FIRAN TECHNOLOGY GROUP CORPORATION

Selected Notes to the Interim Consolidated Financial Statements

(In thousands of dollars except per share amounts)(Unaudited)


1. BASIS OF PRESENTATION

The accompanying unaudited interim consolidated financial statements have been prepared on a going concern basis in accordance with Canadian generally accepted accounting principles on a basis consistent with those followed in the November 30, 2008 audited consolidated financial statements of Firan Technology Group Corporation and are presented in Canadian dollars.  These unaudited interim consolidated financial statements do not include all the information and note disclosures required by Canadian generally accepted accounting principles for annual financial statements and therefore should be read in conjunction with the said November 30, 2008 audited consolidated financial statements and the notes below.

In the opinion of management, the unaudited interim consolidated financial statements include all adjustments (consisting of normal recurring accruals) considered necessary by management to present a fair statement of the results of operations, financial position and cash flows. The unaudited interim consolidated financial statements were prepared using the same accounting policies and methods as those used in the Corporation’s audited financial statements for the year ended November 30, 2008, except as explained in Note 2.

In light of the current economic environment, demand has softened as some of our customers have reduced existing inventory levels. While the current environment remains challenging, the Corporation is in a strong position to continue to serve its customer base and focus on key opportunities. 


The unaudited interim consolidated financial statements include the accounts of Firan Technology Group Corporation (the “Corporation”) and its 100% owned subsidiaries, FTG Circuits Inc. (“FTG Circuits – Chatsworth”) and Firan Technology Group (USA) Corporation.

4. SIGNIFICANT ACCOUNTING POLICIES

Measurement uncertainty

The preparation of the Corporation’s 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, and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.  Due to the inherent uncertainty involved in making such estimates, actual results reported in future periods could differ from those estimates.  Estimates include provisions for accounts receivable, inventory obsolescence, 

warranty, useful lives of capital assets in determining amortization and valuation of investment tax credits, future income tax assets, intangibles and goodwill.

4. SIGNIFICANT ACCOUNTING POLICIES (continued)

Derivative financial instruments
The Corporation has elected to apply hedge accounting for certain forward foreign exchange contracts used to manage foreign currency exposure on anticipated sales and has designated these as cash flow hedges.  Changes in the fair value of these derivatives are recorded as  prepaid assets when they are  in an asset position or in accounts payable and accrued liabilities when in a liability position. Gains or losses arising from hedging items are reported in the same caption on the consolidated statements of operations as those of the hedged items.

The effective portions of the change in fair value of the derivative are initially recorded in other comprehensive income on the balance sheets and are reclassified to the consolidated statements of loss when the hedged item is realized.  Hedge accounting is discontinued prospectively when it is determined that the derivative is not effective as a hedge or the derivative is terminated or sold, or upon sale or early termination of the hedged item. 

5. INVENTORIES

The Corporation’s inventories are valued at the lower of cost and net realizable value. Cost is determined on the first-in, first-out basis. Direct labour and an allocation of fixed and variable overheads are included in the determination of work – in -  process and finished goods amounts.  Net realizable value represents the estimated selling price for inventories less costs necessary to make the sale. 
The adoption of CICA 3031 constitutes a change in accounting policy from valuing inventory at the lower of cost and market to the lower of cost and net realizable value, as defined under the new standard.  The Corporation’s valuation of inventory for November 30, 2008 is consistent with CICA 3031 and no retroactive restatement is required.  The book value of inventories is as follows:  


[image: image1.emf]February 27, 2009 November 30, 2008

Raw materials 3,296 $                       3,058 $                   

Work in process 3,687                          3,306                     

Finished goods 2,796                          2,786                     

Net inventory 9,779                          9,150                     


5. INVENTORIES (continued)

The cost of inventories recognized as an expense during the quarter ended February 27, 2009 was $10,893 (February 29, 2008 – $10,701). Write downs of inventories recognized in cost of sales were $83 (February 29, 2008 – $25).

6. BANK INDEBTEDNESS AND LONG-TERM DEBT

Long - term debt consists of:
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5 year U.S. $6,000 term loan (of which U.S. $3,000 relates
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fixed rate of 8.19%.  Term loan is secured by a first charge
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U.S. $3,786 (November 30, 2008 - U.S. $4,000).
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5 year U.S. $2,500 capital expenditure facility (of which $1,000

U.S. relates to the U.S. subsidiary), amortized over 5 years,

repayable in equal monthly payments of U.S. $46 plus interest 

at U.S. prime less (50) basis points, matures July 14, 2012.

Principal at February 27, 2009 U.S. $1,779 (November 30,

2008 - $1,917)
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5 year U.S. $2,000 capital expenditure facility, drawdown period

expired December 31, 2008, repayable in equal monthly payments

of U.S. $8 plus interest at U.S. prime less (50) basis points, matures

December 31, 2013. Principal at February 27, 2009 U.S. $475

(November 30, 2008 - U.S. $500)
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in equal monthly payments of U.S. $72 plus interest at a


6.     BANK INDEBTEDNESS AND LONG-TERM DEBT (continued)
Estimated principal repayments of long-term debt are as follows:
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 $         1,918 

13 to 24 months

            1,918 

25 to 36 months

            3,372 

37 to 48 months

               382 

49 to 60 months

                 95 

 $         7,685 


The Corporation has available a 3 year committed revolving credit facility of U.S. $6,000 subject to certain borrowing base requirements, maturing July 12, 2009.  The revolving facilities are available by way of Prime Rate Loans, USBR Loans, BA Rate Loans and / or Libor Loans plus an applicable margin.  Applicable margins are; Canadian Prime Rate loans plus nil (0) basis points, U.S. Prime Rate loans less (50) basis points, USBR Loans plus nil (0) basis points, BA Rate Loans plus two hundred (200) basis points and Libor Loans plus two hundred (200) basis points.  

The U.S. subsidiary utilized U.S. $1,600 or Cdn $2,036 of the revolving facility at February 27, 2009 (2008 - U.S. $1,500 or Cdn. $1,855 at November 30, 2008). The Canadian operations utilized Cdn. $1,090 (2008 – Cdn. $1,122) during the same period. The revolving credit facility is secured by a first charge on all of the property and assets of the Corporation.

The Corporation was in compliance with all of its bank covenants as at February 27, 2009 and has sufficient liquidity and capital resources to meet its obligations for the foreseeable future. Specifically, management is confident that it has sufficient liquidity to fund current operations, meet its debt maturity and capital expenditure plans. The Corporation’s revolving facility expires July 12, 2009 and the Corporation has signed a 3 year renewal on March 16, 2009 to extend the revolving facility until March 31, 2012. 

9.
FINANCIAL INSTRUMENTS

(b) Foreign exchange loss
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Foreign currency risk arises because of fluctuations in exchange rates.  The Corporation conducts a significant portion of its business activities in foreign currencies, primarily United States dollars.  The assets, liabilities, revenue and expenses that are denominated in foreign currencies will be affected by changes in the exchange rate between the Canadian dollar and these foreign currencies.  The Corporation’s long-term debt and most of the manufacturing materials are sourced in U.S. dollars, providing a natural economic hedge for a portion of the Corporation’s currency exposure. 

(c) Derivative financial instruments and hedge accounting

Foreign exchange contracts are transacted with a financial institution to hedge foreign currency denominated anticipated sales of products. The following table summarizes the Corporation’s commitments to buy and sell foreign currency under foreign currency forward contracts, all of which have a maturity date of less than one year as at February 27, 2009.
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9. FINANCIAL INSTRUMENTS (continued)

(c) Derivative financial instruments and hedge accounting (continued)

Management estimates that a loss of $242 would be realized if these contracts were terminated on February 27, 2009.  All of these forward contracts are designated as cash flow hedges and have an unrealized loss of $235, all of which is recognized in the accumulated other comprehensive income (“AOCI”) section of shareholders equity. This unrealized loss in AOCI 

at February 27, 2009 is expected to be reclassified to earnings over the next twelve months when the sales are recorded.

All hedging relationships are formally documented, including the risk management objective and strategy. On a quarterly basis, an assessment will be made as to whether the designated derivative financial instruments have been and continue to be effective in offsetting changes in cash flows of the hedged transactions.

10.
TRANSLATION OF FOREIGN CURRENCIES
FTG Circuits – Chatsworth and Firan Technology Group (USA) Corporation are considered self-sustaining subsidiaries.  Accordingly, their assets (including goodwill) and liabilities are translated at exchange rates in effect at the balance sheet date.  Sales and expenses are translated at average exchange rates prevailing during each month.  The resulting current period translation gain of $173 (2008 loss of $60) is included in the accumulated other comprehensive income section of shareholders’ equity until there is a realized reduction in the net investment. Goodwill for FTG Circuits – Chatsworth is translated at exchange rates in effect at the balance sheet dates. The resulting gain of $101 on the translation of the goodwill is included in the AOCI section of shareholders equity.

11.
SEGMENTED INFORMATION 


The Corporation operates in two operating segments:  FTG Circuits and FTG Aerospace. FTG Circuits is a leading manufacturer of high technology/high reliability printed circuit boards within the North American marketplace. FTG Aerospace is a manufacturer of illuminated cockpit panels, keyboards, bezels and sub assemblies for original equipment manufacturers of avionic products and airframe manufacturers. FTG Circuits and FTG Aerospace financial information is shown below:
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11. SEGMENTED INFORMATION (continued)
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11. SEGMENTED INFORMATION (continued)
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				within 12 months				$   1,918

				13 to 24 months				1,918

				25 to 36 months				3,372

				37 to 48 months				382

				49 to 60 months				95

								$   7,685
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		Currency sold		Currency bought		Notional amount sold		Weighted average rate

		U.S. dollars		Canadian dollars		$   5,500		$   1.2283
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		Geographic location

		(in thousands of dollars)		Period ended February 27, 2009

						United

				Canada		States		Asia		Europe		Other		Total

		Sales (by location of customer)		$   2,507		$   11,249		$   751		$   153		$   34		$   14,694

		Goodwill

		(by location of division)		1,039		3,645		- 0		- 0		- 0		4,684

		Intangibles

		(by location of division)		419		- 0		- 0		- 0		- 0		419

		Capital assets - other and Filtran

		(by location of division)		4,902		2,776		- 0		- 0		- 0		7,678

				Period ended February 29, 2008

						United

				Canada		States		Asia		Europe		Other		Total

		Sales (by location of customer)		$   2,268		$   10,408		$   740		$   182		$   - 0		$   13,598

		Goodwill (by location of division)		1,317		2,825		- 0		- 0		- 0		4,142

		Intangibles (by location of division)		- 0		- 0		- 0		- 0		- 0		- 0

		Capital assets - other

		(by location of division)		6,698		1,597		- 0		- 0		- 0		8,295
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						February				November

						27, 2009				30, 2008

		5 year U.S. $6,000 term loan (of which U.S. $3,000 relates

		to the U.S. subsidiary), amortized over 7 years, repayable

		in equal monthly payments of U.S. $72 plus interest at a

		fixed rate of 8.19%.  Term loan is secured by a first charge

		over all of the property and assets of the Corporation and

		matures on July 14, 2011. Principal at February 27, 2009

		U.S. $3,786 (November 30, 2008 - U.S. $4,000).				$    4,817				$    4,948

		5 year U.S. $2,500 capital expenditure facility (of which $1,000

		U.S. relates to the U.S. subsidiary), amortized over 5 years,

		repayable in equal monthly payments of U.S. $46 plus interest

		at U.S. prime less (50) basis points, matures July 14, 2012.

		Principal at February 27, 2009 U.S. $1,779 (November 30,

		2008 - $1,917)				2,264				2,371

		5 year U.S. $2,000 capital expenditure facility, drawdown period

		expired December 31, 2008, repayable in equal monthly payments

		of U.S. $8 plus interest at U.S. prime less (50) basis points, matures

		December 31, 2013. Principal at February 27, 2009 U.S. $475

		(November 30, 2008 - U.S. $500)				604				618

						7,685				7,937

		Less amounts due within one year				1,918				1,833

						$   5,767				$   6,104
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						Period ended February 27, 2009

														Corporate

						Circuits				Aerospace				Office				Total

		Sales				$   11,486				$   3,208				$   -				$   14,694

		Costs and SG&A expenses				9,666				2,476				511				12,653

		Amortization of capital assets				553				91				-				644

		Amortization of intangibles				12				-				-				12

		Research and development costs				1,023				101				-				1,124

		Recovery of research and development costs				(50)				-				-				(50)

		Foreign exchange loss on conversion

		of balance sheet assets and liabilities				228				1				-				229

		Earnings (loss) before interest and taxes				54		-		539		-		(511)		-		82

		Interest expense on long-term and short term debt				147				-				-				147

		Provision of income taxes				2				-				-				2

		Net (loss) earnings				$   (95)		$   -		$   539		$   -		$   (511)		$   -		$   (67)

		Segment assets				$    26,491				$    9,542				$    - 0				$    36,033

		Goodwill				4,684				-				-				4,684

		Intangibles				419				-				-				419

		Additions to capital assets				902				14				-				916
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				February 27, 2009		February 29, 2008

		Loss relating to financial assets

		and liabilities, excluding forward foreign

		exchange contracts		$238		$   49

		Realized (gain) relating to forward

		foreign exchange contracts		(9)		(6)

		Unrealized loss relating to

		forward foreign exchange contracts,

		including changes in fair value of open positions		- 0		6

		Foreign exchange loss		$229		$   49
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				February 27, 2009		November 30, 2008

		Raw materials		$   3,296		$   3,058

		Work in process		3,687		3,306

		Finished goods		2,796		2,786

		Net inventory		9,779		9,150
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						Period ended February 29,2008

														Corporate

						Circuits				Aerospace				Office				Total

		Sales				$   10,569				$   3,029				$   -				$   13,598

		Costs and SG&A expenses				9,385				2,691				590				12,666

		Amortization of capital assets				659				41				-				700

		Research and development costs				788				75				-				863

		Foreign exchange (gain) loss on conversion

		of balance sheet assets and liabilities				11				38				-				49

		Restructuring costs				208				-				-				208

		(Loss) earnings before interest and taxes				(482)		-		184		-		(590)		-		(888)

		Interest expense on long-term and short term debt				182				-				-				182

		Income taxes (recovery)				(23)				-				-				(23)

		Net (loss) earnings				$   (641)				$   184				$   (590)				$   (1,047)

		Segment assets				$    25,653				$    7,717				$    - 0				$    33,370

		Goodwill and intangibles				4,142				-				-				4,142

		Additions to capital assets				101				-				-				101
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