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Management’s Discussion and Analysis

									         12 Months 
	 Dec 31/07		  Sep 30/07		  Jun 30/07		  Mar 31/07		  Dec 31/07 
(in thousands of dollars)	 $		  $		  $		  $		  $

Net income from continuing operations	 2,766		  2,546		  2,126		  77		  7,515

Amortization	 822		  1,072		  926		  752		  3,572

Financing expense	 184		  321		  223		  345		  1,073

Income tax provision (recovery)	 1,346		  424		  679		  ( 11	)	 2,438

EBITDA	 5,118		  4,363		  3,954		  1,163		  14,598

									        12 Months* 
	 Dec 31/06		  Sep 30/06		  Jun 30/06		  Mar 31/06		  Dec 31/06 
(in thousands of dollars)	 $		  $		  $		  $		  $

Net income from continuing operations	 1,488		  1,611		  957		  1,295		  5,351

Amortization	 474		  413		  382		  386		  1,655

Financing expense (income)	 ( 3	)	 11		  ( 8	)	 47		  47

Income tax provision	 639		  831		  429		  641		  2,540

EBITDA	 2,598		  2,866		  1,760		  2,369		  9,593

*Figures were compiled using the audited December 31, 2006 results and the unaudited interim March 31, 2006 results.

Reconciliation Schedules

Reconciliation of Net Income to EBITDA

The following table reconciles quarterly net income in accordance with GAAP to EBITDA.
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Reconciliation of 12 Months ended December 31, 2006 

		  Dec 31/06		  Mar 31/06		  Dec 31/06 
	 	 9 months		  3 months		  12 months* 
(in thousands of dollars, except per share amounts)	 $		  $		  $

Operating Results

Canadian revenue (note 1)	 41,399		  13,661		  55,060

Manufacturing and selling costs	 31,580		  10,613		  42,193

		  9,819		  3,048		  12,867

General and administration	 2,595		  679		  3,274

Amortization	 1,269		  386		  1,655

Financing expense	 —		  47		  47

Income before income taxes	 5,955		  1,936		  7,891

Income taxes

	 Current	 2,177		  687		  2,864

	 Future	 ( 278	)	 ( 46	)	 ( 324	)

		  1,899		  641		  2,540

Net income from continuing operations	 4,056		  1,295		  5,351

Net income from discontinued operations	 —		  319		  319

Net income	 4,056		  1,614		  5,670

Basic earnings per share (note 2):
	 From continuing operations	 0.19		  0.07		  0.26

	 From discontinued operations	 —		  0.01		  0.01

		  0.19 		 0.08		  0.27

Diluted earnings per share (note 2):

	 From continuing operations	 0.18 		 0.06		  0.26

	 From discontinued operations	 —		  0.01		  0.01

		  0.18 		 0.07		  0.27

Cash Flow

Cash from operations (note 3)	 5,299		  2,010		  7,309

Issue of common shares, net of transaction costs	 1,590		  1,974		  3,564

Dividends paid	 ( 2,081	)	 —		  ( 2,081	)

Additions to property, plant and equipment	 ( 1,495	)	 ( 135	)	 ( 1,630	)

	 *	 Figures were compiled using the audited December 31, 2006 results and the unaudited interim quarterly results.

	 Note 1:	 Includes revenue from the Company’s foreign subsidiaries, Parabeam Industries BV (Netherlands) and VRB & Associates SRL (Barbados).

	 Note 2:	 12 month basic and diluted earnings per share do not total to amounts per the annual and quarterly results due to the timing of the calculation.

	 Note 3:	 Cash from operations is defined as cash flows from operating activities before changes in non-cash working capital.
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Financial Statements

Management’s Report

March 17, 2008

The Annual Report, including the consolidated financial statements, is the responsibility of 

the management of the Company. The consolidated financial statements were prepared by 

management in accordance with Canadian generally accepted accounting principles. When 

alternative accounting methods exist, management has chosen those it considers most  

appropriate in the circumstances. The significant accounting policies used are described in note 1 

to the consolidated financial statements. The integrity of the information presented in the financial 

statements, including estimates and judgments relating to matters not concluded by year end,  

is the responsibility of management. Financial information presented elsewhere in this Annual 

Report has been prepared by management and is consistent with the information in the 

consolidated financial statements. 

Management is responsible for the establishment and maintenance of systems of internal 

accounting and administrative controls which are designed to provide reasonable assurance that 

the financial information is accurate and reliable, and that the Company’s assets are appropriately 

accounted for and adequately safeguarded. 

The Board of Directors is responsible for ensuring that management fulfills its responsibilities and 

for final approval of the annual consolidated financial statements. The Board appoints an Audit 

Committee consisting of unrelated, non-management directors that meets at least four times  

each year under a written mandate from the Board. The Audit Committee meets with management 

and with the independent auditors to satisfy itself that they are properly discharging their 

responsibilities, reviews the consolidated financial statements and the Auditors’ Report, including 

the quality of the accounting principles and significant judgments applied, and examines other 

auditing and accounting matters. The independent auditors have full and unrestricted access to 

the Audit Committee, with and without management being present. The consolidated financial 

statements have been reviewed by the Audit Committee and approved by the Board of Directors  

of ZCL Composites Inc. 

The consolidated financial statements have been audited by the Company’s external auditors, Ernst 

& Young LLP, Chartered Accountants, in accordance with generally accepted auditing standards on 

behalf of the shareholders. The Auditors’ Report outlines the nature of their examination and their 

opinion on the consolidated financial statements of the Company. 

Venence G. Côté 	 Darin R. Coutu, CA 

President and Chief Executive Officer	 Chief Financial Officer
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Auditors’ Report

To the Shareholders of ZCL Composites Inc.

We have audited the consolidated balance sheets of ZCL Composites Inc. as at December 31, 2007 

and 2006 and the consolidated statements of shareholders’ equity and comprehensive income 

(loss), income, and cash flows for the twelve month period ended December 31, 2007 and the nine 

month period ended December 31, 2006. These financial statements are the responsibility of the 

Company’s management. Our responsibility is to express an opinion on these financial statements 

based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 

standards require that we plan and perform an audit to obtain reasonable assurance whether the 

financial statements are free of material misstatement. An audit includes examining, on a test basis, 

evidence supporting the amounts and disclosures in the financial statements. An audit also includes 

assessing the accounting principles used and significant estimates made by management, as well as 

evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, 

the financial position of the Company as at December 31, 2007 and 2006 and the results of its 

operations and its cash flows for the twelve month period ended December 31, 2007 and the 

nine month period ended December 31, 2006 in accordance with Canadian generally accepted 

accounting principles.

Edmonton, Canada 

March 17, 2008	 Chartered Accountants

Financial Statements
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Financial Statements

Consolidated Balance Sheets

As at December 31	 2007		  2006
(in thousands of dollars)	 $		  $

Assets
Current
Cash and cash equivalents	 2,033		  7,802

Accounts receivable	 16,595	 	 7,483

Inventories [note 3]	 16,218		  10,807

Prepaid expenses	 661	 	 142

Future tax assets [note 14]	 416		  11

		  35,923		  26,245 

Property, plant and equipment [note 4]	 20,749		  10,588

Deferred development costs [note 5]	 819		  1,050

Intangible assets [note 6]	 8,995		  687

Goodwill [note 7]	 27,327		  1,991

Other assets	 555		  854

		  94,368	 	 41,415

Liabilities and Shareholders’ Equity
Current

Bank indebtedness [note 8]	 150	 	 —

Accounts payable and accrued liabilities	 10,886	 	 5,465

Accrued pension liability [note 9]	 284	 	 —

Income taxes payable	 511	 	 1,398

Deferred revenue	 1,490		  896

Current portion of long term debt [note 10]	 1,960	 	 —

Future tax liabilities [note 14]	 —		  180

		  15,281		  7,939

Future tax liabilities [note 14]	 4,623	 	 1,228

Long term debt [note 10]	 6,978	 	 —

		  26,882		  9,167

Commitments and contingencies [note 15]

Shareholders’ equity

Share capital [note 12]	 62,190		  23,135

Contributed surplus [note 12]	 449		  452

Accumulated other comprehensive loss	 ( 8,729	)	 —

Retained earnings	 13,576	 	 8,661

		  67,486	 	 32,248

		  94,368	 	 41,415

See accompanying notes

On behalf of the Board:

	 Director	 Director
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Consolidated Statements of Shareholders’ Equity  
and Comprehensive Income (Loss)

	 Common		  Share		  Contributed		  Accumulated Other		  Retained				   Comprehensive  

	 Shares		  Capital		  Surplus		  Comprehensive Loss		  Earnings		  Total		  Income (Loss) 

(in thousands of dollars)			   $		  $		  $		  $		  $		  $

Balance, December 31, 2006	 21,681,445		  23,135		  452		  —		  8,661		  32,248		  —

Common shares issued for cash [note 12]	 4,000,000		  38,147		  —		  —		  —		  38,147		  —

Shares issued on exercise of options [note 12]	 281,334		  282		  —		  —		  —		  282		  —

Warrants exercised for cash [note 12]	 482,750		  459		  —		  —		  —		  459		  —

Stock-based compensation [note 13]	 —		  —		  164		  —		  —		  164		  —

Reclassification of fair value of stock options and 
warrants previously expensed [note 12]	 —		  167		  ( 167	)	 —		  —		  —		  —

Translation of self-sustaining foreign operations	 —		  —		  —		  ( 8,729	)	 —		  ( 8,729	)	 ( 8,729	)

Dividends [note 11]	 —		  —		  —		  —		  ( 2,600	)	 ( 2,600	)	 —

Net income	 —		  —		  —		  —		  7,515		  7,515		  7,515

Balance, December 31, 2007	 26,445,529		  62,190		  449		  ( 8,729	)	 13,576		  67,486		  ( 1,214	)

Balance, March 31, 2006	 20,118,953		  21,397		  348		  —		  6,686		  28,431		  —

Shares issued on exercise of options [note 12]	 364,065		  451		  —		  —		  —		  451		  —

Warrants exercised for cash [note 12]	 1,198,427		  1,139		  —		  —		  —		  1,139		  —

Stock-based compensation [note 13]	 —		  —		  252		  —		  —		  252		  —

Reclassification of fair value of stock options and 
warrants previously expensed [note 12]	 —		  148		  ( 148	)	 —		  —		  —		  —

Dividends [note 11]	 —		  —		  —		  —		  ( 2,081	)	 ( 2,081	)	 —

Net income	 —		  —		  —		  —		  4,056		  4,056		  4,056

Balance, December 31, 2006	 21,681,445		  23,135		  452		  —		  8,661		  32,248		  4,056

See accompanying notes

Financial Statements
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Consolidated Statements of Income

		  Twelve Months		  Nine Months 
		  December 31/07		  December 31/06 
(in thousands of dollars, except per share amounts)	 $		  $

		  [note 1]		  [note 1]

Revenue	 104,783		  41,399

Manufacturing and selling costs [note 13]	 82,482	 	 31,580

		  22,301	 	 9,819

General and administration [note 13]	 7,703	 	 2,595

Amortization [note 19]	 3,572		  1,269

Financing expense [note 19]	 1,073	 	 —

		  12,348	 	 3,864

Income before income taxes	 9,953		  5,955

Income tax expense (recovery) [note 14]

	 Current	 3,693		  2,177

	 Future	 ( 1,255	)	 ( 278	)

		  2,438		  1,899

Net income	 7,515		  4,056

Earnings per share [note 16]

	 Basic	 $0.29		  $0.19

	 Diluted	 $0.29		  $0.18

See accompanying notes

Financial Statements
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Consolidated Statements of Cash Flows

		  Twelve Months		  Nine Months 
		  December 31/07		  December 31/06 
(in thousands of dollars)	 $		  $

		  [note 1]		  [note 1]

Cash Flows from Operating Activities
Net income	 7,515	 	 4,056

Add items not affecting cash:

	 Amortization expense	 3,572	 	 1,269

	 Future tax recovery	 ( 1,255	)	 ( 278	)

	 Gain on sale of equipment	 ( 32	)	 —

	 Stock based compensation expense [note 13]	 164	 	 252

	 Pension expense [note 9]	 148	 	 —

		  10,112	 	 5,299

Changes in non-cash working capital:

	 Decrease (increase) in accounts receivable	 ( 2,886	)	 5,268

	 Decrease (increase) in inventories	 3,430	 	 ( 1,385	)

	 Decrease (increase) in prepaid expenses	 ( 110	)	 168

	 Increase (decrease) in accounts payable and accrued liabilities	 104	 	 ( 370	)

	 Increase in income taxes payable	 212	 	 977

	 Decrease in deferred revenue	 ( 1,139	)	 —

Cash flows from operating activities	 9,723	 	 9,957

Cash Flows from Financing Activities
Issue of common shares, net of transaction costs [note 12]	 38,091	 	 1,590

Net advances (repayment) of bank indebtedness	 150	 	 ( 114	)

Dividends [note 11]	 ( 2,600	)	 ( 2,081	)

Net cash received on long term debt	 20,000	 	 —

Repayment of long term debt	 ( 11,000	)	 —

Cash flows (used in) from financing activities	 44,641	 	 ( 605	)

Cash Flows from Investing Activities
Business acquisitions, including bank indebtedness assumed and repaid [note 2]	 ( 55,659	)	 —

Purchase of property, plant and equipment	 ( 3,791	)	 ( 1,495	)

Other	 22	 	 ( 55	)

Cash flows used in investing activities	 ( 59,428	)	 ( 1,550	)

Foreign exchange loss on cash held in foreign currency	 ( 705	)	 —

Increase (decrease) in cash and cash equivalents	 ( 5,769	)	 7,802

Cash and cash equivalents, beginning of the period	 7,802	 	 —

Cash and cash equivalents, end of the period	 2,033		  7,802

See accompanying notes

Financial Statements
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Notes to Consolidated Financial Statements 
December 31, 2007 and 2006

1.	 Significant Accounting Policies

	� ZCL Composites Inc. (the “Company”) manufactures and distributes liquid storage systems, including fibreglass underground and 

aboveground storage tanks, fibreglass-lined steel tanks, steel tanks, and related products and accessories. The Company also produces  

and markets fibreglass lining systems and a three dimensional glass fabric material.

	� Generally Accepted Accounting Principles

	� The Company’s financial statements have been prepared following Canadian generally accepted accounting principles. The measurement 

of certain assets and liabilities is dependent upon future events whose outcome will not be fully known until future periods. Therefore the 

preparation of these financial statements requires management to make estimates and assumptions that affect the reported amounts of 

assets, liabilities, revenues and expenses. Actual results may vary from those estimated.

	� In particular, the amounts recorded for amortization of property, plant and equipment, deferred development costs and intangible assets are 

based on estimates of the remaining useful lives of such assets. Furthermore, the provision for warranty claims and self-insured liabilities 

is based on past experience and the most currently available information regarding warranty costs and incurred claims. These estimates 

and those related to the cash flows used to assess the potential impairment of property, plant and equipment, deferred development 

costs, intangible assets, and goodwill as well as those used to estimate the fair value of stock-based compensation, income tax assets and 

liabilities and financial instruments are subject to measurement uncertainty and the impact on the financial statements of future periods 

could be material. Such estimates and assumptions have been made using careful judgments, which in management’s opinion, are within 

reasonable limits of materiality and conform to the significant accounting policies summarized below. 

	 Basis of Presentation

	� The consolidated financial statements include the accounts of ZCL Composites Inc. and its wholly-owned subsidiary companies. Principal 

operating subsidiaries include Triple M Fiberglass Mfg. Ltd., Parabeam Industries BV, Radigan Insurance Inc., VRB & Associates SRL, and 

Xerxes Corporation (“Xerxes”). All significant intercompany transactions and balances have been eliminated in the preparation of these 

consolidated financial statements.

	� During 2006, the Company changed its fiscal year-end from March 31 to December 31. Accordingly, these financial statements present 

the results of operations and cash flows for the twelve month period ended December 31, 2007 and comparative figures are for the nine 

month period ended December 31, 2006. 

	 Cash and Cash Equivalents

	� Cash and cash equivalents consist of all cash balances and highly liquid investments with an original maturity of three months or less.  

Cash equivalents are invested in money market funds and are carried at fair value.

	� Inventories

	� Raw materials are valued at the lower of cost, determined on an average cost basis, and replacement cost. Work in progress and finished 

goods are valued at the lower of manufacturing cost and net realizable value on a specific item basis. Manufacturing cost includes the cost 

of raw materials, direct labour costs, and applicable production overheads.

Notes to Financial Statements
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	� Property, Plant and Equipment

	� Property, plant and equipment are recorded at cost less accumulated amortization. Amortization is computed using the declining balance 

method at the following annual rates:

	 Buildings	 4%

	 Land improvements	 10%

	 Manufacturing equipment	 10%

	 Office equipment	 20%

	 Automotive equipment	 30%

	� Amortization of leasehold improvements is computed using the straight-line method over the term of the lease. Amortization of capital 

work-in-progress commences upon substantial completion of the project and commencement of the asset’s service life.

	 Deferred Development Costs

	� Research and development costs are expensed as incurred. Certain development costs are deferred when criteria established by the 

Canadian Institute of Chartered Accountants with respect to development costs are met, and amortized over future periods commencing 

with commercial production of the product or process.

	� Deferred development costs are amortized on a straight-line basis over the estimated expected life of the related products subject to a 

maximum period of five years. Unamortized deferred development costs are regularly reviewed for recoverability based on projections of 

future revenues less relevant costs. The unamortized amount is written-off when the criteria for deferral are no longer met or written-down 

when the unamortized balance exceeds the amounts of deferred development costs that can be reasonably regarded as recoverable.

	� Intangible Assets 

	� Intangible assets with finite lives are recorded at cost less accumulated amortization. Amortization is computed using the straight-line 

method over the following periods:

	 Non-contractual customer relationships	 estimated expected length of relationships

	 Brand	 estimated expected life of brand

	 Licenses 	 term of licensing agreements

	 Patents	 term of patent life

	 Customer order backlog	 estimated expected life of backlog

	 Air permits	 estimated expected life of permit

	 Non-patented technology	 estimated expected life of related products

	� Non-contractual customer relationships are amortized over periods ranging from three to ten years, brand over ten years, licenses over 

periods ranging from three to nine years, patents over ten years, customer order backlog over three months, air permits over five years,  

and non-patented technology over five years.

	� Product certification and safety marks acquired in business acquisitions are indefinite-life intangible assets recorded at cost and are  

not amortized.

	 Impairment of Long-lived Assets

	� Long-lived assets of the Company include property, plant and equipment and intangible assets. These assets are tested for recoverability 

whenever events or changes in circumstances indicate that their carrying amount may not be recoverable. Impairment is recognized when 

the undiscounted cash flows from the assets exceeds the carrying value. An impairment loss is then measured at the amount that the 

carrying amounts exceed their fair value.

Notes to Financial Statements
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	� During the year, there were no events or changes in circumstances which indicated that the carrying amounts of long-lived assets may not 

be recoverable and no impairment loss was recognized.

	 Goodwill

	� Goodwill represents the excess of the purchase price of acquired businesses over the estimated fair value of net identifiable assets acquired. 

Goodwill is not amortized but must be tested for impairment annually or more frequently when events or circumstances occur that would 

indicate that the carrying value may be impaired. Recoverability of goodwill is determined at the reporting unit level using a two-step 

approach. First, the carrying value of the reporting unit is compared to its fair value, which is determined based on discounted future cash 

flows. If the carrying value of the reporting unit exceeds its fair value, the second step is performed. In this step, the amount of impairment 

loss, if any, represents the excess of the carrying value of goodwill over its fair value and the loss is charged to income in the period in 

which it is incurred. For this step of the impairment test, the fair value of the goodwill is estimated in the same way as goodwill  

is determined in a business combination as the excess of the fair value of the reporting unit over the estimated fair value of its net 

identifiable assets.

	 Self-insured Liabilities

	� The Company self-insures certain risks related to pollution protection provided on certain product sales, general liability claims, health 

benefit claims and patent infringement through Radigan Insurance Inc., its captive insurance company. The provision for self-insured 

liabilities includes estimates of the costs of reported and expected claims based on estimates of loss using assumptions determined by  

a certified loss reserve analyst. 

	 Employee Future Benefits

	� As a result of the Xerxes business acquisition described in note 2, the Company’s consolidated financial statements now include a defined 

benefit pension plan, a defined contribution retirement benefit plan and a non-retirement employee benefit plan, as described below.

	� The Company has a noncontributory defined benefit pension plan for former employees of a previously closed plant facility of one of the 

Company’s U.S.-based subsidiaries. The cost of the defined benefit pension is actuarially determined using the projected benefits method. 

For purposes of calculating the expected return on plan assets, those assets are valued at fair value. Accrued benefit obligations are 

discounted at the end of each period based on the rate at which obligations could be effectively settled, considering the timing of estimated 

future cash flows related to the plan. This rate is based on high-quality bond yields, after allowing for call and default risk. See note 9 for 

additional information. 

	� The Company contributes to a defined contribution 401(k) retirement plan for all U.S. based employees meeting the plan requirements. 

The Company accounts for such contributions as an expense in the period in which the contributions are due. Total contribution expense 

recognized during the year ended December 31, 2007 was approximately $333,000.

	� The Company has self-insured the liability associated with providing health and welfare insurance benefits to its U.S.-based employees. 

The Company records an expense in the period in which eligible claims are presented for payment by its employees and third party claims 

administrator fees are presented for payment. The Company also accrues a liability for the anticipated obligation from health insurance 

claims not yet submitted based on expected claims experience calculated by the third party administrator. Adjustments to the liability are 

recorded in the period that actual claims experience is determined.

	� The Company also contributes to a defined contribution retirement plan for all Canadian based employees meeting the plan requirements. 

Under the plan, the Company matches employee contributions to a maximum of 4% of an employee’s earnings. The Company accounts 

for such contributions as an expense in the period in which the contributions are made. Total contribution expense recognized in 2007 was 

$214,000 (2006 - $94,000).

Notes to Financial Statements
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	 Warranties

	� The Company generally warrants its products for a period of one year after sale, and for up to thirty years for corrosion, if the products are 

properly installed and used solely for storage of listed liquids. A number of component materials and parts are similarly warranted by their 

manufacturers, thereby offsetting the Company’s exposure to warranty claims.

	� The Company’s complete storage systems marketed under the Prezerver trademark carry an enhanced ten-year, insurance-backed warranty 

covering product replacement and pollution protection up to the limits of the policy. The Prezerver warranty is covered by insurance 

underwritten by a major international insurer for Prezerver storage systems installed before December 1, 2006. The Prezerver warranty  

for qualifying storage systems installed thereafter is insured through the Company’s captive insurance company, Radigan Insurance Inc. 

	� The Company provides for warranty obligations based on a review of products sold and historical warranty cost experience. Provisions  

for warranty costs are charged to manufacturing and selling costs and revisions to the estimated provision are charged to earnings in  

the period in which they occur.

	 Foreign Currency Translation

	� Transactions denominated in a foreign currency and financial statements of an integrated foreign subsidiary included in the consolidated 

financial statements are translated using the temporal method as follows: monetary items at the rate of exchange in effect at the balance 

sheet dates; non-monetary items at historical exchange rates; revenue and expense items at average exchange rates that produce 

substantially the same amounts that would have resulted had the transactions been translated on the dates they occurred;  

and amortization of assets at the same historical exchange rates as the assets to which they relate. Any resulting exchange gains or  

losses are included in income in the period incurred.

	� Two of the Company’s principal operating subsidiaries, Xerxes Corporation and VRB & Associates SRL are self sustaining foreign operations. 

The financial statements of these subsidiaries are included in the consolidated financial statements translated using the current rate 

method. Under this method, all assets and liabilities are translated at the balance sheet date exchange rate, and revenue and expense  

items are translated at the average exchange rate for the period. The resulting exchange gains and losses are recorded in other 

comprehensive income (loss). 

	 Revenue Recognition

	� Revenue from the sale of liquid storage systems and related products and accessories is recorded when persuasive evidence of an 

arrangement exists, the purchaser’s price is fixed and determinable, collection is reasonably assured and ownership is effectively  

transferred to the purchaser. This normally occurs at the time of shipment of the product, customarily on a FOB-shipping basis. In 

circumstances where the customer chooses to temporarily store goods on the Company’s premises but all other contract performance 

criteria have been met, revenue is recognized upon manufacturing completion. Amounts received as deposits are recorded as deferred 

revenue. Where final acceptance of products is specified by the customer, revenue is deferred upon manufacturing completion until all 

acceptance criteria have been met. 

	� Stock-based Compensation

	� Stock options resulting in direct awards of shares to employees and non-employees are accounted for in accordance with the fair  

value method of accounting for stock-based compensation. The fair value of stock options and warrants at the date of grant or  

transfer is determined using an option pricing model and compensation expense is recognized over the vesting period of the  

stock options and warrants.

	� The Company uses the fair value method to account for specified stock-based compensation awards issued under the Company’s Stock 

Appreciation Rights Plan (“SARs”) and Executive Restricted Share Unit Plan (“RSUs) that call for settlement in cash. The Company records 

Notes to Financial Statements
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compensation expense based on the market value of the Company’s common shares for the outstanding RSUs and the difference between 

the market value of the Company’s common shares and the value specified under the SARs plan, if any. Changes in the market value of the 

Company’s common shares result in compensation for the SARs and RSUs being re-measured at each reporting period. 

	� The Company’s stock-based compensation, consisting of a stock option plan and warrants, stock appreciation rights and executive 

restricted share unit plans is more fully described in notes 12 and 13.

	 Income Taxes

	� The Company uses the liability method to account for income taxes. Under this method, future income tax assets and liabilities are 

determined based on differences between financial reporting and tax bases of assets and liabilities, and measured using the substantively 

enacted tax rates and laws that will be in effect when the differences are expected to reverse.

	 Earnings per Share

	� Basic earnings per share is computed based on the weighted average number of common shares outstanding during the year. Diluted 

earnings per share is computed using the treasury stock method, which assumes that the cash that would be received on the exercise 

of options and warrants is applied to purchase shares at the average price during the period and that the difference between the shares 

issued upon their exercise and the number of shares obtainable under this computation, on a weighted average basis, is added to the 

number of shares outstanding. Anti-dilutive amounts are not considered in computing diluted earnings per share.

	 Changes in Significant Accounting Policies

		  a)	 Financial Instruments, Equity and Comprehensive Income (Loss)

			�   Effective January 1, 2007, the Company adopted the Canadian Institute of Chartered Accountants (CICA) Section 3855, 

Financial Instruments – Recognition and Measurement; Section 3861, Financial Instruments – Disclosure and Presentation; 

Section 3865, Hedges; Section 1530, Comprehensive Income; and Section 3251, Equity, prospectively without restatement of 

prior periods.

			�   Section 1530 provides guidance on the reporting and presentation of comprehensive income. Comprehensive income is the 

change in equity of an enterprise during a period from transactions and other events and circumstances from non-owner 

sources. It includes all changes in equity during a period except those resulting from investments by owners and distributions 

to owners. Other comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive 

income, but are excluded from net income calculated in accordance with GAAP. The adoption of this standard had no impact 

on the Company’s retained earnings as at January 1, 2007. Subsequent to the adoption of this new standard, the Company 

recorded unrealized losses of $8.7 million on the translation of self-sustaining foreign operations acquired during the year in 

other comprehensive income (loss).

			�   Under Section 3855, financial assets and liabilities are classified as either held for trading, available-for-sale, loans and 

receivables, investments held to maturity, and other financial liabilities. Financial assets classified as held for trading and 

available-for-sale are measured on the balance sheet at fair value. Subsequent change in the fair value of held for trading 

financial assets is recognized into net income immediately. Changes in the fair value of financial assets available-for-sale are 

recorded in comprehensive income until the investment is derecognized or impaired at which time amounts would be recorded 

to net income. Loans and receivables, investments held to maturity and other financial liabilities are measured on the balance 

sheet at amortized cost. All derivative instruments of the Company, including those embedded in other financial instruments, are 

recorded at fair value and classified as held for trading.
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			�   On adopting Section 3855 and 3861, the Company classified its financial assets and liabilities of cash and cash equivalents, 

accounts receivable, other assets, and accounts payable and accrued liabilities and bank indebtedness as held for trading 

financial instruments. The adoption of the new standards did not have a material impact on the presentation of the financial 

statements. The Company classified long term debt as other financial liabilities. The Company has not recorded any financial 

instruments as available-for-sale, loans or receivables, or held to maturity investments during the year. 

			�   For financial assets and liabilities classified as other, the transaction costs that are directly attributable to the acquisition or issue 

of a financial asset or financial liability are recorded as part of the fair value initially recognized for that financial instrument. 

These costs are expensed using the effective interest method and recorded within interest expense.

			�   Prior to the adoption of the new standards, derivatives embedded in other financial instruments were not accounted for 

separately from the host instrument. On adopting the new standards, the Company performed a review of all of its contracts to 

identify any embedded derivatives. No significant embedded derivatives were identified.

			�   Section 3865 replaces and expands prior guidance on hedging relationships by prescribing when and how hedge accounting 

may be applied. Application of hedge accounting is optional. Adoption of the new standard had no impact on the financial 

statements. During the year, the Company entered into foreign currency forward contracts, the price of which were denominated 

in U.S. dollars. Such derivative contracts, not accounted for as hedges, are marked to market, and any changes in the market 

value are recorded in income or expense when the changes occur. As of December 31, 2007, there were no outstanding 

derivative contracts as they were all settled within the year. 

			�   Section 3251 requires separate presentation of changes in equity for the period from net income, other comprehensive income 

(loss), retained earnings, contributed surplus, share capital and reserves and separate presentation of the components of equity, 

including retained earnings, accumulated other comprehensive income (loss), contributed surplus, share capital and reserves. The 

adoption of the new standard did not have a material impact on the presentation of equity of the Company.

		  b)	 Accounting Changes

			�   Effective January 1, 2007, the Company adopted CICA Section 1506, Accounting Changes. The new standard allows for 

voluntary changes in an accounting policy only when the changes result in the financial statements providing reliable and more 

relevant information, requires a change in accounting policy to be applied retroactively unless impracticable, requires prior period 

errors to be corrected retrospectively and calls for enhanced disclosures about the effects of changes in accounting policies, 

estimates and errors on the financial statements. It includes the disclosure, on an interim and annual basis, of a description and 

the impact on the Company’s financial results of any new primary source of GAAP that has been issued but is not yet effective. 

The adoption of the new standard did not have an impact on the Company’s financial position or on the results of its operations.

	 Recent Accounting Pronouncements

	� In October 2006, the CICA issued Section 1535, Capital Disclosures. The new standard requires disclosure of qualitative and quantitative 

information that enables users of financial statements to evaluate the Company’s objectives, policies and processes for managing capital. 

These recommendations are effective for the Company’s interim and annual reporting periods beginning January 1, 2008. The Company 

expects there will be incremental disclosures required regarding the Company’s capital and how it is managed.

	� The CICA also issued Section 3862, Financial Instruments – Disclosure and 3863, Financial Instruments – Presentation in October 

2006. These Sections will effectively replace existing Section 3861, Financial Instruments – Disclosure and Presentation effective for 

the Company’s interim and annual reporting periods beginning January 1, 2008. Section 3862 requires disclosures by class of financial 

instruments that enable users to evaluate the significance of financial instruments for the Company’s financing position and performance. 
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Disclosures are also required of qualitative and quantitative information that enables users of financial statements to evaluate the nature 

and extent of the Company’s exposure to the risks arising from financial instruments, specifically credit risks, liquidity risks and market 

risks. Quantitative disclosures must also include a sensitivity analysis for each type of market risk the Company is exposed to and how net 

income and other comprehensive income would be affected. Section 3863 carries forward the presentation requirements of 3861 already 

adopted by the Company. As a result, the Company expects the only effect of the new standards will be additional disclosures regarding the 

significance of financial instruments for the Company’s financing position and performance and the nature, extent and management of risks 

arising from financial instruments to which the Company is exposed.

	� In June 2007, the CICA issued Section 3031, Inventories. The new standard requires inventories to be measured at the lower of cost 

and net realizable value and provides guidance on the determination of cost, including the allocation of overheads and other costs to 

inventories. The standard also requires the consistent use of either the FIFO (first in, first out) or weighted average cost formula to measure 

inventories and the reversal of previous write-downs to net realizable value when there is a subsequent increase in the value of inventories. 

Disclosure is required for the amount of inventories recognized as an expense, as well as any inventory write-down or reversals. The 

standard is effective for the Company’s interim and annual reporting periods beginning January 1, 2008. The Company does not expect the 

new standard will have a material impact on the Company’s net income.

	� In February 2008, the CICA issued Section 3064, Goodwill and Intangible Assets, replacing Section 3062, Goodwill and Other Intangible 

Assets and Section 3450, Research and Development Costs. The new pronouncement establishes standards for the recognition, 

measurement, presentation, and disclosure of goodwill subsequent to its initial recognition and of intangible assets by profit-oriented 

enterprises. Standards concerning goodwill are unchanged from the standards included in the previous Section 3062. The Company is 

currently evaluating the impact of adopting the standard.

	� In February 2008, Canada’s Accounting Standards Board confirmed January 1, 2011 as the official changeover date for publicly listed 

Canadian companies to start reporting under International Financial Reporting Standards (“IFRS”). As the International Accounting 

Standards Board currently has projects underway that should result in new pronouncements and the Canadian convergence initiative is 

on-going as of the date of these statements, the Company has not yet assessed the impact of the ultimate adoption of IFRS. 

2.	 Business Acquisitions

	 XAHC, Inc.

	� On February 22, 2007, the Company purchased 100% of the shares of XAHC, Inc. (“XAHC”), the sole shareholder of Xerxes, for cash 

consideration of U.S.D. $39.6 million (CDN $46.3 million) including acquisition costs. XAHC and Xerxes are based in the United States  

and are involved in the design, manufacture and marketing of fibreglass reinforced plastic structural products for the petroleum, chemical, 

water and wastewater industries.

	� The business acquisition was accounted for using the purchase method and the consolidated financial statements include the results  

of operations from February 22, 2007. Management concluded that the purchase price allocation was substantially complete as of  

June 30, 2007. 

	� Subsequently, additional information related to income taxes and pension liabilities was identified that resulted in adjustments to certain 

assigned fair values at year end. The adjustments identified resulted in a decrease to other long term assets of $474,000 and future tax 

liabilities of $589,000, an increase to non-cash working capital and accrued pension liability of $315,000 and $168,000 respectively for a 

net decrease to goodwill of $262,000. 

Notes to Financial Statements

24821 ZCL_AR_In.indd   42 3/24/08   1:36:51 PM



ZCL Annual Report 2007  43

	� The following table summarizes the fair value of acquired assets and liabilities after final adjustments: 

	 (in thousands of dollars)	 $

	 Bank indebtedness, net	 (6,343)

	 Non-cash working capital	 10,712

	 Property, plant and equipment	 5,946

	 Non-contractual customer relationships	 6,934

	 Customer order backlog	 306

	 Brand		  3,418

	 Air permits		 357

	 International licenses	 780

	 Accrued pension liability	 (168)

	 Future tax liabilities	 (5,694)

	 Goodwill		  30,057

	 Net assets acquired	 46,305

	 Intangible assets are being amortized using the straight line method over the following terms:

	 Non-contractual customer relationships	 3 to 10 years

	 Customer order backlog	 3 months

	 Brand		  10 years

	 Air permits		 5 years

	 International licenses	 9 years

	� The minimum lease commitments under all non-cancelable operating leases for production facilities, office space and equipment acquired 

were approximately $6.7 million. Prior to the acquisition, the Company had a license agreement with Xerxes which gave the Company 

exclusive rights to manufacture and sell products in certain geographic areas. Aggregate annual royalty payments under the agreement 

were $300,000 of which $43,333 was payable by the Company at the date of the acquisition.

	 Cara Concrete Products Ltd.

	� On August 9, 2007, the Company purchased certain property, plant and equipment from Cara Concrete Products Ltd. (“CARA”) and on 

October 5, 2007 acquired the remaining operating assets of CARA for a combined cash consideration of $2,960,000. Acquisition costs 

of $51,000 were incurred in respect of the purchase. The business acquisition was accounted for using the purchase method and the 

consolidated financial statements include the results of operations of CARA from October 5, 2007. 

	 The following table summarizes the fair value of acquired assets: 

	 (in thousands of dollars)	 $

	 Non-cash working capital	 79

	 Property, plant and equipment	 2,932

	 Net assets acquired	 3,011
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3.	 Inventories

		  2007	 2006 

	 (in thousands of dollars)	 $	 $

	 Raw materials	 7,865	 5,420

	 Work in progress	 2,483	 748

	 Finished goods	 5,870	 4,639

		  16,218	 10,807

4.	 Property, Plant and Equipment

	 2007	 2006

			   Accumulated		  Accumulated 
		  Cost	 amortization	 Cost	 amortization 

	 (in thousands of dollars)	 $	 $	 $	 $

	 Land	 2,983	 —	 293	 —

	 Buildings	 5,205	 1,209	 3,160	 1,081

	 Leasehold and land improvements	 1,659	 298	 572	 182

	 Manufacturing equipment	 19,275	 8,351	 14,230	 7,427

	 Office equipment	 2,743	 1,521	 2,183	 1,290

	 Automotive equipment	 463	 200	 274	 144

		  32,328	 11,579	 20,712	 10,124

	 Net book value	 20,749	 10,588

	� Amortization expense includes $1,600,000 (2006 - $801,000) for the amortization of property, plant and equipment. Capital  

work-in-progress of $972,000 is included in manufacturing and office equipment (2006 - $260,000 is included in buildings) and  

is not subject to amortization.

5.	 Deferred Development Costs

				    2007	 2006 

	 (in thousands of dollars)	 $	 $

	 Cost			   1,652	 3,798

	 Accumulated amortization	 833	 2,748

	 Net book value	 819	 1,050

	� Deferred development costs include $26,000 (2006 - $26,000) of scientific research and development tax credits received or receivable. 

Deferred development costs of $13,000 (2006 - $nil) were incurred during the year. Amortization expense includes $244,000  

(2006 - $89,000) for the amortization of deferred development costs. The total amount of research and development charged to expense 

for the year is not separately identifiable, as such costs are only tracked for development projects that are deferred. Development costs that 

were fully amortized during the period ended December 31, 2006 were relieved from the accounts at December 31, 2007.
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6.	 Intangible Assets

	 2007	 2006

					     Accumulated		  Accumulated 
				    Cost	 amortization	 Cost	 amortization 

	 (in thousands of dollars)	 $	 $	 $	 $

	 Intangible assets subject to amortization:

		  Non-contractual customer relationships	 5,970	 914	 125	 94

		  Brand		  2,873	 239	 —	 —

		  Licenses		 1,177	 581	 521	 491

		  Patents		  369	 80	 369	 43

		  Customer order backlog	 264	 264	 20	 20

		  Air permits	 300	 50	 —	 —

		  Non-patented technology	 1,944	 1,944	 1,944	 1,814

				    12,897	 4,072	 2,979	 2,462

	 Intangible assets not subject to amortization:

		  Product certification and safety marks	 170	 —	 170	 —

				    13,067	 4,072	 3,149	 2,462

	 Net book value	 8,995	 687

	� Amortization expense includes $887,000 (2006 - $35,000) for the amortization of non-contractual customer relationships, $260,000  

(2006 - $nil) for brand, $96,000 (2006 - $25,000) for licenses, $37,000 (2006 - $28,000) for patents, $264,000 (2006 - $nil) for customer 

order backlog, $54,000 (2006 - $nil) for air permits, and $130,000 (2006 - $291,000) for non-patented technology.

7.	 Goodwill

				    2007		  2006 

	 (in thousands of dollars)	 $		  $

	 Balance, beginning of the period	 1,991	 	 1,991

	 Goodwill from business acquisition [note 2]	 30,057	 	 —

	 Translation adjustment	 ( 4,721	)	 —

	 Balance, end of the period	 27,327		  1,991

8.	 Bank Indebtedness

	� Bank indebtedness consists of amounts drawn under available credit facilities and cheques issued in excess of related bank balances. The 

Company has a revolving operating credit facility to a maximum $15,250,000 (2006 - $10,250,000) for working capital and other general 

corporate purposes. The credit facility is payable on demand and expires on July 29, 2008. Depending on the form under which the credit 

facility is accessed, rates of interest vary between Canadian prime plus zero or 25 basis points,U.S. base rate plus zero or 25 basis points, 

or Canadian bankers acceptances with terms of 1, 2, 3, or 6 months, subject to availability plus 150 or 175 basis points. Interest rates are 

adjusted quarterly based on certain financial performance indicators of the Company. At December 31, 2007 the effective interest rate on 

this credit facility was prime plus 25 basis points (6.25%; 2006 – 6.25%).
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	� The Company has pledged as general collateral for advances under the operating credit facility and the term loan (see note 10) a general 

security agreement on present and future assets, guarantees from each present and future direct and indirect subsidiary of the Company 

supported by a first registered security over all present and future assets, and pledge of shares.	�

	� The Company is required to meet certain covenants as a condition of the debt agreements. At December 31, 2007, the Company was in 

compliance with all restrictive covenants.

9. 	 Accrued Pension Liability

	� The pension liability relates to a noncontributory defined benefit pension plan (the “Plan”) for former full-time union employees of a 

previously closed plant facility of Xerxes. The employment of all participants in the Plan was terminated in 2001 and their benefit accrual 

fully vested. The Plan assets and the accrued benefit obligation are measured on December 31 each year.

	� In November 2006, trustees of the Plan approved a process that was expected to result in full settlement of plan obligations by the end of 

2007. As part of the on-going settlement process, participants will have the option of receiving either a lump sum payment or a guaranteed 

annuity contract that would be purchased by the plan from a private insurance company. As part of the approved settlement process, the 

Plan’s investments were all converted to cash and cash equivalents in the form of money market fund investments in December 2006. 

Settlement of the plan obligations is now expected to occur by the end of 2008. 

	� The Company will fully fund the existing shortfall of the Plan upon final settlement. The expected benefit payments to participants from 

the Plan for 2008 are approximately $98,000, assuming no lump sum payments, or $614,000, assuming approximately one half of the 

participants opt for lump sum payments.

	� Information regarding the Plan is summarized as follows and reflects management’s best estimates of the accrued benefit obligation based 

on assumptions consistent with the approved settlement process.

				    2007		  2006 

	 (in thousands of dollars)	 $		  $

	 Change in fair value of plan assets during the period

	 Fair value of plan assets, upon acquisition of Xerxes	 2,178	 	 —

		  Actual return on plan assets	 74	 	 —

		  Employer contributions	 —	 	 —

		  Benefits paid	 ( 90	)	 —

		  Translation adjustment	 ( 346	)	 —

	 Fair value of plan assets, end of the period	 1,816	 	 —

	 Change in accrued benefit obligation during the period

	 Accrued benefit obligation, upon acquisition of Xerxes	 2,346		  —

		  Interest cost	 92	 	 —

		  Actuarial loss	 130	 	 —

		  Benefits paid	 ( 90	)	 —

		  Translation adjustment	 ( 378	)	 —

	 Accrued benefit obligation, end of the period	 2,100		  —

	 Accrued pension liability	 ( 284	)	 —
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	 Weighted-average actuarial assumptions used to determine obligations at December 31 and periodic benefit cost for the period 

	 then ended:

	 Discount rate	 4.59%	 —

	 Expected return on assets	 5.50%	 —

	 Rate of compensation increase	  N/A	 —

	� The discount rate used to determine the accrued benefit obligation was 5.22% and the expected return on assets rate used was 5.50% at 

February 22, 2007. Pension expense increases as the expected return on assets rate decreases. A decrease in the expected return on plan 

assets of 25 basis points (from 5.50% to 5.25%) would increase the expected 2008 pension expense by $3,900. The pension liability and 

future pension expense both increase as the discount rate is reduced. Lowering the discount rate by 25 basis points (from 4.59% to 4.34%) 

would increase the 2007 pension expense and liability at December 31, 2007 by $49,000.

	� An expense of $148,000 relating to the increase in the accrued pension liability since acquisition was recorded in general and 

administration in the consolidated statements of income.

10.	Long Term Debt

				    2007	 2006 

	 (in thousands of dollars)	 $	 $

	 Term loan		  8,938	 —

	 Less current portion	 1,960	 —

				    6,978	 —

	� The term loan bears interest at an annualized rate of Canadian bank prime plus 25 or 50 basis points, adjusted quarterly based on certain 

financial performance indicators of the Company. The term loan requires quarterly repayments of $500,000, with the balance due on 

maturity on February 28, 2009. The Company is also subject to mandatory prepayments of outstanding loan principal equal to 100% of 

any net proceeds of asset disposal and net proceeds from any insurance proceeds received by the Company. Transaction costs directly 

attributable to the term loan are recorded as part of the fair value of the debt and reflected in the measurement of the fair value of the 

obligation using the effective interest method.

	� The Company’s operating and term credit facilities are utilized as required throughout the year. Both credit facilities bear interest at floating 

rates and changes in interest rates would affect the Company’s exposure to interest rate risk in servicing the facilities.

11.	Dividends

	� During the year ended December 31, 2007 dividends in the amount of $2,600,000 ($0.10 per common share for all shareholders of record 

on March 28, 2007) were paid. In the period ended December 31, 2006, dividends in the amount of $2,081,000 ($0.10 per common share 

for all shareholders of record on June 26, 2006) were paid. 
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12.	Share Capital and Contributed Surplus

	 Share Capital and Contributed Surplus

		  a)	 Authorized

			   Unlimited number of common shares with no par or stated value

		  b)	 Issued and Outstanding

					     Contributed 
				    Share Capital	 Surplus

				    2007	 2006	 2007	 2006

				    Shares		  Shares

			   (in thousands of dollars)	 #	 $	 #	 $	 $		  $

			   Balance, beginning of the period	 21,681,445	 23,135	 20,118,953	 21,397	 452		  348

			   Common shares	 4,000,000	 38,147	 —	 —	 —		 —

			   Stock options exercised for cash	 281,334	 282	 364,065	 451	 —		 —

			   Warrants exercised for cash	 482,750	 459	 1,198,427	 1,139	 —		 —

			   Reclassification of fair value of 

			   stock options and warrants

			   previously expensed	 —	 167	 —	 148	 ( 167	)	 ( 148	)

			   Stock-based compensation expense	 —	 —	 —	 —	 164		  252

			   Balance, end of the period	 26,445,529	 62,190	 21,681,445	 23,135	 449	 	 452

			�   On February 13, 2007 the Company completed a “bought deal” private placement of subscription receipts with a syndicate 

of underwriters whereby the underwriters purchased as principals 4,000,000 subscription receipts at a price of $10.00 

per subscription receipt for total gross proceeds of $40.0 million. After deducting expenses of the offering of $2,650,000 

($1,853,000 net of taxes), net cash proceeds of $37,350,000 were received. Each holder of subscription receipts automatically 

acquired one common share of the Company (4,000,000 shares were issued) in exchange for every one subscription receipt held 

without the payment of any additional consideration upon closing of the XAHC/Xerxes acquisition described in note 2.  

The issued shares were subject to trading restrictions for a four-month period subsequent to issuance. 

			�   During the year, the amount credited to share capital related to options and warrants exercised included $72,000  

(2006 - $45,000) for options and $95,000 (2006 - $103,000) for warrants in respect of compensation expense previously 

included in contributed surplus.

	 Stock Options

	� On August 9, 2006 the Company’s shareholders approved the replacement of its existing share option plan with a new stock option 

plan. Under the Company’s new stock option plan, options to purchase common shares may be granted by the Board of Directors to 

directors, employees, and persons who provide management or consulting services to the Company. All options issued under the previous 

share option plan were deemed to be issued under the new plan on the same terms and conditions as existed under the old plan. The 

shareholders authorized the number of options that may be granted under the new plan to be not more than 10% of the issued and 

outstanding shares of the Company on a non-diluted basis provided that the number of listed securities that may be reserved for issuance 

under stock options granted to any one individual or insiders of the Company not exceed 5% of the Company’s issued and outstanding 

securities. The exercise price of options granted cannot be less than the closing market price of the Company’s common shares on the last 
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trading day preceding the grant. The Company’s Board of Directors may determine the term of the options but such term cannot be greater 

than 5 years from the date of issuance. Vesting terms, eligibility of qualifying individuals to receive options and the number of options 

issued to individual participants are determined by the Company’s Board of Directors. The plan has no cash or equity settlement features. 

Options generally expire 90 days from the date on which a participant ceases to be a director, officer, employee, management company 

employee or consultant of the Company.

	� The Company has 254,068 (2006 – 498,002) options outstanding, which expire on dates between May 2009 and December 2012.  

The following table presents the changes during and the options outstanding at the end of each of the fiscal years:

				    2007	 2006

					    Weighted Average				   Weighted Average 
				    Shares		  Exercise Price		  Shares		  Exercise Price 
				    #		  $		  #		  $

	 Balance, beginning of the period	 498,002		  1.69		  812,067		  1.31

	 Granted		  37,400		  10.14	 	 50,000		  4.55

	 Exercised		  ( 281,334	)	 1.00	 	 ( 364,065	)	 1.24

	 Expired		  —		  —		  —		  —

	 Balance, end of the period	 254,068		  3.70	 	 498,002		  1.69

				    2007

				    Options Outstanding	 Options Exercisable

					     Weighted Average		  Weighted 
					     Remaining		  Average 
	 Exercise			   Contractual		  Exercise 
	 Price		  Shares	 Life in Years	 Shares	 Price 
	 $			   #		  #	 $

	 1.40			  100,001	 1.40	 100,001	 1.40

	 2.90			  66,667	 2.92	 33,333	 2.90

	 4.55			  50,000	 3.47	 50,000	 4.55

	 10.14		  37,400	 4.93	 —	 10.14

	 1.40 – 10.14	 254,068	 3.25	 183,334	 2.53

				    2006

				    Options Outstanding	 Options Exercisable

					     Weighted Average		  Weighted 
					     Remaining		  Average 
	 Exercise			   Contractual		  Exercise 
	 Price		  Shares	 Life in Years	 Shares	 Price 
	 $			   #		  #	 $

	 0.95			   250,000	 0.87	 250,000	 0.95

	 1.40			   131,335	 2.40	 54,667	 1.40

	 2.90			   66,667	 3.92	 —	 2.90

	 4.55			   50,000	 4.50	 50,000	 4.55

	 0.95 – 4.55	 498,002	 2.05	 354,667	 1.53
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	 Warrants

	� As part of a private placement in September 2002, the Company issued 3,684,211 Performance Warrants (“Warrants”). One-half of these 

Warrants were segregated, and approved by the shareholders at the Annual General and Special Meeting of Shareholders on August 18, 

2003, for transfer to senior management of the Company. Each Warrant entitled the holder to subscribe for one common share at a price 

of $0.95 for a period of up to five years subject to a performance vesting provision. The Warrants vested at one-third intervals upon the 

weighted-average trading price of common shares reaching thresholds, for a period of twenty trading days, of $1.90, $2.85 and $3.80 per 

common share. The first two thresholds were reached during the fiscal year ended March 31, 2005; the third vesting threshold was reached 

in the fiscal period ended December 31, 2006 and the remaining 1,228,070 unvested warrants vested. All remaining warrants were 

exercised during the year ended December 31, 2007.

				    2007	 2006

				    Warrants		  Exercise Price		  Warrants		  Exercise Price 
			   	 #		  $		  #		  $

	 Balance, beginning of the period	 482,750		  0.95		  1,681,177		  0.95

	 Exercised		  ( 482,750	)	 0.95	 	 ( 1,198,427	)	 0.95

	 Expired		  —		  —		  —		  —

	 Balance, end of the period	 —		  —		  482,750		  0.95

13.	Stock-based Compensation

	� The Black-Scholes model, used by the Company to calculate the values of options and warrants, as well as other currently accepted option 

valuation models, were developed to estimate the fair value of freely-tradeable, fully-transferable options and warrants without vesting 

restrictions. These models require subjective assumptions, including future share price volatility and expected time until exercise, which 

affect the calculated values. The options and warrants contemplated by the Black-Scholes model differ significantly from the stock options 

granted and warrants transferred by the Company. Accordingly, management believes that these models do not necessarily provide a 

reliable single measure of the fair values of the stock options granted and warrants transferred by the Company.

	� Stock Options Granted 

	� The Company uses the fair value method of accounting for all stock options granted to employees. During the fiscal period ended December 

31, 2007, the Company granted 37,400 stock options with exercise prices at the market share price on the grant date (December 31, 2006 

– granted 50,000 options with exercise prices at the market price on the grant date). Stock-based compensation expense of $120,000 

(December 31, 2006 - $131,000) and $44,000 (December 31, 2006 - $121,000) is recorded in manufacturing and selling costs and 

general and administration costs respectively in the consolidated statements of income.

	� The following estimated fair values of stock options granted at market during the year were determined, at the date of the grant,  

using the Black-Scholes option pricing model with the following weighted-average assumptions:

				    Weighted-average fair value	 $4.08

				    Risk-free interest rate (%)	 3.88

				    Expected hold period to exercise (years)	 4.0

				    Volatility in the price of the Company’s’ shares (%)	 50.0

				    Dividend yield (%)	 1.0
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	� Prior to adopting the fair value method of accounting for share options granted and warrants transferred to employees, the Company had 

granted or transferred share options and warrants with exercise prices in excess of the market share price on the grant or exercise date to 

employees. Pro forma earnings per share, had compensation expense been recognized based on the fair value as at the date of the grant or 

transfer of the options granted and warrants transferred to employees, is the same as the reported basic and diluted earnings per share for 

the periods ended December 31, 2007 and 2006.

	 Stock Appreciation Rights

	� On December 3, 2007 the Company’s Board of Directors approved a Stock Appreciation Rights Plan where SARs may be granted to 

Directors, officers and employees of the Company at the Board’s discretion. Each SAR entitles the holder to the cash amount for the 

difference between the value specified under the Plan and the market value of the Company’s common shares on the exercise date.  

The rights vest equally over a three year period and expire at the end of 2011. There were 230,250 SARs granted and outstanding and not 

vested at December 31, 2007. Compensation expense of $4,200 was recorded relating to SARs during 2007.

	 Restricted Share Units

	� On December 3, 2007 the Company’s Board of Directors approved an Executive Restricted Share Unit Plan where each designated 

executive receives an annual grant of RSUs as part of their compensation at the Board’s discretion. Each RSU represents one notional 

common share that entitles the participant to an equivalent cash amount. The RSUs granted are generally scheduled for payout after five 

years and vest upon attainment of performance targets or at the later of the end of five years following the year of the date of grant. There 

were 21,000 RSUs granted and outstanding and not vested at December 31, 2007. Compensation expense of $3,800 was  

recorded relating to RSUs during 2007. 

14.	Income Taxes

	 The Company’s effective income tax expense has been determined as follows:

				    2007		  2006 
	 (in thousands of dollars)	 $		  $

	 Statutory federal and provincial taxes at 32.55% (2006 – 32.25%)	 3,239		  1,920

	 Increase (decrease) in income taxes resulting from:

		  Rate differences for foreign jurisdictions	 185		  —

		  Effect of enacted future rates on temporary differences	 ( 82	)	 ( 121	)

		  Non-taxable foreign income net of non-creditable withholding taxes  

		    and other tax exempt income and other items	 ( 904	)	 100

				    2,438	 	 1,899
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	 Significant components of the Company’s future tax assets and liabilities were as follows:

				    2007		  2006 
	 (in thousands of dollars)	 $		  $

	 Future tax assets

	 Share issue costs	 631	 	 8

	 Tax basis in excess of carrying value of:

		  Deferred development costs	 372	 	 446

	 Non-deductible reserves and pension liability	 1,019		  —

	 State loss carry forward	 200	 	 —

	 Other		  90		  43

				    2,312		  497

	 Future tax liabilities

	 Carrying value in excess of tax basis of:

		  Property, plant and equipment	 2,211	 	 1,364

		  Intangible assets	 3,349	 	 80

		  Deferred development costs	 238		  310

		  Inventories	 603		  —

	 Other		  118	 	 140

				    6,519		  1,894

				    ( 4,207	)	 ( 1,397	)

				    2007		  2006 
	 (in thousands of dollars)	 $		  $

	 Represented by:

	 Future tax assets - current	 416	 	 11

	 Future tax assets - long-term	 —	 	 —

	 Future tax liabilities - current	 —	 	 ( 180	)

	 Future tax liabilities - long-term	 ( 4,623	)	 ( 1,228	)

				    ( 4,207	)	 ( 1,397	)

	� The Company has state loss carry forwards of approximately $4.0 million that are available to reduce the taxable income of certain U.S. 

subsidiaries that expire at varying times from 2009 to 2027. The potential income tax benefits that will result from the application of U.S. 

tax losses have been recognized in these financial statements.
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15.	Commitments and Contingencies

	 Commitments

	 a)	 Operating Leases

		�  The minimum annual rentals under the terms of operating leases for premises and automotive and office equipment are as follows:

			   (in thousands of dollars)	 $

			   2008	 1,779

			   2009	 1,637

			   2010	 1,115

			   2011	 953

			   2012	 861

			   Thereafter	 1,758

	 b)	 Purchase Obligations

		�  The Company has purchase obligations for equipment in the amount of $699,000 at December 31, 2007 that are expected to be  

paid in the first quarter of 2008. 

	 Contingencies

	� In the normal conduct of operations, various legal claims or actions are pending against the Company in connection with its products  

and/or other commercial matters. The Company carries liability insurance, subject to certain deductibles and policy limits, against such 

claims. Based on advice and information provided by legal counsel, management believes that no provision for these matters is required 

and that their ultimate resolution will not have a material adverse effect on the financial position of the Company or its operations. The 

amount of loss, if any, incurred upon resolution of these matters will be recorded in the period in which the uncertainty regarding the 

matter is resolved and the amount of the loss can be reasonably estimated.

16.	Earnings per Share

	� The following table sets forth the net income available to common shareholders and weighted-average number of common shares 

outstanding for the computation of basic and diluted earnings per share:

				    Twelve Months ended	 Nine Months ended 
				    December 31/07	 December 31/06 
	 (in thousands of dollars)	 $	 $

	 Numerator:

	 Net income	 7,515	 4,056

	 Denominator:

	 Weighted-average shares outstanding - basic	 25,536,328	 21,049,658

	 Effect of dilutive securities

		  Stock options	 192,788	 440,197

		  Warrants	 —	 715,572

	 Weighted-average shares outstanding - diluted	 25,729,116	 22,205,427
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17.	Statement of Cash Flows

	 Supplementary disclosures required in respect of the Statement of Cash Flows are as follows:

				    Twelve Months ended	 Nine Months ended 
				    December 31/07	 December 31/06 
	 (in thousands of dollars)	 $	 $

	 Net interest paid	 536	 39

	 Income taxes paid	 3,545	 1,200

18.	Related Party Transactions

	� A corporation controlled by a director of the Company provided trucking services to the Company during 2007. This director resigned from 

the Board effective September 18, 2007 and is no longer a related party. Included in manufacturing and selling costs in the consolidated 

statements of income in 2007 was $428,000 (2006 - $473,000) related to these services. The transactions were recorded at the exchange 

amounts being normal commercial rates for the services. Accounts payable and accrued liabilities included $22,000 (2006 - $26,000) 

owing to the corporation. 

	� Certain components purchased for $103,000 (2006 - $165,000), included in manufacturing and selling costs in the consolidated 

statements of income, were provided by a corporation whose Chairman and CEO is an individual who became a director of the  

Company on May 15, 2007. The value of the components purchased from May 15, 2007 to the end of the year is $53,000.  

The transactions were recorded at the exchange amount being normal commercial prices for the products. Accounts payable and  

accrued liabilities included $1,000 (2006 - $3,800) owing to the corporation. There are no ongoing contractual or other commitments 

resulting from these transactions.

19.	Other Expenses (Income)

	 Financing Expense (Income)

				    Twelve Months ended		  Nine Months ended 
				    December 31/07		  December 31/06 
	 (in thousands of dollars)	 $		  $

	 Short term interest, net of interest income	 57	 	 ( 39	)

	 Interest, long term debt	 506		  —

	 Foreign exchange losses	 510	 	 39

				    1,073		  —
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	 Amortization

				    Twelve Months ended	 Nine Months ended 
				    December 31/07	 December 31/06 
	 (in thousands of dollars)	 $	 $

	 Property, plant and equipment	 1,600	 801

	 Deferred development costs 	 244	 89

	 Intangible assets	 1,728	 379

				    3,572	 1,269

20.	Financial Instruments and Risk Management

	 Financial Instruments

	� The fair value of cash and cash equivalents approximate the carrying value due to the relatively short periods to maturity of these 

instruments. The fair value of long term debt approximates the carrying value due to the variable interest component of the debt.

	 Foreign Currency Risk Management

	� The consolidated financial statements are reported in Canadian dollars, including the results of its foreign subsidiaries. The Company 

operates globally, which gives rise to a risk that earnings and cash flows may be adversely affected by fluctuations in foreign currency 

exchange rates. The Company is primarily exposed to the U.S. dollar but also transacts in the Euro. The U.S. operations account for 

approximately one half of the Company’s revenues and expenses. The Company’s Canadian operations also purchase materials that are 

denominated in U.S. dollars and in 2007 these purchases approximated the earnings generated by the U.S. operations resulting in a natural 

hedge of the Company’s overall earnings. While the Company’s overall earnings were generally naturally hedged against fluctuations in the 

U.S.-Canadian dollar conversion rate, the gross amount of revenue and expenses can fluctuate based on changes in the conversion rate. For 

example, in 2007 the average conversion rate was $1.05, a $0.01 change in this rate would have increased or decreased the reported U.S. 

revenue amount of $55.9 million by approximately $0.6 million. There can be no assurance that this natural hedge will continue to occur 

and as a result the Company’s earnings may be positively or negatively impacted by fluctuations in the value of the Canadian dollar. The 

Company does not currently use financial instruments to hedge these risks.

	 Interest Rate Risk Management

	� Available lines of credit are being utilized by the Company as required throughout the year. The lines of credit and long term debt bear 

interest at floating rates and changes in interest rates expose the Company to cash flow risk. The Company does not use financial 

instruments to reduce its exposure to interest rate risk.

	 Credit Risk Management

	� The maximum exposure to credit risk is represented by the carrying amount of the accounts receivable. The credit risk related to accounts 

receivable results from the possibility of customers defaulting on payment of these accounts. The Company deals largely with major oil and 

gas companies, distributors, and independent retail oil and gas companies. Ongoing credit evaluations are performed and allowances for 

potential doubtful accounts maintained. No one customer generally makes up more than 10% of revenue, but at a particular point in time, 

depending on the timing of sales, there may be higher proportionate exposure in accounts receivable. At December 31, 2007 and 2006, 

one customer accounted for 17% and 10% of accounts receivable respectively.
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21.	Segmented Information

	� Operating segments are defined as components of the Company for which separate financial information is available that is evaluated 

regularly by the chief operating decision maker in allocating resources and assessing performance. The chief operating decision maker of 

the Company is the Chief Executive Officer.

	� The Company operates substantially all of its activities in one reportable segment, liquid containment storage systems, which include the 

manufacture and distribution of liquid storage systems including fiberglass underground and aboveground storage tanks and related 

products and accessories. Previous to this fiscal year, the Company’s home heating oil tank operations also qualified as a reportable 

segment. This segment no longer meets the criteria for a reportable segment. 

	 Information about Geographic Areas

					     Property, Plant, Equipment 
				    Revenues	 and Goodwill	 Total Assets

				    2007	 2006	 2007	 2006	 2007	 2006
	 (in thousands of dollars)	 $	 $	 $	 $	 $	 $

	 Canada and Foreign	 48,834	 41,399	 17,408	 12,579	 39,308	 41,415

	 United States	 55,949	 —	 30,668	 —	 55,060	 —

				    104,783	 41,399	 48,076 	 12,579	 94,368	 41,415

	� Revenue is attributed to the geographic area based on location of the Company’s operations. Revenue and property, plant and 

equipment and goodwill related to operations outside of Canada and the U.S. was insignificant and therefore has been included  

in the Canadian and Foreign results. 

	 Information about Major Customers

	� The Company has long-term contracts and alliance arrangements with many of the major oil and gas companies in Canada and provides 

products for distributors and retail oil and gas companies in the U.S. For the year ended December 31, 2007 and the nine months ended 

December 31, 2006, no single customer exceeded 10% of total revenue.

	 Information about Products

	� Providing information relating to revenue from external customers for each product, or group of similar products, is impractical and 

accordingly, only total revenue has been presented in the consolidated statements of income. 

22.	Comparative Figures

	� The comparative consolidated financial statements have been reclassified from statements previously presented to confirm to the 

presentation of the current period consolidated financial statements.
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