that use third-party intellectual property.   We 
expect IP activities to moderately decrease as part of our cost reduction program implemented 
subsequent to the third quarter of 2008. 
 
Business development (“BD”) costs include the salary and benefit costs of personnel responsible 
for promoting our products and technology platform including initiating partnership discussions, 
analysing product candidates and our in-licensing strategy, and the external consultant fees 
related thereto.  For the first nine months of 2007, BD costs also included the salary and benefit 
costs of personnel and independent contractors and consultants in Botaneco who were 
responsible for the establishment of the commercialization of our Specialty Ingredients segment.  
The commissioning of Botaneco’s commercial manufacturing operations occurred in September 
2007, and therefore substantially all of Botaneco’s activity to that date comprised business 
development activities.  The significant decrease in BD costs in 2008 compared to 2007 is 
primarily due to the shift in Botaneco’s activities from business development to now being fully 
operational.  We expect our BD activities to increase as our insulin and Apo products progress 
further along in their commercialization and we broaden our partnership activities. 
 
Sales and marketing (“S&M”) costs include the salary and benefits costs for our S&M personnel, 
and the advertising and promotion costs for Botaneco’s HydresiaTM products.  We expect S&M 
costs to increase significantly as we further promote our HydresiaTM brand. 
 
Costs of products sold (“COPS”) include direct labour, direct materials and manufacturing 
overhead costs incurred in the production of our HydresiaTM products.  We expect COPS to 
increase overall as we increase sales of our HydresiaTM product.  However, we expect our COPS 
per unit to decrease as volumes increases drive better economies of scale and as we continue to 
improve our manufacturing process. 
 
Stock-based compensation costs relate to the estimated fair value of stock options granted to 
employees, directors and consultants.  Expenses are amortized over the vesting period which 
ranges from immediate vesting upon issuance up to a maximum of five years.  The increase in 
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stock-based compensation costs for the year ended December 31, 2008 over the year ended 
December 31, 2007 results from the significant grant of options to employees and consultants in 
July of 2008.  In addition, we adopted a stock option plan for Botaneco in the first quarter of 2008, 
which also modestly increased overall stock-based compensation expense for the periods.  
Option grants are discretionary, and therefore are expected to vary period over period depending 
on overall performance. 
 
Amortization expense is based on the estimated useful lives of our assets.  In the year ended 
December 31, 2008, amortization expense increased significantly over the comparable period 
ended December 31, 2007, as expected, due to the significant capital additions related primarily 
to Botaneco’s manufacturing facility, preclinical and clinical equipment, expanded indoor growth 
facilities and field equipment throughout 2007 and the first half of 2008.  We expect amortization 
expense will continue to increase in 2009.  
 
Expenses are partially offset by cost recoveries.  Cost recoveries consist mainly of funding from 
AVAC for the achievement of specific milestones relating to our insulin program, and funded 
wage programs from various government and academic programs.  Cost recoveries increased 
significantly in 2008 over 2007 due mainly to the achievement of additional milestones under our 
AVAC insulin agreement and receiving the related payments for such achievements in the first 
and fourth quarters of 2008.  We have now achieved all of the milestones under the AVAC insulin 
agreement and therefore, no further cost recoveries will be earned under this agreement. 
 
Investment and Other Income (Expenses) 
 
 

For the years ended                                   
December 31

2008
$

2007
$

Change
$

Change
%

Interest income 378,502                      893,142           (514,640)            (57.6)
Interest expense (462,470)                  (195,753)           (266,717)          (136.3)
Loss on sale of property and equipment (16,268)                          (1,483)             (14,785)          (997.0)
Foreign exchange gain (loss) (431,280)                     262,369           (693,649)          (264.4)
Total other income (loss) (531,516)                     958,275        (1,489,791)          (155.5)  
 
Our average cash balance for the year ended December 31, 2008 was lower than the 
comparable period ended December 31, 2007 due to the timing of equity financings, our 
increased burn rate, and lower interest rates in the current period compared to the prior period, 
resulting in the decrease in interest income. 
 
Interest expense in the year ended December 31, 2008 includes $241,633 of accrued interest on 
Botaneco’s $4.0 million debenture received from Avrio in the second quarter of 2008 as interest 
payments are deferred until December 2009.  A further $95,459 relates to the accrual of interest 
expense for the non-dilutive funding Botaneco received from AVAC in the fourth quarter of 2007 
and the first quarter of 2008. Repayments of this funding begin in the fourth quarter of 2009.  The 
increase in interest expense in 2008 over that of the prior year results mainly from these non-
cash items. 
 
We incur U.S. dollar expenditures that exceed our revenue received in U.S. dollars.  In addition, a 
significant portion of Botaneco’s raw materials inventory and our long-term debt is denominated in 
U.S. dollars.  The foreign exchange gains or losses relate to the net impact of the changes in U.S. 
dollar foreign exchange rates on these balances.  The loss in the year ended December 31, 2008 
reflects the weakening of the Canadian dollar relative to the U.S. dollar during those periods.  The 
gain in the year ended December 31, 2007 reflects the strengthening of the Canadian dollar 
relative to the U.S. dollar during that period.  Should the Canadian dollar continue to weaken 
relative to the U.S. dollar, we could incur additional foreign exchange losses. 
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SUMMARY OF QUARTERLY FINANCIAL INFORMATION  
 

2008 2007
$ $

Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
Revenue      161,252      228,201        62,207      210,027 181,999           38,629      459,407      542,788 
Interest income        30,297        80,698        96,649      170,858      201,857      216,090      262,962      212,233 
Net loss   5,760,864   5,744,366   6,414,856   5,017,055 5,283,945   3,680,950   3,225,371   3,228,411 
Loss per share, basic 
and diluted  0.22  0.22  0.25 0.19 0.22            0.17            0.15            0.17  
 
Revenue for the first quarter of 2007 included research we performed with respect to our 
collaboration agreement with Martek and also included $437,012 of license fee revenue from 
Martek.  License fee revenue from Martek was unchanged in the second quarter of 2007; 
however, contract research revenue decreased as the contract research for Martek was 
completed in April 2007.  Accordingly, there was no Martek license fee or contract research 
revenue beyond the second quarter of 2007, resulting in the decrease in total revenue.  We do 
not anticipate any further contract research revenue or license fee payments from our existing 
contract with Martek.  Revenue in the last half of 2007 and for the four quarters of 2008 relate 
mainly to product revenue from sales of HydresiaTM which we expect to increase in 2009. 
 
Interest income increased in the second quarter of 2007 from the issuance of capital stock for 
$14,379,010 (net of issue costs) in February 2007, and then decreased in the third and fourth 
quarters as a result of our increased net cash burn, offset by an increase in the interest rate we 
earned.  The interest rate we earned decreased throughout 2008, further contributing to the 
decrease in interest income in 2008.  
 
The overall increase in net loss since the first quarter of 2007 is a result of our continued 
aggressive execution of the commercialization of our products, increased preclinical and clinical 
activities and further building of our clinical expertise as our biopharmaceutical products move 
closer to clinical trials.  In addition to these factors, the establishment of Botaneco contributed to 
the large increase in the net loss in the fourth quarter of 2007 and first and second quarters of 
2008.  The decrease in net loss in the third and fourth quarters of 2008 results primarily from 
decreased spending in R&D and G&A.  The decrease in R&D costs results mainly from the 
completion of production of preclinical materials for our insulin program.  G&A costs in the second 
quarter of 2008 included significant legal fees associated with Botaneco’s funding received from 
Avrio in that quarter.  Such costs were not incurred in the third quarter of 2008.  In addition, the 
cost reduction program implemented in our Biopharmaceuticals and Bioproducts segment also 
contributed to the decrease. 
 
Fourth Quarter 2008 
 
Revenue for the fourth quarter of 2008 related entirely to product sales of HydresiaTM and is 
expected to increase in 2009 in addition to the recognition of deferred revenue from our option 
with MannKind that will occur in the first quarter of 2009.  Interest income declined in the fourth 
quarter of 2008 due to our reduced cash balance in addition to a decrease in the interest rate we 
earned.  Our net loss in the fourth quarter of 2008 was consistent to that of the third quarter as 
expected, and is expected to decrease in 2009.  We incurred various severance and one-time 
expenses in the fourth quarter of 2008 to implement the cost reduction program in our 
Biopharmaceuticals and Bioproducts segment that will not be incurred in 2009. 
 
 
LIQUIDITY AND CAPITAL RESOURCES 
 
At December 31, 2008, we had cash and cash equivalents of $3,819,796 and a net positive 
working capital balance of $3,730,413, compared to $20,444,013 and $19,518,408 respectively at 
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December 31, 2007.  Total long-term debt and convertible debentures was $5,127,829 at 
December 31, 2008 compared to $1,389,047 at December 31, 2007. The decrease in cash and 
working capital during the period resulted primarily from our net cash burn, which includes 
significant capital outlays for expanded growth facilities, equipment for preclinical work and the 
final payments related to Botaneco’s manufacturing facility.  The increase in long-term debt and 
convertible debentures is a result of the $4,000,000 of funding Botaneco received from Avrio in 
exchange for a convertible debenture as discussed previously, $1,173,244 of funding received 
from AVAC in 2008 that is secured by certain Botaneco assets, in addition to financing we 
obtained for the purchase of some of our capital assets. The increase was offset by regular 
repayments of long-term debt financing during the period. 
 
Our investment activities are subject to the guidelines contained in our investment policy. We 
invest only in liquid, high-grade investments from highly rated financial institutions. 
 
Our primary capital needs are for funds to support our preclinical and clinical trials, scientific 
research and development activities, development activities to commercialize our products and 
activities related to the accelerated growth of Botaneco’s business. We expect our expenditures 
to decrease in 2009 due to the substantial cost reduction program we have implemented in our 
Biopharmaceuticals and Bioproducts segment in the fourth quarter of 2008.  Given the cost 
reductions expected from this program, we believe our current cash resources are sufficient for 
the Company to complete its short term strategic objectives.  Our ability to accomplish all of our 
future strategic plans, however, is dependent upon obtaining additional financing or executing other 
strategic options and there is no assurance that we will achieve these objectives.  In the current 
economic climate where the capital and other financial markets are extremely difficult to access, 
our utmost objective is to execute initiatives that will enhance our ability to continue as a going 
concern.  
 
To date, we have had no net earnings, minimal revenue and negative operating cash flows, which 
are expected to continue in at least the near term.  Since inception, we have financed our cash 
requirements primarily through issuances of securities, cost recoveries, licensing fees, contract 
research revenues, investment tax credits, government funding, product sales revenue, long-term 
debt including convertible debentures, and interest income.  Although we have commenced an 
expenditure curtailment to reduce the monthly cash consumption rate, we are, in accordance with 
our strategic plan, currently consuming cash resources at a rate in excess of operational cash 
flow.  As such, our ability to continue as a going concern is dependent on obtaining additional 
investment capital, the realization of assets, the achievement of successful partnership 
collaborations and the improvement of cash flow from operations.  We may look to fund additional 
capital requirements through the issuance of additional equity or convertible debentures, through 
long-term debt for our capital asset purchases, through additional government funding or other 
means.  We are aggressively pursuing a number of alternatives to raise additional capital in the 
near term including seeking additional government and partnership funding, the potential 
monetization of some of our assets and other initiatives.  There can be no assurance that we will 
be successful in raising additional investment capital, realizing assets, discharging liabilities or 
achieving successful partnership collaborations to generate sufficient cash flows to continue as a 
going concern.  As a result, there is a significant risk regarding our ability to continue as a going 
concern. 
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Cash Flows 
 
For the years ended                    
December 31

2008
$

 2007
$

Change
$

Change
%

Cash used in operating activities               (20,053,174)               (12,940,957)     (7,112,217)           (55.0)
Cash provided by financing activities                  4,663,433                22,649,546   (17,986,113)           (79.4)
Cash used in investing activities                 (1,234,476)                 (5,593,035)      4,358,559            77.9 
Increase (decrease) in cash and cash
       equivalents               (16,624,217)                  4,115,554   (20,739,771)         (503.9)  
 
Operating Activities 
 
The increase in cash used in operating activities in the year ended December 31, 2008, in 
comparison to the period ended December 31, 2007, is due to factors consistent with those that 
impacted net loss, as described above.  We expect cash used in operating activities to decrease 
in 2009 as we implement the cost reductions previously discussed. 
 
Financing Activities 
 
Cash provided by financing activities in the year ended December 31, 2008 was primarily a result 
of $4,000,000 of funding Botaneco received from Avrio in exchange for a convertible debenture, 
the additional $1,173,244 in funding received under Botaneco’s agreement with AVAC and the 
additional capital asset financing we obtained, offset by our repayment of debt during the period.  
In the year ended December 31, 2007, cash provided by financing activities is primarily a result of 
the $15,904,488 issuance of capital stock completed in the first quarter of 2007, the $9,568,000 
private placement completed in November 2007 and the $250,000 of funding received from 
AVAC in the fourth quarter of 2007 offset by $2,421,438 of related issue costs and the $704,990 
repayment of debt throughout the year.  Our monthly debt repayments will reduce by US$21,757 
at the end of 2008 as we complete the final payments for the first traunch of our capital asset debt 
financing from the Oxford Finance Corporation. 
 
On October 17, 2007, we entered into a funding agreement with AVAC to provide non-dilutive 
funding for Botaneco of up to $2.4 million on the basis of achieving pre-specified milestones.  The 
funding is repayable beginning in the first quarter of 2010.  We received the first $250,000 of 
funding in December 2007, and an additional $1,173,244 in 2008.  A further $500,000 was 
received subsequent to the end of 2008.  We expect to complete milestones to trigger the next 
payment in the last half of 2009. 
 
On June 27, 2008, Botaneco received $4.0 million in funding from Avrio in the form of a five-year, 
convertible, secured, debenture.  The debenture is convertible at Avrio’s option into 9,599,232 
common shares of Botaneco at $0.4167 per share at any time prior to expiry. Accrued interest at 
the time of conversion is convertible into additional shares at the same price.  The debenture 
bears interest at 8% per annum. Interest is accrued but deferred for the first 18 months and is 
then paid evenly over the remaining 42 months.  Avrio’s security is limited to Botaneco’s assets; 
specifically Avrio has no security over the assets of SemBioSys. 
 
As noted previously, in the fourth quarter of 2008, MannKind Corporation (“MannKind”) 
purchased an option to license rights to our proprietary plant-produced recombinant human 
insulin.  The option period for the license rights ends March 31, 2009.  In the event that MannKind 
takes up its option, the primary use of our plant-produced insulin would be for AFRESATM, 
MannKind’s ultra-rapid acting insulin, which recently completed Phase III studies.  Upon closing 
on January 5, 2009, we received $2.5 million USD from MannKind, which includes the purchase 
by MannKind of 2,400,000 units of SemBioSys at a price per unit of US$0.83 in addition to the 
option fee.  Each unit issue by us consists of one SemBioSys common share and one-tenth of 
one common share purchase warrant of SemBioSys.  Each whole warrant will entitle MannKind 
to purchase one additional common share of SemBioSys at an exercise price of $6.00 CDN for a 
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period of 36 months from the effective date of the option of December 23, 3008.  The portion of 
the proceeds related to the unit issuance will be recognized in the first quarter of 2009 concurrent 
with the issuance of units from treasury.  The portion related entirely to the option fee was legally 
enforceable at the end of 2008, and therefore has been recognized as receivable and deferred 
revenue at that time. 
 
In the fourth quarter of 2008, Botaneco entered into financing discussions with our seed supplier 
for our $1.3 million U.S. purchase of seed inventory that is currently recorded as accounts 
payable.  Under the terms of the discussions, two-thirds of the balance was due in the fourth 
quarter of 2008, a further one-sixth of the balance is due in the second quarter of 2009, and the 
final one-sixth is due in the fourth quarter of 2009. 
 
As at December 31, 2008, we have not entered into any off-balance sheet arrangements or 
hedging arrangements. 
 
Investing Activities 
 
Cash used in investing activities in the year ended December 31, 2008 and the comparable 
periods ended December 31, 2007 relate primarily to the purchase of property and equipment.  
Our purchases relate mainly to the construction of our manufacturing facility for Botaneco, 
preclinical and clinical lab equipment, field equipment and expanded in-house plant growth 
facilities for the scale-up of our insulin and Apo AI safflower lines.  We expect to continue to 
invest in property and equipment in these areas in 2009; however, at a significantly decreased 
level of spending since Botaneco’s manufacturing facility was commissioned in September 2007, 
and our insulin program has now moved into the clinic. 
 
Contractual Obligations and Commitments 
 
We have previously entered into operating leases for a corporate head office and lab facility, a 
secondary facility, a small greenhouse and field and office equipment with terms ending as late 
as 2012, and loans repayable until October 2010.  In addition, our Botaneco funding agreement 
with AVAC is repayable in the form of a royalty based on revenues until twice the gross amount 
invested by AVAC is remitted. We expect the repayment to be completed by early 2016.  In the 
first quarter of 2008, we obtained additional loans that are payable until 2015.  During the second 
quarter, Botaneco issued a convertible debenture from Avrio as previously discussed. If the 
debenture is not converted prior to June 2013, the face value of $4,000,000 in addition to accrued 
interest will be repayable at that time.   
 
Under a technology licensing agreement previously entered into with UTI Limited Partnership we 
are required to pay a minimum annual fee in addition to royalties equal to 2% of net sales of 
products produced using the oilbody-oleosin technology until all issued patents falling under this 
license expire, and 15% to 25% of all royalties earned from sublicenses, depending upon the 
percentage royalty we receive from the sublicensee.   
 
Under licensing agreements previously entered into with Bayer CropScience GmgH we are 
required to pay €200,000 upon the commercial launch of products specified in the agreement. As 
we have not commercially launched any products specified under the agreement to date, timing 
of these payments is undeterminable. 
  
Under a repayable contribution agreement previously entered into with Technology Partnerships 
Canada, an agency of the Government of Canada, we are required to repay contributions 
received in the amount of $5,484,637 at a rate of 1.5% of gross revenues arising from 
commercialization of the technology we have developed.  If, by December 31, 2010, the total 
cumulative royalty payments paid are equal to or exceed $16.7 million, the royalty period ends.  If 
the total cumulative royalty payments made are less than $16.7 million by that date, the royalty 
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period will continue until the cumulative royalty payments equal $16.7 million or until 
December 31, 2014, whichever comes first. After December 31, 2014, the contribution is forgiven.  
 
Under funding agreements previously entered into with AVAC, we are required to repay $4.8M in 
the form of a 3% royalty on gross revenues attributable to the commercialization of our antibody 
products and $5.0M in the form of a sliding scale royalty attributable to commercialization of 
Protein A products (1% to 3%) and a sliding scale royalty on gross revenues relating to Insulin of 
1% to 2.5%. 
 
As at December 31, 2008, our minimum payments for the next five years are as follows:  
 

Total <1 year 1-3 years 4-5 years >5 years
Lease commitments 2,476,862    911,697     1,508,892  56,273       -                 
Loans payable 2,313,324    539,548     174,266     40,997       1,558,513  
Royalties payable 310,000       45,000       100,000     110,000     55,000       
Convertible debenture 4,000,000    -                 -                 4,000,000  -                 
Total 9,100,186    1,496,245  1,783,158  4,207,270  1,613,513  
 
 
RISKS AND UNCERTAINTIES 
 
Additional Capital Requirements 
 
We require significant additional funds for further research and development, planned preclinical 
and clinical trials, regulatory approvals, establishment of pilot scale and commercial 
manufacturing capabilities and the marketing of our products and product candidates. Our capital 
requirements depend on the magnitude and scope of our current and anticipated operations; our 
ability to maintain existing and establish new collaborations; the terms of those collaborations; the 
success of our collaborators in developing and marketing products under their respective 
collaborations with us; the success of our contract manufacturers in producing clinical and 
commercial supplies of our product candidates on a timely basis and in sufficient quantities to 
meet our requirements; competing technological and market developments, the time and cost of 
obtaining regulatory approvals; the extent to which we choose to commercialize our future 
products through our own sales and marketing capabilities; the cost of preparing, filing, 
prosecuting, maintaining and enforcing patent and other rights and our success in acquiring and 
integrating complementary products, technologies or companies.  
 
We do not have committed external sources of funding and there is no assurance that we will be 
able to obtain additional funds on acceptable terms, if at all, especially under the current 
challenging capital markets conditions. In the current economic climate where the capital and 
other financial markets are extremely difficult to access, our utmost objective is to execute 
initiatives that will enhance our ability to continue as a going concern.  If adequate funds are not 
available, we may be required to: 

• engage in equity financings that would be dilutive to current shareholders; 
• engage in financings at a valuation that is unfavourable to us; 
• delay, reduce the scope of or eliminate one or more of our development programs; 
• obtain funds through arrangements with collaborators or others that may require us to 

relinquish rights to technologies, product candidates or products that we would otherwise 
seek to develop or commercialize ourselves;  

• license rights to technologies, product candidates or products on terms that are less 
favourable to us; or 

• sell or monetize some or all of our assets or intellectual property on terms that are 
unfavourable to us.   
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Early Stage Development 
 
We are at an early stage of development and have a limited operating history. With the exception 
of our HydresiaTM commercialized products, significant additional investment will be necessary to 
complete the development of any of our products and product candidates. It is not certain 
whether such products and product candidates can be produced in commercial quantities at a 
reasonable cost and be successfully marketed, nor is it known whether our investment in such 
products or product candidates will be recovered through sales or royalties. Most of the products 
and product candidates or processes we are currently developing will not be commercially 
available for several years and we may encounter unforeseen difficulties or delays in our 
operations. 
 
Lack of Product Revenue and History of Operating Losses 
 
To date, we have not recorded any significant revenues from the sale of products or product 
candidates. We have an accumulated deficit since our incorporation through December 31, 2008 
of $79.1 million.  Our deficit is expected to increase in the near term as we continue our product 
development and, in the case of pharmaceutical proteins, seek future regulatory approval for the 
sale of our product candidates. Operating losses are expected to be incurred until such time as 
product sales and royalty payments are sufficient to generate revenues to fund our continuing 
operations. 
 
Dependence on Collaborative Partners  
 
Our strategy is to enter into various arrangements for clinical testing, and eventual manufacturing, 
marketing and commercialization of some of our products and product candidates. We expect to 
enter into collaborations for the potential development and commercialization of our products and 
product candidates with other companies, pursuant to which we may receive additional funding, 
including milestone payments. We also intend to enter into additional corporate partnering 
agreements to develop and commercialize products and product candidates based upon our core 
technology. There can be no assurance, however, that we will be able to establish such additional 
collaborations on favourable terms, if at all, or that our current or future collaborative 
arrangements will be successful. Should any collaborative partner fail to successfully develop or 
commercialize any product or product candidate to which it has rights, or any of the partner’s 
products or product candidates to which we have rights, our business may be adversely affected. 
In addition, while we believe that our actual and eventual collaborative partners will have 
sufficient economic motivation to continue their funding, there can be no assurance that any of 
these collaborations will be continued or will result in successfully commercialized products or 
product candidates. Failure of a collaborative partner to continue funding any particular program 
could delay or halt the development or commercialization of any products or product candidates 
arising out of such program. In addition, there can be no assurance that the collaborative partners 
will not pursue alternative technologies or develop alternative products or product candidates 
either on their own or in collaboration with others, including our competitors. 
 
Regulation of Drug and Product Approval 
 
Readers should be aware of the risks, problems, delays, expenses and difficulties which we may 
encounter in light of the extensive regulatory environment in which our business is carried out. 
Numerous statutes and regulations govern the manufacture and sale of human therapeutic and 
non-therapeutic products in Canada, the United States and other countries, the intended markets 
for our products and product candidates. Such legislation and regulation bears upon the approval 
of manufacturing facilities, testing procedures and controlled research, preclinical and clinical 
data prior to marketing approval, including adherence to clinical good manufacturing practices 
(“cGMP”) standards during production and storage, as well as regulation of marketing activities, 
including advertising and labelling. 
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Many of the products, product candidates and processes that we are currently developing require 
significant development, testing and the investment of significant funds prior to their 
commercialization. There can be no assurance that any such products, product candidates or 
processes will actually be developed to a commercial level. 
 
The regulatory environment for biogenerics and biosimilars is uncertain in Canada, the United 
States and elsewhere.  In Europe, regulatory guidelines exist for specific biosimilar products: 
however, these guidelines are subject to interpretation.  It is not clear what the final regulatory 
and reimbursement regime will be, if any, including whether such products will become 
interchangeable.  Final resolution of the issues surrounding regulation, interchangeability and 
reimbursement is uncertain and the potential for this additional market for our insulin as a 
biogeneric or biosimilar, timing of the launch of such products, and the potential of partnerships in 
this specific industry are not determinable. Given the uncertainty surrounding both the regulation 
and reimbursement of biogeneric or biosimilar products, there can be no assurance that any of 
our product candidates will be approved at all or, if approved, that they will qualify for 
reimbursement. 
 
Regulation of Genetically Engineered Plants 
 
We must comply with regulations of the U.S. Department of Agriculture (“USDA”), the Canadian 
Food Inspection Agency (“CFIA”) and other regulatory authorities for outdoor releases of 
genetically engineered organisms as well as other products designed for use on or with 
agricultural products. The USDA and the CFIA prohibit growing and transporting genetically 
modified plants except pursuant to an exemption or under special permits. In order to obtain the 
necessary permits, we will be required to demonstrate that we have satisfactory procedures for 
the growth of our genetically modified plants and for the control of seed stocks, harvested 
material, processing facilities, and waste material from such plants. There can be no assurance 
that permits will be granted to us in a timely fashion, if at all. In addition, the conditions to the 
grant of such permits may be time consuming or expensive for us to fulfill. Furthermore, changes 
in regulations or policies of the USDA, the CFIA and other regulatory authorities regarding the 
growth and movement or field release of genetically modified plant hosts could adversely affect 
our business by increasing the cost of our products and technologies or decreasing consumer 
demand for those products and technologies or causing governments to prohibit their sale or use. 
If we fail to comply with such rules or policies, we may be subject to financial loss or be liable for 
costs incurred as a result of non-compliance. In addition, the regulatory requirements for the 
outdoor commercial growth of transgenic plants producing pharmaceutical proteins have not been 
promulgated in the United States, Canada or elsewhere. 
 
Regulation of Manufactured or Imported Substances 
 
Pursuant to the recently adopted European Union's Registration, Evaluation and Authorization of 
Chemicals program ("REACH"), which will require the registration by 2018 of all substances 
manufactured or imported in the EU in volumes greater than one tonne per year, we expect to 
eventually be required to submit a technical dossier to the European Chemicals Agency ("ECHA") 
containing information on the substances we use and guidance on how to safely handle them.  
The timetable for registration is based on volume and we would not have to submit a dossier until 
2013 when chemicals in the 1 to 100 metric ton per year volume have to be registered.  Once 
that submission occurs, we cannot guarantee that our products will be approved for sale in the 
EU.  
 
Regulation of Animal Health Products and Food Additives 
 
In the manufacturing, marketing and distribution of products containing our DHA or GLA, our 
strategic partners are, and will be, subject to extensive government regulation in the United 
States, Canada, Latin America and Asia regarding food additives. Similar regulatory requirements 
exist in Europe and other countries. Any failure by our collaborators to comply with applicable 
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requirements or obtain regulatory approval could adversely affect the marketing of products 
developed or licensed by us and our ability to receive product or royalty revenue. 
 
Environmental and other Governmental Regulation 
 
Our discovery and development processes involve the controlled use of hazardous and 
radioactive materials. We are subject to federal, provincial and local laws and regulations 
governing the use, manufacture, storage, handling and disposal of such materials and certain 
waste products. Although we believe that our safety procedures for handling and disposing of 
such materials comply with the standards prescribed by such laws and regulations, the risk of 
accidental contamination or injury from these materials cannot be completely eliminated. In the 
event of such an accident, we could be held liable for any damages that result and any such 
liability could exceed our resources. We are not specifically insured with respect to this liability.  
In addition to environmental regulation, we may be subject to regulations under local, provincial, 
state, federal and foreign law, including requirements regarding occupational health, safety and 
laboratory practices. Although we believe that we are in compliance with applicable 
environmental and occupational health and safety laws and regulations in all material respects 
and currently do not expect to make material capital expenditures for environmental control 
facilities in the near-term, there can be no assurance that we will not be required to incur 
significant costs to comply with such laws and regulations in the future, or that current or future 
laws or regulations will not have a material adverse affect on our operations, business or assets.  
 
Unproven Market and Transgenic Technologies 
 
Much of our strategy is based on the belief that the application of our oilbody-oleosin technology 
to develop products and product candidates for the markets we are addressing will result in the 
creation of new, commercially viable products. Notwithstanding our estimated market potential for 
our products and product candidates, no assurance can be given that these beliefs will prove to 
be correct owing to, in particular, competition from existing or new products, our cost of goods, 
expenses and product pricing assumptions, notably for HydresiaTM and the yet-to-be established 
commercial viability of our products and product candidates.  Furthermore, the commercial 
viability of our products is fundamentally dependent upon our ability to develop seed lines and 
manufacturing processes that result in competitive advantage.  Our transgenic technologies are 
largely unproven at a commercial level and there is no guarantee that we will be able to 
consistently apply our technology platform to develop viable products.  
 
Changes in Pharmaceutical Product Reimbursement 
 
The availability of reimbursement by governmental and other third-party payers affects the market 
for any pharmaceutical product. These third-party payers continually attempt to contain or reduce 
the costs of healthcare. There have been a number of legislative and regulatory proposals to 
change the healthcare system and further proposals are likely. Significant uncertainty exists with 
respect to the reimbursement status of newly approved healthcare products. In addition, third-
party payers are increasingly challenging the price and cost effectiveness of medical products. 
We may not be able to sell our products profitably or recoup the value of our investment in 
product development if reimbursement is unavailable or limited in scope.   
 
Rapid Technological Change and Competition 
 
The industry in which we operate is characterized by rapid and substantial technological change. 
There can be no assurance that developments by others will not render our products, product 
candidates or technologies non-competitive or that we will be able to keep pace with 
technological developments. Many of our competitors have substantially more financial and 
technical resources, more extensive research and development capabilities and greater 
marketing, distribution, production and human resources than we do. Moreover, competitors may 
develop products before we develop our own products and product candidates and may obtain 
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regulatory approval for such products and product candidates more rapidly than we do. Products 
and product candidates and processes which are more effective than those that we intend to 
develop may be developed by our competitors. Research and development by others may render 
our technology, products and product candidates or processes non-competitive or obsolete. 
 
Completion of Clinical Trials 
 
Before obtaining regulatory clearance for the commercial sale of any of our pharmaceutical 
product candidates, we must demonstrate through preclinical studies and clinical trials that the 
potential product candidate is safe and efficacious for use in humans for each target indication. 
We have successfully submitted our IND for insulin clinical trials and the in-man portion of the trial 
is now complete.  However, the results from preclinical studies and early clinical trials may not be 
predictive of results that will be obtained in large-scale testing, and there can be no assurance 
that our preclinical trials will demonstrate sufficient safety for an IND application or that early 
clinical trials will demonstrate sufficient safety for subsequent phases or steps in human trials 
even after preclinical testing and/or human data is submitted. The failure to adequately 
demonstrate the safety and efficacy of a product candidate under development could delay or 
prevent regulatory clearance of the potential product candidate and would have a material 
adverse effect on our success. 
 
Any drug is likely to produce some toxicity or undesirable side effects in animals and in humans 
when administered as a monotherapy or in combination with other drugs. There can be no 
assurance that unacceptable toxicity, adverse events or side effects will not occur at any dose 
level at any time in the course of toxicological studies or of human clinical trials of our potential 
product candidates as a monotherapy or in combination with other drugs. The appearance of any 
unacceptable toxicity, adverse events or side effects in toxicology studies or in clinical trials could 
cause us or regulatory authorities to interrupt, limit, delay or abort the development of any of our 
product candidates and could ultimately prevent their clearance by the Biologics and Genetics 
Therapies Directorate (“BGTD”), EMEA, FDA or other regulatory authorities, for any or all 
targeted indications. There can be no assurance that a phase, component or step of a trial will be 
successful or safely completed allowing a subsequent phase, step or component of a trial or a 
trial’s design to commence. There is no assurance that the BGTD, the EMEA, the FDA or other 
regulatory authorities will accept a specific protocol or protocol design regardless of phase, steps 
or components of a phase. In particular, there can be no assurance that the BGTD, the EMEA, 
the FDA or other regulatory authorities will allow us to conduct an abbreviated clinical trial 
protocol for any of our future product candidates which are follow-on pharmaceutical proteins 
regardless of our being approved for such a trial path for our insulin. Furthermore, after a trial or 
phase of a trial has commenced, the BGTD, the EMEA, the FDA or other regulatory authorities 
could place the trial on clinical hold if the BGTD, the EMEA, the FDA or other regulatory 
authorities determine a trial or its design may be unsafe or require clarifications regarding 
protocol design. If we are placed on clinical hold, there is no assurance the objections or issues 
will be overcome or resolved and such trial could be postponed and/or terminated. Even after 
being cleared by the BGTD, EMEA, FDA or other regulatory authorities, a product candidate may 
later be shown to be unsafe or not to have its purported effect, thereby preventing its widespread 
use or requiring withdrawal from the market. There can be no assurance that any product 
candidates we have developed or will develop will be safe when administered to patients. 
 
The rate of completion of our clinical trials will be dependent upon, among other factors, the rate 
of patient enrolment. Patient enrolment is a function of many factors, including the size of the 
patient population, the nature of the protocol, competing trials for the same patient population, the 
proximity of parties to clinical sites, the eligibility criteria for the study and interest of clinical 
investigators. Delays in planned patient enrolment may result in increased costs, delays or 
termination of clinical trials, which could have a material adverse effect on our success. In 
addition, our staff has limited clinical experience and, as a result, will rely on third parties to assist 
us in overseeing and monitoring the clinical trials, which may result in delays in completing clinical 
trials, or their not being completed at all, if such third parties fail to perform under their 
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agreements with us or fail to meet regulatory standards in the performance of their obligations 
under such agreements. There can be no assurance that we will be able to submit a new drug 
application as scheduled if clinical trials are completed or that any such applications will be 
reviewed and cleared by the BGTD, EMEA, FDA or other regulatory authorities in a timely 
manner or at all. 
 
Dependence on Key Personnel 
 
We depend on certain members of our management and scientific staff and the loss of services 
of one or more of said persons could adversely affect us. It is necessary for us to continue to 
implement and improve our management systems. While we have been able to attract and retain 
skilled and experienced personnel in the past, no assurance can be given that we will be able to 
do so in the future. 
 
Establishment of Internal Drug Development Capabilities 
 
The drug development process is inherently complex. The preparation of cGMP quality material 
for clinical trials, the design and implementation of those trials and the reporting of those results 
to the BGTD, FDA and other agencies require a high level of expertise and experience if this 
process is to be successful. We have limited personnel within our organization who have such 
experience.  We currently do not anticipate preparing cGMP quality material nor do we anticipate 
completing clinical trials for our Apo program ourselves.  However, should we chose this path in 
the future, our limited personnel with internal drug development capabilities could lead to delays 
in the implementation and completion of clinical trials, or even lead to clinical failure due to poor 
clinical design or execution. 
 
Lack of Manufacturing Capabilities 
 
With the exception of our HydresiaTM product, we do not have manufacturing facilities to produce 
our product candidates to support late stage clinical trials or the commercial launch of such 
products, if they are approved. Although we have significant experience in manufacturing 
Botaneco’s HydresiaTM products and some experience in producing pilot plant scale materials, we 
are partially dependent on third-party contract manufacturers for the manufacturing of our product 
candidates. If we are unable to contract for a sufficient supply of our product candidates on 
acceptable terms, or if we encounter delays or difficulties in the manufacturing process or in our 
relationships with manufacturers, we may not have sufficient product to conduct or complete our 
clinical trials or support preparations for the commercial launch of our product candidates, if 
approved.  
 
Our reliance on contract manufacturers exposes us to additional risks which include the following: 

• potential delays in transferring technology; 
• the inability of the contract manufacturers to scale production on a timely basis or to 

manufacture commercial quantities at reasonable costs; 
• delays in scaling-up production to quantities needed for clinical trials and commercial 

launch or failure to manufacture such quantities to our specifications; 
• current and future contract manufacturers are subject to ongoing, periodic, unannounced 

inspection by the FDA and the corresponding Canadian and international regulatory 
authorities for compliance with strictly enforced cGMP regulations and similar standards 
and we do not have control over our contract manufacturers’ compliance with such 
regulations and standards; 

• current and future contract manufacturers may not be able to comply with applicable 
regulatory requirements, which would prevent them from manufacturing products for us; 

• if there is a need for us to change to other contract manufacturers, the FDA and other 
comparable foreign regulators must approve these contractors prior to our use, which 
would require new testing and compliance inspections. The new contract manufacturers 
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would also have to be educated in, or themselves develop, substantially equivalent 
processes necessary for the development of our products; and  

• the inability of the contract manufacturers to fulfill our needs, resulting in the requirement 
for us to seek new manufacturing arrangements thus causing substantial delays in 
meeting market demand. 

 
Any of the factors mentioned above could cause us to delay or suspend clinical trials, regulatory 
submission, required approvals or commercialization of our products under development, entail 
higher costs and result in our being unable to effectively commercialize our product candidates.  
 
As part of our commercialization strategy, we may also elect to manufacture some or all of our 
product candidates ourselves. We have little or no experience in manufacturing commercial 
quantities of products and our current facilities are inadequate for large-scale commercial 
manufacturing. Commencing the manufacture of commercial quantities of products would involve 
large capital expenditures and the hiring of additional personnel with appropriate experience. 
There can be no assurance that if we decide to begin the commercial manufacture of products 
that we would be able to obtain the necessary funds to do so or that we could attract and retain 
the necessary personnel. In addition, the manufacture of products for human use is subject to 
extensive regulatory requirements and other industry standard requirements, such as GMP or 
good manufacturing practices. Even if we were to obtain the necessary capital and personnel, 
there can be no assurance that the manufacturing facility would meet such regulatory and 
industry standard requirements. 
 
We believe that our primary strength and experience has been in the research and development 
of new biopharmaceutical products. The manufacturing of the oilbody product, HydresiaTM, at a 
commercial scale is an entirely new aspect of our business. In manufacturing our own products, 
we are subject to the regulatory risks and requirements described above, as well as similar risks 
regarding delays or difficulties encountered in manufacturing. We may require additional facilities 
and substantial additional capital to support any such manufacturing undertaken in the future. 
There is no assurance that we will be able to manufacture any of our products successfully in 
accordance with regulatory requirements and in a cost effective manner.  
 
Limited Sales, Marketing and Distribution Experience 
 
We have limited experience in the sales, marketing and distribution of pharmaceutical and non-
pharmaceutical products. There can be no assurance that we will be able to establish sales, 
marketing and distribution capabilities or make arrangements with our collaborators, licensees or 
others to perform such activities or that such efforts will be successful. To successfully market 
and distribute any of our products directly, we must either acquire or internally develop a 
marketing and sales force with technical expertise and supporting distribution capabilities. We 
have begun to build sales and marketing team for HydresiaTM with strong past experience in the 
personal care industry.  However, the acquisition or development of a sales and distribution 
infrastructure for our other products would require substantial resources, which may divert the 
attention of our management and key personnel and negatively impact our product development 
efforts. 
 
Patents, Proprietary Rights and Trade Secrets 
 
Our success partly depends on our ability to secure and protect our intellectual property rights 
and to operate without infringing on the proprietary rights of others or having third parties 
circumvent the rights owned or licensed by us. The patent positions of pharmaceutical and 
biotechnology firms, us included, are uncertain and involve complex questions of law and fact for 
which important legal issues remain unresolved. There can be no assurance that our pending 
patent applications will result in the issuance of patents or whether we will develop additional 
proprietary products and product candidates which are patentable. Part of our strategy depends 
on our ability to secure a patent position around the production of a recombinant protein using our 
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oilbody-oleosin technology platform. There is no assurance that we will be successful in this 
approach and failure to secure patent protection may have a material adverse effect upon us and 
our financial condition. Also, we may fail in our attempts to commercialize products and product 
candidates using currently patented oilbody-oleosin technology without having to license 
additional patents, such as patents relating to plant transformation or the use of certain plant-
specific genetic elements. Moreover, it is not clear whether the patents issued or to be issued to 
us will provide us with any competitive advantages or if any such patents will be the target of 
challenges by third parties, whether the patents of others will interfere with our ability to market 
our products and product candidates or whether third parties will circumvent our patents by 
means of alternate processes. Furthermore, it is possible for others to develop products and 
product candidates which have the same effect as our products and product candidates or 
production technologies on an independent basis or to design around technologies patented by 
us. 
 
Patent applications relating to or affecting our business have been filed by a number of 
pharmaceutical and biotechnology companies and academic institutions. A number of these 
technologies, applications or patents may conflict with our technologies or patent applications and 
such conflict could reduce the scope of patent protection which we could otherwise obtain or even 
lead to refusal of our patent applications.  
If third parties engage in activities that infringe our proprietary rights, management’s focus will be 
diverted and we may incur significant costs in asserting our rights. We may not be successful in 
asserting our proprietary rights, which could result in our patents being held invalid or a court 
holding that the third-party is not infringing our proprietary rights, either of which would harm our 
competitive position. In addition, there is no assurance that others will not design around our 
patented technology. Moreover, we may have to participate in interference proceedings declared 
by the U.S. Patent and Trademark Office, European opposition proceedings, or other analogous 
proceedings in other parts of the world to determine priority of invention and the validity of patent 
rights granted or applied for, which could result in substantial cost and delay, even if the eventual 
outcome is favourable to us. There is no assurance that our pending patent applications, if 
issued, would be held valid or enforceable. 
 
There is no assurance that we will be able to enter into licensing arrangements on reasonable 
commercial terms, or develop or obtain alternative technology in respect of patents issued to third 
parties that incidentally cover our products or production technologies. Any inability to secure 
licenses or alternative technology could result in delays in the introduction of some of our 
products or product candidates or even lead to prohibition of the development, manufacture or 
sale of certain products by us. Moreover, we could potentially incur substantial legal costs in 
defending legal actions which allege patent infringement, or by instituting patent infringement 
suits against others. 
 
It is not possible for us to be certain that we are the creator of inventions covered by pending 
patent applications or that we were the first to file patent applications for any such inventions. No 
assurance can be given that our patents, once issued, would be upheld by a court, or that a 
competitor’s technology or product would be found to infringe on our patents. Moreover, much of 
our know-how technology which is not patentable may constitute trade secrets. Therefore, we 
require our employees, consultants, advisors and collaborators to enter into confidentiality 
agreements. However, these and other parties may not comply with the terms of their 
agreements with us and we might be unable to adequately enforce our rights against these 
people or obtain adequate compensation for the damages caused by their unauthorized 
disclosure or use. Our trade secrets or those of our collaborators may become known or may be 
independently discovered by others. 
 
Potential Product Liability 
 
A risk of product liability claims and related negative publicity is inherent in the development of 
human therapeutics and other products. Product liability insurance is expensive, its availability is 

26



   

limited, and it may not be on terms acceptable to us, if at all. The commercialization of our 
potential products and product candidates could be inhibited or prevented by an inability to 
maintain sufficient insurance coverage on reasonable terms or to otherwise protect against 
potential product liability claims. A product liability claim against us or the withdrawal of a product 
or product candidates from the market could have a material adverse effect upon us and our 
financial condition. 
 
While we have obtained product liability insurance, there can be no assurance that such 
insurance is adequate, that it will continue to be available to us or maintained by us, or that all 
possible claims that may be made against us will be covered by insurance, especially now that 
we have entered clinical trials with our insulin program.  A partially or completely uninsured claim, 
if successful and of sufficient magnitude, could have a material adverse effect on us and on our 
financial condition and results of operations. 
  
Negative Public Reaction to Genetically Engineered Technology 
 
Future commercial success of some of our products and product candidates and the products of 
some of our collaborators will depend in part on public acceptance of the use of genetically 
engineered products and product candidates, including drugs, plants and plant products. Claims 
that genetically engineered products and product candidates are unsafe for consumption or pose 
a danger to the environment may influence public attitudes, regardless of their veracity. Negative 
public reaction to genetically modified organisms and products and product candidates could 
result in greater government regulation of genetic research and resultant products and product 
candidates, including stricter labelling requirements, and could cause a decrease in the demand 
for our products and product candidates, even if such products and product candidates do not 
result from genetically modified organisms. 
 
Foreign Currency Fluctuations 
 
Our U.S. dollar expenditures exceed our revenue received in U.S. dollars. In addition, a 
significant portion of Botaneco’s raw materials inventory and our debt facility are denominated in 
U.S. dollars. If the Canadian dollar continues to weaken in the future relative to the U.S. dollar, 
our Canadian dollar equivalent costs will increase. In addition, as we expand to other foreign 
countries in the future, there may be an increase in our foreign exchange exposure. 
 
Changes in Interest Rates 
 
We invest our excess cash reserves in investment vehicles that provide a rate of return with little 
risk to principal. As interest rates change, the amount of interest income we earn will be directly 
impacted. 
 
Income Tax Matters 
 
We have determined that we are eligible for investment tax credits (“ITCs”) on expenditures 
incurred on scientific research and experimental development (“SRED”). There is a risk that the 
Canada Revenue Agency could conclude that some or all of the expenditures were not incurred 
on SRED activities and, therefore, could reduce or disallow claims for ITCs, including prior years’ 
claims that we were eligible for refundable ITCs prior to becoming publicly listed. 
 
Management of Growth 
 
Recent rapid growth in all areas of our business has placed, and is expected to continue to place, 
a significant strain on our managerial, operational and technical resources, especially given the 
recent staff and cost reduction program we have implemented. To manage our growth, we must 
expand our operational and technical capabilities and manage our employee base while 
effectively administering multiple relationships with various third parties. There can be no 
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assurance that we will be able to manage our expanding operations effectively. Any failure to 
implement cohesive management and operating systems, add resources on a cost-effective basis 
or properly manage our expansion could have a material adverse effect on our business and 
results of operations. 
 
 
TRANSACTIONS WITH RELATED PARTIES 
 
There were no significant related party transactions during 2008. 
 
 
FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS 
 
Botaneco issued $4.0M convertible debentures during 2008 as described in the Specialty 
Ingredients Programs Update section of the MD&A. 
 
 
PROPOSED TRANSACTIONS 
 
There were no proposed asset or business acquisition or disposition transactions pending as at 
December 31, 2008. 
 
 
OTHER MD&A REQUIREMENTS 
 
Outstanding Share Data 
 
We have 28,338,294 common shares outstanding at March 12, 2009. If all of our options and 
warrants were exercised, we would have 34,106,380 common shares outstanding. 
 
Disclosure Controls and Procedures 
 
We are responsible for establishing and maintaining disclosure controls and procedures and 
internal control over financial reporting as defined in NI 52-109.   
 
Our disclosure controls and procedures are designed to provide reasonable assurance for the 
timely disclosure of all material information.  We have evaluated the effectiveness of our 
disclosure controls and procedures for the year ended December 31, 2008.  Based on that 
evaluation, we have concluded that these controls and procedures provide reasonable assurance 
that information required to be disclosed in our annual filings, interim filings or other reports that 
we file or submit under applicable Canadian securities legislation is recorded, processed, 
summarized and reported within the time periods specified in such legislation.  These controls 
and procedures also provide reasonable assurance that such information is accumulated and 
communicated to our management, including our Chief Executive and Financial Officer, as 
appropriate to allow timely decisions regarding required disclosure. 
 
Internal controls over financial reporting have been designed to provide reasonable assurance 
regarding the reliability of our financial reporting and compliance with GAAP. Internal controls 
over financial reporting have been designed by management based on the framework in "Internal 
Control – Integrated Framework" issued by the Committee of Sponsoring Organizations of the 
Treadway Commission ("COSO") and are adequately designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of the financial statements for 
external purposes in accordance with GAAP.  We have put in place procedures to evaluate the 
operating effectiveness of our internal controls over financial reporting as at December 31, 2008 
and have concluded that they provide reasonable assurance regarding the reliability of our 
financial reporting and compliance with GAAP.   
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During the period ended December 31, 2008, there have been no changes to the Corporation’s 
internal controls over financial reporting that have materially affected, or are reasonably likely to 
materially affect, the internal controls over financial reporting. 
 
Because of their inherent limitations, disclosure controls and procedures and internal controls 
over financial reporting may not prevent or detect misstatements, errors or fraud. Control 
systems, no matter how well conceived or operated, can provide only reasonable, not absolute, 
assurance that the objectives of the control systems are met. 
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MANAGEMENT’S STATEMENT OF RESPONSIBILITY  
FOR FINANCIAL REPORTING 
 
 
The accompanying consolidated financial statements have been prepared by management in accordance 
with Canadian generally accepted accounting principles and have been approved by the Board of 
Directors. 
 
In support of this responsibility, management maintains a system of internal controls to provide 
reasonable assurance as to the reliability of financial information and the safeguarding of assets. The 
consolidated financial statements include amounts which are based on the best estimates and judgments 
of management. 
 
The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial 
reporting and internal controls. The Board of Directors exercises this responsibility principally through the 
Audit Committee. 
 
The Audit Committee consists of independent directors not involved in the daily operations of the 
Company. The Audit Committee meets with management and the external auditors to satisfy itself that 
management’s responsibilities are properly discharged and to review the consolidated financial 
statements prior to their presentation to the Board of Directors for approval. 
 
The external auditors, PricewaterhouseCoopers LLP, appointed by the shareholders of the Company, 
have examined the financial statements and have expressed an opinion on the statements. The external 
auditors have free and full access to the Audit Committee with respect to their findings concerning the 
fairness of financial reporting and the adequacy of internal controls. Their report is included with the 
consolidated financial statements. 
 
 

 
James Szarko, CA 
President, CEO & CFO 
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AUDITORS’ REPORT 
 
 
 
To the Shareholders of SemBioSys Genetics Inc.: 
 
We have audited the consolidated balance sheets of SemBioSys Genetics Inc. as at December 
31, 2008 and 2007 and the consolidated statements of loss, comprehensive loss and deficit 
and cash flows for each of the years in the two year period ended December 31, 2008.  These 
consolidated financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 
 
We conducted our audits 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, 2008 and 2007 and the results of its 
operations and its cash flows for each of the years in the two year period ended December 31, 
2008 in accordance with Canadian generally accepted accounting principles. 
 
 

 
Chartered Accountants 
Calgary, Alberta 
 
March 12, 2009 
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SemBioSys Genetics Inc.
CONSOLIDATED BALANCE SHEETS
As at December 31,
(expressed in Canadian dollars) 

 2008
$ 

2007
$

ASSETS

Current assets
Cash and cash equivalents (Note 17) 3,819,796          20,444,013       
Accounts receivable 912,702             613,912            
Prepaid expenses and deposits 457,693             538,718            
Inventory (Note 4) 1,929,289          426,641            

7,119,480          22,023,284       

Property and equipment (Note 5) 8,009,624          9,272,415         

15,129,104        31,295,699       

LIABILITIES

Current liabilities
Accounts payable and accrued liabilities 2,237,225          1,875,397         
Short-term portion of long-term debt (Note 9) 539,547             629,479            
Deferred revenue (Note 6) 612,295             -                       

3,389,067          2,504,876         

Deferred cost recoveries (Note 7) 39,557               286,596            

Long-term debt (Note 9) 1,773,776          759,568            

Convertible debenture (Note 10) 2,814,506          -                       

8,016,906          3,551,040         

SHAREHOLDERS' EQUITY

Capital stock (Note 11) 70,428,431        70,396,170       

Warrants (Note 11b) 2,550,880          6,180,690         

Contributed surplus (Note 11e) 11,802,064        7,326,962         

Equity component of convertible debenture (Note 10) 1,427,127          -                       

Deficit (79,096,304)       (56,159,163)     
7,112,198          27,744,659       

15,129,104        31,295,699       
Going concern (Note 2)
Commitments (Note 13)
See accompanying notes.  
 Approved by the Board of Directors: 
 
 
 
Richard Smith, Chairman & Director                          David Howard, Director 34



SemBioSys Genetics Inc.
CONSOLIDATED STATEMENTS OF LOSS, COMPREHENSIVE LOSS AND DEFICIT
For the years ended December 31,
(expressed in Canadian dollars, except shares)

 2008
$ 

2007
$

REVENUE

Licensing fees 50,110               874,024             
Contract research 45,000               122,304             
Product sales 566,577             226,495             

661,687             1,222,823          

EXPENSES

Research and development 11,771,072        8,044,121          
General and administration 5,594,991          4,528,184          
Intellectual property costs 1,613,816          1,569,095          
Business development 672,029             1,213,634          
Sales and marketing 587,435             201,094             
Cost of products sold 802,032             198,019             
Stock-based compensation 845,292             723,558             
Amortization 2,221,158          1,390,065          
Cost recoveries (1,040,513)         (267,995)            

23,067,312        17,599,775        

Loss before the undernoted (22,405,625)       (16,376,952)       

Interest income 378,502             893,142             
Interest expense (462,470)            (195,753)            
Loss on sale of property and equipment (16,268)              (1,483)                
Foreign exchange gain (loss) (431,280)            262,369             

(531,516)            958,275             

Net loss and comprehensive loss for the period (22,937,141)       (15,418,677)       

Deficit - Beginning of period (56,159,163)       (40,740,486)       

Deficit - End of period (79,096,304)       (56,159,163)       

Loss per share - basic and 
       diluted (0.88)                  (0.71)                  

Weighted average shares outstanding (Note 11c) 25,937,446        21,823,242        

Going concern (Note 2)
See accompanying notes.
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SemBioSys Genetics Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended December 31,
(expressed in Canadian dollars)

2008
$

2007
$

Cash provided by (used in)

Operating activities
Net loss for the period (22,937,141)      (15,418,677)        
Add items not affecting cash:

Amortization 2,221,158         1,390,065           
Loss on sale of property and equipment 16,268              1,483                  
Stock-based compensation 845,292            723,558              
Unrealized foreign exchange loss (gain) 222,051            (220,554)             
Non-cash interest expense 346,378            4,994                  

(19,285,994)      (13,519,131)        

Change in non-cash working capital and other 
       balances related to operations (767,180)           578,174              

Cash used in operating activities (20,053,174)      (12,940,957)        

Financing activities
Issuance of capital stock -                        24,331,688         
Share issue costs (57,884)             (2,256,728)          
Issuance of warrants -                        1,140,800           
Warrant issue costs -                        (106,826)             
Exercise of stock options 32,261              81,242                
Proceeds from convertible debentures 4,000,000         -                          
Proceeds from long-term debt 1,380,828         250,000              
Repayment of long-term debt (691,772)           (704,990)             
Repayment of repayable advances -                        (85,640)               

Cash provided by financing activities 4,663,433         22,649,546         

Investing activities
Proceeds on sale of property and equipment 5,000                6,000                  
Acquisition of property and equipment (1,239,476)        (5,599,035)          

Cash used in investing activities (1,234,476)        (5,593,035)          

Increase (decrease) in cash and cash equivalents (16,624,217)      4,115,554           

Cash and cash equivalents - Beginning of period 20,444,013       16,328,459         

Cash and cash equivalents - End of period (Note 17) 3,819,796         20,444,013         

Supplemental Information
Cash interest received 402,346 1,367,372
Cash interest paid 101,735 175,343
Non-cash transactions

Capital items included in accounts payable 16,532              276,373              
Share issue costs included in accounts payable -                        57,884                

Going concern (Note 2)
See accompanying notes.
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SemBioSys Genetics Inc. 

Notes to Consolidated Financial Statements 

(expressed in Canadian dollars) 
 

 

1. NATURE OF OPERATIONS 

SemBioSys Genetics Inc. (“the Company” or “SemBioSys”) is a biotechnology company incorporated 
on April 25, 1994. The Company manufactures high-value proteins and oils in plant seeds.  At its 
current stage of development, the Company derives its revenues from licensing fees, contract 
research for and in collaboration with third parties and product sales from the Company’s Specialty 
Ingredients segment. The Company, at its present stage of development, faces liquidity risks which 
are described in Notes 2 and 16. 

 
2. GOING CONCERN 

The consolidated financial statements have been prepared on a going concern basis, which assumes 
that the Company will continue in operation for the foreseeable future, and, accordingly, will be able 
to realize its assets and discharge its liabilities in the normal course of operations.  

To date, the Company has had no net earnings, minimal revenue and negative operating cash flows.  
It has financed its activities primarily through issuances of securities, cost recoveries, licensing fees, 
contract research revenues, investment tax credits, government funding, product sales revenue, long-
term debt including convertible debentures, and interest income.  Although the Company has 
commenced an expenditure curtailment to reduce the monthly cash consumption rate, the Company, 
in accordance with its strategic plan, is currently consuming cash resources at a rate in excess of 
operational cash flow.  As such, the Company’s ability to continue as a going concern is dependent 
on obtaining additional investment capital, the realization of assets, the achievement of successful 
partnership collaborations, obtaining grant monies and the improvement of cash flow from operations.  
Note 16 provides a more detailed description of the liquidity risks the Company is facing. See Note 17 
for details regarding financing that closed subsequent to year end.  There can be no assurance that 
the Company will be successful in raising additional investment capital, realizing assets, discharging 
liabilities or achieving successful partnership collaborations to generate sufficient cash flows to 
continue as a going concern.  As a result, there is a significant risk regarding the Company’s ability to 
continue as a going concern. 

These consolidated financial statements do not reflect the adjustments that might be necessary to the 
carrying amount of reported assets, liabilities, revenue and expenses and the balance sheet 
classification used if the Company was unable to continue operations in accordance with this 
assumption.  Such adjustments could be material. 
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SemBioSys Genetics Inc. 

Notes to Consolidated Financial Statements 

(expressed in Canadian dollars) 
 

 

 
3. SIGNIFICANT ACCOUNTING POLICIES 
 

These consolidated financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles. The following is a summary of significant 
accounting policies:  

Use of estimates 

The preparation of financial statements in accordance with Canadian generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts 
of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the 
consolidated financial statements, and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from management’s best estimates as additional 
information becomes available. Significant estimates are made for the determination of recognized 
revenue, recoverability of accounts receivable, the useful life and impairment of property and 
equipment, the valuation of inventory, convertible debentures, stock-based compensation and 
warrants and the estimated future value of Botaneco revenue used in determining the effective 
interest rate of long-term debt (Note 9). 

Basis of consolidation 

These consolidated financial statements include the accounts of the Company and its wholly-owned 
subsidiaries, Botaneco Specialty Ingredients Inc. and Botaneco Inc. Botaneco Inc. was formerly 
called SemBioSys Inc.   

On June 27, 2008, in conjunction with the transaction described in Note 10, the Company, its 
subsidiary, Botaneco Specialty Ingredients Inc. (“Botaneco”) and Avrio Ventures Limited Partnership 
(“Avrio”) signed a Shareholders’ Agreement for Botaneco.  Accordingly, the Company, under 
Accounting Guideline 15, determined that Botaneco is a variable interest entity (“VIE”) and that 
SemBioSys is the primary beneficiary.  VIEs are entities in which equity investors do not have a 
controlling financial interest or the equity at risk is not sufficient to permit the entity to finance its 
activities without additional subordinated financial support by other parties.   

Consequently, the Company adopted the following accounting policy: 
 Accounting Guideline 15 - Consolidation of Variable Interest Entities.  The Company 

consolidates all variable interest entities of which it is the primary beneficiary in accordance 
with the CICA Handbook Accounting Guideline 15.  There was no impact upon adoption of 
this new standard, as Botaneco is a wholly owned subsidiary and was previously 
consolidated under CICA Handbook Section 1590 - Subsidiaries. 

Cash and cash equivalents 

Cash and cash equivalents consists of cash and demand short-term deposits of 90 days or less. 
Cash and demand short-term deposits are held with highly rated financial institutions. For the year 
ended December 31, 2008, the effective interest rate earned on the demand short-term deposits was 
3.2% (2007 – 4.8%). 
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SemBioSys Genetics Inc. 

Notes to Consolidated Financial Statements 

(expressed in Canadian dollars) 
 

 

Inventory 

Inventories are valued at the lower of cost and net realizable value. Net realizable value is based on 
replacement value for raw materials and market value for finished goods, product shipped with right 
of return and work in process. Costs are determined using the first-in, first-out method.  Costs of 
finished goods, product shipped with right of return and work in process consist of direct materials 
and labour as well as an allocation of manufacturing overhead. Inventory is reviewed for 
obsolescence on an item-by-item basis and write-downs are made to cost of products sold as 
required.    

Property and equipment 

Property and equipment are recorded at cost less accumulated amortization. Amortization of property 
and equipment is provided over their estimated useful lives, on a straight-line basis at the following 
annual rates: 

Leasehold improvements  10 years or lease term, if shorter  
Laboratory equipment  10 years 
Field and planting equipment  3 – 10 years 
Process development and manufacturing 
equipment 

 10 years 

Computer equipment  3 years 
Furniture and fixtures  5 years 

 
Management assesses the carrying amount of property and equipment when facts and 
circumstances indicate a potential impairment. If it is determined that the estimated net recoverable 
amount is less than the carrying amount, a write-down to the asset’s fair value is recognized. 

Revenue recognition 

Licensing fee revenue from arrangements that require no future significant involvement or obligation 
to perform under the arrangement are recognized at the date the license is granted, if there is 
persuasive evidence of an arrangement, collection of the resulting receivable is reasonably assured, 
the fee is fixed or determinable, delivery has occurred and the contract has commenced. Similarly, 
non-refundable milestone payments are recognized upon the achievement of specified milestones 
when the Company has no further significant involvement or obligation to perform under the 
arrangement.  

Licensing fee revenue (initial fees and milestone payments) derived from collaborative licensing 
arrangements which require unspecified ongoing involvement of the Company are deferred and 
amortized into income on a straight-line basis over the expected period of the ongoing involvement of 
the Company. Licensing fee revenue (initial fees and milestone payments) derived from collaborative 
licensing arrangements which require specified ongoing involvement of the Company are deferred 
and recognized into income using the percentage completion method based on the ongoing 
involvement of the Company.  
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Contract research revenue for cost plus margin arrangements are recognized as the services are 
performed. Upfront payments under these arrangements are deferred and revenue is recognized over 
the life of the contract as services are performed. Contract research revenue related to milestone 
agreements are recorded based on the relative effort expended to achieve the specific milestone 
using the percentage completion method assuming the milestone is achieved and the probable 
economic benefits will flow to the entity. Under this method, the revenue recognized is the lower of 
the cash to be received upon achievement of the milestone and the results using a percentage 
completion model.  

Product revenue is recognized when there is persuasive evidence of a sales arrangement, collection 
of the resulting receivable is reasonably assured, the sales price is fixed or determinable, title has 
passed to the customer, and the 60 day right of return period has expired or returns can be 
reasonably estimated.  

Provisions for estimated returns are made when revenue is recognized. When future returns cannot 
be reasonably estimated, revenue is not recognized until the return period has expired.  Products 
shipped where the risk of return cannot be estimated are included in inventory as “product shipped 
with right of return”.  

Rebates may be available to customers based on the volume of product purchased. As these rebates 
do not provide a separable benefit from the product sale, they are recorded as a reduction of 
revenue. Rebates are recognized at the time that the Company recognizes the related revenue.  

Future royalty revenue, based on a percentage of sales of certain declared products sold by third 
parties, will be recorded when the Company has fulfilled the terms in accordance with the contractual 
agreement, has no future obligations, the amount of the royalty fee is determinable and collection is 
reasonably assured. 

Cost recovery agreements and government assistance 

The contribution agreements (Note 7) have specific milestones that must be completed under the 
terms of the agreements. Upfront payments are deferred and recognized into income using the 
percentage completion method. Milestone payments are recognized when the milestones have been 
achieved. 

Stock-based compensation 

The Company recognizes the value of equity instruments awarded to employees and non-employees 
in the financial statements based on the estimated fair value at the date of grant. The Company 
calculates the value of stock options issued using the Black-Scholes option pricing model with 
consideration of factors specific to the Company. For options granted to employees and directors, the 
value is recognized at the date of grant and is deferred and expensed over the period the options 
vest, with a corresponding increase to contributed surplus. For options granted to consultants, an 
expense is recognized as services are provided. 
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Loss per common share 

Loss per share is calculated using the weighted average number of common shares outstanding 
during the year. The Company uses the treasury method of calculating diluted loss per common 
share. Under this method, diluted loss per share is computed in a manner consistent with basic loss 
per share except that the weighted average shares outstanding are increased to include additional 
shares from the assumed exercise of options and warrants, if dilutive. The number of additional 
shares is calculated by assuming that any outstanding “in the money” options and warrants were 
exercised at the later of the beginning of the period or the date of issue and that the proceeds from 
such exercises were used to acquire shares of common stock at the average market price during the 
reporting period. 

Investment tax credits 

The Company is entitled to investment tax credits (“ITCs”) based on certain research and 
experimental development costs incurred.  Refundable cash credits were credits recognized in prior 
years when there was reasonable assurance of their recovery using the cost reduction method. ITCs 
are subject to assessment and approval by the Canada Revenue Agency.  Adjustments required, if 
any, are reflected in the year when such assessments are received. ITCs relating to scientific 
research and development expenditures incurred after the completion of the public offering are no 
longer refundable and may only be used to reduce future income taxes payable, if any. 

Investment tax credits and other cost recoveries related to property and equipment are credited 
against the book value of property and equipment and the credit is released to income on a straight-
line basis as a reduction of amortization expense over the abovementioned estimated useful lives of 
the relevant assets. The remaining balance is recorded as a reduction of scientific research and 
development expenses. 

Research and development costs 

Research costs are expensed as incurred. Development costs that meet specific criteria for deferral 
under Canadian generally accepted accounting principles will be capitalized. These criteria relate to 
technical, market and financial feasibility. To date, all development costs have been expensed, as 
they do not meet these criteria. 

Intellectual property costs 

Intellectual property costs include patent costs and other costs such as legal opinions, licensing fees 
and royalties. These costs are expensed as incurred. 

Income taxes 

The Company uses the liability method of accounting for income taxes under which future tax assets 
and liabilities are recognized for differences between the financial statement carrying amounts of 
existing assets and liabilities and their respective tax bases. Future tax assets and liabilities are 
measured using substantively enacted tax rates in effect in the period in which those temporary 
differences are expected to reverse. The effect on future tax assets and liabilities of a change in tax 
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rates is recognized as part of the provision for income taxes in the period the substantive enactment 
occurs. A valuation allowance is recorded against the future tax asset to the extent it is more likely 
than not that some or all of the future tax asset will not be realized. 

Foreign currency translation 

Transactions denominated in foreign currencies and the financial statements of the integrated foreign 
operations are translated into Canadian dollars using the temporal method. Under this method, 
monetary assets and liabilities are translated using the rate of exchange in effect at the balance sheet 
date, whereas other non-monetary assets and liabilities are translated at the rate of exchange in 
effect on the date of the transaction. Revenues and expenses are re-measured at monthly average 
rates prevailing throughout the period, except for amortization which is re-measured at exchange 
rates prevailing when the related assets were acquired. Exchange gains and losses resulting from 
translation are included in the statement of loss and comprehensive loss. 

Financial instruments 

On January 1, 2007, the Company adopted the new CICA Handbook Sections 3855 - Financial 
Instruments – Recognition and Measurement, 1530 – Comprehensive Income, and 3865 – Hedges.  
The financial instruments standard establishes the recognition and measurement criteria of financial 
assets, financial liabilities and derivatives. All financial instruments are required to be measured at fair 
value on initial recognition of the instrument, except for certain related party transactions. 
Measurement in subsequent periods depends on whether the financial instrument has been classified 
as held-for-trading, available-for-sale, held-to-maturity, loans and receivables, or other financial 
liabilities as defined by the standard. 

Financial assets and financial liabilities held-for-trading are measured at fair value with changes in 
those fair values recognized in net earnings (loss). Financial assets available-for-sale are measured 
at fair value, with changes in those fair values recognized in other comprehensive income (loss). 
Financial assets held-to-maturity, loans and receivables and other financial liabilities are measured at 
amortized cost using the effective interest method of amortization. Transactions costs are expensed 
when incurred.  The methods used by the Company in determining the fair value of financial 
instruments are unchanged as a result of implementing the new standard. 

The Company has no financial instruments or activities that give rise to other comprehensive income 
(loss).  The Company’s cash and cash equivalents are designated as held-for-trading and are 
measured at carrying value, which approximates fair value due to the short-term nature of these 
instruments. Accounts and interest receivable are designated as loans and receivables which are 
accounted for at cost using the effective interest method.  Any gains or losses on the realization of 
loans and receivables are included in earnings.  The Company’s measured amounts for accounts and 
interest receivable usually correspond to cost due to their short-term nature.  Accounts payable and 
accrued liabilities, long-term debt and convertible debentures are designated as other liabilities and 
are accounted for at amortized cost using the effective interest method.  Any gains or losses in the 
realization of other liabilities are included in earnings. 
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Accounting changes adopted this year 

On January 1, 2008, the Company adopted the following Canadian Institute of Chartered Accountants 
(“CICA”) Handbook Sections: 

 Section 3031 – Inventories.  The new standard replaces the previous inventories standard, 
Section 3030, and requires inventory to be valued on a first-in, first-out or weighted average 
basis, which is consistent with the Company’s accounting policy.  The new standard allows 
the reversal of previous write-downs to net realizable value when there is a subsequent 
increase in the value of inventories.  The adoption of this standard has had no impact on the 
Company’s consolidated financial statements. 

 Section 1535 - Capital Disclosures.  The new standard requires the Company to disclose its 
objectives, policies and processes for managing its capital structure (see Note 15).  

 Section 3862 - Financial Instruments – Disclosures and Section 3863 - Financial Instruments 
– Presentation. These sections revise and enhance financial instruments disclosure 
requirements and leave unchanged its presentation requirements. These new sections place 
increased emphasis on disclosures about the nature and extent of risks arising from financial 
instruments and how the Company manages those risks (see Note 16).  

Future accounting changes 

The CICA confirmed that accounting standards in Canada will converge with International Financial 
Reporting Standards (“IFRS”). The Company will begin reporting under IFRS in the first quarter of 
2011, with comparative data for the prior year. IFRS uses a conceptual framework similar to 
Canadian generally accepted accounting principals, but there could be significant differences in 
recognition, measurement and disclosures that will need to be addressed.   

The CICA issued a new accounting standard Section 3064 – Goodwill and Intangible Assets which is 
effective for the Company in the first quarter of 2009. This standard replaces Section 3062 - Goodwill 
and Other Intangible Assets and Section 3450 – Research and Development Costs. This section 
establishes standards for the recognition, measurement, presentation and disclosure of goodwill and 
intangible assets.  The provisions relating to the definition and initial recognition of intangible assets 
are equivalent to the corresponding provisions of International Financial Reporting Standard IAS 38 - 
Intangible Assets. 

The Company is currently assessing the impact of these standards on its consolidated financial 
statements. 

Comparative figures 

Certain comparative figures have been reclassified to conform with the current year’s financial 
statements presentation. 
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4. INVENTORY 

2008
$

2007
$

Raw materials                         1,671,361                            307,163 
Work in progress                                9,573                                1,568 
Finished goods                            118,161                              13,839 
Product shipped with right of return                            130,194                            104,071 

                        1,929,289                            426,641 
 
 
5. PROPERTY AND EQUIPMENT  

Accumulated
Cost amortization Net

$ $ $
Leasehold improvements          5,399,844               2,958,100    2,441,744 
Laboratory equipment          3,603,976               1,892,913    1,711,063 
Field and planting equipment          3,579,498               1,580,747    1,998,751 
Process development and manufacturing

equipment          3,025,303               1,060,057    1,965,246 
Computer equipment             815,923                  692,016       123,907 
Furniture and fixtures             274,233                  157,478       116,755 
Less:  
    Investment tax credits           (326,000)                (240,858)         (85,142)
    Government assistance        (1,149,976)                (887,276)       (262,700)

       15,222,801               7,213,177    8,009,624 

2008
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2007

Accumulated
Cost amortization Net

$ $ $
Leasehold improvements          5,312,289               2,112,829     3,199,460 
Laboratory equipment          3,304,233               1,542,168     1,762,065 
Field and planting equipment          3,325,308                  856,307     2,469,001 
Process development and manufacturing equipment          2,721,011                  770,334     1,950,677 
Computer equipment             815,923                  582,410        233,513 
Furniture and fixtures             274,233                  121,092        153,141 
Less:  
    Investment tax credits           (326,000)                (208,258)       (117,742)
    Government assistance        (1,149,976)                (772,276)       (377,700)

       14,277,021               5,004,606    9,272,415 
 
 

 

6. DEFERRED REVENUE 

In December 2008, the Company signed an Option Agreement with MannKind Corporation 
(“MannKind”) for $500,000 USD.  The Option Agreement gives MannKind the option to require 
SemBioSys to enter into a License and Collaboration Agreement at anytime during the option period, 
which expires on March 31, 2009.  The License and Collaboration Agreement provides MannKind 
rights to SemBioSys' proprietary plant-produced recombinant human insulin technology. The deferred 
revenue will be recognized over the life of the Option Agreement.  The $500,000 USD was received 
subsequent to year-end in conjunction with the issuance of shares to MannKind (see Note 17 i)a). 
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7. COST RECOVERIES AND DEFERRED COST RECOVERIES 

a) In March 2001, the Company entered into a repayable contribution agreement with Technology 
Partnerships Canada (“TPC”), an agency of the Government of Canada. The Company 
received the maximum contribution amount of $5,484,637 by December 31, 2003. The 
contribution is repayable at a rate of 1.5% of gross revenues arising from commercialization of 
the technology developed by the Company.  If, by December 31, 2010, the total cumulative 
royalty payments paid are equal to or exceed $16.7 million, the royalty period ends.  If the total 
cumulative royalty payments made are less than $16.7 million by that date, the royalty period 
will continue until the cumulative royalty payments equal $16.7 million or until December 31, 
2014, whichever comes first. After December 31, 2014, the contribution is forgiven. Under the 
agreement, the Company must obtain permission from TPC to assign certain intellectual 
property to parties outside of Canada. Royalties of $8,609 (2007 – $5,232) were recorded 
during the year. At December 31, 2008, the cumulative amount of royalty payments made 
totalled $159,021 (2007 – $150,412). 

b) In June 2001, the Company entered into an agreement with AVAC to provide funding for the 
Company’s antibodies research.  Under the terms of the agreement, AVAC advanced 
approximately $2.4 million on the basis of achieving specific predetermined milestones between 
June 2001 and May 2004. The advance is repayable in the form of a 3% royalty on gross 
revenues attributable to the commercialization of the antibody products. The cumulative royalty 
repayable is equal to two times the amount of funding received by the Company. No royalties 
have been paid to date under this agreement. 

c) In March 2003, the Company entered into an agreement with AVAC to provide funding for the 
Company’s Protein A research. Under the terms of the agreement, AVAC was to advance up to 
$2.5 million on the basis of achieving specific predetermined milestones between March 2003 
and March 2006. The advance is repayable in the form of a sliding scale royalty attributable to 
commercialization of Protein A products (1% to 3%) commencing March 2007. The cumulative 
royalty payable is equal to two times the amount of funding actually received by the Company. 
By December 31, 2006, the Company had received funding of $1,627,000 under the 
agreement, of which the upfront payment of $750,000 was deferred and has been recognized 
over the contract term as the Company performs under the contract and milestones are 
achieved.  

In 2006, the agreement with AVAC was amended such that AVAC would provide the remaining 
amount of the $2.5 million, $873,000, on the basis of achieving specific predetermined 
milestones under the Company’s Insulin research program, rather than under the Protein A 
program. In addition to the royalties payable for Protein A, the Company must pay AVAC a 
sliding scale royalty on gross revenues relating to Insulin of 1% to 2.5%, commencing March 
2008, until the total royalties paid to AVAC for Protein A and Insulin combined reach $5 million. 

In 2007, the Company received $252,000 under the amended agreement as an upfront 
payment for the Insulin project. This amount was deferred and has been recognized over the 
contract term as the Company performs under the contract and milestones are achieved. 
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In 2008, the Company received the final $621,000 (2007 - $252,000) under the amended 
agreement for the achievement of previously determined milestones.  These amounts have now 
been fully recognized as all milestones have been achieved.  During the year ended December 
31, 2008, $881,055 (2007 – $54,453) was recorded as cost recoveries and at December 31, 
2008, $nil (2007 – $260,055) is recorded as deferred cost recoveries, as all milestones had 
been achieved. 

 

8. CONTRACT RESEARCH AND LICENSING FEES  
 

In December 2003, the Company entered into a collaboration agreement with Martek Biosciences 
Inc. (“Martek”) relating to the development of transgenic plants to produce docosahexaenoic acid 
(“DHA”).   In January 2007, the Company amended its agreement with Martek. Under the terms of 
the amended agreement, the Company received an upfront license fee payment of US$750,000 and 
Martek was granted an exclusive license to the results of the collaboration and is entitled to select an 
alternative seed oil production system to meet its future DHA supply. The upfront license fee was 
recognized as revenue over the period of the collaboration agreement. The Company is entitled to 
additional payments of up to US$500,000 if Martek achieves certain milestones. Provided that 
Martek employs intellectual property used or developed under the original agreement to produce 
DHA-rich plant oil, SemBioSys will receive a guaranteed minimum royalty on gross margin of DHA-
rich plant oil product if sold by Martek and incremental royalties on the gross margins as a function of 
the level of DHA expression obtained in Arabidopsis and DHA expression levels in the commercial 
crop.  To date no additional payments have been received. 
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9. LONG-TERM DEBT 

2008 2007
$ $

Loan payable, bearing interest at 10.4% repayable in blended
monthly instalments of US$21,757, due December 2008 -                       244,029           

Loan payable, bearing interest at 10.4% repayable in blended
monthly instalments of US$18,725, due December 2009 260,269           399,371           

Loan payable, bearing interest at 10.7%, repayable in blended
monthly instalments of US$9,944, due October 2009 116,016           195,535           

Loan payable, bearing interest at 10.7%, repayable in blended
monthly instalments of US$10,219, due October 2010 249,026           295,118           

Loan payable, bearing interest at 7.25%, repayable in blended
monthly instalments of $12,457, due March 2015 127,333           -                       

Loan payable, bearing interest at 10.83%, repayable in blended
monthly instalments of US$1,461, due January 2011 36,982             -                       

Loans Payable 789,626           1,134,053        

AVAC funding 1,523,697        254,994           

2,313,323        1,389,047        

Less:  Current portion of long-term debt (539,547)          (629,479)          

Balance - End of year 1,773,776        759,568           
 

Repayment of long-term debt over the next five years is as follows:  

2009 539,547     
2010 155,856     
2011 18,410       
2012 19,769       
2013 21,228       
Thereafter 1,458,060  
Accrued interest on AVAC 100,453     

2,313,323   
 
Excluding the AVAC loan, the loans are collateralized by property and equipment with a carrying value of 
$1,203,304. 
 
AVAC Funding 
In October 2007, the Company entered into a term sheet with AVAC to provide funding for its Specialty 
Ingredients segment, Botaneco. Under the terms of the agreement, AVAC will advance up to $2.4 million 

48



SemBioSys Genetics Inc. 

Notes to Consolidated Financial Statements 

(expressed in Canadian dollars) 
 

 

on the basis of achieving specific predetermined milestones between October 2007 and December 2009. 
The advance is collateralized by a General Security Agreement on Botaneco’s assets and is repayable 
beginning in December 2009 in the form of a sliding scale royalty on gross revenues earned by Botaneco. 
After December 2010, the royalty will be paid on gross revenues from all segments of the Company if the 
Company retains a controlling interest in Botaneco at that time. The cumulative royalty repayable will be 
equal to two times the amount of funding received under the agreement. At December 31, 2008, 
$1,423,244 (2007 - $250,000) had been received from AVAC and is recorded as long-term debt using a 
deemed interest rate of 9.45%. 

 

10. CONVERTIBLE DEBENTURE 
 

Liability component 
of convertible 

debenture
$

Balance - December 31, 2007 -                                   
Issuance of convertible debenture 4,000,000                    
Less: equity component of convertible debenture                    (1,427,127)
Accrued interest expense                         241,633 
Balance - December 31, 2008                      2,814,506  
 
On June 27, 2008, Botaneco received $4,000,000 of financing in the form of a five-year, convertible, 
secured debenture. The debenture is convertible at the holder’s option into 9,599,232 common 
shares of Botaneco at $0.4167 per share at any time prior to expiry on June 27, 2013. Accrued 
interest at the time of conversion is convertible into additional shares at the same price.  The 
debenture bears interest at 8% per annum. Interest is accrued but deferred for the first 18 months 
and is then paid evenly over the remaining 42 months.  The conversion price is subject to standard 
anti-dilution and other adjustments. Conversion of the debenture is mandatory upon a change in 
control of Botaneco, as defined in the agreement.  The security on the debentures is limited to 
Botaneco’s assets and intellectual property; specifically, there is no security over the assets of 
SemBioSys.    

As the convertible debenture is considered to be a compound financial instrument, the liability and 
equity components are presented separately, as determined at the date of issuance.  The Company 
valued the separate components of the convertible debenture using the proportional method. The 
liability component was valued using the current market rate for comparable instruments at the time 
of issuance. The equity component was valued using the Black-Scholes model with the following 
assumptions: 

Conversion
option

Risk-free interest rate 3.4%
Expected life 5 years
Volatility 70%
Dividend yield 0%  
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Using these assumptions, the proportionate equity component was valued at $1,427,127 and the 
proportionate liability component was valued at $2,572,873.  The liability component is being accreted 
to its face value over the expected life of the debenture by a charge to income at an effective interest 
rate of 17.7%.  Transaction costs were expensed in the period incurred and totalled approximately 
$217,860. 

Concurrent with this transaction, Botaneco issued two $2,500,000 convertible debentures to the 
Company in respect of cash advances previously made by the Company to Botaneco. The 
debentures are eliminated upon consolidation and are not presented in these consolidated financial 
statements. 

 
11. CAPITAL STOCK 
 

a) Authorized  
 
Unlimited number of Common Shares without nominal or par value 
Unlimited number of First Preferred Shares without nominal or par value 
 

b) Issued  

Amount Amount
Number $ Number $

Balance - December 31, 2006 16,781,890  48,302,036  3,102,796    6,274,716   
Exercise of stock options 123,290       77,058         -                   -                  
Issuance of shares and units 8,981,496    22,017,076  1,840,000    1,033,974   
Expiry of warrants -                   -                   (620,796)      (1,128,000)  
Balance - December 31, 2007 25,886,676  70,396,170  4,322,000    6,180,690   
Exercise of stock options 51,618         32,261         -                   -                  
Expiry of warrants -                   -                   (1,932,000)   (3,629,810)  

Balance - December 31, 2008 25,938,294  70,428,431  2,390,000    2,550,880   

Common Shares Warrants

 
 

During 2000, the Company issued preferred stock units, resulting in the issuance of 3,826,451 
preferred stock warrants, which were subsequently converted to 527,786 common share 
warrants. The warrants were exercisable at an exercise price of $4.55 and expired unexercised 
on October 17, 2007. 

On November 15, 2004, the Company converted a convertible promissory note payable into 
465,051 common shares and 93,010 warrants. The warrants were exercisable at an exercise 
price of $4.55 and expired unexercised on October 17, 2007.  

In December 2005, pursuant to a private placement, the Company issued 1,932,000 warrants.  
The warrants were exercisable at a price of $5.50 and expired unexercised on June 21, 2008. 
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In June 2006, the Company issued warrants that allow Syngenta to purchase an aggregate of 
550,000 common shares of the Company at an exercise price of $13.21 per share.  The warrants 
expire five years from the effective date and were valued at $1,516,906 using the Black-Scholes 
option pricing method, assuming a life of 5 years, 70% volatility and an average risk-free interest 
rate of 4.22%.  

On February 20, 2007, pursuant to a public offering, the Company issued 4,251,496 common 
shares from treasury for $3.00 per share for gross proceeds of $12,754,488.  An overallotment 
option was granted for this offering and was exercised on March 20, 2007, resulting in the 
issuance of an additional 1,050,000 common shares at $3.00 per share.  Gross proceeds from 
the overallotment were $3,150,000 for total proceeds from the public offering of $15,904,488.  
Total share issue costs for this offering were $1,525,478. 

On November 14, 2007, pursuant to a private placement and the exercise of its overallotment 
option, the Company issued from treasury 2,500,000 units and 1,180,000 units respectively. Each 
unit was granted for $2.60 and comprises one common share and one half common share 
purchase warrant. Gross proceeds were $6,500,000 and $3,068,000 respectively for a total of 
$9,568,000.  Total issue costs for this offering were $895,960.  

The shares issued pursuant to the private placement and overallotment were valued at 
$8,427,200 before issue costs of $789,134. The warrants issued pursuant to the private 
placement and overallotment were valued at $1,140,800 before issue costs of $106,826 using the 
Black-Scholes option pricing model, assuming a life of 2 years, 68% volatility and an average 
risk-free interest rate of 3.92%.  The warrants are exercisable at $3.45 per warrant prior to 
November 16, 2009.  However, if after November 14, 2008, the Company’s average volume-
weighted trading price exceeds $4.00 for 20 consecutive days, the Company has the option to 
call the warrants with 30 days’ notice.    

c) Per share amounts 

The effects of potentially dilutive instruments such as stock options and warrants on loss per 
share are anti-dilutive and therefore have been excluded from the calculation of diluted loss per 
share. 

d) Stock options 

i) SemBioSys Genetics Inc. Stock Option Plan 

The Company adopted a stock option plan in 1998 under which it may grant options to 
employees, consultants, officers and directors of the Company. Under that plan, the Board of 
Directors sets the exercise price and expiry date for each option grant. The options vest over 
a period of zero to five years. Under the stock option plan up to 12.5% of the common shares 
are authorized for grant under the stock option plan. 
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The following table summarizes stock option activity of the Company during the period: 

2008 2007

Weighted Average Weighted Average
Number of Exercise Price Number of Exercise Price

options $ options $

Balance - Beginning of year 1,335,224    3.96     1,056,144 3.99
Granted 1,143,800    1.14        461,175 3.05
Exercised         (51,618) 0.62       (123,290) 0.63
Forfeited       (215,228) 2.26         (58,805) 4.55
Outstanding - End of year 2,212,178    2.74     1,335,224 3.96
 
 

 
The following table summarizes information about stock options outstanding at December 31, 
2008: 

Range of Weighted Weighted Weighted
exercise prices average average average
$ Options remaining term exercise price Options exercise price

outstanding (years) $ excersisable $
0.63        184,168 1.89 0.63            157,497 0.63

1.03-1.10        959,150 6.58 1.09            167,118 1.10
1.80-2.70          44,000 5.01 2.30              23,500 2.21
2.71-2.97          62,100 5.49 2.77              60,500 2.77
3.00-4.50        487,360 4.58 3.25            181,240 3.39
5.00-6.50        475,400 4.04 6.40            262,900 6.33

    2,212,178 5.14 2.74            852,755 3.26
 

 
The fair value of stock options has been estimated on the date of grant by reference to the Black-
Scholes option pricing model using the following weighted average assumptions: 
 

2008 2007
Risk-free interest rate 3.6% 4.0%
Expected hold period to exercise 7 years 7 years
Volatility in the price of the Company's shares 70% 70%
Dividend yield                                   -                                   - 
Weighted average fair value of options $0.78 $2.12  
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ii) Botaneco Specialty Ingredients Inc. Stock Option Plan 

Botaneco adopted a stock option plan on January 1, 2008 under which it may grant options to 
purchase common shares of Botaneco to employees, consultants, officers and directors of 
the Company, Botaneco, and Botaneco Inc., Botaneco’s wholly-owned subsidiary. Under the 
plan, the Board of Directors of Botaneco sets the exercise price, expiry date and vesting 
period, up to four years, for each option grant. A maximum of 12.5% of Botaneco’s issued 
and outstanding common shares may be granted under the stock option plan. 

During the year ended December 31, 2008, 711,250 options were granted under this plan 
with an exercise price of $0.32. There were no exercises, however, 47,500 options were 
forfeited. The weighted average remaining term of the outstanding stock options is 9.03 years 
and none were exercisable at December 31, 2008. The fair value of Botaneco’s stock options 
has been estimated on the date of grant by reference to the Black-Scholes option pricing 
model using the following weighted average assumptions: 

2008
Risk-free interest rate 3.9%
Expected hold period to exercise 10 years
Volatility in the price of Botaneco's shares 70%
Dividend yield 0%
Weighted average fair value of options $0.25  

 

Compensation expense on a consolidated basis related to options granted of $845,292 (2007 
– $723,558) was recorded in the year with an offsetting credit to contributed surplus. 

e) Contributed surplus 
 

The following table summarizes the change in contributed surplus for the year ended December 
31: 

2008 2007
$ $

Balance - Beginning of year 7,326,962    5,475,404  
Stock-based compensation expense 845,292       723,558     
Exercise of stock options -                   -                 
Expiration of warrants 3,629,810    1,128,000  
Balance - End of year 11,802,064  7,326,962   
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12. INCOME TAXES   
 
The Company’s income tax provision has been determined as follows: 

2008 2007
$ $

Net loss for the year 22,937,141        15,418,677        

Combined basic federal and provincial income tax recovery of 
29.50% (2007 - 32.12%) (6,766,457)         (4,952,479)         

Permanent non-deductible expenses 551,512             (136,507)            
Effect of rate changes 957,731             2,603,739          
Investment tax credits on scientific research and 

experimental development (791,568)            (1,041,054)         
Valuation allowance and other 6,048,782          3,526,301          

-                         -                          
 

Based on an expected future tax rate for public companies of 29.5% (2007 – 30%), the significant 
components of the Company’s future income tax assets are summarized as follows: 

2008 2007
$ $

Benefit of unclaimed current and capital scientific research
and experimental development expenditures 10,466,674        9,042,401          

Non-capital loss carryforwards 7,089,037          3,412,308          
Benefit of investment tax credit 4,618,515          3,743,811          
Intangible assets 1,592,315          1,730,246          
Share issuance costs 693,542             1,001,215          
Capital assets 882,133             325,842             
Start-up costs 209,462             227,297             
Future income tax asset 25,551,678        19,483,120        

Less Valuation allowance (25,551,678)       (19,483,120)       

-                         -                          

The Company has recorded a full valuation allowance against its future income tax assets because of its 
history of net operating losses since its inception and it is not more likely than not that the future income 
tax assets will be realized. 
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The unutilized scientific research and experimental development expenditures may be carried forward 
indefinitely by the Company to reduce taxable income in future years. The non-capital loss carryforwards 
can be applied to reduce taxable income in the future.  As at December 31, 2008 the Company has non-
capital losses of $28,356,144 (2007 – $12,403,820).  If unutilized these losses will expire as follows: 

2013 942,377$           
2014 1,278,917          
2025 4,346,850          
2026 1,523,304          
2027 4,312,372          
2028 15,952,324         

 

13. COMMITMENTS 

a) In March 1996, the Company entered into a technology licensing agreement with UTI Limited 
Partnership (“UTI”) which was amended in May 2006. Under the terms of the amended 
agreement, UTI granted the Company the exclusive worldwide rights to the oilbody-oleosin 
technology and worldwide right to sublicense products produced using the oilbody-oleosin 
technology. In return, the Company is required to pay a minimum annual fee to UTI in the 
amount of $35,000 in 2007 and 2008, $45,000 in 2009 and 2010, and $55,000 per anum 
thereafter creditable to the royalties otherwise payable by the Company.   The Company must 
obtain consent from UTI to assign certain intellectual property to third parties. At December 31, 
2008, $nil (2007 – $4,446) was included in accounts payable. Under the agreement, royalties 
will equal 2% of net sales of products produced using the oilbody-oleosin technology and will be 
paid until all issued patents falling under this license expire. The Company must also pay UTI 
15% to 25% of all royalties earned from sublicenses, depending upon the percentage royalty 
the Company receives from the sublicensee. During the year, $62,291 in royalties expense was 
been recorded (2007 – $100,714).   

55



SemBioSys Genetics Inc. 

Notes to Consolidated Financial Statements 

(expressed in Canadian dollars) 
 

 

 

b) Operating leases 

The Company has entered into operating leases for office and warehouse space and vehicles. 
The minimum lease payments for the next five years and thereafter are as follows: 

$
2009 911,697            
2010 845,601            
2011 663,290            
2012 56,273              
2013 -                       
Thereafter -                       

Total minimum lease commitments          2,476,861  
 

c) Contracts 

Under the Company’s licensing agreements with Bayer CropScience GmgH (“Bayer”), it is 
required to pay Bayer €200,000 (at December 31, 2008, approximately $316,000) upon the 
commercial launch of products specified in the agreement. As the Company has not 
commercially launched any products specified under the agreement to date, timing of these 
payments are undeterminable. 

 
 
14. SEGMENTED INFORMATION 

 
Prior to the third quarter of 2007, the Company operated under one segment.  As of July 1, 2007 the 
Company began operating in two reportable segments: (i) Biopharmaceuticals and Bioproducts and 
(ii) Specialty Ingredients.  It is not practicable to split out costs incurred for the Specialty Ingredients 
segment prior to the third quarter of 2007 from the rest of our operations, and therefore comparative 
information has been provided subsequent to that date only.   

The Biopharmaceuticals and Bioproducts segment includes licensing fees revenue from the out-
licensing of the Company’s technologies, contract research revenue earned from collaborations with 
partners and the costs related to these activities.  

The Specialty Ingredients segment, Botaneco, includes the product revenue and related 
manufacturing, sales and marketing, and administrative costs of this business unit, which 
encompasses the commercialized HydresiaTM product.  

The Company reports the performance of its segments based on operating income/loss. Certain other 
income and expenses are not allocated to segments as they are not considered in evaluating 
segmented operating performance. Unallocated income and expenses include interest income, 
interest expense and foreign exchange gain/loss. The accounting policies of the segments are the 
same as those described in Note 3.  The new Botaneco shareholders’ agreement, signed on June 27, 
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2008 restricts the Company’s access to the assets of Botaneco.  The assets to which the Company 
no longer has unrestricted access are those in the following table in the Specialty Ingredients 
segment. 

The following table represents reportable segment information for the year ended December 31: 

 
2008 2007

$ $

Revenue
Biopharmaceuticals and Bioproducts 50,110                    996,328                  
Specialty Ingredients 611,577                  226,495                  

661,687                  1,222,823               

Amortization
Biopharmaceuticals and Bioproducts 1,471,161               1,184,109               
Specialty Ingredients 749,997                  205,956                  

2,221,158               1,390,065               

Operating loss
Biopharmaceuticals and Bioproducts 18,690,222             15,003,451             
Specialty Ingredients 3,715,403               1,373,501               

22,405,625             16,376,952             

Other income (loss) (531,516)                958,275                  
Net loss and comprehensive loss 22,937,141             15,418,677              
 

 
The following tables represent total assets and property and equipment expenditures for each 
reportable segment at December 31: 

2008 2007
$ $

Assets
Biopharmaceuticals and Bioproducts 8,426,214               27,310,148             
Specialty Ingredients 6,702,890               3,985,551               

15,129,104             31,295,699             

Property and equipment expenditures
Biopharmaceuticals and Bioproducts 778,222                  2,461,751               
Specialty Ingredients 201,413                  3,051,047               

979,635                  5,512,798               
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At December 31, 2008 assets in Canada totalled $13,111,210 (2007 - $31,228,205) while $2,017,894 of 
assets were located in the United States (2007 - $67,494). Revenue from external customers is 
attributable to the following countries, based on the customers’ country of domicile: 
 

2008 2007
$ $

United States 449,411                1,199,296               
Canada and Other 212,276                  23,527                    

661,687                  1,222,823                

 
15. CAPITAL DISCLOSURES 

 
The Company includes cash and cash equivalents, long term debt, convertible debentures and 
shareholders’ equity in the definition of capital.     

The Company’s objectives when managing its capital structure are to: 

• Maintain sufficient cash and cash equivalents to last a minimum of one to two years in 
order to finance its planned research and development activities, clinical trials, corporate 
administration, product manufacturing, capital expenditures and intellectual property 
expansion and protection and;   

• Minimize dilution to existing shareholders whenever possible. 

In managing capital, the Company estimates its future cash requirements by preparing a budget and 
a multiyear forecast annually for review and approval by the Company’s Board of Directors (the 
“Board”). The budget establishes the approved activities for the upcoming year and estimates the 
costs associated with these activities. The forecast estimates future activity along with the potential 
cash requirements and is based on the Company’s assessment of its current clinical trial progress in 
its Biopharmaceuticals and Bioproducts segment and its projected sales in its Specialty Ingredients 
segment, along with the expected results from the coming year’s activity. Budget to actual variances 
are prepared monthly for review by the Company’s management and are presented quarterly to the 
Board. 

Financing decisions are based on the timing and extent of expected operating and capital cash 
outlays. When non-dilutive government or non-government sources (interest income, licensing fees) 
are not available, new long-term debt or equity issuances are used. Factors considered when 
determining whether to take on new debt or to issue equity include the amount of cash sought, the 
availability of these sources and their terms, and the need to balance value creation for shareholders 
against the increased liquidity risks associated with debt. In addition to the aforementioned factors, 
the Company now must also consider the Unanimous Shareholders Agreement signed in Botaneco 
(see Note 3), as it has covenants restricting the debt and equity that can be issued in that company. 
The Company is not subject to any further financial covenants under its current debt arrangements.   
The Company works toward managing its capital objectives to the extent possible while facing the 
challenges of market conditions and the public’s assessment of the Company’s risk profile. 
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As discussed in Note 2, the going concern risk contemplates management not achieving the objective 
of maintaining a minimum of one to two years cash flow on hand.  In the current economic climate 
where the capital and other financial markets are extremely difficult to access, the Company’s utmost 
objective is to execute initiatives that will enhance the Company’s ability to continue as a going 
concern.  As a result, the Company is aggressively pursuing a number of alternatives to raise 
additional capital in the near term including seeking additional government and partnership funding, 
the potential monetization of some of our assets and other initiatives. 

 
 

16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 
 
The Company’s financial assets and liabilities are comprised of cash and cash equivalents, accounts 
receivable, accounts payable and accrued liabilities, long-term debt and convertible debentures. 

a) Fair Value of Financial Assets and Liabilities 
 
The fair values of cash and cash equivalents, accounts receivable, and accounts payable and 
accrued liabilities approximate their carrying amounts due to the short-term maturity of those 
instruments.  

Long-term debt and convertible debentures are carried at amortized cost using the effective 
interest method. At December 31, 2008, the fair values of these liabilities are lower than carrying 
value due to the going concern issues discussed in Note 2. 

 
b) Risks Associated with Financial Assets and Liabilities  
 

The Company is exposed to financial risks arising from normal course business operations and 
its financial assets and liabilities. The financial risks include liquidity risk, market risk relating to 
foreign exchange rates and interest rates and credit risk. 

i) Liquidity Risk 

Liquidity risk is the risk that the Company will encounter difficulties in meeting its financial 
liability obligations.  The Company manages its liquidity risk by keeping surplus cash in highly 
liquid securities of highly-rated financial institutions. This allows the Company to earn modest 
interest rates on surplus cash while also having access to it in a very short time frame. 

As discussed in Note 15, the Company forecasts its cash needs on a regular basis and seeks 
additional financing based on those forecasts. Since inception, the Company has financed its 
cash requirements primarily through issuances of securities, cost recoveries, licensing fees, 
contract research revenues, investment tax credits, government funding, product sales 
revenue, long-term debt including convertible debentures, and interest income.  We expect 
our expenditures to decrease in 2009 due to the substantial cost reduction program we have 
implemented in our Biopharmaceuticals and Bioproducts segment in the fourth quarter of 
2008.  Given the cost reductions expected from this program, we believe our current cash 
resources are sufficient for the Company to complete its short term strategic objectives.  The 

59



SemBioSys Genetics Inc. 

Notes to Consolidated Financial Statements 

(expressed in Canadian dollars) 
 

 

Company’s ability to accomplish all of its future strategic plans is dependent upon obtaining 
additional financing or executing other strategic options, however, there is no assurance that 
the Company will achieve these objectives. 

The timing of cash outflows relating to financial liabilities are outlined in the table below: 

< 1 year 1-3 years 4-5 years > 5 years Total
Accounts payable and accrued liabilities 2,237,225 -                 -                 -                 2,237,225  
Long-term debt, including current portion and interest 539,547    174,266     40,997       1,558,513   2,313,323  
Convertible debenture -                -                 4,000,000  -                 4,000,000  
 
 
At December 31, 2008 the Company has met all the obligations associated with its financial 
liabilities.   All of the Company’s accounts payable are current. 

ii) Market Risk 

Market risk is the risk that the fair value or future cash flows of financial instruments will 
fluctuate as a result of changes in market prices and is comprised of the following: 

• Foreign Exchange Risk 
The Company earns certain revenue, including all product revenue, purchases certain 
inventory and incurs certain operating expenses and capital expenditures in U.S. dollars. 
In addition, at December 31, 2008, the Company had U.S. denominated debt of $540,829 
(December 31, 2007 – U.S. $1,147,662) and U.S. denominated payables of $1,106,525 
(December 31, 2007 – U.S. $522,349). Accordingly, fluctuations in the exchange rate 
between the U.S. and Canadian dollar can have an effect on the Company’s reported 
results.   

The Company’s foreign exchange gain/loss is primarily comprised of unrealized foreign 
exchange gains and losses on the translation of the U.S. dollar debt and payables.  A 
$0.01 change in the U.S. to Canadian dollar exchange rate, at the balance sheet date, 
would have resulted in a $24,878 change in foreign exchange gain/loss for the year 
ended December 31, 2008. 

The Company’s policy with respect to foreign currency risk management, as approved by 
the Board of Directors, is to obtain natural hedges of revenue and expenses to the extent 
possible. The Company does not speculate and remains at risk to the market where 
natural hedges are not in place.  

• Interest Rate Risk 
Interest rate risk is the risk that the value of a financial instrument will fluctuate as a result 
of changes in market interest rates. The Company is exposed to interest rate risk as the 
cash flows generated from its cash and cash equivalents will fluctuate in response to 
changes in market interest rates. The cash and cash equivalents are comprised of cash 
and short term deposits with a Canadian Chartered Bank. All of the Company’s long-term 
debt and convertible debentures are at fixed rates. 
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An increase or decrease in net earnings for each one percent per annum change in 
interest rates on cash and cash equivalents amounts to $121,319 for the year ended 
December 31, 2008. 

With respect to interest rate risk management, the Company is at risk to the open market.  

iii) Credit Risk 

Credit risk is the risk that the counterparty to a financial asset will default, resulting in the 
Company incurring a financial loss.   The Company is exposed to credit risk on its cash and 
cash equivalents and accounts receivable.  In addition, the carrying value of “product shipped 
with right of return” (Note 4), is at risk in the case that customers default on payment for 
product and do not return the product.    

The maximum exposure to credit risk of the Company at the end of the period is the carrying 
value of cash and cash equivalents, accounts receivable and product shipped with right of 
return. 

Cash and cash equivalents: 
The Company mitigates its exposure to credit risk by maintaining its Canadian domiciled 
bank accounts with a Canadian Chartered Bank.  For its foreign domiciled bank accounts, the 
Company uses referrals or recommendations from its Canadian Bank to open foreign bank 
accounts and limits the use of foreign accounts to settling accounts payable or payroll. 

Accounts receivable & Product shipped with right of return: 
The Company has policies and procedures in place to govern the credit risk it will assume. In 
accordance with the Company’s revenue recognition policy and because of its limited history 
with its product sales revenue stream, product revenue is currently not recognized until 
payment has been received from the customer.  Therefore, the majority of our accounts 
receivable balance at December 31, 2008 comprises the $500,000 USD option payment that 
was subsequently received from MannKind and other items of a low risk nature such as 
refundable GST, interest receivable from a Canadian Chartered Bank, and amounts owing 
from our refundable wage programs.   

 

17. SUBSEQUENT EVENTS 

i) Subsequent to year-end the Company received $3,478,500 as result of the following 
transactions: 

a. On January 5, 2009 the Company received $2,500,000 USD (approximately $2,978,500 
CDN) from MannKind Corporation as consideration for an option agreement ($500,000 
USD) and the issuance of 2,400,000 units of SemBioSys ($2,000,000 USD).  Each unit 
issued by the Company, at $0.83 US, consisted of one common share of SemBioSys and 
one-tenth of one common share purchase warrant of SemBioSys.  Each whole warrant 
will entitle MannKind to purchase one additional common share of SemBioSys at an 
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exercise price of $6.00 CDN until December 23, 2011.  These items will be recorded 
based on their relative fair values. 

b. Subsequent to year-end, Botaneco received an additional $500,000 under the terms of 
their agreement with AVAC (see Note 9) as a result of completing additional specified 
milestones.   

ii) On January 12, 2009, Botaneco issued 2,667,283 warrants for consideration of services 
provided and concessions made. Each warrant entitles the holder to purchase one common 
share of Botaneco for $0.0001 by December 31, 2018. 

iii) Subsequent to year-end, both SemBioSys and Botaneco granted stock options under their 
respective plans: 

a. SemBioSys 

i. In January 2009 the Company issued 150,000 stock options to an employee, at 
an exercise price of $0.63. The options vest over a period of one to four years 
and expire in seven years. 

ii. In February 2009 the Company issued 870,500 stock options to employees and 
consultants, at an exercise price of $0.30. The options vest over a period of zero 
to four years and expire in seven years. 

b. Botaneco 

i. In January 2009, Botaneco issued 580,000 stock options to employees at an 
exercise price of $0.42.  The options vest over a period of one to four years and 
expire in ten years. 

ii. In February 2009 Botaneco issued 615,000 stock options to employees at an 
exercise price of $0.42 and 1,200,000 options to employees with an exercise 
price of $0.32.  The options vest over a period of one to four years and expire in 
ten years. 
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