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Notice to Reader 
 
The attached interim consolidated financial statements have 
been prepared by management of Paragon Pharmacies 
Limited and have not been reviewed by the Company’s 
independent external auditors. 
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PARAGON PHARMACIES LIMITED 

Interim Consolidated Statements of Operations, Comprehensive Loss and Deficit 
(in thousands of Canadian dollars except per share amounts) 
(Unaudited) 
 

Three Months Ended November 30 2010 2009 

   
Revenue  $      19,668      $      20,926
   
Cost of sales  12,033 13,318
Operating expenses 5,472 5,596
  

2,163 
 

2,012
   
Corporate and other costs 1,361 951
   
Income before undernoted items 802 1,061
   
Amortization  1,324 1,185
Interest expense (Note 8) 226 315
Stock-based compensation (Note 7) - 8
Other items  17 36
 1,567 1,544 
 
Loss and comprehensive loss for the period

 
(765) 

 
(483) 

 
Deficit, beginning of period 

 
(28,181) 

 
(25,587) 

 
Deficit, end of period 

 
$   (28,946) 

 
$   (26,070) 

   
Loss per share (Note 10)   
 Basic and diluted $        (0.01)  $       (0.00)

   
See accompanying notes to the consolidated financial statements 
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PARAGON PHARMACIES LIMITED 

Interim Consolidated Balance Sheets 
 (in thousands of Canadian dollars) 
(Unaudited) 

 November 30, 
2010 

August 31, 
2010 

 
Assets 

  

Current   
    Cash and cash equivalents $        3,413    $          4,285

Accounts receivable 4,144 4,889
Inventory 9,677 8,921
Prepaid expenses and deposits 565 643
 17,799 18,738

   
Capital assets  6,455 6,386
Intangible assets  6,060 6,922
Goodwill 15,103 15,103
 $      45,417    $          47,149

Liabilities   
Current   
 Accounts payable and accrued liabilities $        8,692 $           8,953
 Current portion of long-term debt (Note 6) 941 936
   Current portion of deferred rent inducements 91 91
 Current portion of capital leases 10 16
 9,734 9,996
   
Long-term debt (Note 6) 6,694 7,008
Deferred rent inducements 599 622 
 17,027 17,626
   
Shareholders’ Equity   
 Share capital (Note 7) 53,404 54,010
 Contributed surplus (Note 7) 3,932 3,694
 Deficit (28,946) (28,181)
 28,390 29,523
 $      45,417    $         47,149

 
Contingencies (Note 13) 

  

   
 
See accompanying notes to the consolidated financial statements
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PARAGON PHARMACIES LIMITED 
 
Interim Consolidated Statements of Cash Flows 
(in thousands of Canadian dollars) 
(Unaudited) 
Three Months Ended November 30 2010  2009 
 
Operating activities 

  

Loss and comprehensive loss for the period $           (765)  $          (483) 
Items not affecting cash:  

Amortization 1,324 1,185 
    Interest expense (Note 8) 33 131 

Loss on disposal of capital assets  17 36
Stock-based compensation - 8 
 609 877 

Net change in non-cash working capital  (217) (535)
 392 342 

  
Financing activities  

Repayment of long-term debt (384) (681)
    Share purchase under normal course issuer bid  (368) (225)

Proceeds on issuance of long-term debt 46 -
Financing costs (5) -
Repayment of capital leases, net  (6) (15)

 (717) (921)
  

Investing activities  
Purchase of capital assets  (488) (511)
Addition to intangible assets (72) (577)
Proceeds on disposal of capital assets  13 22

 (547) (1,066)
  
Decrease in cash and cash equivalents (872) (1,645)
 
Cash and cash equivalents, beginning of period 4,285 14,980 
 
Cash and cash equivalents, end of period $          3,413  $          13,335
 
Supplemental cash flow disclosure:  
Interest paid $             119  $               131
Income taxes paid - -
  
See accompanying notes to the consolidated financial statements  



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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1. NATURE OF OPERATIONS  

 
Paragon Pharmacies Ltd. (the “Company” or “Paragon”) was incorporated on August 1, 2002 
under the Alberta Business Corporations Act and commenced active operations in March 
2003. On October 31, 2006, the Company completed a reverse takeover transaction to create 
a new company, Paragon Pharmacies Limited.  The Company is comprised of a single 
operating segment, pharmacy operations, providing retail and institutional prescription drug 
services and retail front store operations including supplemental services such as Canada 
Post outlets. 
 
 

2. SIGNIFICANT ACCOUNTING POLICIES 
 
The interim consolidated financial statements have been prepared in accordance with 
Canadian generally accepted accounting principles (“GAAP”) and follow the same 
accounting policies and methods of application with those used in preparation of the audited 
annual consolidated financial statements for the year ended August 31, 2010, except as 
described in note 3 under Changes in Accounting Policies.  Certain information and 
disclosures included in the year end consolidated financial statements have been condensed 
or omitted.  These financial statements should be read in conjunction with the consolidated 
financial statements and notes for the year ended August 31, 2010. 
 
In preparing interim consolidated financial statements in conformity with Canadian GAAP, 
management is required to make estimates and assumptions that affect the reported amounts 
of assets and liabilities, the disclosure of contingent liabilities at the date of the interim 
consolidated financial statements and the reported amounts of revenue and expenses during 
the reporting period presented. Actual results could differ from these estimates. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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3. CHANGES IN SIGNIFICANT ACCOUNTING POLICIES  
 

Business combinations and consolidated financial statements 
 
In January 2009, the Canadian Institute of Chartered Accountants (“CICA”) issued new 
accounting standards concerning Business Combinations and Consolidated Financial 
Statements which is based on International Financial Reporting Standards (“IFRS”) 3 and 
International Accounting Standards (“IAS”) 27. The new sections replace existing guidance 
on accounting for business combinations, the preparation of consolidated financial 
statements and accounting for non-controlling interests. The standards are effective for fiscal 
years beginning on or after January 1, 2011, however earlier adoption is permitted. The 
Company adopted these standards on September 1, 2010 and has concluded there is no 
material impact on its consolidated financial statements.  
 

4. FUTURE ACCOUNTING STANDARDS 
 

International Financial Reporting Standards (IFRS) 
 
In February 2008, the Accounting Standards Board (“AcSB”) of Canada confirmed that 
International Financial Reporting Standards will replace Canadian GAAP for Canadian 
publically accountable enterprises effective for fiscal years beginning on or after January 1, 
2011. The Company will implement these standards on September 1, 2011. 
 
In accordance with IFRS, the Company will be required to report its results commencing 
with its fiscal year ending August 31, 2012, with the quarter ending November 30, 2011 
being the first set of consolidated financial statements prepared under IFRS. Comparative 
figures for the quarter ending November 30, 2010 and year ended August 31, 2011 also need 
to be restated and presented in accordance with IFRS, including an opening balance sheet as 
at September 1, 2010 reconciled from current Canadian GAAP to IFRS. For the year ended 
August 31, 2011 and comparative year ended August 31, 2010, the Company will continue to 
report its results in accordance with Canadian GAAP. 

 
5. ACQUISITIONS 
 

On October 28, 2009, the Company acquired the prescription file of a pharmacy in Calgary, 
Alberta for total cash consideration of $0.84 million.  The cash cost of the acquisition was 
allocated to intangible assets prescription files on the basis of the fair value acquired.  The 
acquisition agreement provided for an up-front cash payment of $0.50 million and an 
additional payment in November 2010 dependent on the volume of prescriptions at the store 
which was the primary beneficiary of this transaction for the twelve month period ended 
October 29, 2010.  Based on the actual prescription volumes during this period the Company 
made the remaining payment of $0.34 million, of which $0.32 million was accrued at August 
31, 2010, to the vendor in the first quarter of fiscal 2011. 



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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6. LONG-TERM DEBT AND BANK INDEBTEDNESS 

 

November 30, 
2010 

August 31, 
2010

 
Canadian Imperial Bank of Commerce    

Term loan, net of $0.17 million financing costs (August 31, 
2010 - $0.19), bearing interest at prime plus 1% to prime plus 
2% per annum depending on Company specific covenants, 
repayable in quarterly installments of $0.25 million plus 
interest, due April 8, 2013. $          4,326 $           4,562
   

Autonomy Loan   
Loan payable, net of financing costs of $0.38 million (August 
31, 2010 - $0.40 million), unsecured and repayable over a ten 
year period ending September 30, 2017.  Interest accrues at 
the rate of 6% per annum, payable annually on August 31st of 
each year. 3,252 3,363

   
Other long-term debt   

Various obligations bearing interest between 0.0% and 4.0%, 
secured by general security agreements, general assignments 
of book debts, due between September 2013 and October 
2014. 57 19
 7,635 7,944

 Less current portion 941 936
 $          6,694 $           7,008

 
On April 6, 2010, the Company secured a three year credit facility with a $5.0 million 
operating line, $5.0 million term loan and a $15.0 million acquisition facility.  Interest rates 
on the new credit facility are set at prime plus 1% to prime plus 2% which is adjusted every 
quarter dependent on Company specific covenants outlined in the agreement. The term loan 
is payable in quarterly principal installments amortized over 5 years from advance date.  
Advances under the acquisition facility are payable in quarterly principal installments 
amortized over 5 years from each advance date.  The facility is to be repaid April 8, 2013. 

 
The facility is secured by a general security agreement representing a first charge on all the 
assets and undertakings of the Company and its subsidiaries, unlimited guarantees of 
advances by the Company and its subsidiaries, subordination/priority agreements with a 
certain supplier and an assignment of fire insurance over assets of the Company and its 
subsidiaries.  
 
 
 



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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6. LONG-TERM DEBT (continued) 

 
At November 30, 2010, the Company had issued letters of credit aggregating $0.5 million 
(August 31, 2010 - $0.5 million) leaving $4.5 million (August 31, 2010 - $4.5 million) of the 
$5.0 million (August 31, 2010 - $5.0 million) operating facility available. 
 
Scheduled principal repayments to maturity, excluding the Autonomy Loan, for the period 
ending November 30 are as follows: 
 

2011 $               941
2012                941
2013             2,490
2014 11
Total $            4,383

 
The Autonomy Loan is repayable in variable amounts annually with total repayment to occur 
no later than September 30, 2017. 

 
7. SHARE CAPITAL 
 

Authorized   
Unlimited number of common voting shares   
Unlimited number of first and second preferred shares, 

issuable in series, rights to be determined by directors   

 

Number of 
Common 

Shares Issued  
Share 

Capital
   
Balance, August 31, 2009 97,606 $       56,589

Purchased through normal course issuer bid and subsequently 
cancelled (4,271) (2,579) 

Balance, August 31, 2010 93,335        54,010 
Purchased through normal course issuer bid and  

subsequently cancelled (836) (606) 
Balance, November 30, 2010 92,499 53,404 

   
 
 

    
 
 
 
 



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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7. SHARE CAPITAL (continued)  
 

Normal course issuer bid 
  

On October 8, 2009, the Company announced its intention to make a Normal Course Issuer 
Bid (“NCIB”) to purchase for cancellation up to a maximum of 4,880,319 shares.  The NCIB 
commenced on October 9, 2009 and terminated on October 8, 2010. On October 8, 2010, the 
Company received approval for the renewal of the NCIB which allows the Company to 
purchase up to an additional 4,637,794 common shares until the renewed NCIB expires on 
October 11, 2011. 
 
For the three month period ended November 30, 2010, 1.233 million (November 30, 2009 – 
0.717 million) common shares have been purchased for cash consideration of $0.368 million 
(November 30, 2009 - $0.225 million) or approximately $0.29 (November 30, 2009 - $0.31) 
per common share.  During the three month period ended November 30, 2010, 0.836 million 
(November 30, 2009 – 0.187 million) common shares were cancelled resulting in a reduction 
in share capital of $0.606 million (November 30, 2009 – $0.278 million) and an increase in 
contributed surplus of $0.238 million (November 30, 2009 – $0.053 million) representing the 
consideration deficiency to stated capital.  

 
For the period December 1, 2010 to January 27, 2011, the Company has purchased 0.368 
million common shares for cash consideration of $0.125 million, and 1.072 million common 
shares have been cancelled.    
 
Share unit plan 
 
On April 22, 2010, the Company adopted a Share Unit Plan where up to 2.0 million common 
shares may be issued as Unit Awards and designated as restricted for performance awards.  
Each common share fair market value will be calculated using the weighted average of the 
common shares traded on the TSX Venture Exchange for ninety calendar days immediately 
preceding such date.  Each Unit Award granted shall be subject to the terms and conditions 
of the Share Unit Plan, and be subject to the requirements of the TSX Venture Exchange. As 
at November 30, 2010, no unit awards have been granted under the plan. 

 
 
 
 
 

 
 
 
 



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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7.      SHARE CAPITAL (continued)  

 
Stock-based compensation 

 
The Company has an incentive stock option plan for certain employees, officers and 
directors.  Compensation expense for stock options is recognized using the estimated fair 
value at the time the options are granted and is amortized over the vesting period of the 
related option. The total number of common shares reserved for issuance under the stock 
option plan shall not exceed 2,774,981, as at November 30, 2010, calculated as 3% of the 
issued and outstanding common shares of the Company.  As at November 30, 2010, 
2,452,981 (August 31, 2010 – 2,478,379) common shares remain reserved for issuance under 
the stock option plan. 
 

 The continuity of the Company’s outstanding and exercisable options is as follows: 

 
Three months ended 
November 30, 2010 

 
Year ended                

August 31, 2010 

 Number of 
Options 

Outstanding

Weighted 
average 

exercise price

Number of 
Options 

Outstanding

Weighted 
average 

exercise price

Outstanding, beginning of period 322 $           0.41 627 $            0.60

Issued - - - -

Exercised - - - -

Expired - - (305) 0.78

Outstanding, end of period 322 $           0.41 322 $           0.41

Exercisable, end of period 322 $           0.41 322 $           0.41 

 

The following table summarizes information about stock options outstanding and exercisable 
at November 30, 2010:   

 

Date Issued 

Number of 
Options

Outstanding

Number of 
Options 
Vested

Exercise  
Price Expiry Date

     
May 28, 2008 272 272 $           0.45 May 28, 2013
October 21, 2008 50 50 $           0.21 October 21, 2013
Total 322 322 $           0.41  
    



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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7.      SHARE CAPITAL (continued)  

 
During the three months ended November 30, 2010, $nil (2009 - $0.008 million) was 
recognized as stock-based compensation expense related to options with a corresponding 
increase to contributed surplus. 
 
Contributed surplus arises from the following:   
 

 
November 30, 

2010 
August 31,  

2010
   
Balance, beginning of period $              3,694 $           2,570

Cancellation of purchased shares 238 1,122
Stock-based compensation - 2

Balance, end of period $              3,932 $           3,694

 
 
8. INTEREST EXPENSE 
 

 
November 30,  

2010 
November 30, 

2009

  
Amortization of financing costs $                  33 $            131
Bank charges and interest 31 31
Interest on long-term debt 165 160
Interest income (3)              (7)

 $                226 $           315

  
 
9. INCOME TAXES  

 

 
 November 30, 

2010 

  
November 30, 

2009
Net loss for the period $            (765) $            (483)
Computed income tax expense at statutory rate of 
 29.22% (2009 – 30.44%) (212) (147)
Stock-based compensation - 2 
Other permanent differences  58 75 
Impact of future tax rate differences 12 10 
Change in valuation allowance 142 60 
 $                    - $                   - 

 



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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9. INCOME TAXES (continued) 

Subject to confirmation by income tax authorities, the Company has approximately the 
following tax amounts available for future deduction: 

 November 30, 
2010 

August 31, 
2010 

Undepreciated capital cost $          5,914 $          5,687 
Cumulative eligible capital 16,720 16,999 
Share issue costs and financing costs carried forward 2,022 2,329 
Non-capital losses carried forward for tax purposes with expiration 
dates between 2011 and 2030 

 
13,885 

 
13,524 

 $       38,541 $       38,539 

 
These amounts are deductible from future income at rates prescribed by the Canadian Income 
Tax Act.  The components of the Company’s future income tax liability (asset) are a result of 
the origination and reversal of temporary differences and are comprised of the following: 
 
 
 
Nature of temporary differences 

November 30, 
2010 

August 31,  
2010

   
Capital assets $            246 $             310 
Intangible assets (1,376) (1,253) 
Goodwill 730 698
Rebranding 16 19 
Deferred rent inducement (177) (183)
Capital leases (3) (4) 
Share issue costs and financing costs (346) (449) 
Non-capital tax losses carry forward (3,570) (3,476) 

 (4,480) (4,338)
Valuation allowance 4,480 4,338 
Future income tax liability (asset) $                - $                  - 

 
 
 
 
 
 
 
 
 
 
 



 

PARAGON PHARMACIES LIMITED 

Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
(Unaudited) 

(All amounts in thousands, except per share amounts) 
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10. PER SHARE AMOUNTS  
 

 
November 30, 

2010 
November 30, 

2009
Weighted average number of shares   
     Basic  92,822 97,545
     Fully diluted 92,822 97,545

 
Diluted earnings per share have been calculated using the treasury stock method and includes 
the dilutive effect, if any, of options. 
 

11. RELATED PARTY TRANSACTIONS 
 
Canterbury Park Management Inc. provides management services as a shareholder.  Under 
the current agreement, the Company pays $0.20 million a year for advisory services.  In the 
prior year, in addition to the $0.20 million a year for advisory services, the agreement also 
provided for $0.03 million a month for executive services. During the period ended 
November 30, 2010, the Company expensed $0.05 million (2009 - $0.13 million) for 
advisory and executive services provided by Canterbury Park Management Inc.   

 
The Company also paid $0.05 million for the period ended November 30, 2010  (2009 - 
$0.05 million) in rent for premises leased under operating leases with parties related by 
virtue of common management and directors. These transactions are in the normal course of 
operations and have been recorded at the exchange amount, which is the amount agreed to by 
the related parties.  
 

12. CAPITAL MANAGEMENT 
 
The Company’s primary objectives when managing capital are to profitably grow its 
business while maintaining adequate financing flexibility to fund new investment 
opportunities and other unanticipated requirements or opportunities that may arise. Profitable 
growth is defined as earnings growth commensurate with the additional capital being 
invested in the business in order that the Company earns an appropriate rate of return on that 
capital. The primary investments undertaken by the Company to drive profitable growth 
include additions to the selling square footage of its store network via the construction of 
new, relocated and expanded stores, including related leasehold improvements and features, 
as well as through the acquisition of independent drug stores or their prescription files. In 
addition, the Company makes capital investments in information technology. The Company 
largely relies on its cash flow from operations to fund its capital investment program 
supplemented by debt and equity offerings. No changes were made to these objectives during 
the period. 
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Notes to Interim Consolidated Financial Statements 
Three Months Ended November 30, 2010 and 2009 
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12. CAPITAL MANAGEMENT (continued) 

 
The Company considers its total capitalization to be long-term debt (including the current 
portion thereof) and shareholders’ equity, net of cash. The Company also gives consideration 
to its obligations under capital leases when assessing its total capitalization. As at November 
30, 2010, the Company believes it has available cash resources, comprised of cash and cash 
equivalents and availability of long-term debt, to make necessary capital investments and to 
fund acquisitions. The Company may require additional debt and/or equity capital to fund 
any significant opportunities.  
 
The Company monitors its capital structure principally through measuring its net debt to 
shareholders’ equity and net debt to capitalization ratios, and manages its ability to service its 
debt and meet other fixed obligations by tracking its interest and other fixed charges 
coverage ratios. 
 
As part of its lending agreement, the Company monitors its net senior debt to EBITDA ratio 
as defined in its lending agreement.  At November 30, 2010, and for the period then ended 
the Company is in compliance with its bank covenants. 

 
The following table provides a summary of certain information with respect to the 
Company’s capital structure and financial position at the end of the year. 
 
 November 30, 

2010 
August 31, 

2010 
Cash and cash equivalents $     (3,413) $     (4,285) 
Current portion of long-term debt and capital leases 951 952 
Long-term debt 6,694 7,008 
   
Net debt 4,232 3,675 
   
Shareholders’ equity 28,390 29,523 
   
Total capitalization $      32,622 $     33,198 

   
Net debt: Shareholders’ equity           0.15       0.12 
Net debt: Total capitalization           0.13       0.11 
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13. CONTINGENCIES 
 

On April 5, 2007 the Company was named as a defendant in a statement of claim filed by 
Katz Group Canada Inc., Drug Trading Company Ltd., Pharmx Rexall Drug Stores Ltd. and 
Katz Group Canada Ltd., as plaintiffs.  Management of the Company believes that the 
allegations raised in the statement of claim are without merit and the Company intends to 
vigorously defend the action to the full extent permitted under law.  Any loss will be 
recorded in the period the claim is resolved. 
 

Reimbursements of drug costs and dispensing fees by provincial health authorities are 
subject to post reimbursement review.  As at January 27, 2011, there are currently two 
reviews in progress.  The amount of the reimbursement, if any, arising from the review is 
unknown at this time.  To the extent the results of the review require reimbursement of 
amounts previously claimed, the reimbursement will be charged against earnings when 
known. 

 
14. COMPARATIVE FIGURES 
 
Certain comparative figures have been reclassified to conform to the financial statement presentation 
adopted in the current period 


