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Company Evolution

1992, BMW Canola 

is founded in 

Winnipeg, Manitoba by 

Mr. Paul Westdal and 

Dr. E. Donald Murray. 

Over the next six years, 

BMW Canola conducts

preliminary research

including the 

production of small

batch quantities of

canola protein isolates.

December 1998, BMW

Canola’s six years of

effort culminates in 

the granting of a U.S.

patent over its protein

extraction technology.

BMW Canola now turns

its focus to finding an

equity partner.

October 1999, Burcon

acquires BMW Canola

and commits $2.7 million

to fund the commercial-

ization of the canola

protein isolation tech-

nology. Starting with

just two full-time

employees, Burcon

begins to build a pilot

processing facility in

Winnipeg, Manitoba.

2001, After completing

three additional equity

financings for gross

proceeds of $5.4 million,

Burcon’s well staffed

Winnipeg technical

centre now includes an

analytical lab, a func-

tionality lab and a

modular pilot plant

capable of processing

at the 10,000 litre scale.

2002, Burcon receives

third-party reports con-

firming that its protein

extraction process can

produce proteins at a

low cost and that

Burcon’s canola proteins

are extremely pure and

demonstrate some

extraordinary functional

properties implying 

significant commercial

value as food ingredients.

Today, Burcon begins to

find its place in the tril-

lion dollar food industry.

Changing consumer

beliefs, preferences and

tastes have created a

huge opportunity for

specialty products and

ingredients. The world is

searching for our products.



It is with pleasure that I address my fellow shareholders at the close of this 

year of solid accomplishments.

During the past year we completed our greatest evolutionary step towards bring-

ing canola proteins to market. By year’s end we knew that we were moving from

being a research and development company to becoming a food ingredient company. We have now proven the key eco-

nomic parameters of our business. Specifically, our aim has been to establish a low cost of production, consistent with

soy protein isolate. Equally important, our proteins had to possess attributes and characteristics that would command a

wholesale price similar to soy, with applications in a wide number of products. 

Notably, we received third-party validation confirming that we can meet these key economic parameters. The Earth Tech

engineering feasibility report confirms that a full-scale commercial extraction plant can produce at a low cost of production

and commercially viable yields. Secondly, the Fraunhofer Institute’s product quality report indicates extremely pure 

proteins which can provide structural and textural integrity to a variety of food systems.

In addition to this economic validation, we filed an application for a patent covering the composition of our 

newly announced SuperteinTM protein isolate. This important patent is intended to protect the 
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Third party reports deliver an 

economic stamp of approval



composition of Supertein irrespective of how it is manufactured or how it is used.

Burcon has two key sources of market value: our ability to convert inexpensive, abundant canola meal into PurateinTM

and Supertein for a variety of nutritional, functional, and industrial applications, and the opportunity, through our patent

applications, to grant exclusive rights to branded product companies for the use of our proteins in their products. 

Our strategy for maximizing this value is to use key strategic alliances to take Puratein, Supertein and other bioactive 

products to market. We have now entered into a number of confidentiality and material transfer agreements with multi

national agricultural processing and food ingredient companies and are investigating joint venture or licensing 

agreements for the production of our proteins and

other bioactive products. Our primary objective for 

fiscal 2003 is speed-to-market through this partner-

ing strategy. A key element of the partnering strategy

is to minimize execution risk by obtaining access to the

production, sales and marketing expertise and the

experience of the regulatory approval process of the

major protein industry players. 

The focus of our dedicated team has been to conduct research, apply the knowledge gained through our research

at a full pilot-scale, and patent our innovations and discoveries. Adhering to the adage, “do what you do best,”

our team will continue to add significant value through research efforts aimed at supporting and developing

a commercialization partnership.

Letter to shareholders (cont’d)
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Burcon’s functionality lab 
Supertein as a whipping agent

*Puratein
TM

and Supertein
TM

are trademarks of Burcon NutraScience Corporation

Our strategy is to use key alliances 

to take PurateinTM and SuperteinTM

to market



We expanded and strengthened our scientific management during the year with the additions of Dr. Radka 

Milanova as senior vice president of research & development and Mr. Randy Willardsen as senior vice president of 

process who, jointly, now head Burcon’s science and engineering efforts. Dr. Martin Schweizer is another important

addition to our team in the past year. Dr. Schweizer, a process engineering specialist from Nantes, France adds an inter-

national perspective on plant proteins.  

I would like to thank our shareholders for their continued support of

our company and our vision. I would also like to express my sincere

appreciation to our board of directors, our consultants, our advisors

and especially the Burcon employees who have accelerated our

development efforts over the past year. Together we are working to realize a revolutionary plant protein extraction

and purification technology with global application. Burcon is well positioned to establish key strategic part-

nerships and profit from our leading edge technology. We will continue to focus on maximizing shareholder

value, in the coming year and beyond. 
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Allan Yap

Chairman and CEO

We will continue to focus on 
maximizing shareholder value
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Plant-based products 
have the potential to reduce 

the incidence of diseases 
such as coronary heart

disease and cancer

Burcon is able to extract

extraordinarily pure protein from canola meal... 

and other oilseed crops 



The Protein Market – High Growth, High Demand Industry

Economics, demographics and evolving consumer tastes and preferences are all contributing to new and dramatic changes

in the trillion-dollar food industry. Wellness awareness and the burgeoning cost of health care, coupled with an increased

focus on preventative medicine, are responsible for the new integration of agriculture, food, and nutrition with the 

traditional pharmaceutical and healthcare sectors. Ultimately, a convergence among agriculture and downstream 

industries will lead to the formation of a new mixture of integrated businesses. Agriculture, coupled with biotechnology,

is the driving force enhancing value.

In the protein industry, these changes are evidenced by the increased

awareness of consumers looking for healthy alternatives, while simulta-

neously supported by the agri-business companies’ efforts to meet the

consumers’ needs. Previous agriculture business models have focused on

maximizing volumes of agricultural commodities. There is now a recog-

nition that the path to value creation out of traditional agricultural crops

is through process and product innovation. 

This quantum shift has been recognized by the large agri-business com-

panies as they restructure their basic business models to reflect the

changing needs of consumers, and the limited resources of

our planet. It is transforming the fundamental value equation. Today, Growth comes from true value-

adding innovations that enhance consumer satisfaction and profits rather than just revenues.

Profitability comes from the creation of a spectrum of specialty markets out of what have been

commodity businesses. A new Valuation comes from the combination of higher growth,

expanded profitability, and greater wealth creation for participating companies.

$3.7B CDN

$7.4B CDN

$4.7B CDN

United States 1

Europe 1

Asia 2

P R O T E I N  I N G R E D I E N T  M A R K E T
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Canola meal – approximate annual worldwide production:

$5B CDN annually. (Source: U.S. Dept. of Agriculture)

1 Frost & Sullivan 
2 Burcon’s estimate

Three principal trends are
driving the growth of plant
protein ingredients: nutrition
conscious consumers, the
safety issues of animal
proteins, and price



The Protein Market – High Growth, High Demand Industry (cont’d)
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Our achievements have been energized this year by these trends and forces at play in the global protein ingredient 

industry, which is experiencing rapid growth, with plant proteins in particular experiencing unprecedented high demand.

The growth in demand for plant proteins is fuelled by scientific advances, changing consumer demographics as well as

by the public’s changing perception of the safety of animal-based products.

Advances in the application of plant protein ingredients by talented food scientists in order to meet new consumer demands

continue to drive sales growth. Plant proteins, most notably soy, are being incorporated into an ever-expanding universe

of products. Protein safety issues such as mad cow disease, E. coli, and the growing use of antibiotics in animal production

are all combining to produce rapid growth in global demand for plant proteins as consumers search for alternatives.

Demographic trends, such as the emergence of large-scale vegetarianism in the 17-25 age group as well as the increas-

ingly nutrition conscious aging consumer are also fuelling the growth in demand for plant proteins.

The U.S. market for soyfood products grew by 16.8% to $5.1B CDN in 20011.

Since 1995, dollar volume has grown by a remarkable 288%, hitting 

unprecedented double-digit increases each year. Within this sector, some 

products such as refrigerated soymilk, are seeing triple digit growth rates. 

The sector’s revenue is predicted to continue to grow by 15-25%.

We are fortunate to be developing the right product at the right time. Consumers are searching for alternative plant 

protein ingredients, and the large agri-business companies are searching for revolutionary innovative 

“value-creating” technologies. The market—both the consumer and the agri-business companies 

themselves—is searching for our product.

Our vision and strategy are to build alliances with multinational agricultural processing

and food ingredient companies to commercialize our innovative technology and bring

our protein products into the rapidly growing global protein market.

1 Soyfoods: The U.S. Market 2002

We are developing the right
product at the right time

U . S .  P R O T E I N  I N G R E D I E N T  M A R K E T  

Animal Protein $1.9B CDN

Casien (dairy)

Whey (dairy)

Egg White

Gelatin

37%
12%

16%
35%

Plant Protein $1.8B CDN

Soybean

Wheat Gluten76%

24%

Source: Frost & Sullivan, 
U.S. Protein Ingredient Market, 2000
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The market is searching for 
alternative plant protein ingredients

The protein ingredient industry is 

experiencing rapid growth,

with plant proteins in particular experiencing 

unprecedented high demand
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Canola protein isolates have many 
functions including foaming and 

whipping, which make them 
desirable in a wide range

of food applications



Burcon is commercializing two revolutionary high value protein isolates: Puratein and Supertein. These unique proteins

can provide structural and textural integrity in a variety of food systems and can also be used in nutritional supplements,

personal care products, and commercial and industrial applications. 

Burcon’s low cost, environmentally responsible, patented separation process produces canola proteins from canola meal,

a by-product of the canola oil crushing industry. Soy protein is the dominant plant protein ingredient and competes with

egg, milk and whey proteins in the high growth multibillion-dollar global protein ingredient market. Soy proteins currently

account for more than 75%1 of the plant protein ingredient market. Burcon’s Puratein and Supertein are expected to 

complement soy protein as they exhibit significantly different functional and nutritional profiles to soy. 

Soy and canola are the two largest oilseed crops in the world. Canola

(rapeseed) is an oilseed from the brassica family of plants (broc-

coli, brussel sprouts, cabbage, mustard). Each canola plant

produces yellow flowers, which, in turn, produce pods similar in

shape to pea pods but about one-fifth the size. Within the pods

are tiny round seeds that are crushed to obtain canola oil. Each seed contains approximately 40% oil. The remainder of

the seed is processed into canola meal, which is used as a high protein livestock feed. Canola oil has the lowest level of

saturated fats and the highest level of Omega-3 fats of any vegetable oil. 

However, the good news does not stop there; it appears that Mother Nature has been just as kind to canola pro-

tein as she has been to canola oil. Research has shown that canola protein has the potential to be one of the

highest quality plant proteins in the world. The nutritional profile of Burcon’s Supertein has been compared

to egg protein. As a nutritional ingredient, protein is used in sports drinks, infant formulas, geriatric prod-

ucts, meal replacements, and nutrition bars.

The heaviest use of proteins, however, is for their functional abilities. Proteins provide structural

and textural integrity in foods systems including solubility, viscosity, water binding, gelation, cohe-

sion, adhesion, elasticity, emulsification, foaming, whipping, fat binding and flavour enhancing.

Patented Revolutionary Technology & Products
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1 Frost & Sullivan, 2000

Puratein and Supertein are
expected to complement soy

Burcon’s analytical laboratory 
Winnipeg, Manitoba 



Patented Revolutionary Technology & Products (cont’d)

Analysis and third party reports indicate that canola protein isolate possesses foaming and whipping properties, gel 

forming ability, viscosity and emulsification properties which could potentially make it a desirable functional ingredient

in a wide range of food products. 

During the past year, Burcon has successfully focused on accelerating the commercialization of its novel technology. In

operational terms, this meant significant research advancements in optimizing both the protein extraction technology and

the proteins produced from the technology. Burcon’s research efforts culminated in filing important patents to protect

the many discoveries and innovations that resulted from those research efforts. 

Some of the discoveries and innovations during the past year include:

1. The use of Burcon’s extraction technology to produce protein isolates from oilseeds other than brassica 
(i.e. other than canola, rapeseed and mustard) including flax and LinolaTM;

2. Improvements to Burcon’s technology adapting from a batch to continuous processing format;

3. Innovations regarding the modification of inputs, which improve both protein yield and quality;

4. Process changes enabling the production of distinct and valuable new protein fractions;

5. Innovations in the use of Burcon’s proteins as functional and nutritional food ingredients;

6. And most importantly, the introduction of Burcon’s second major canola protein: Supertein.

Burcon’s patent portfolio includes protection of its oilseed separation process until 2017. Burcon has filed patents over

its proteins’ promising functional applications and has also filed a patent to protect their use in the $33B CDN pet 

food market. Most importantly however, Burcon has filed a composition patent to protect Supertein itself, irrespective of

how the protein isolate is manufactured or how it is used. 

Plant proteins have long been used as an intermediate step in the production of protein for humans as a feed ingre-

dient for cattle, pigs and chickens. Today plant proteins can be grown, isolated and purified, converting them

to high value food ingredients at a fraction of the cost of animal proteins. The Earth Tech engineering feasi-

bility report which analyzed our pilot plant indicated a low cost to produce our canola proteins which Burcon

believes to be in the same range as soy proteins, the dominant plant protein in the market.
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BURCON CREATES VALUE FROM EXISTING CROPS

Canada has 11 Canola Crushers, or 8% of the world’s 

capacity. A typical plant crushes 365,000 tonnes of 

seed annually, which yields– 

$92 million1 in canola oil revenue

$48 million1 in canola meal revenue 

With today’s prices, there is little profit margin. However, 

utilizing Burcon’s technology, the same crushing plant 

could produce 25,000 tonnes of Puratein and Supertein 

annually from canola meal. This would produce–

$92 million1 in canola oil revenue

$16 million2 in canola meal revenue

$156 million2 of Puratein & Supertein

1 Based on 2002 prices from the 

Canola Council of Canada

2 Burcon’s estimate (there is no assurance 

that this pricing can be achieved)



Proven Development Path

The protein ingredient market is truly a global industry. As such, Burcon recognizes that the selective use of alliances and

partnerships can lower certain risks and can be the fastest and most profitable approach to maximizing revenues and

cash flow. Possible alliance partners range from the world’s largest oilseed crushers and food ingredient distribution com-

panies like Bunge, Cargill, Archer Daniels Midland and DuPont, to branded product companies like Kraft, Nestle and Unilever.1

Burcon offers a compelling value proposition for the multibillion-dollar oilseed crushing industry which produces enor-

mous volumes of canola meal that currently sell as a low margin animal feed. Burcon has the technology and know-how

to add value to this meal by extracting two unique and extremely pure proteins. The proteins exhibit exceptional and unique

nutritional and functional characteristics that differentiate them from soy protein as well as from the animal based 

proteins, such as dairy and egg. 

For the branded product companies and the food ingredient companies, the value proposition comes

from both the exclusive nature of Burcon’s new and unique proteins as well as the inherent first-

mover advantage. Exclusivity through patent protection and the first-mover advantage is

recognized as adding significant value to Burcon’s opportunity in an industry where first-

movers dominate, and market share changes slowly. For example, DuPont controls

68%2 of the U.S. soy isolate market. Taken together, the exclusivity and first-mover

advantage create an opportunity to brand or co-brand multiple new products

in a fast growing, high demand market. 

““One of the attractive aspects of the food industry for investors is that the trends are generally long and visible,

providing investors with ever-important time to identify trends. The public investment opportunities are for both

earnings growth and exit through acquisition. Within the small cap food industry, it is common to find large food

manufacturers owning minority investments in small and emerging companies, adding visibility to the prospects

for the ultimate exit strategy and often supporting a naturally higher valuation.” – Adams, Harkness & Hill
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Pilot processing facility
Burcon Technical Centre 

1  Burcon has initiated discussions with certain  

of these companies

2 Frost & Sullivan, 2000



Proven Development Path (cont’d)
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Canola & Protein Industry1

Archer Daniels Midland

CanAmera (Central Soya: Cereol)

Cargill

DuPont Protein Technologies

James Richardson International

Pharma/Nutrition Industry1

Abbott Laboratories

Mead Johnson

Nestle

Novartis

Royal Numico

Unilever

P O T E N T I A L  PA R T N E R S

1  Burcon has initiated discussions 

with certain of these companies

Many possible partnering structures exist; however, two options appear to offer Burcon the best path to revenue and cash

flow. The first is partnering with a fully integrated company that has an existing structure spanning from oilseed crush-

ing to product sales. The second alternative is to partner with an independent crusher for the production of Burcon’s proteins

and then form a second alliance with a marketer or distributor for the sale of the products.

Partnering with an integrated player has a number of advantages including protein production knowledge and expert-

ise, established customer relationships and a proven ability to bring new ingredients to market. The integrated players

also have the added advantage of their large financial resources. There are also some compelling economic reasons 

for aligning with one of the large integrated players that has its own oilseed crushing capability. Consistency and 

the guaranteed supply of input materials, as well as cost

savings from logistics and by-product handling 

are issues in the highly integrated food industry.

Manufacturers do not readily change formulas or sup-

pliers, and therefore the existing customer relationships

of a fully integrated company is also an important 

factor in determining the value of a potential partner.

Partnering separately with an independent crusher as well as with a marketer or distributor can also have advantages.

This approach can allow Burcon to potentially extract a higher value from certain geographic markets or indus-

try segments. Exclusive distributorship or licensing arrangements can be negotiated with end-users that

are looking for a brand building opportunity or that have dominance in a market segment. 

Burcon envisions an alliance would be structured with Burcon retaining responsibility for con-

tinuing the core research and development, pilot plant operation, and patent development.

Responsibilities for the alliance partner or partners would include production and engi-

neering expertise, regulatory approval in the alliance partner’s geographic area, product

formulation, marketing, and sales and distribution strategies. Burcon’s goal is to 

finalize an alliance with one or more partners during the current fiscal year. 

The selective use of alliances and part-
nerships can lower certain risks while
maximizing revenues and cash flow
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(L–R) Dr. Martin Schweizer, Process Engineer,

Mr. Randy Willardsen, Senior VP of Process

and Dr. Radka Milanova, 

Senior VP of Research & Development

The focus of our dedicated team: 
research, innovation and discovery 
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OVERVIEW OF THE COMPANY AND ITS BUSINESS

Burcon NutraScience Corporation (“Burcon” or the “Company”) is a

research and development company developing its plant protein extrac-

tion and purification technology. The goal of Burcon’s research is to

develop its patented process to utilize inexpensive oilseed meals for the

production of purified plant proteins that exhibit certain nutritional, func-

tional or nutraceutical profiles. Burcon is currently focusing its efforts on

developing the world’s first commercial canola proteins, Puratein™ and

Supertein™.  Canola, recognized for its nutritional qualities, is Canada’s

largest oilseed crop and the second-largest oilseed crop in the world after

soybeans. Burcon’s goal is to develop Puratein and Supertein to partic-

ipate with soy, dairy and egg proteins in the expanding multibillion-dollar

protein ingredient market, with potential uses in prepared foods, nutri-

tional supplements and personal care products.

OPERATIONAL HIGHLIGHTS

During fiscal 2002, Burcon achieved significant research advancements

in optimizing both the protein extraction technology and the proteins 

produced from the technology. The Company also made several new

patent applications to protect the many discoveries and innovations 

that resulted from those research efforts.

During fiscal 2002, the Company expanded its operations at the Winnipeg

Technical Centre and at head office through significant acquisitions of

plant equipment and the hiring of scientific and management personnel.

Burcon acquired $1.5 million of capital equipment during the year, pri-

marily in the process area of the Technical Centre. In addition, there was

a large increase in activity levels in the months leading up to the Milestone

Runs in October 2001 reflected in the higher operational costs. 

Pursuant to the terms of the purchase agreement relating to the acquisi-

tion of Burcon NutraScience (MB) Corp. (formerly B.M.W. Canola Inc.

(“BMW”)), the canola protein isolate (“CPI”) produced by the process had

to meet certain standards (“Milestones”) by October 8, 2001. If these stan-

dards were not achieved, 1.0 million of the common shares issued to the

former BMW shareholders would be cancelled and returned to treasury.

Burcon retained an independent engineering firm to monitor the Milestone

Runs and in December 2001, reported that, although the CPI produced

from the Milestone Runs exceeded a number of required Milestone stan-

dards, certain thresholds were not achieved. The Company and the former

BMW shareholders subsequently reached a Settlement Agreement whereby

850,000 of the 1.0 million shares were cancelled and returned to treas-

ury. A corresponding amount was recorded as a reduction in goodwill. The

remaining 150,000 shares remain under escrow and will be released on

October 8, 2002. Despite not having met certain Milestones, the engineering

report did indicate that “the canola protein isolate manufacturing process

developed by Burcon and observed during validation of the milestone runs

appears to be repeatable. Achieved results appear consistent with expec-

tations indicating scale up of the CPI manufacturing process to commercial

production levels to be very feasible.”

After the October 8th milestone date, scientific direction and opera-

tional control at the Technical Centre were significantly reorganized.

The Technical Centre refocused its efforts on research and development

and filing patents, while at the same time, preparing operations and doc-

umentation to facilitate potential strategic alliances with industry partners.

The centre’s research and development focused on five areas: 1) improv-

ing the purity and functionality of Burcon’s CPI; 2) continuing to lower the

cost of production; 3) performing analytical work to support additional

Management Discussion and Analysis
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patents; 4) exploring the process waste streams and by-products for poten-

tial neutraceutical compounds; and 5) broadening the application of the

Company’s patented protein extraction process to include additional

oilseed meals and other sources.

The Company’s protein extraction and purification process is protected

by two U.S. patents expiring in 2017. Burcon has been granted patents

in Australia, Japan, China, Europe, Hong Kong and Canada. Patent

applications are pending in Poland and India.

During 2002, Burcon made significant advancements in the areas of new

patent filings to protect its new discoveries and innovations. The Company

submitted patent applications to protect the following research achievements:

1. Process and composition of isolating protein from flax and Linola™;

2. Use of Puratein for its functional properties;

3. Use of canola protein isolate as a pet food and animal feed ingredient;

4. Adapting from batch to continuous processing;

5. Modifying inputs to improve both protein yield and quality; and

6. Producing distinct new protein fractions.

Subsequent to the year-end, Burcon filed a composition patent to pro-

tect Supertein, the Company’s second novel canola protein isolate.

Burcon intends to continue to broaden its intellectual property portfolio

by making additional process, application and compound patent 

applications in the coming year.

Burcon also announced that process improvements to its core technol-

ogy will not only yield the two dominant protein fractions found in canola

meal, but could also enable the isolation and purification of the phytates

present in the starting canola meal. Phytates are considered anti-nutri-

tional factors and are removed in Burcon’s purification process. Burcon

may be able to derive by-product revenues from these purified phytates.

Also subsequent to the year-end, Burcon announced the results of two inde-

pendent studies relating to the economic viability and functional attributes

of the proteins. One report indicates that Burcon’s canola proteins rank as

good as and, in certain uses, superior to commercial benchmark proteins.

The second report confirmed that Burcon’s canola protein manufacturing

process could produce Puratein and Supertein on a large scale at a low

cost of production with significant yields.

Burcon will continue to pursue strategic industry alliances to provide addi-

tional resources to further product application and market development

for Puratein and Supertein.

QUARTERLY INFORMATION

Interest and other income $ 6,775 $ 16,264 $ 17,677 $ 26,177

and on a per share basis1 $ (0.08) $ (0.08) $ (0.08) $ (0.07)

MAR 31, 2002 DEC 31, 2001 SEPT 30, 2001 JUNE 30, 2001

Quarters Ended

Net loss, in total $ (972,478) $ (1,067,360) $ (1,026,765) $ (803,262) 

Quarters Ended

MAR 31, 2001 DEC 31, 2000 SEPT 30, 2000 JUNE 30, 2000

and on a per share basis1 $ (0.06) $ (0.04) $ (0.04) $ (0.04)

Interest and other income $ 49,173 $ 51,303 $ 56,239 $ 37,848

Net loss, in total $ (745,137) $ (424,958) $ (458,790) $ (435,753)

1 Based on weighted average number of shares outstanding during the quarter.
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Management Discussion and Analysis

RESULTS OF OPERATIONS

As Burcon is a development stage company, it has not generated revenues

except for interest income. During 2002, Burcon recorded interest revenues

of $66,893 (2001 – $182,695). Burcon incurred a net loss of $3,869,865

for the year 2002 or $0.31 per share as compared to $2,064,638 or $0.18

per share in fiscal 2001. 

The following provides a comparative analysis of significant changes 

in major expenditure items:

Research and development

During fiscal 2002, Burcon incurred research and development costs of

$2,199,577 (2001 – $924,196). Included in this figure is an equipment 

amortization expense of $330,569 (2001 – $90,511). Both salaries and

benefits and laboratory operation costs increased significantly in 2002

due to increased activity levels for the Milestone Run period and also due

to the new research work being conducted and the work associated with

patent filing. The amortization expense also increased due to the significant

capital expenditures made in 2002.

Administrative expenses

Administrative expenses of $685,235 (2001 – $345,708) include salaries

and office support expenses, investor relations, filing fees and travel costs.

During 2002, Burcon significantly expanded its personnel at the head

office level, including the hiring of a corporate development manager, an

investor relations officer and the conversion of an officer from consult-

ant to employee status.

Amortization

The amortization expense includes goodwill amortization of $465,814 

(2001 – $465,814). Effective April 1, 2002, Burcon adopted the new CICA

recommendations with respect to accounting for goodwill. Accordingly,

goodwill will no longer be amortized and the Company will annually

review goodwill for impairment. Burcon will also identify and document

the key factors and assumptions that will serve as the basis for testing

goodwill for impairment and for measuring the performance of the busi-

ness unit to which the goodwill relates.

Effective April 1, 2002, the Company adopted the new CICA recom-

mendations related to the recognition, measurement and disclosure of

stock-based compensation. These recommendations encourage, but

do not require, the fair value based method of accounting for stock-based

compensation to employees. Under the fair value method, the value of

a stock option is determined using an option pricing model. The Company

has elected not to adopt the fair value method of accounting because of

the theoretical nature of the computation. Accordingly, the Company

applies the intrinsic value method of accounting for employee stock-based

compensation.  

LIQUIDITY AND CAPITAL RESOURCES

During 2002, the Company completed a private placement for gross 

proceeds of $2,750,000 (2001 – $2,644,000) to fund its research and

development activities, working capital requirements and capital acqui-

sitions. In addition, the exercise of options further provided funding of

$35,000 as compared to $230,000 in 2001 on the exercise of war-

rants. These funds have enabled Burcon to accelerate the pace of its

commercialization of the extraction technology, file patent applications,

hire additional scientific and management personnel, perform testing and

analysis of its products and acquire approximately $1.5 million of

property and equipment at the Technical Centre. 
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As at March 31, 2002, the Company had not placed orders for additional

equipment but estimates that it will require a minimum of $360,000 within

the next fiscal year to fund additional capital expenditures to further

develop the commercialization of Puratein and Supertein. In addition, the

Company will require additional funding to initiate engineering dev-

elopment, further refine Burcon’s protein extraction and purification

technology and pursue new related products, pursue functionality devel-

opment initiatives relating to Burcon’s proteins, initiate nutrition profiling

of Burcon’s proteins, further accelerate Burcon’s patent activities, and

prepare for regulatory approval of Burcon’s proteins for human con-

sumption. On May 31, 2002, Burcon completed a private placement

providing gross proceeds of $3,330,000 to fund some of these objectives.

Burcon had working capital of $824,390 (2001 – $2,834,516) at March

31, 2002. Together with the net proceeds of $3.26 million from the May

2002 private placement, the Company estimates that it will have suffi-

cient resources to fund its expected level of operations and working capital

needs to at least March 31, 2003. Additional capital, expected in the form

of equity financings and/or funding from partnering activities, will be

required to pursue initiatives beyond fiscal 2003.

RISK AND UNCERTAINTIES

As a research and development company, Burcon faces numerous risks

and uncertainties associated with companies in the early stage of devel-

opment. They include the areas of patent and proprietary rights, regulatory

approvals, industry and market acceptance and financing requirements.

Although Burcon expends significant resources and efforts to patent its

discoveries and innovations, there can be no assurances that any of

Burcon’s patent applications will result in the issuance of patents, or any

patents issued to Burcon will provide it with adequate protection or any

competitive advantages, or that such patents will not be successfully chal-

lenged by any third parties. Further, Burcon may need to incur significant

expenditures in prosecuting claims against others whom it believes are

infringing its rights and by defending claims of intellectual property

infringement brought by its competitors and others.

Burcon has not developed any commercial products. There can be no

assurance that any of its products will meet applicable food regulatory

standards, obtain regulatory approvals, receive public and industry

acceptance as a food ingredient or dietary supplement or be sold at 

competitive prices that adequately exceed Burcon’s production and 

business costs.

Burcon has accumulated net losses of approximately $6.6 million

from its date of incorporation through March 31, 2002 and it expects

such losses to increase as it continues its research and development

and commercialization efforts. Significant resources will be required

to fund its initiatives before it reaches the commercialization stage.

There can be no assurances that additional financing will be available

on acceptable terms.
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Management Report Auditors’ Report
May 10, 2002 (except for note 11, which is as of May 31, 2002)

To the Shareholders of Burcon NutraScience Corporation

We have audited the consolidated balance sheets of Burcon NutraScience

Corporation as at March 31, 2002 and 2001 and the consolidated state-

ments of operations and deficit and cash flows for the years then ended.

These financial statements are the responsibility of the Company’s 

management. Our responsibility is to express an opinion on these finan-

cial 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 state-

ments 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 March

31, 2002 and 2001 and the results of its operations and its cash flows

for the years then ended in accordance with Canadian generally accepted

accounting principles.

Chartered Accountants

Vancouver, British Columbia

The consolidated financial statements contained in this Annual Report 

have been prepared by management using accounting principles 

generally accepted in Canada and have been approved by the Board of 

Directors. Management is responsible for the preparation and integrity 

of the financial statements and all other information in the Annual 

Report, and for ensuring that this information is consistent, where 

appropriate, with the information contained in the consolidated finan-

cial statements.

Management has developed and is maintaining a system of internal 

controls to obtain reasonable assurance as to the reliability of financial 

information and the safeguarding of assets. The Board of Directors,

through the Audit Committee, is responsible for ensuring that manage-

ment fulfills its responsibilities for financial reporting and internal control.

The consol idated f inancial  statements have been audited by

PricewaterhouseCoopers LLP. The auditors’ report outlines the scope of their

examination and their opinion on the consolidated financial statements.

Johann F. Tergesen

President & Chief Operating Officer

Jade Cheng

Chief Financial Officer
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2002 2001

Assets

C U R R E N T  A S S E T S

Cash and cash equivalents $ 1,048,073 $ 2,942,170

Amounts receivable 29,688 80,204

Prepaid expenses and deposits 21,682 99,603

1,099,443 3,121,977

P R O P E RT Y  A N D  E Q U I P M E N T (note 3) 1,833,079 663,901

D E F E R R E D  F I N A N C I N G  C O S T S 24,252 6,249

G O O D W I L L (note 4) 1,254,930 2,570,744

$ 4,211,704 $ 6,362,871

Liabilities

C U R R E N T  L I A B I L I T I E S

Accounts payable and accrued liabilities (note 8) $ 275,053 $ 287,461

Shareholders’ Equity

C A P I TA L  S T O C K (note 5) 10,256,003 8,524,897

WA R R A N T S (note 5) 261,793 261,793

D E F I C I T (6,581,145) (2,711,280)

3,936,651 6,075,410

$ 4,211,704 $ 6,362,871

O P E R AT I O N S (note 1)

S U B S E Q U E N T  E V E N T S (note 11)

See accompanying notes to consolidated financial statements.

John Stark, Director Johann Tergesen, Director

Consolidated Balance Sheets  As at March 31, 2002 and 2001
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Consolidated Statements of Operations and Deficit  For the years ended March 31, 2002 and 2001

Cumulative from 
inception 

Years ended March 31 on November 3,

(0.31) (0.18)

2002 2001 1998

E X P E N S E S

Research and development (notes 6 and 8) $ 2,199,577 $ 924,196 $ 3,330,204

Administrative (note 8) 685,235 345,708 1,113,029

Amortization 470,012 466,889 1,161,043

Professional fees 381,593 332,431 830,761

Management fees and services (note 8) 200,341 189,977 464,686

L O S S  F R O M  O P E R AT I O N S (3,936,758) (2,259,201) (6,899,723)

O T H E R  I N C O M E

Interest 66,893 182,695 306,710

Investment tax credit - 11,868 11,868

66,893 194,563 318,578

L O S S  F O R  T H E  Y E A R (3,869,865) (2,064,638) $ (6,581,145)

D E F I C I T - Beginning of year (2,711,280) (646,642)

D E F I C I T - End of year $ (6,581,145) $ (2,711,280)

B A S I C  A N D  D I L U T E D  L O S S  P E R  S H A R E (notes 2 and 7) $ $

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows  March 31, 2002 and 2001

2002 2001 1998
C A S H  F L O W S  F R O M  O P E R AT I N G  A C T I V I T I E S
Loss for the year $ (3,869,865) $ (2,064,638) $ (6,581,145)

Items not affecting cash
Amortization 800,581 557,400 1,601,828
Patent costs written off - 4,250 4,250

(3,069,284) (1,502,988) (4,975,067)
Changes in non-cash working capital items

Amounts receivable 50,516 (64,339) (21,028)
Prepaid expenses and deposits 77,921 (69,791) (20,670)
Accounts payable and accrued liabilities (12,408) 214,778 125,695

(2,953,255) (1,422,340) (4,891,070)

C A S H  F L O W S  F R O M  I N V E S T I N G  A C T I V I T I E S
Acquisition of business - - (169,191)
Acquisition of property and equipment (1,503,945) (604,363) (2,176,496)
Deferred investment costs - - (31,797)

(1,503,945) (604,363) (2,377,484)

C A S H  F L O W S  F R O M  F I N A N C I N G  A C T I V I T I E S
Issue of capital stock 2,785,000 2,612,207 8,747,207
Issue of warrants - 261,793 261,793
Share issue costs (203,894) (41,971) (641,204)
Deferred financing costs (18,003) (6,249) (24,252)
Repayment of shareholders’ loans - - (26,917)

2,563,103 2,825,780 8,316,627

( D E C R E A S E )  I N C R E A S E  I N  C A S H  A N D  C A S H  E Q U I VA L E N T S (1,894,097) 799,077 1,048,073
C A S H  A N D  C A S H  E Q U I VA L E N T S – Beginning of year 2,942,170 2,143,093 -
C A S H  A N D  C A S H  E Q U I VA L E N T S  – End of year $ 1,048,073 $ 2,942,170 $ 1,048,073

C A S H  A N D  C A S H  E Q U I VA L E N T S  C O N S I S T  O F
Cash $ 94,485 $ 422,379
Cash equivalents 953,588 2,519,791

$ 1,048,073 $ 2,942,170

S U P P L E M E N TA RY  I N F O R M AT I O N  A N D  D I S C L O S U R E  O F  N O N - C A S H  F I N A N C I N G  A N D  I N V E S T I N G  A C T I V I T I E S
Acquisition of business $ - $ - $ (3,000,000)
Issue of capital stock - - 3,000,000
Reduction in goodwill 850,000 - 850,000
Cancellation of capital stock (850,000) - (850,000)

$ - $ - $ -

See accompanying notes to consolidated financial statements.

Cumulative from 
inception 

Years ended March 31 on November 3,
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Notes to Consolidated Financial Statements  March 31, 2002 and 2001

1.  OPERATIONS

Burcon NutraScience Corporation (Burcon or the Company) is a research

and development company that is developing its plant protein extraction

and purification technology. The goal of Burcon’s research is to develop its

patented process to utilize inexpensive oilseed meals for the production

of purified plant proteins that exhibit certain nutritional, functional or

nutraceutical profiles. Burcon is currently focusing its efforts on developing

the world’s first commercial canola proteins, Puratein™ and Supertein™. 

On October 8, 1999, the Company completed the acquisition of Burcon

NutraScience (MB) Corp. (Burcon-MB) (formerly B.M.W. Canola Inc.

(BMW)) for the total acquisition cost of $3,193,216, that comprised the

purchase price of $3,055,000, paid by the issuance of 3.0 million com-

mon shares (note 5), and a cash payment of $55,000, and direct

acquisition costs of $138,216. The common shares issued under the

acquisition of Burcon-MB are held in escrow and eligible for release as

to one-third on each of the first, second and third anniversaries of the 

completion of the acquisition. In addition, 1.0 million of the common shares

issued under the acquisition of Burcon-MB were subject to a further escrow

agreement stipulating that they would be cancelled and returned to the

treasury of the Company if certain milestones were not met by Burcon-

MB by October 8, 2001.

In December 2001, the independent engineering firm retained by Burcon

to monitor the milestone runs conducted in September and October of

2001 reported that, although the canola protein produced by the process

had met or exceeded a number of required milestone standards, certain

thresholds were not achieved. Pursuant to a Settlement Agreement dated

March 15, 2002 the Company and the former BMW shareholders agreed

that Burcon would cancel and return to treasury 850,000 of the 1,000,000

shares issued to the former BMW shareholders. These shares were formally

cancelled on April 2, 2002. A corresponding amount has been recorded

as a reduction in goodwill (note 4). The remaining 150,000 shares remain

under time escrow (note 5) and will be released on October 8, 2002.

Since the acquisition of Burcon-MB, the Company’s efforts are devoted

to establishing the commercial feasibility of its protein extraction process.

To date, the Company has not earned any revenues from operations and

is considered to be in the development stage.

These financial statements have been prepared on a going concern

basis which includes the assumption that the Company will be able to 

realize its assets and settle its liabilities in the normal course of business.

No provision has been made in these financial statements for adjustments

to the carrying value of assets and liabilities should the Company be unable

to continue as a going concern. To complete current research and devel-

opment activities and fund operations, the Company will require additional

capital. If sufficient capital is not raised, the ability of the Company to 

continue operations and bring the projects to market may be impaired.

Subsequent to March 31, 2002, the Company completed a private place-

ment for $3,330,000 (note 11).
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Notes to Consolidated Financial Statements  March 31, 2002 and 2001

2.  SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation

These consolidated financial statements include the accounts of the

Company and its wholly owned subsidiaries, Burcon-MB and Stilts

Corporation. All material intercompany balances and transactions have

been eliminated.

Use of estimates

The preparation of consolidated financial statements in conformity with

Canadian generally accepted accounting principles requires management

to make estimates and assumptions that affect the amounts reported and

disclosed in the financial statements. Actual results may differ from

those estimates.

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit and highly liquid short-

term interest bearing securities with maturities at the date of purchase

of three months or less. 

Property and equipment

Property and equipment are recorded at cost less accumulated amorti-

zation. The Company provides for amortization using the following annual

rates and methods:

Furniture and equipment 20% – 50% declining balance basis

Leasehold improvements straight-line over term of lease

Computer equipment 30% declining balance basis

Deferred financing costs

Professional fees and other direct costs relating to financing activities are

deferred and recorded as share issue costs upon completion of the

financing.

Goodwill

Goodwill represents the excess at the date of acquisition of the costs over

the fair values of the net identifiable assets of a subsidiary company and

is amortized on a straight-line basis over the estimated life of 7 years. The

Company regularly evaluates the carrying value of goodwill for potential

permanent impairment through ongoing review and analysis of the

expected returns of the related business. A permanent impairment in the

value of goodwill is written off against operations in the year such impair-

ment is recognized.

Investment tax credits

Investment tax credits are recorded as either a reduction of the cost of

applicable assets or credited in the statement of operations depending

on the nature of the expenditure which gave rise to the credits.

Research and development costs

Research and development costs are expensed as incurred unless they

meet the specific criteria for deferral as set out under Canadian gener-

ally accepted accounting principles.



25

Burcon NutraScience Corporation • A N N U A L  R E P O R T  2 0 0 2

Patent costs

Expenditures incurred to prepare, file and obtain patents, and to main-

tain existing patents, are expensed as incurred.

Income taxes

In 2001, the Company adopted the new recommendations of the Canadian

Institute of Chartered Accountants (CICA) with respect to accounting for

income taxes. The Company was not required to restate its comparative

figures under these recommendations. There was no adjustment to

deficit as a result of adopting these recommendations.

Under the new recommendations, the Company uses the asset and lia-

bility method of accounting for income taxes. Under this method, current

income taxes are recognized for the estimated income taxes payable for

the current period. Future income tax assets and liabilities are recognized

in the current period for temporary differences between the tax and

accounting bases of assets and liabilities as well as for the benefit of losses

available to be carried forward to future years for tax purposes. Future

income tax assets and liabilities are measured using substantively enacted

tax rates and laws expected to apply in the years in which those tempo-

rary differences are expected to be recovered or settled. The effect of a

change in tax rates in future income tax assets and liabilities is recognized

in operations in the period that includes the substantive enactment date.

A valuation allowance is recognized to the extent it is more likely than not

that future income tax assets will not be realized.

Stock-based compensation plan

The Company has a stock-based compensation plan as described in note

5. No compensation expense is recognized when stock or stock options

are issued. Any consideration paid on exercise of stock options is cred-

ited to capital stock.

Earnings per share

Effective April 1, 2001, the Company retroactively adopted the new rec-

ommendations of the CICA related to the calculation, presentation, and

disclosure of earnings per share. Under these recommendations, the treas-

ury stock method is used to calculate diluted earnings per share and

assumes that the proceeds from “in the money” dilutive instruments is

used to purchase common shares at the average market price during the

period. Previously, the Company applied the imputed earnings method

to determine the dilutive effect of dilutive instruments whereby additional

earnings were imputed based on the proceeds resulting from the exer-

cise of the dilutive instruments. This change in computing diluted

earnings per share resulted in restating the diluted loss per share for the

year ended March 31, 2001 from $0.17 per share to $0.18 per share.

Comparative figures

Certain comparative amounts have been reclassified to conform with the

basis of presentation adopted in the current year.
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Notes to Consolidated Financial Statements  March 31, 2002 and 2001

3.  PROPERTY AND EQUIPMENT

2002

Accumulated
Cost amortization Net

Furniture and equipment $ 2,092,005 $ (375,861) $ 1,716,144
Leasehold improvements 154,620 (67,181) 87,439
Computer equipment 37,696 (8,200) 29,496

$ 2,284,321 $ (451,242) $ 1,833,079

2001

Accumulated
Cost amortization Net

Furniture and equipment $ 678,335 $ (93,825) $ 584,510
Leasehold improvements 90,312 (21,527) 68,785
Computer equipment 11,729 (1,123) 10,606

$ 780,376 $ (116,475) $ 663,901

4.  GOODWILL

2002 2001

Goodwill on acquisition of business $ 3,260,700 $ 3,260,700
Reduction of goodwill upon 

cancellation of capital stock (notes 1 and 5) (850,000) -

2,410,700 3,260,700
Accumulated amortization (1,155,770) (689,956)

$ 1,254,930 $ 2,570,744

5.  CAPITAL STOCK

Authorized

Unlimited common shares without par value

Issued
Number 

of shares Amount
Balance – November 3, 1998 (date of incorporation) 1 $ -
Issued during the period for cash 

Seed capital 3,500,000 350,000
Initial public offering 1,000,000 200,000
Share issuance costs - (75,305)

Balance – March 31, 1999 4,500,001 474,695
Issued on acquisition of Burcon-MB (note 1) 3,000,000 3,000,000
Issued during the year for cash

On exchange offering 2,700,000 2,700,000
Options exercised 400,000 80,000
Warrants exercised 100,000 20,000
Share issuance costs - (320,034)

Balance – March 31, 2000 10,700,001 5,954,661
Issued during the year for cash

On private placement 1,850,000 2,382,207
Warrants exercised 230,000 230,000
Share issuance costs - (41,971)

Balance – March 31, 2001 12,780,001 8,524,897
Issued during the year for cash

On private placement 1,100,000 2,750,000
Options exercised 25,000 35,000
Share issuance costs - (203,894)

Cancelled (notes 1 and 4) (850,000) (850,000)

Balance – March 31, 2002 13,055,001 $10,256,003
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On February 18, 1999, the Company completed its initial public offering,

qualified by a prospectus dated January 27, 1999, of 1,000,000 common

shares at $0.20 per share, for gross proceeds of $200,000. The agent

for the transaction received a commission of $20,000 and a corporate

finance fee of $7,000 which were included in share issuance costs. The

Company also granted the agent a non-transferable warrant to purchase

up to 100,000 common shares in the capital of the Company at a price

of $0.20 per common share for a period of 18 months from the date the

common shares commenced trading on the TSX Venture Exchange 

(formerly The Canadian Venture Exchange) (February 19, 1999). These

warrants were exercised on March 7, 2000.

On October 8, 1999, the Company completed the exchange offering of

2.7 million common shares at $1.00 per common share. The agent

received a cash commission of 3.0% of the gross proceeds from the first

1,350,000 common shares and 7.5% on the subsequent 1,350,000

common shares and warrants (the “Agent’s Warrants”) to acquire 230,000

common shares in the Company. The Agent’s Warrants have a term of two

years from the closing of the exchange offering and may be exercised at

$1.00 per common share for the first year and at $1.15 per common share

in the second year. The Agent’s Warrants were exercised on August 3,

2000. $2,005,000 of the gross proceeds were designated to fund the com-

mercialization of Burcon-MB’s technology, with the balance towards the

costs of the acquisition, exchange offering and general corporate purposes.

Escrowed shares

During the year, 850,000 of the shares under escrow were cancelled (note

1). As at March 31, 2002, 1,316,667 (2001 – 4,333,334) common

shares are being held in escrow. These common shares will be released

on October 8, 2002.

Private placements

In 2000, the Company completed a private placement of 1,650,000

units at $1.36 per unit in two tranches. The first tranche of 1,275,000

units and a second tranche of 375,000 units were completed on 

May 17, 2000 and June 29, 2000, respectively. Each unit consisted of

one common share and one non-transferable share purchase warrant that

entitled the holder to purchase an additional common share at $1.84 per

share expiring May 17, 2002. No commission or finder’s fee was paid in

connection with this placement. 

On March 30, 2001, the Company completed a private placement of

200,000 units at $2.00 per unit. Each unit consisted of one common share

and one non-transferable share purchase warrant to purchase an addi-

tional common share at the price of $2.50 per share that are exercisable

for two years from the date of issue of the warrants. No commission or

finder’s fee was paid in connection with this placement.

On September 6, 2001, the Company completed a private placement of

1,100,000 common shares at $2.50 per common share for gross cash

proceeds of $2,750,000. A finder’s fee of $75,000 was paid in connec-

tion with this placement.
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Notes to Consolidated Financial Statements  March 31, 2002 and 2001

Warrants

At March 31, 2002 and 2001, the following warrants were outstanding:

2002
March 31, March 31,

2001 Granted Exercised Expired 2002 Exercise price Expiry date

1,650,000 - - - 1,650,000 $1.84 May 17, 2002
(note 11)

200,000 - - - 200,000 $2.50 March 30, 2003

1,850,000 - - - 1,850,000

2001
March 31, March 31,

2000 Granted Exercised Expired 2001 Exercise price Expiry date

230,000 - (230,000) - - $1.00 October 5, 2001
- 1,650,000 - - 1,650,000 $1.84 May 17, 2002
- 200,000 - - 200,000 $2.50 March 30, 2003

230,000 1,850,000 (230,000) - 1,850,000

2000
March 31, March 31,

1999 Granted Exercised Expired 2000 Exercise price Expiry date

100,000 - (100,000) - - $0.20 August 21, 2000
- 230,000 - - 230,000 $1.00 October 5, 2001

100,000 230,000 (100,000) - 230,000

1999
November 3,
1998 (date of March 31,
incorporation) Granted Exercised Expired 1999 Exercise price Expiry date

- 100,000 - - 100,000 $0.20 August 21, 2000
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Stock option plan

The Company has a stock option plan in which all directors, officers,

employees and consultants of the Company and its subsidiaries are 

eligible to participate. Prior to establishing the stock option plan in

September 2000, the Company granted 1,300,000 options to purchase

common stock of which 685,948 (2001 – 895,033) were outstanding as

at March 31, 2002. The outstanding options are exercisable at prices rang-

ing between $1.40 to $4.25 per common share. All options have a term

of five years from the date of grant with various vesting provisions.

At March 31, 2002, 1,224,052 (2001 – 539,967) options to purchase 

common stock were outstanding from the stock option plan. These

options, when vested under the terms of the plan, are exercisable at prices

ranging between $1.20 and $4.25 per common share. An additional

466,915 options may be granted in future years under this plan. All options

have a term of 5 years from the date of grant unless otherwise determined

by the board of directors. One third of the options vest and may be exercised

in each of the three years after granting unless otherwise determined by

the Board of Directors.

2002 2001 2000 1999
Weighted Weighted Weighted Weighted

average average average average
Shares exercise price Shares exercise price Shares exercise price Shares exercise price

Outstanding – 
Beginning of year 1,435,000 $3.05 450,000 $1.40 400,000 $0.20 - -

Granted 940,000 $1.92 995,000 $3.80 450,000 $1.40 400,000 $0.20
Exercised (25,000) $1.40 - - (400,000) $0.20 - -
Forfeited (440,000) $3.32 (10,000) $4.25 - - - -

Outstanding – 
End of year 1,910,000 $2.45 1,435,000 $3.05 450,000 $1.40 400,000 $0.20

The following table summarizes information about stock options outstanding at March 31, 2002:

Options outstanding Options exercisable

Number Weighted Number
outstanding average Weighted exercisable Weighted

at March 31, remaining average at March 31, average
Range of exercise prices 2002 contractual life (years) exercise price 2002 exercise price

$1.20 to $1.78 730,000 3.33 $1.36 400,000 $1.40
$2.00 to $3.05 715,000 4.04 $2.39 123,333 $2.56
$4.25 456,000 3.44 $4.25 155,000 $4.25

1,910,000 678,333
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Notes to Consolidated Financial Statements  March 31, 2002 and 2001

6.  RESEARCH AND DEVELOPMENT COSTS
2002 2001

Salaries and benefits $   995,220 $  255,564
Laboratory operation 436,360 213,551
Amortization 330,569 90,511
Technical consulting 211,644 198,645
Analysis and testing 94,633 93,986
Travel and meals 71,598 17,047
Rent 59,553 54,892

$2,199,577 $  924,196

7.  LOSS PER SHARE

Basic earnings (loss) per common share is computed by dividing net 

earnings (loss) by the weighted average number of common shares out-

standing during the year. For diluted earnings per common share, the

denominator also includes the effect of exercising the common stock 

purchase warrants and stock options, only if dilutive.

The following table sets forth the computation of basic and diluted loss

per share:

2002 2001
Loss, being loss available to common shareholders 

– basic and diluted – loss per share $  3,869,865 $  2,064,638

Shares Shares
Weighted average common shares – 

basic loss per share 12,571,576 11,400,837
Effect of dilutive securities – common share 

stock options and purchase warrants* - -

Weighted average common shares – 
diluted loss per share 12,571,576 11,400,837

*For the years ended March 31, 2002 and 2001, the Company excluded the potential common
share equivalents from the diluted loss per share calculation as they were considered anti-dilutive.

8.  RELATED PARTY TRANSACTIONS

Included in administrative expenses for the year ended March 31, 2002,

is $28,427 (2001 – $29,152) for the rental of office space, for secretarial

services and equipment rental from a company related by virtue of com-

mon directors and officers. 

For the year ended March 31, 2002, included in management fees is

$128,201 (2001 – $171,848) for services provided by a company related

by virtue of common directors and officers. At March 31, 2002, $2,673

(2001 – $3,000) of this amount is included in accounts payable and

accrued liabilities. 

The Company purchased plant equipment for $25,427 (2001 – $ nil) from

a company related by virtue of common officers. The amount was

included in accounts payable and accrued liabilities at March 31, 2002.

Included in research and development expenses is $139,918 (2001 –

$80,625) for scientific consulting services, and included in administra-

tive expenses is $18,800 (2001 – $24,000) for non-compete payments

and rental payments to companies related by virtue of common directors

and officers.

These transactions, occurring in the normal course of operations, are meas-

ured at the exchange amount, which is the amount of consideration

established and agreed to by the related parties.
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9.  INCOME TAXES

The recovery of income taxes differs from the amount obtained by apply-

ing the statutory Canadian federal and provincial income tax rates to loss

for the period as follows:

2002 2001
Recovery of income taxes based on the combined 
statutory income tax rate of 41.55% (2001 – 44.92%) $(1,608,000) $(927,000)

Change in valuation allowance on 
future income tax assets 1,339,000 530,000

Change in tax rate on valuation allowance 57,000 186,000
Non-deductible amortization of goodwill 194,000 209,000
Non-deductible items 18,000 2,000

Provision for income taxes $ - $ -

As at March 31, 2002, the Company has non-capital losses of approxi-

mately $2,822,000 (2001 – $1,401,000) available to reduce taxable

income in future years. These losses expire as follows:

2002 2001

2005 $ 1,000 $ 1,000
2006 22,000 22,000
2007 395,000 395,000
2008 983,000 983,000
2009 1,421,000 -

$ 2,822,000 $ 1,401,000

Management believes the realization of income tax benefits related to these

losses and other potential future income tax assets is uncertain at this time

and cannot be viewed as more likely than not. Accordingly, the Company

has recorded a full valuation allowance.

In addition, the Company has available to carry forward the following at

March 31:

2002 2001

Scientific research expenditures $ 3,773,000 $ 1,495,000
Investment tax credits $ 1,432,000 $ 299,000

The scientific research expenditures may be carried forward indefinitely.

The investment tax credits may be used to offset future income taxes oth-

erwise payable and expire as follows:

2002 2001

2006 $ 7,000 $ -
2007 19,000 -
2008 173,000 -
2009 476,000 -
2010 22,000 37,000
2011 195,000 262,000
2012 540,000 -

$ 1,432,000 $ 299,000

The tax effects of temporary differences that give rise to future income

tax assets are as follows:

2002 2001
Future income tax assets

Scientific research and experimental 
development expenditures $ 2,214,000 $ 877,000

Losses from operations carried forward 1,023,000 450,000
Share issuance costs 129,000 106,000
Property and equipment 44,000 9,000

3,410,000 1,442,000
Valuation allowance (3,410,000) (1,442,000)

$ - $ -
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10.  F INANCIAL INSTRUMENTS

Credit risk exposures

The financial instruments that potentially expose the Company to a con-

centration of credit risk are cash and cash equivalents and amounts

receivable. The Company limits its exposure to credit loss by placing its

cash and cash equivalents with high quality financial institutions.

Interest rate risk exposure

All of the Company’s financial instruments are non-interest bearing

except for cash and cash equivalents that earn interest at variable 

market rates.

Fair values

The fair values of cash and cash equivalents, amounts receivable, and

accounts payable and accrued liabilities approximate their carrying 

values given the short term to maturity of these instruments.

11.  SUBSEQUENT EVENTS

a) Subsequent to March 31, 2002, the Company granted 110,000 stock

options to employees and a director. These options are exercisable at prices

between $1.86 and $2.35 per share, have a term of five years, and vest

1/3 on each of the first, second, and third anniversaries from the grant date.

b) Subsequent to March 31, 2002, 20,000 share purchase warrants that were

exercisable at $1.84 per share were exercised. The remaining 1,630,000

warrants exercisable at $1.84 per share expired on May 17, 2002.

c) In May 2002, the Company completed a private placement of 1,800,000

units at $1.85 per unit for gross proceeds of $3,330,000. The first tranche

of 1,614,394 units was completed on May 17, 2002 with the balance of

185,606 units completed on May 31, 2002. Each unit consists of one

common share and one non-transferable share purchase warrant to pur-

chase an additional common share at the price of $1.85 per share that are

exercisable for two years from the date of issue of the warrants. The com-

mon shares and warrants issued under this placement are subject to a

four-month hold period. No commission or finder’s fee was paid in connection

with this placement.
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