FIRAN TECHNOLOGY GROUP CORPORATION

Notes to the Interim Consolidated Financial Statements (Unaudited)

(in thousands of dollars except per share amounts)


1. BASIS OF PRESENTATION

The accompanying unaudited interim consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting principles on a basis consistent with those followed in the 2005 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 2005 audited consolidated financial statements and the notes below.


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

2.
LONG-TERM DEBT AND CAPITAL LEASES
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-     
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Term loan in U.S. dollars secured by a first charge on certain

property, with interest due monthly at the bank prime plus 2.35%,

monthly principal payments of U.S. $50, due November 30,  2006,

-     

            

 

2,879

           

 

repaid in July 2006.

Term loan in Canadian dollars for purchase of certain

manufacturing equipment, with interest at bank prime plus 2.35%

per annum, secured by a first charge on certain property,

due July 19, 2006, repaid in July 2006.
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with interest at 6.0%, payable in monthly interest and principal

payments of U.S. $59 to July 19, 2006, repaid in July 2006.
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5 year U.S. $6,000 term loan (of which U.S. $3,000 relates to the

US subsidiary), amortized over 7 years, repayable in equal

monthly payments of U.S. $72 plus interest at a fixed rate of 8.19%.
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2.
LONG-TERM DEBT AND CAPITAL LEASES (continued)

In addition to the bank term loans above, the Company 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; Prime Rate loans plus fifty (50) basis points, USBR Loans plus zero (0) basis points, BA Rate Loans plus two hundred fifty (250) basis points and Libor Loans plus two hundred fifty (250) basis points. The revolving facility was not utilized at September 1, 2006.  The revolving credit facility is secured by a first charge on all of the property and assets of the Company.

In addition to all of the above credit facilities, the Company has available a U.S. $2,500 facility for capital expenditures which is available until July 14, 2008 at the same rates as the revolving facility.

The carrying value of the fixed rate term loan approximates the fair value.

3.
SHARE CAPITAL

(a) 
Contributed surplus
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(b)  The third quarter 2006 weighted average number of shares used in calculating basic and diluted 
       earnings per share were 17,800,227 and 19,641,835 respectively.

4.
INCOME TAX (RECOVERY) PROVISION

The $6 income tax expense in the current quarter is the result of an under provision for the 2005 income tax year for the US subsidiary net of an income tax recovery for the current quarter losses in the U.S. subsidiary. In Canada, income generated with no provision is the result of the revaluation of the future tax asset. The amount of the future tax asset recognized is based on managements’ best estimate, more likely than not, of future taxable income to be generated by the operations before the tax losses expire. This estimate can change every reporting period, resulting in a charge or credit to income tax expense for the period.

5.
SEGMENTED INFORMATION 


The Company operates in two operating segments.  FTG Circuits and FTG Aerospace financial information is shown below:
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6.
RELATED PARTY TRANSACTIONS


Related party transactions are with the Company’s controlling shareholder, and the former Senior Officer of the U.S subsidiary, are in the normal course of business and are recorded at the exchange amount.

(a)
A non-interest bearing promissory note, secured by a specific charge on a property, was from the Company’s controlling shareholder for $133 at November 30, 2005 and was repaid in the first quarter of 2006.

(b)
The Company is owed $154 from its controlling shareholder related to the Company’s portion of the gain on the building described in note 8 of the annual financial statements.  This gain, plus interest at market rates, will be received from the controlling shareholder when the cash is received from the purchaser from a vendor take back mortgage on the property.

(c)
At November 30, 2005, the Company owed net interest expense of $42 relating to past due intercompany balances with its controlling shareholder, at a market rate of interest.  The amount was paid in the first quarter of 2006.

(d)
The Company continues to rent its Chatsworth facility from the former Senior Officer of the U.S. subsidiary.  Rent expense for the third quarter of 2006 and year to date were U.S. $46 and U.S. $136 respectively, as compared to U.S. $44 and U.S. $141 for the same periods last year.

7.
STOCK-BASED COMPENSATION

The Company recognized stock-based compensation expense in the consolidated statements of operations of $54 in the third quarter of 2006 and $150 for the year to date. Of the year to date amount, $50 relates to 370,000 options granted during the first quarter of 2006 with a fair value of $0.55 per option. The 370,000 options granted have an expiry date of January 19, 2012, an option price of $1.33 and a vesting period of 3 years.  The remainder of the amount relates to amortization of compensation amounts for options granted in 2005, 2004 and 2003.  The amount was expensed in the current period and credited to contributed surplus.  The fair value of the 370,000 options granted was estimated at the date of the grant using the Black-Scholes valuation model with the following assumptions: risk free interest rate of 5%; expected life of 3 years; volatility of 55% and a dividend yield of nil. 

8. FOREIGN CURRENCY RISK

As at September 1, 2006, the Company had entered into U.S. dollar forward sales contracts maturing in the fourth quarter of 2006 of U.S. $2,000 at rates between $1.064 and $1.1361.  The fair value and unrealized gain of the contracts was $32 and was recorded in the consolidated statement of operations as a decrease in selling, general and administrative costs.

9. 
SUBSEQUENT EVENT

The Company has been named as a co-defendant in a statement of claim regarding an environmental issue surrounding a facility adjacent to property once owned by the Company’s controlling shareholder and once occupied by the Company. The outcome of the claim is undeterminable at this point in time. Management of the Company believes that the outcome of the claim will not have a significant impact on the Company.
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		Promissory notes, unsecured and interest free, $100 repayable
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		Term loan in U.S. dollars secured by a first charge on certain

		property, with interest due monthly at the bank prime plus 2.35%,

		monthly principal payments of U.S. $50, due November 30,  2006,				-				2,879

		repaid in July 2006.

		Term loan in Canadian dollars for purchase of certain

		manufacturing equipment, with interest at bank prime plus 2.35%

		per annum, secured by a first charge on certain property,

		due July 19, 2006, repaid in July 2006.				-				250

		Capital lease in U.S. dollars for certain manufacturing equipment,

		with interest at 6.0%, payable in monthly interest and principal
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		US subsidiary), amortized over 7 years, repayable in equal
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		Geographic location

		(in thousands of dollars)

		Three Months Ended				September 1, 2006												August 26, 2005

										United												United

						Canada				States				Total				Canada				States				Total

		Sales (by location of customer)				$   1,982				$   11,688				$   13,670				$   1,357				$   11,861				$   13,218

		Goodwill (by location of division)				1,039				3,510				4,549				1,039				3,175				4,214

		Capital assets (by location

		of division)				5,883				651				6,534				8,235				399				8,634

		Geographic location

		(in thousands of dollars)

		Nine Months Ended				September 1, 2006												August 26, 2005

										United												United

						Canada				States				Total				Canada				States				Total

		Sales (by location of customer)				$   5,438				$   36,359				$   41,797				$   4,234				$   35,177				$   39,411

		Goodwill (by location of division)				1,039				3,510				4,549				1,039				3,175				4,214

		Capital assets (by location

		of division)				5,883				651				6,534				8,235				399				8,634
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						September 1				November 30

						2006				2005

		Balance, beginning of period				$   7,604				$   6,798

		Change in accounting policy				-				287

		Stock option expense (Note 7)				150				142

		Issuance of warrants				-				377

		Balance, end of period				$   7,754				$   7,604
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