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Notice to National Instrument 51-102 

 
The accompanying unaudited condensed consolidated interim financial statements have been 
prepared by management and have not been independently audited or reviewed by the auditor 
of ESI Entertainment Systems Inc.   
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ESI ENTERTAINMENT SYSTEMS INC. 
Condensed Consolidated Interim Statements of Financial Position 
As at November 30, 2011, February 28, 2011, and March 1, 2010 
(Unaudited – expressed in Canadian dollars) 
 

   November 30, 
2011 

 February 28, 
2011  

(Note 19) 

 March 1, 
2010  

(Note 19) 
        
Assets        
        
 Cash and cash equivalents $ 151,182 $ 17,742 $ 89,208 
 Accounts receivable  341,224  210,160  361,745 
 Prepaids and other  148,725  66,912  65,658 
 Citadel processing accounts (Note 5)  5,753,915  4,277,252  4,937,401 
Current Assets  $ 6,395,046 $ 4,572,066 $ 5,454,012 
        
 Capitalized Development Costs (Note 6)  136,033  160,255  47,532 
 Property and equipment (Note 7)  110,915  123,002  170,499 
 Deferred contract costs (Note 8)  360,664  382,682  550,362 
Total Assets  $ 7,002,658 $ 5,238,005 $ 6,222,405 
        
        
Liabilities        
 Accounts payable and accrued liabilities $ 1,319,580 $ 2,085,038 $ 1,516,110 
 Loan Payable (Note 9)  2,245,985  2,081,567  2,174,733 
 Citadel Processing Liabilities (Note 5)  7,109,826  5,321,142  5,649,239 
 Deferred Revenue  482,260  485,367  582,230 
Current Liabilities  $ 11,157,651 $ 9,973,114 $ 9,922,312 
        
 Deferred Revenue  394,958  519,494  913,605 
Total Liabilities  $ 11,552,609 $ 10,492,608 $ 10,835,917 
        
Shareholders’ Equity (Deficiency)        
 Share Capital (Note 10a) $ 9,957,959 $ 9,957,959 $ 9,957,959 
 Contributed Surplus (Note 10c)  4,592,947  4,575,772   4,506,304 
 Other Comprehensive Income (Loss)  (64,457)  23,318  - 
 Deficit   (19,036,400)  (19,811,652)  (19,077,775) 
Total Equity  $ (4,549,951) $ (5,254,603) $ (4,613,512) 
Total liabilities and equity  $ 7,002,658 $ 5,238,005 $ 6,222,405 
Nature and continuance of operations (Note 1) 
Commitments and contingencies (Note 13) 
Economic dependence (Note 17) 
 
The accompanying notes are an integral part of these condensed consolidated interim financial 
statements. 
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ESI ENTERTAINMENT SYSTEMS INC. 
Condensed Consolidated Interim Statements of Loss and Comprehensive Loss 
For The Three and Nine months ended November 30, 2011 and 2010 
(Unaudited – expressed in Canadian dollars) 
 
   Three months ended 

November 30, 
 Nine months ended 

November 30, 
    

2011 
  

2010 
(Note 19) 

  
2011 

  
2010 

(Note 19) 
Continuing Operations          
 Revenues (Note 16) $ 1,094,334 $ 936,842 $ 3,213,185 $ 2,502,136 
 Direct Costs    783,856  448,585  1,537,422  1,428,597 
Gross Profit (Note 16)  310,478  488,257  1,675,763  1,073,539 
General and administration 
expenses   

 
303,642  659,422  707,879  2,087,304 

Income (loss) before under 
noted items 

  6,836  (171,165)  967,884  (1,013,765) 
 

Other expenses (income)          
 Foreign exchange (gain) loss  175,983  (397,698)  97,456  (584,357) 
 Tax expense   -  -  (564)  - 
 Other income  -  (83,978)  -  (83,978) 
 Interest  income  -  (57)  (10)  (746) 
 Interest expense  32,979  55,358  95,750  157,288 
Income (loss) for period 
attributable to equity holders (202,126) 255,210  775,252  (501,972) 
Other comprehensive income 
(loss)  

      

Foreign currency translation gain 
(loss) 4,567 -  (64,457)  64,276 
Total Comprehensive income 
(loss) for the period 
attributable to equity holders  

 
 

 
$ 

 
(197,559) 

 
$ 

 
255,210 

 
$ 

 
710,795               

 
$ 

 
(437,696) 

Basic and diluted earnings (loss) 
per share (Note 11)  (0.01)  0.02  0.05  (0.03) 

          
The accompanying notes are an integral part of these condensed consolidated interim financial 
statements. 
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ESI ENTERTAINMENT SYSTEMS INC. 
Condensed Consolidated Interim Statements of Changes in Equity 
(Unaudited – expressed in Canadian dollars) 
 

 
 

Number of 
shares 

(Note 10,19)  

 
 

Share capital 
(Note 10,19)  

Contributed 
Surplus 

(Note 10,19) 

 
Other 

Comprehensive 
Income (Loss) 

(Note 19)  

 
 
 

Deficit 
(Note 19) 

 
 
 

Total 
equity 

Balance, March 1, 2010 14,234,727 $ 9,957,959 $ 4,506,304 $ - $ (19,077,775) $ (4,613,512) 
Share-based compensation -  -  (10,178)  -  -  (10,178)  
Foreign currency translation 
differences for foreign operations 

-  -  -  64,276  -  64,276  

Profit (loss) from continuing 
operations attributable to the 
equity holders 
 

-  -  -  -  (501,972)  (501,972)  

Balance, November 30, 2010 14,234,727 $ 9,957,959 $ 4,496,126 $ 64,276 $ (19,579,747) $ (5,061,386)  
Share-based compensation -  -  79,646  -  -  79,646  
Foreign currency translation 
differences for foreign operations 

-  -  -  (40,958)  -  (40,958)  

Profit (loss) from continuing 
operations attributable to the 
equity holders 

-  -  -  -  23,305  23,305  

Balance, February 28, 2011 14,234,727 $ 9,957,959 $ 4,575,772 $ 23,318 $ (19,811,652) $ (5,254,603) 
Share-based compensation -  -  17,175  -  -  17,175  
Foreign currency translation 
differences for foreign operations 

-  -  -  (87,775)  -  (87,775)  

Profit (loss) from continuing 
operations attributable to the 
equity holders 

-  -  -  -  775,252  775,252  

Balance, November 30, 2011 14,234,727 $ 9,957,959 $ 4,592,947 $ (64,457) $ (19,036,400) $ (4,549,951)  

The accompanying notes are an integral part of these condensed consolidated interim financial statements. 
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ESI ENTERTAINMENT SYSTEMS INC. 
Condensed Consolidated Interim Statements of Cash Flows 
For The Three and Nine months ended November 30, 2011 and 2010  
(Unaudited – expressed in Canadian dollars) 

 

Cash provided by (used for) the following 
activities 

Operating activities 

Three months ending  
November 30, 

            2011 2010 

Nine months ending  
November 30, 

               2011 2010 
    

Income (Loss) for the period $ (202,126) $ 255,210 $ 775,252 $ (437,696) 
Add (deduct)     

Depreciation 16,296 12,915 48,213 39,260 
Stock-based compensation 3,068 (4,860) 17,175 (10,178) 

 (182,762) 263,265 840,640 (408,614) 

Changes in non-cash working capital:     

Accounts receivable 35,319 262,045 (166,548) 60,976 
Prepaids (45,580) 40,411 (81,813) 2,109 
Accounts payable and accrued liabilities 84,502 (471,581) (845,460) 589,507 
Deferred revenue (13,083) (42,506) (127,643) (268,372) 
Deferred contract costs 7,482 42,749 22,018 126,197 

Cash flow (used in) from operations (114,122) 94,383 (358,806) 101,803 

Investment activities 
    

Capitalized development costs (8,092) (25,434) 24,222  (97,235) 
Acquisition of property and equipment (8,415) - (8,415) (3,218) 

Cash from (used in) investing activities 16,444 (25,434) 15,807 (100,453) 

Financing activities 
    

Loan payable 119,083 (62,332) 164,418 10,853 
Change in Citadel processing liabilities 1,081,464 - 1,788,684 - 
Change in Citadel processing assets (1,065,189) - (1,476,663) - 

Cash from (used in) financing activities 135,358 (62,332) 476,439 10,853 

Increase (decrease) in cash and cash 
equivalents 37,680 6,617 133,440 12,203 

Cash and cash equivalents, beginning of 
period 

113,502 94,794 17,742 89,208 

Cash and cash equivalents, end of period $ 151,182 $ 101,411 $ 151,182 $ 101,411 
     

 
The accompanying notes are an integral part of these condensed consolidated interim financial statements.



ESI ENTERTAINMENT SYSTEMS INC. 
Notes to the Condensed Consolidated Interim Financial Statements 
For Three and Nine Months Ending November 30, 2011  
(Unaudited – expressed in Canadian dollars) 
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1. Nature and continuance of operations 

ESI Entertainment Systems Inc. and its subsidiaries (together “ESI” or the “Company”) were incorporated as 
e-Success Inc. on December 9, 1999 under the Canada Business Company Act. On February 27, 2006, the 
Company was continued as a British Columbia company and changed its name to ESI Entertainment Systems 
Inc.  The Company is continued under the laws of British Columbia, Canada and its Common Shares are listed 
on the Canadian National Stock Exchange (“CNSX”) under the symbol (“ESY”). 

ESI Corporate 

The address of the Company’s corporate office and principal place of business is Burnaby, British Columbia. 

ESI is a software development company with two main independently operated and controlled subsidiaries: 
ESI Integrity Inc. (“Integrity”) and Citadel Commerce Corp. (“Citadel”).  The two active subsidiaries are located 
in separate physical locations and operated autonomously with completely separate management, personnel 
and infrastructure. The Company also has a number of other minor subsidiaries described in note 3.  

Integrity 

Integrity provides software solutions for real-time auditing, fraud control and risk management systems to 
businesses requiring high levels of security, integrity, and trust, including government lotteries and pari-mutuel 
(horse tracks) organizations.  Integrity enters into long term customer license and support contracts where it 
charges a fixed license fee for the use of its audit and risk management software, as well as an annual support 
fee. The license contracts can be perpetual or renewable. The support contracts are renewable. Revenue is 
typically earned over a two to five year period, depending on the term of each contract. The change in revenue 
is dependent on the number of contracts executed in a given year, which may vary substantially from year to 
year. 

The cost of licensing revenue primarily consists of the cost of customizing the software and the cost of 
installing and testing the software. The cost of support revenues primarily relates to personnel support costs. 

Citadel 

Citadel’s primary product is its Instant Bank Transfer service. It earns a fee on each payment processed to and 
from end-users and e-commerce merchants. 

Citadel provides on-line payment processing services including electronic cheques and paper cheques but its 
main focus is its instant online banking services. Transactions are processed with concurrent transactional 
fraud detection services including full identity pre-authorization via in-house and third party databases and 
validation of previous transaction history. All of Citadel’s services are based on a fee per transaction charged to 
its merchants. Its existing infrastructure and personnel have the capability to process substantially larger 
volumes. 

 

 

 

 

 



ESI ENTERTAINMENT SYSTEMS INC. 
Notes to the Condensed Consolidated Interim Financial Statements 
For Three and Nine Months Ending November 30, 2011  
(Unaudited – expressed in Canadian dollars) 
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The Instant Bank Transfer service uses a software product that assists the consumer to complete the details of 
an online bank transfer which simplifies the process and eliminates data entry errors.  The software also 
detects when the customer initiated the transfer and the merchant is notified that the funds have been sent.  
Citadel uses proprietary back-office software to electronically scan Citadel bank accounts for received deposits 
and to notify merchants of changes in transaction states.  Knowing that the funds have been sent by the 
customer allows the merchant to have a high level of confidence that the funds will soon be received by 
Citadel.  This allows the merchant to provide the customer with instant access to their funds. 

Going Concern 

These financial statements have been prepared on a going concern basis which includes the assumption that 
the Company will be able to realize its assets and settle its liabilities in the normal course of business. For the 
three and nine month period ended November 30, 2011 the Company earned income (incurred loss) from 
operations of ($197,559) and $710,795 (2010: $255,210 and ($437,696)), respectively, with an operating cash 
flow of ($114,122) and ($358,806) - (2010: $94,383 and $101,803) respectively. In addition, as at November 30, 
2011 there is a working capital deficit of $4,938,989 (2010: $5,016,013). 

The Company has made efforts to reduce costs incurred in its operations. The continued revenues from the 
Company’s active businesses form the basis of management’s opinion that the Company will meet its liabilities 
and commitments as they become due. The Company is currently monitoring all expenditures and 
implementing cash management strategies to ensure that it has adequate cash reserves to fund identified 
expenditure requirements.  

Given the Company’s operating losses and working capital deficit, there exists considerable uncertainty about 
the Company’s ability to continue as a going concern. The Company will require continued financial support 
from its shareholders and creditors and/or new debt or equity financing until it is able to generate sufficient 
cash flow from operations on a sustained basis.  There can be no guarantee that adequate funds will be 
available on acceptable terms as and when required by the Company.  Failure to obtain ongoing support of its 
shareholders and creditors may make the going concern basis of accounting inappropriate, in which case the 
Company’s assets and liabilities would need to be recognized at their liquidation values.  These financial 
statements do not include any adjustment due to this going concern uncertainty. 

2. Basis of presentation 

a) Statement of compliance and conversion to International Financial Reporting Standards (“IFRS”) 

Statement of compliance 

The condensed interim consolidated financial statements for the period ended November 30, 2011 have been 
prepared in accordance with International Accounting Standard 34, Interim Financial Reporting (“IAS 34”) as 
issued by the International Accounting Standards Board (“IASB”) and using the accounting policies the 
Company expects to adopt in its condensed interim consolidated financial statements as at and for the year 
ending February 28, 2011. 
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(Unaudited – expressed in Canadian dollars) 
 

7 
 

 

The May 31, 2011 condensed interim consolidated financial statements were the Company’s first consolidated 
financial statements prepared under IFRS. The Company adopted IFRS in accordance with IFRS 1 First-time 
Adoption of International Financial Reporting Standards (“IFRS 1”) with a transition date to IFRS of March 1, 
2010. Consequently the comparative figures for 2010 and the Company’s consolidated statement of financial 
position as at March 1, 2010 have been restated from accounting principles generally accepted in Canada 
(“Canadian GAAP”) to comply with IFRS. 

These condensed interim consolidated financial statements should be read in conjunction with the Company’s 
2011 annual consolidated financial statements prepared in accordance with Canadian GAAP and in 
consideration of the IFRS transition disclosures included in note 20. In addition, IFRS 1 allows certain 
exemptions from retrospective application of IFRS in the opening consolidated statement of financial position. 
Where these have been used they are explained in Note 20. 

Basis of measurement 

These condensed interim consolidated financial statements are stated in Canadian dollars and were prepared 
on a going concern basis, under the historical cost convention. 

Use of estimates and judgments 

The preparation of condensed interim consolidated financial statements in conformity with IFRS requires 
management to make judgments, estimates and assumptions that affect the reported amounts of assets and 
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and 
expenses during the reporting period. Although these estimates are based on management’s best knowledge 
of the amount, event or actions, actual results ultimately may differ from those estimates. Areas where 
estimates are significant to the interim consolidated financial statements are disclosed in note 4. 

Functional and presentation currency 

These condensed interim consolidated financial statements are presented in Canadian dollars, which is the 
Company’s functional currency. 

3. Summary of significant accounting policies 

The principal accounting policies applied in the preparation of these condensed interim consolidated financial 
statements are set out below. These policies have been consistently applied to all the years presented, unless 
otherwise stated. 

A) Basis of consolidation 

Subsidiaries are an entity controlled by ESI. Control is achieved where the entity has the power to govern the 
financial and operating policies of an entity so as to obtain benefits from its activities.  The results of 
subsidiaries acquired or disposed of during the year are included in the consolidated statement of 
comprehensive income from the effective date of acquisition and up to the effective date of disposal, as 
appropriate. 
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Notes to the Condensed Consolidated Interim Financial Statements 
For Three and Nine Months Ending November 30, 2011  
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Where necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting 
policies into line with those used by other members of the Group. 

Intra-group balances and transactions, and any unrealized gains and losses or income and expenses arising 
from intra-group transactions are eliminated in preparing the condensed interim consolidated financial 
statements. Unrealized gains arising from transactions with associates are eliminated to the extent of the 
Company’s interest in the entity. Unrealized losses are eliminated in the same way as unrealized gains, but 
only to the extent that there is no evidence of impairment. 

These consolidated financial statements include the accounts of the Company and the following direct and 
indirect subsidiaries: 

Active: 

§ ESI Integrity Inc. – wholly-owned subsidiary incorporated in Canada 
§ Citadel Commerce Corp – wholly-owned subsidiary incorporated in Canada 
§ Citadel Commerce UK Limited – wholly-owned subsidiary incorporated in United Kingdom 
§ ESI Holdings (Malta) Limited – wholly-owned subsidiary incorporated in Malta 
§ Citadel Commerce (Malta) Limited – wholly-owned subsidiary incorporated in Malta 
§ CC Mexico Holdings, S. de R.L. de C.V. – wholly-owned subsidiary incorporated in Mexico 

Inactive: 
§ Playline Inc. – wholly-owned subsidiary incorporated in Canada 
§ Citadel Commerce Costa Rica Holdings S.R.L – wholly-owned subsidiary incorporated in Costa Rica 
§ Fortress Technologies Limited – wholly-owned subsidiary incorporated in Malta 
§ Playline Technologies Limited – wholly-owned subsidiary incorporated in Malta 

B) Foreign currency translation 

Items included in the condensed interim consolidated financial statements of each of the Company’s 
subsidiaries are measured using the currency of the primary economic environment in which the entity 
operates (the “functional currency”). Foreign currency transactions are translated into the functional currency 
using the exchange rates prevailing at the dates of the transaction.  Foreign exchange gains and losses 
resulting from the settlement of such transactions and from the translation of monetary assets and liabilities 
not denominated in the functional currency of an entity are recognized in the consolidated statement of 
comprehensive income.  

Assets and liabilities of foreign operations with functional currencies other than Canadian dollars are 
translated at the period end rates of exchange, and the results of their operations are translated at average 
rates of exchange for the period. The resulting translation adjustments are included in other comprehensive 
income (loss) in shareholders’ equity. 

Foreign exchange gains and losses related to intercompany loans forming part of a reporting entity’s net 
investment in a foreign operation are included in other comprehensive income (loss). All other foreign 
exchange gains and losses are recognized in the consolidated statement of comprehensive income. 
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C) Cash and cash equivalents 

Cash and cash equivalents consist of cash on hand and short-term deposits with initial maturities of equal to or 
less than 90 days. 

D) Deferred product development costs 

Deferred product development costs represent material costs incurred by the Company primarily related to 
the development of new auditing software, quality assurance processes and the user interface application to 
improve their existing products.  Costs associated with projects in condition necessary for them to be capable 
of operating in the manner intended by management are depreciated over the estimated useful lives of the 
projects. Development costs incurred on new product development projects, which in management’s view 
have clearly defined market prospects, are technologically feasible and for which the Company intends to 
commit resources, are deferred and will be amortized over its estimated useful life once revenue is earned 
after implementation.  However, if at any time a product is deemed no longer commercially viable or facts and 
circumstances suggest that the carrying amount exceeds the recoverable amount, the balance of deferred 
development costs is expensed.   

E) Deferred contract costs 

Contract costs incurred for the installation of software pursuant to license agreements with Integrity are 
included in deferred contract costs.  These expenditures generally relate to materials and direct labour costs 
and are charged to direct cost of revenues earned by Integrity over the term of the related revenue contract.  
When it is determined that expenditures will not likely be recovered by future revenue, such expenditures are 
included in current year’s statement of loss and comprehensive loss.  There is no impairment of deferred 
contract costs as at November 30, 2011. 

F) Non-derivative financial instruments 

Non-derivative financial instruments are recognized when the Company becomes a party to the contractual 
provisions of the instrument. Financial assets are derecognized when the rights to receive cash flows from the 
assets have expired or have been transferred and the Company has transferred substantially all risks and 
rewards of ownership. Non-derivative financial instruments are recognized initially at fair value plus, for 
instruments not at fair value through profit or loss, any directly attributable transaction costs. 

At initial recognition, all financial instruments and are classified in one of the following categories depending 
on the purpose for which the instruments were acquired: 

Loans and receivables 

Loans and receivables are subsequently measured at amortized cost using the effective interest method, less 
any impairment losses, with interest expense recognized on an effective yield basis. The asset classified in this 
category is accounts receivable. 
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For Three and Nine Months Ending November 30, 2011  
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Financial assets at fair value through profit or loss 

Financial assets at fair value through profit or loss (“FVTPL”) are financial assets held for trading or is 
designated as such by management. Such assets are held for trading if it is acquired principally for the purpose 
of selling in the short-term. These assets are initially recognized, and subsequently carried, at fair value, with 
changes recognized in the statement of comprehensive income. Transaction costs are expensed. Assets in this 
category include cash and cash equivalents, Citadel processing accounts and Citadel processing liabilities.  

Other financial liabilities 

Other financial liabilities are initially measured at fair value, net of transaction costs, and are subsequently 
measured at amortized cost using the effective interest method, with interest expense recognized on an 
effective yield basis. Liabilities in this category include accounts payable and accruals and loan payable. 

Equity instruments 

An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting 
all of its liabilities. Equity instruments issued by the Company are recorded at the proceeds received, net of 
direct issue costs. 

G) Revenue recognition 

Revenue is recognized when persuasive evidence of an arrangement exists, delivery has occurred, the fee is 
fixed or determinable, the costs incurred, or to be incurred in respect to the transaction can be measured 
reliably and collection is reasonably assured at the time of recognition. 

For Integrity contracts with multiple deliverables, such as software licenses and support services, these 
arrangements do not qualify for separate units of accounting as there is no vendor specific objective and 
reliable evidence of their fair value.   Accordingly, the software license and the software support services 
revenue are recognized over the remaining term of the related support services contract, subject to the 
delivery and installation of the software and acceptance by the customer. Deferred revenue consists of 
unearned license fees received prior to delivery, installation and acceptance by the customer, unamortized 
license and support fees revenue and advance payments of annual support service. 

Citadel’s revenue from transaction processing services is recognized on execution of the underlying 
transactions.  Revenue from consulting and support services is recognized as such services are provided. 

Revenue is measured at the fair value of the consideration received or receivable. 

H) Property and equipment (“PP&E”) 

Property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment 
losses. 

Cost comprises the fair value of consideration given to acquire or construct an asset and includes the direct 
charges associated with bringing the asset to the location and condition necessary for putting it into use, along 
with borrowing costs as applicable.  When parts of an item of PP&E have different useful lives, they are 
accounted for as a separate item of PP&E. 
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Gains and losses on disposal of an item of PP&E are determined by comparing the proceeds from disposal with 
the carrying amount of PP&E, and are recognized as gain or loss on disposal of assets. 

Depreciation is charges to the statement of comprehensive income on the straight-line basis to recognize the 
cost less estimated residual value over the estimated useful lives of the assets, as follows: 

· Computer hardware   3 years 
· Computer software   3 years 
· Equipment under capital leases  3 years 
· Leasehold improvements  5 years 
· Furniture and fixtures   10 years 

 
I) Impairment 

Financial assets 

A financial asset is assessed at each reporting date to determine whether there is any objective evidence that 
it is impaired. Significant financial difficulties of a debtor, probability that the debtor will enter bankruptcy or 
financial reorganization, and default or delinquency in payments are considered indicators that the trade 
receivable is impaired. The amount of the provision is the difference between the asset’s carrying amount and 
the present value of estimated future cash flows, discounted at the original effective interest rate. The carrying 
amount of the asset is reduced through the use of an allowance account, and the amount of the loss is 
recognized in the statement of comprehensive income. When a trade receivable is uncollectible, it is written 
off against the allowance account for trade receivables. 

Non-financial assets 

At the end of each reporting period, the Company reviews the carrying amounts of its long lived assets to 
determine whether there is any indication that those assets have suffered an impairment loss. If any such 
indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the 
impairment loss (if any). Where it is not possible to estimate the recoverable amount of an individual asset, the 
Company estimates the recoverable amount of the cash-generating unit (“CGU”) to which the asset belongs. 
Where a reasonable and consistent basis of allocation can be identified, corporate assets are also allocated to 
individual CGU’s, or otherwise they are allocated to the smallest group of CGU’s for which a reasonable and 
consistent allocation basis can be identified. 

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the 
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects 
current market assessments of the time value of money and the risks specific to the asset for which the 
estimates of future cash flows have not been adjusted.  If the recoverable amount of an asset or CGU is 
estimated to be less than its carrying amount, the carrying amount of the asset or CGU is reduced to its 
recoverable amount. An impairment loss is recognized immediately in comprehensive income. 
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Where an impairment loss subsequently reverses for assets with a finite useful life, the carrying amount of the 
asset or CGU is increased to the revised estimate of its recoverable amount, but so that the increased carrying 
amount does not exceed the carrying amount that would have been determined had no impairment loss been 
recognized for the asset or CGU in prior years. A reversal of an impairment loss is recognized immediately in 
the statement of comprehensive income. 

J) Share-based compensation 

The Company operates a number of equity-settled compensation plans under which it receives services from 
employees, directors, officers, and consultants as consideration for equity instruments of the Company. 

The Company uses the Black-Scholes pricing model to estimate the fair value of equity-settled awards at the 
grant date. The expense is recognized over the vesting period, which is the period over which all of the 
specified vesting conditions are satisfied. For awards with graded vesting, the fair value of each tranche is 
recognized over its respective vesting period. 

No expense is recognized for awards that do not ultimately vest, except for equity-settled awards where 
vesting is conditional upon a market or non-vesting condition, which are treated as vesting irrespective of 
whether or not the market or non-vesting condition is satisfied, provided that all other performance and/or 
service conditions are satisfied. 

K) Income taxes 

Tax expense comprises current and deferred tax. Tax is recognized in the consolidated income statement 
except to the extent it relates to items recognized in other comprehensive income or directly in equity. 

Current Income tax 

Current tax expense is based on the results for the period as adjusted for items that are not taxable or not 
deductible. Current tax is calculated using tax rates and laws that were enacted or substantively enacted at the 
end of the reporting period. Management periodically evaluates positions taken in tax returns with respect to 
situations in which applicable tax regulation is subject to interpretation. Provisions are established where 
appropriate on the basis of amounts expected to be paid to the tax authorities. 

Deferred tax 

Deferred taxes are the taxes expected to be payable or recoverable on differences between the carrying 
amounts of assets in the consolidated statement of financial position and their corresponding tax bases used in 
the computation of taxable profit, and are accounted for using the balance sheet liability method. Deferred tax 
liabilities are generally recognized for all taxable temporary differences between the carrying amounts of 
assets and their corresponding tax bases.  Deferred tax assets are recognized to the extent that it is probable 
that taxable profits will be available against which deductible temporary differences can be utilized. Such 
assets and liabilities are not recognized if the temporary difference arises from the initial recognition of 
goodwill or from the initial recognition (other than in a business combination) of other assets in a transaction 
that affects neither the taxable profit nor the accounting profit. 
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Deferred tax liabilities: 

· are generally recognized for all taxable temporary differences; 

· are recognized for taxable temporary differences arising on investments in subsidiaries except where the 
reversal of the temporary difference can be controlled and it is probable that the difference will not 
reverse in the foreseeable future; and 

· are not recognized on temporary differences that arise from goodwill which is not deductible for tax 
purposes. 

Deferred tax assets: 

· are recognized to the extent it is probable that taxable profits will be available against which the 
deductible temporary differences can be utilized; and 

· are reviewed at the end of the reporting period and reduced to the extent that it is no longer probable 
that sufficient taxable profits will be available to allow all or part of the asset to be recovered. 

Deferred tax assets and liabilities are not recognized in respect of temporary differences that arise on initial 
recognition of assets and liabilities acquired other than in a business combination. 

L) Earnings (Loss) per share (“EPS”) 

Basic EPS is calculated by dividing profit or loss attributable to owners of the Company (the numerator) by the 
weighted average number of ordinary shares outstanding (the denominator) during the period. The 
denominator (number of units) is calculated by adjusting the shares in issue at the beginning of the period by 
the number of shares bought back or issued during the period, multiplied by a time-weighting factor. 

Diluted EPS is calculated by adjusting the earnings and number of shares for the effects of dilutive options and 
other dilutive potential units. The effects of anti-dilutive potential units are ignored in calculating diluted EPS. 
All current options are considered anti-dilutive. 

M) Leases 

A lease that transfers substantially all of the benefits and risks of ownership is classified as a finance lease. At 
the inception of the lease, an asset and a payment obligation are recorded at an amount equal to the lesser of 
the present value of the minimum lease payments and the property’s fair market value. Assets under finance 
lease are amortized on the declining balance basis over their estimated useful lives of approximately five years. 
All other leases are accounted for as operating leases under which lease costs are expensed as incurred. Lease 
payments expensed for the three and nine months ended November 30, 2011 amounted to $56,140 and 
$112,281 (November 30, 2010 - $50,345 and $100,691) respectively. 

N) Finance Costs 

Finance expenses comprise interest expense on borrowings and any impairment losses recognized on financial 
assets.  
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Borrowing costs incurred for the development of qualifying assets are capitalized during the period of time 
that is required to complete and prepare the assets for their intended use or sale. All other borrowing costs 
are recognized in the consolidated statement of comprehensive income using the effective interest method. 
Interest has been capitalized at the rate of interest applicable to the specific borrowings financing the asset, or 
where financed through general borrowings, at a capitalization rate representing the average interest rate on 
such borrowings. 

O) Segment Reporting 

The executive committee reviews the Company’s internal reporting in order to assess performance and 
allocate resources.  Management has determined the operating segments based on these reports.  The 
committee assesses the business from a functional perspective, distinguishing from the revenue streams 
attributable to Integrity, Citadel and ESI Entertainment Inc. (“Corporate”). 

P) Recent accounting pronouncements 

The Company has reviewed new and revised accounting pronouncements that have been issued but are not 
yet effective and determined that the following may have an impact on the Company: 

i) IFRS 9 – Financial Instruments 

IFRS 9, ‘Financial Instruments’ was issued in November 2009 as the first step in its project to replace IAS 39 
‘Financial Instruments: Recognition and Measurement’. IFRS 9 introduces new requirements for classifying and 
measuring financial assets that must be applied starting January 1, 2013, with early adoption permitted. The 
IASB intends to expand IFRS 9 during the intervening period to add new requirements for classifying and 
measuring financial liabilities, de-recognition of financial instruments, impairment and hedge accounting. The 
Company is currently assessing the impact of this standard. 

ii) IFRS 10 – Consolidated Financial Statements 

IFRS 10, ‘Consolidated Financial Statements’ was issued in May 2011 and will supersede the consolidation 
requirements in SIC-12 ‘Consolidation – Special Purpose Entities’ and IAS 27 ‘Consolidated and Separate 
Financial Statements’ effective for annual periods beginning on or after January 1, 2013, with early application 
permitted. IFRS 10 builds on existing principles by identifying the concept of control as the determining factor 
in whether an entity should be included within the consolidated financial statements of the parent company. 
The standard also provides additional guidance to assist in the determination of control where this is difficult 
to assess. The Company is currently assessing the impact of this standard. 

iii) IFRS 12 – Disclosure of Interests in Other Entities 

IFRS 12, ‘Disclosure of Interests in Other Entities’ was issued in May 2011 and is a new and comprehensive 
standard on disclosure requirements for all forms of interests in other entities, including subsidiaries, joint 
arrangements, associates and unconsolidated structured entities.  IFRS 12 is effective for annual periods 
beginning on or after January 1, 2013, with earlier application permitted. The Company is currently assessing 
the impact of this standard. 
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iv) IFRS 13 – Fair Value Measurement 

IFRS 13, ‘Fair Value Measurement’ was issued in May 2011 and sets out in a single IFRS a framework for 
measuring fair value.  IFRS 13 defines fair value as the price that would be received to sell an asset or paid to 
transfer a liability in an orderly transaction between market participants at the measurement date.  This 
definition of fair value emphasizes that fair value is a market-based measurement, not an entity-specific 
measurement.  In addition, IFRS 13 also requires specific disclosures about fair value measurement.  IFRS 13 is 
effective for annual periods beginning on or after January 1, 2013, with earlier application permitted.  The 
Company is currently assessing the impact of this standard. 

4. Critical accounting estimates and judgments 

The preparation of financial statements requires management to make judgments, estimates and assumptions 
that affect the application of policies and reported amounts of assets, liabilities and contingent liabilities as at 
the date of the consolidated financial statements, and the reported amount of revenues and expenses during 
the reporting period.  Estimates and judgments are continuously evaluated and are based on management’s 
experience and other factors, including expectations of future events that are believed to be reasonable under 
the circumstances.  Actual results may differ from these estimates. 

The key sources of estimation uncertainty that have a significant risk of causing material adjustment to the 
amounts recognized in the condensed consolidated interim financial statements are as follows:  

(i) Deferred product development costs 

Deferred product development costs are represent costs incurred by the Company primarily related to the 
development of new auditing software, quality assurance processes and the user interface application to 
improve their existing products. Deferred development costs, net of related investment tax credits, are 
expensed as incurred unless they meet the following criteria for deferral and depreciation under IFRS: 

1. the technical feasibility of completing the asset so that it will be available for use or sale; 

2. the Company has the intention and ability to complete the asset and obtain economic benefit through 
its use or sale; 

3. the extent and nature of the future economic benefits. Among other things the Company must 
demonstrate the existence of a market for the output of the asset and will deliver an appropriate 
financial return; 

4. the availability and probability of obtaining appropriate technical and other resources to 
complete the product and to use or sell the asset; 

5. the availability of product finance, or the existence of a market for the product if sold; and, 

6. its ability to measure reliably the expenditure attributable to the asset during the development phase. 

In accordance with IAS 36, the Company is required to test these assets for impairment by comparing their 
recoverable amount with their carrying amount, annually and whenever there is an indication that the asset 
may be impaired. 
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Deferred product development costs are not depreciated until they have been completed and have been 
implemented for use within the Company. 

There is a risk that if the market conditions or underlying product assumptions change, such that the forecast 
product returns are no longer deemed to be sufficient either in part or in total to justify the continued 
development of the project, then the carrying value of the asset may be written down, or written off in the 
future.   There is no impairment of deferred development costs as at November 30, 2011 (2010 – nil), nor as 
at February 28, 2011. 

(ii) Share-based payments 

The Company measures the cost of equity-settled transactions with employees by reference to the fair value 
of the equity instruments at the date at which they are granted. Estimating fair value for share-based payment 
transactions requires determining the most appropriate valuation model, which is dependent on the terms 
and conditions of the grant. This estimate also requires determining and making assumptions about the most 
appropriate inputs to the valuation model including the expected life, volatility and dividend yield of the share 
option.  

(iii) Useful lives of property and equipment  

The Company estimates the useful lives of property, plant and equipment based on the period over which the 
assets are expected to be available for use. The estimated useful lives of property, plant and equipment are 
reviewed periodically and are updated if expectations differ from previous estimates due to physical wear and 
tear, technical or commercial obsolescence and legal or other limits on the use of the relevant assets. In 
addition, the estimation of the useful lives of property, plant and equipment are based on internal technical 
evaluation and experience with similar assets. It is possible, however, that future results of operations could be 
materially affected by changes in the estimates brought about by changes in factors mentioned above. The 
amounts and timing of recorded expenses for any period would be affected by changes in these factors and 
circumstances. A reduction in the estimated useful lives of the property, plant and equipment would increase 
the recorded expenses and decrease the non-current assets. 

(iv) Impairment of non-financial assets 

Impairment exists when the carrying value of an asset or cash generating unit exceeds its recoverable amount, 
which is the higher of its fair value less costs to sell and its value in use. The fair value less costs to sell 
calculation is based on available data from binding sales transactions in an arm’s length transaction of similar 
assets or observable market prices less incremental costs for disposing of the asset. The value in use 
calculation is based on a discounted cash flow model. The cash flows are derived from the budget for the next 
five years and do not include restructuring activities that the Company is not yet committed to or significant 
future investments that will enhance the asset’s performance of the cash generating unit being tested. The 
recoverable amount is most sensitive to the discount rate used for the discounted cash flow model as well as 
the expected future cash inflows and the growth rate used for extrapolation purposes. 
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(v) Taxes 

Provisions for taxes are made using the best estimate of the amount expected to be paid based on a 
qualitative assessment of all relevant factors. The Company reviews the adequacy of these provisions at the 
end of the reporting period. However, it is possible that at some future date an additional liability could result 
from audits by taxing authorities. Where the final outcome of these tax-related matters is different from the 
amounts that were initially recorded, such differences will affect the tax provisions in the period in which such 
determination is made. 

5. Citadel processing: 

Citadel Processing Accounts represent the bank accounts maintained by the Company for the purpose of 
payment processing for Citadel merchants and clients. These accounts are recorded separately from the 
Company’s operating bank accounts.  

Citadel Processing Liabilities represent balances due to myCitadel clients, merchants and their clients from 
funds held in trust, pending transaction cancellation periods and processing times. These amounts consist of:  

 

  
November 30, 

2011  
February 28, 

2011  
March  1, 

2010 

 Merchant processing funds $ 7,107,641 $ 5,272,083 $ 5,581,442 
 Merchant reserves  -  47,220  58,101 
 myCitadel consumer funds  2,185  1,839  9,696 
 $ 7,109,826 $ 5,321,142 $ 5,649,239 

Merchant processing funds are funds held with Citadel on behalf of the merchants, these are available on 
demand.   

Merchant reserves represent 10% of certain processed transactions accumulated on a six month rolling period 
for certain merchants. 

myCitadel consumer funds represent the funds held by clients to be used in e-commerce activities. 

 

 

 

 

 

 

 

 



ESI ENTERTAINMENT SYSTEMS INC. 
Notes to the Condensed Consolidated Interim Financial Statements 
For Three and Nine Months Ending November 30, 2011  
(Unaudited – expressed in Canadian dollars) 
 

18 
 

 

6. Capitalized development costs 

   
$ 

Cost  
At March 1, 2010 47,532 
Additions 114,748 
At February 28, 2011 162,820 
Additions 167 
At November  30, 2011 162,987 
  
Depreciation and impairment  
At March 1, 2010 - 
Charge for the year 2,565 
Impairment - 
At February 28, 2011 2,565 
Charge for the period 24,389 
At November 30, 2011 26,954 
  
Net book value  
March 1, 2010 47,532 
February 28, 2011 160,255 
November 30, 2011 136,033 
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7. Property and equipment 

 
Computer 
hardware 

$ 

Computer 
software 

$ 

Leasehold 
improvements 

$ 

Furniture 
and fixtures 

$ 
Total 

$ 
Cost      
At March 1, 2010 1,202,500 507,643 134,037 246,702 2,090,882 
Additions 3,219 - - - 3,219 
At February 28, 2011 1,205,719 507,643 134,037 246,702 2,094,101 
Additions 12,954 4,821 8,000 - 25,775 
At November 30, 2011 1,218,673 512,464 142,037 246,702 2,119,876 
      
Depreciation and impairment      
At March 1, 2010 1,167,898 487,377 98,661 166,447 1,920,383 
Charge for the year 15,346 9,520 7,470 18,380 50,716 
At February 28, 2011 1,183,244 496,897 106,131 184,827 1,971,099 
Charge for the period 12,735 6,051 5,628 13,448 37,862 
At November 30, 2011 1,195,979 502,948 111,759 198,275 2,008,961 
      
Net book value      
March 1, 2010 34,602 20,266 35,376 80,255 170,499 
February 28, 2011 22,475 10,746 27,906 61,875 123,002 
November 30, 2011 22,694 9,516 30,278 48,427 110,915 
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8. Deferred contract costs 
 

 $ 
  
March 1, 2010 550,362 
Additions - 
Recognized through income (167,680) 
February 28, 2011 382,682 
Additions - 
Recognized through income (22,018) 
November 30, 2011 360,664 
  

 
9. Loan Payable 

In June 2008, the Company secured a US$ 2 million loan bearing interest at the rate of 6% per annum.  The 
loan is secured by first ranking fixed charges on the entire issued share capital of the Company's principal 
subsidiaries, ESI Integrity Inc., Citadel Commerce Corp and Citadel Commerce UK Limited.  During the nine 
month period ending November 30, 2011, US$ 64,960 of interest payments were made towards the 
outstanding balance and US$ 97,315 interest expense was incurred. 

10. Share capital and share purchase option compensation plan  

a) Authorized capital 

At November 30, 2011, the authorized share capital comprised an unlimited number of common shares.  The 
common shares do not have a par value.  All issued shares are fully paid.  Issued share capital as at November 
30, 2011 amounted to $9,957,959.  There were no movements in the issued share capital of the Company in 
either the current or the prior interim reporting periods, nor the year of transition. 

b) Share purchase option compensation plan 

Under the company stock option plan and at the discretion of the board of directors, the Company may grant 
options to purchase up to 2,850,000 common shares of the Company to its directors, officers, employees and 
consultants.  No one person is to be granted options equal to more than 5% of the total issued and 
outstanding common shares of the Company on a non-diluted basis.  The maximum term of the options under 
this plan is ten years and the exercise price and vesting period will be determined by the board of directors at 
the time of granting.  All options are exercisable at a price equal to the current trading price of common shares 
at the date of grant.  When stock options are granted, the Company records a stock based compensation 
expense in the statement of operations.  This amount is included in General and Administrative operating 
expenses.  Options have a maximum term of ten years and typically terminate 60 days following the 
termination of the optionee’s employment or engagement, except in the case of retirement or death.  Vesting 
of options is at the discretion of the Board of Directors at the time the options are granted. 
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A summary of the outstanding and exercisable share purchase options for the period ended November 30, 
2011 and the year ended February 28, 2011 is as follows: 
 

 
Number 

Weighted Average 
Exercise Price 

Outstanding at March 1, 2010 1,960,000 $ 0.60 
Expired (33,250) $ 0.27 
Cancelled (815,000) $ 0.87 
Granted 481,000 $ 0.05 
Forfeited (33,750) $ 0.65 
Outstanding at February 28, 2011 
 

                1,559,000 $0.05 
Forfeited during the period (167,000) $0.05 
Outstanding at November 30, 2011 1,392,000 $0.05 
Exercisable at November 30, 2011 
 

1,392,000 $ 0.05 

 
During the period ending November 30, 2011, no options were granted (2010 – nil). 

During the nine months ending November 30, 2011, no options were cancelled or expired, 167,000 were 
forfeited (2010 – 30,750) and none exercised.  311,750 options became exercisable during the 3 month period 
ended November 30, 2011.   During the year ended February 28, 2011, the Company repriced stock option 
awards to officers and employees.  Such options were repriced at a new exercise price of $0.05 per share.  The 
Company has accounted for the repricing as a modification under IFRS 2. The modification did not result in 
additional compensation; however it accelerated the vesting to one year. 

At November 30, 2011, the Company has share purchase options outstanding entitling the holders thereof the 
right to purchase one common share for each option held as follows: 
 

Number Exercise Price Expiry Date 
Weighted average remaining 

contractual life (years) 

145,000 $ 0.05 October 14, 2019 7.87 
1,247,000 $ 0.05 September 1, 2020 8.75 
1,392,000   8.67 
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The weighted average fair value of share purchase options granted during the year ended February 28, 2011 
was $0.05 per option and was estimated on the grant date using the Black-Scholes option pricing model. The 
assumptions used in calculating fair value of options granted in fiscal 2011 are as follows: 
 

 2011 

Expected dividend yield Nil 

Expected volatility 332%  

Risk-free interest rate 1.26  

Expected term in years 1 year 
Forfeiture rate 10% 

 

c) Contributed surplus 

The contributed surplus reserve is used to recognise the fair value of share options granted to employees, 
including key management personnel, as part of their remuneration. When options are subsequently 
exercised, the fair value of such options in contributed surplus is credited to share capital.  
 

As at March 1, 2010 4,506,304 

Share-based payment 69,468 

As at February 28, 2011  4,575,772 

Share-based payment 17,175 

As at November 30, 2011 4,592,947 

 

11. Loss per share 

 

 
 

Income (Loss) 
for the period 

Weighted 
average 

number of 
shares 

Per share 
amount

   Period ended November 30, 2011    

Income (loss) attributable to ordinary shareholders $  710,795 14,234,727 $0.05

Period ended November 30, 2010                              
Income (loss) attributable to ordinary shareholders $   (437,696) 14,234,727 $(0.03)

    
 

 

For the periods ended November 30, 2011 and 2010, potentially dilutive common shares (relating to share 
purchase options) were not included in the computation of loss per share as the effect would be anti-dilutive. 



ESI ENTERTAINMENT SYSTEMS INC. 
Notes to the Condensed Consolidated Interim Financial Statements 
For Three and Nine Months Ending November 30, 2011  
(Unaudited – expressed in Canadian dollars) 
 

23 
 

12. Income Taxes 
 
The Company has not recorded a provision for income taxes for the three and nine month periods ended 
November 30, 2011 (2010 – nil) nor for the year ended February 28, 2011 due to the accumulated non-capital 
losses accumulated by the Company and its subsidiaries.  The Company has not recorded a deferred tax asset 
for the nine month period ended November 30, 2011 (2010 – nil)  nor for the year ended February 28, 2011 
due to uncertainty of the Company’s ability to attain future profitability sufficient to recognize such assets. 
 
13. Commitments and contingencies 
 
The Company files separate tax returns for its Canadian subsidiaries.  Management has recorded their best 
estimate of the Company’s income tax obligation in the consolidated financial statements.  The ultimate 
liability however is subject to final approval by taxation authorities.  It is possible that the tax authorities may 
reassess the Company’s filing position which could result in a material increase in the Company’s liability for 
current and prior financial periods; however any such adjustment is indeterminate at this time. 
 
The Company is subject to anti-money laundering (“AML”) legislation in jurisdictions in which it operates or has 
operated in.  Management has implemented controls and procedures that it believes put the Company in 
compliance with all applicable AML rules and regulations. 
 
During the three months ending November 30, 2011, the Company entered into a five year operating lease 
commitment for its new office location.   The lease starts on March 1, 2012 and the yearly costs are: 
 
Year  1  $ 86,250 
Year 2 & 3 $110,400 
Year 4 & 5 $127,650 

14. Capital management 

Management defines capital as the Company’s total shareholders’ equity. The Board of Directors does not 
establish a quantitative return on capital for management, but rather promotes year over year sustainable 
profitable growth. The consolidated capital structure for the Company at November 30, 2011, February 28, 
2011 and March 1, 2010 is as follows: 
  Nov 30, 2011  Feb 28, 2011 March 1, 2010 

Share Capital $ 9,957,959 $ 9,957,969 $ 9,957,969 
Contributed Surplus  4,592,947  4,575,772  4,506,304 
 Other comprehensive income (loss)  (64,457)  23,318  - 
Deficit  19,036,400  19,834,957  19,077,775 

The Company’s objectives when managing capital are to safeguard the entity’s ability to continue as a going 
concern, so that it can continue to provide returns for shareholders and benefits for other stakeholders, as 
well as to generate sufficient cash flow to manage its existing debt. 

The Company sets the amount of capital in proportion to risk and manages the capital structure and makes 
adjustments to it in light of changes to economic conditions and the risk characteristics of the underlying 
assets. In order to maintain or adjust the capital structure, the Company may issue new debt, issue new  
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shares, or defer various expenses in order to conserve cash flow. Financing decisions are generally made on a 
specific transaction basis and depend on such things as the Company’s needs, capital markets and economic 
conditions at the time of the transaction. 

Management reviews its capital management approach on an ongoing basis and believes that this approach is 
reasonable, given the size of the Company. 

15. Financial instruments and risk management 

Set out below is a comparison by category of carrying amounts and fair values of all of the Company financial 
instruments that are carried in the financial statements and how the fair value of financial instruments 
measured. 

Fair values 

Fair value represents the price at which a financial instrument could be exchanged in an orderly market, in an 
arm’s length transaction between knowledgeable and willing parties who are under no compulsion to act. The 
Company classifies the fair value of the financial instruments according to the following hierarchy based on the 
amount of observable inputs used to value the instrument. 

The following table provides an analysis of the financial instruments that are measured subsequent to initial 
recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the fair value is observable. 

· Level 1 fair value measurements are those derived from quoted prices (unadjusted) in the active 
market for identical assets or liabilities. 

· Level 2 fair value measurements are those derived from inputs other than quoted prices that are 
observable for the asset or liability, either directly (i.e. as prices) or indirectly (derived from prices) 

· Level 3 fair value measurements are those derived from valuation techniques that include inputs for 
the asset or liability that are not based on observable market data (unobservable inputs). 
 

      November 30, 2011 February 28, 2011 

Financial Instrument Classification Note 
Carrying 

Value  Fair Value 
Carrying 

Value 
 

Fair Value 
FVTPL:  $ $ $ $ 
    Cash and cash equivalents (a) 151,182 151,182 17,742 17,742 
    Citadel processing accounts (a) 5,753,915 5,753,915 4,277,252 4,277,252 
    Citadel processing liabilities (a) 7,109,826 7,109,826 5,321,142 5,321,142 
Receivables:      
    Accounts receivable (b) 341,224 341,224 210,160 210,160 
Loans and other liabilities:      
 Accounts payables and accruals (b) 1,319,580 1,319,580 2,085,028 2,085,028 
    Loan Payable (b) 2,245,985 2,245,985 2,081,567 2,081,567 
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(a) Fair values are determined from transaction values which reflect quoted active market prices. Fair values 

of these financial instruments are based on Level 1 measurements. 

(b) Carrying value is measured at amortized cost using the effective interest rate method. The carrying 
values approximate fair values due to the short term nature of the instrument.  

The Company’s activities expose it to a variety of financial risks: credit risk, liquidity risk and market risk 
(currency fluctuations). The Company’s overall risk management program focuses on the unpredictability of 
financial markets and seeks to minimise potential adverse effects on the Company’s financial performance. 

Credit Risk 

Financial instruments that potentially subject the Company to concentration of credit risk are primarily 
accounts receivable, Citadel processing accounts and Citadel processing liabilities. To minimize credit risk the 
Company maintains substantially all of its cash and cash equivalents with major financial institutions 
internationally. Management is of the opinion that any risk of loss is significantly reduced due to the financial 
strength of the Company's major customers. 

The ageing of receivables at November 30, 2011 was as follows (the ageing days relates to balances past due): 
 

Total    Current and <30 days   30-60 days 
 
Net Trade Receivables  $341,224              $341,224            - 

As at November 30, 2011, one customer accounted for 72% of the trade accounts receivable. The Company 
believes that there is no unusual exposure associated with the collection of these receivables. The Company 
performs regular credit assessments of its customers and provided allowances for potentially uncollectible 
accounts receivable. 

Liquidity risk 

The Company is exposed to liquidity risk, which is the risk that the Company may be unable to generate or 
obtain sufficient cash to meet its commitments as they become due. The financial liabilities on the balance 
sheet consist of accounts payable and accrued liabilities and loan payable. This risk is mitigated through the 
management of cash and loans received and the Company may adjust capital spending, issue new shares or 
draw additional debt. 

Forecasted cash flows and operating and capital outlays are updated frequently to ensure necessary liquidity 
remains available. All of the Company’s financial obligations are either demand or are due within one year. 

Market risk 

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of 
changes in market prices. Market risk is comprised of foreign currency risk. The objective of market risk 
management is to manage and control market price exposures within acceptable limits, while maximizing 
returns. 
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Foreign exchange risk 
 
The reporting currency of the Company is Canadian dollars. A significant component of the Company's 
transactions, particularly revenues, is undertaken in US Dollars, Euros and other foreign currencies. The 
Company maintains significant deposits in foreign currencies denominated accounts. Fluctuations in exchange 
rates between those foreign currencies could have a material effect on the business, results of operations and 
financial condition of the Company. The Company does not use hedging instruments to manage its exposure to 
foreign currency exchange risk. 

16. Segmented information 

The Company has adopted IFRS 8 Operating Segments with effect from March 1, 2010.  IFRS 8 requires 
operating segments to be identified on the basis of internal reports about components of the Company that 
are regularly reviewed by the chief operating decision maker in order to allocate resources to the segment and 
assess its performance. 

The Company comprises the following main operating segments: 

· Integrity: The Integrity segment provides software solutions for real-time auditing of transaction 
processing systems to businesses requiring high levels of security, integrity and trust including 
government regulated lotteries and pari-mutuel (horse tracks) betting. 

· Citadel: Citadel provides on-line payment processing services including internet bank transfers, 
electronic cheque and paper cheques.  Transactions are processed with concurrent transactional 
fraud detection services including full identity pre-authorization via in-house and third party 
databases and validation of previous transaction history. 

· Corporate:  The Company administration is performed at the head office in Burnaby, British 
Columbia, Canada and its activities include the Company’s indirect support costs for the operating 
segments. 

All of the Company’s segment revenue is attributable to external customers, there are no inter-segment 
revenues. 

Revenue  Three months ending November  30  Nine months ending November 30 
  2011  2010  2011  2010 

Integrity $ 350,949 $ 400,758 $ 1,113,327 $ 1,274,687 
Citadel  743,385  536,084  2,099,858  1,227,449 
 $ 1,094,334 $ 936,842 $ 3,213,185 $ 2,502,136 
  G&A Expense         
Product Development $ 35,183 $  - $ 102,854 $  - 
Sales, Marketing and 
customer service 

 
27,440  29,035  84,664 

 
110,915 

Depreciation   16,296  12,915  48,213  39,260 
Salaries (Note 18)  30,693  331,028  35,403  1,332,610 
Professional fees  105,643  92,465  246,165  176,718 
Other expenses  88,387  193,979  190,580  427,801 
 $ 303,642 $ 659,422 $ 707,879 $ 2,087,304 
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Gross Profit 

 Three months ending November 30 Nine months ending November 30 
   Citadel          2011 2010 2011 2010 

Revenues $  743,385 $   536,084 $   2,099,858 $ 1,227,449 
Direct Costs             639,805      233,838            1,093,798           758,481 
Gross Profit $ 103,580 $   302,838 $ 1,006,060 $ 468,968  
Integrity   
Revenues       $ 350,949 $   400,758     $1,113,327 $ 1,274,687  
Direct Costs             144,051      214,747           443,625           670,116 
Gross Profit       $ 206,898 $   186,011     $ 669,702 $ 604,571  
Consolidated   
Revenues        $ 1,094,334 $   936,842 $ 3,213,185 $ 2,502,136 
Direct Costs                783,856      448,585       1,537,422        1,428,597    
Gross Profit        $    310,478 $    488,257 $ 1,675,763 $ 1,073,539 

Certain expenses have been reclassified from General and Administrative to Direct Costs, this has reduced the 
Gross Profit but has had no effect on the Net Income. 
 
Reportable items in the statement of financial position 

  
November 30, 

2011  
February 28, 

2011 
March 1, 

2010 

Reportable Segment Assets      
 Citadel $ 6,156,433 $ 4,328,654 $ 5,008,180 
 Integrity  806,324  818,003 1,115,487 
 Corporate  39,901  91,348 98,738 
 $ 7,002,658 $ 5,238,005 $ 6,222,405 
      

  
November 30, 

2011  
February 28, 

2011 
March 1, 

2010 
Reportable Segment Liabilities      
 Citadel $ 7,468,817 $ 4,543,002 5,717,152 
 Integrity  978,725  1,192,917 1,633,484 
 Corporate  3,105,067  4,756,679 3,485,271 
 $ 11,552,609 $ 10,492,598 $ 10,835,907 

 
Geographic location  

Revenues are earned from merchants located in more than a dozen countries in the world, whose ultimate 
customers are located in numerous different countries, not necessarily the country in which a particular 
merchant is located. It is neither economic nor meaningful to identify in these financial statements the 
geographic location of each customer, since this is a constantly variable factor. The geographic location of 
principal merchant customers is readily identifiable as follows: 
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Three months ending 

November 30  
Nine months ending 

November 30 
   2011 2010 2011 2010 
 United States   $ 161,245 91,395 404,905 339,832 
 Canada   69,980 80,647 215,419 248,321 
 International    863,109 764,800 2,592,861 1,913,983 
  $ 1,094,334 936,842 3,213,185 2,502,136 

As at November 30, 2011, 79% of the Company's fixed assets were situated in Canada and 21% were located 
internationally. 

17. Economic dependence 

The Citadel business unit revenue consists of transaction processing.  Customer dependency for Citadel 
revenue is as follows: 

 
 Three months ending November 30  Nine months ending November 30 
 2011 2010 2011 2010 

Customer A 18% 25% 20% 22% 
Customer B 13% 17% 14% 14% 
Customer C 12% 12% 13% 9% 
Customer D 9% 8% 9% 6% 

The Integrity business unit revenue consists of license and support contracts where it charges a fixed license 
fee for the use of its audit and risk management software, as well as an annual support fee.  Customer 
dependency for Integrity revenue is as follows: 

 
 Three months ending November 30  Nine months ending November 30 
 2011 2010 2011 2010 

Customer A 40% 25% 39% 22% 
Customer B 19% 17% 19% 14% 
Customer C 11% 12% 13% 9% 
Customer D 8% 8% 8% 6% 

18.  Related Party Transactions 

During the three and nine month period ending November 30, 2011, the Company received approval from 
certain Executives, Directors and Officers to forgive the majority of amounts owed to them by the Company for 
their deferred salaries along with the interest accrued on the unpaid amounts for a total of $1.1 million. 
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19.  Transition to IFRS 

As disclosed in Note 2, these condensed interim consolidated financial statements represent ESI’s presentation 
of the financial results of operations and financial position under IFRS for the period ended November 30, 2011 
in conjunction with the Company’s annual audited consolidated financial statements to be issued under IFRS as 
at and for the year-ended February 28, 2012. As a result, these condensed interim consolidated financial have 
been prepared in accordance with IFRS 1, ‘First time Adoption of International Financial Reporting Standards” 
and with IAS 34, “Interim Financial Reporting”, as issued by the IASB.  Previously, the Company prepared its 
interim and annual consolidated financial statements in accordance with Canadian GAAP.   

IFRS 1 requires the presentation of comparative information as at the March 1, 2010 transition date and 
subsequent comparative periods as well as the consistent and retrospective application of IFRS accounting 
policies.  To assist with the transition IFRS 1 allows for certain mandatory and optional exemptions for first 
time adopters to IFRS to alleviate the retrospective application of all IFRS. 

The following reconciliations present the adjustments made to the Company’s Canadian GAAP financial results 
of operations and financial position to comply with IFRS 1.  A summary of the significant accounting policy 
changes and applicable exemptions are discussed following the reconciliations.  Reconciliations include the 
Company’s consolidated statement of financial positions as at March 1, 2010, November 30, 2010 and 
February 28, 2011, and consolidated statements of Comprehensive Income, Changes in Shareholders’ Equity 
and Cash Flows for the three and nine months ended November 30, 2010 and for the twelve months ended 
February 28, 2011.   
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Reconciliation of consolidated statement of financial position and equity as at March 1, 2010 
 

   
 
Notes 

   
Canadian 

GAAP 

 Effect of 
Transition  

to IFRS 

  
 

IFRS 
          
Assets          
          
 Cash and cash equivalents   $ 89,208 $ - $ 89,208 
 Accounts receivable            361,745  -  361,745       
 Prepaids    65,658  -  65,658 
 Citadel processing accounts    4,937,401  -  4,937,401 
Current Assets    5,454,012  -  5,454,012 
          
 Capitalized development costs    47,532  -  47,532 
 Property and equipment     170,499  -  170,499 
 Deferred contact costs     550,362  -  550,362 
     768,393  -  768,393 
 Total assets   $ 6,222,405 $ - $ 6,222,405 
          
Liabilities          
          
 Accounts payable and accrued liabilities   $ 1,516,100 $ - $ 1,516,100 
 Loan payable     2,174,733  -  2,174,733 
 Citadel processing liabilities     5,649,239  -  5,649,239 
 Deferred revenue    582,230  -  582,230 
Current Liabilities        9,922,302    9,922,302 
          
 Deferred revenue     913,605  -  913,605 
 Total liabilities    10,835,907  -  10,835,907 
          
Shareholders’ Deficit          
 Capital Stock     9,957,969  -  9,957,969 
 Contributed surplus 20B   4,467,539  38,765  4,506,304 
 Deficit    (19,039,010)  (38,765)  (19,077,775) 
 Total equity    (4,613,502)  -  (4,613,502) 
 Total liabilities and equity   $ 6,222,405 $ - $ 6,222,405 
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Reconciliation of consolidated statement of financial position and equity as at November 30, 2010 
 

   
 
Notes 

   
Canadian 

GAAP 

 Effect of 
Transition  

to IFRS 

  
 

IFRS 
          
Assets          
          
 Cash and cash equivalents   $ 101,411 $ - $ 101,411 
 Accounts receivable     1,012,604  -  1,012,604 
 Prepaids     63,549  -  63,549 
 Citadel processing accounts     4,810,097  -  4,810,097 
Current Assets     5,987,661  -  5,987,661 
          
 Capitalized development costs    135,584  -  135,584 
 Property and equipment     143,640  -  143,640 
 Deferred contract costs     424,165  -  424,165 
     703,389  -  703,389 
 Total assets   $ 6,691,050 $ - $ 6,691,050 
        

 
  

Liabilities          
          
 Accounts payable and accrued liabilities   $ 2,686,177 $ - $ 2,686,177 
 Loan payable     2,185,586  -  2,185,586 
 Citadel processing liabilities     5,653,200  -  5,653,200 
 Deferred revenue    478,711  -  478,711 
Current Liabilities     11,003,674    11,003,674 
          
 Deferred revenue     748,752  -  748,752 
 Total liabilities    11,752,426  -  11,752,426 
          
Equity          
 Capital stock     9,957,969  -  9,957,969 
 Contributed surplus 19B   4,467,539  28,587  4,496,126 
 Other comprehensive income 19A   -  64,276  64,276 
 Deficit    (19,486,884)  (92,863)  (19,579,747) 
 Total equity    (5,061,376)  -  (5,061,376) 
 Total liabilities and equity   $ 6,691,050 $ - $ 6,691,050 
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Reconciliation of consolidated statement of loss and comprehensive loss for the nine months ended 
November 30, 2010  
 

       
   

 
Notes 

  
Canadian 

GAAP 

 Effect of 
transition 

to IFRS 

  
 

IFRS 
Continuing operations         
 Revenues  $ 2,502,136 $ - $ 2,502,136 
 Direct Costs   1,428,597  -  1,428,597 
Gross Profit   1,073,539  -  1,073,539 
         
General and administration expenses  19B  2,097,482  (10,178)  2,087,304 
         
Loss before under noted items    (1,023,943)  10,178  (1,013,765) 
Other expenses (income)      
 Foreign exchange gain 19A  (648,633)  64,276  (584,357) 
 Finance income   (746)  -  (746) 
 Finance expense   157,288  -  157,288 
 Other income   (83,978)    (83,978) 
 Loss for the period    (447,874)  (54,098)  (501,972) 
 Other comprehensive income (loss)        
 Foreign currency translation gain 19A  -  64,276  64,276 
Net loss and comprehensive loss for the 
year 

 
 $ (447,874) $ 10,178 $ (437,696) 
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Reconciliation of consolidated statement of loss and comprehensive loss for the three months ended 
November 30, 2010  
 

       
   

 
Notes 

  
Canadian 

GAAP 

 Effect of 
transition 

to IFRS 

  
 

IFRS 
Continuing operations         
 Revenues  $ 936,842 $ - $ 936,842 
 Direct Costs   448,585  -  448,585 
Gross Profit   488,257  -  488,257 
         
General and administration expenses  19B  664,282  (4,860)  659,422 
         
Loss before under noted items    (176,025)  4,860  (171,165) 
Other expenses (income)      
 Foreign exchange gain 19A  (397,698)  -  (397,698) 
 Finance income   (57)  -  (57) 
 Finance expense   55,358  -  55,358 
 Other income   (83,978)    (83,978) 
 Income (loss) for the period    250,350  4,860  255,210 
 Other comprehensive income (loss)        
 Foreign currency translation gain 19A  -  -  - 
Net income (loss) and comprehensive loss 
for the year 

 
 $ 250,350 $ 4,860 $ 255,210 
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Reconciliation of consolidated statement of financial position and equity as at February 28, 2011 

   
 

Notes 

  
Canadian 

GAAP 

 Effect of 
transition  

to IFRS 

  
 

IFRS 
         
Assets         
         
 Cash and cash equivalents  $ 17,742 $ - $ 17,742 
 Accounts receivable    210,160  -  210,160 
 Prepaids    66,912  -  66,912 
 Citadel processing accounts   4,277,252  -  4,277,252 
Current Assets    4,572,066  -  4,572,066 
         
 Capitalized development costs    160,255  -  160,255 
 Property and equipment    123,002  -  123,002 
 Deferred contract costs    382,682  -  382,682 
    665,939  -  665,939 
 Total assets  $ 5,238,005 $ - $ 5,238,005 
         
Liabilities         
         
 Accounts payable and accrued liabilities  $ 2,085,028 $ - $ 2,085,028 
 Loan payable    2,081,567  -  2,081,567 
 Citadel processing liabilities    5,321,142  -  5,321,142 
 Deferred revenue   485,367    485,367 
Current Liabilities    9,973,104 - 9,973,104 
         
 Deferred revenue    519,494  -  519,494 
 Total liabilities   10,492,598  -  10,492,598 
         
Equity         
 Capital Stock    9,957,969  -  9,957,969 
 Contributed Surplus  19B  4,560,531  15,241  4,575,772 
 Other comprehensive income 19A  -  23,318  23,318 
 Deficit   (19,773,093)  (38,559)  (19,811,652) 
 Total equity   (5,254,593)  -  (5,254,593) 
 Total liabilities and equity  $ 5,238,005 $ - $ 5,238,005 
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Reconciliation of consolidated statement of loss and comprehensive loss for the year ended February 28, 
2011 
 

       
   

 
Notes 

  
Canadian 

GAAP 

 Effect of 
transition 

to IFRS 

  
 

IFRS 
Continuing Operations         
 Revenues  $ 3,408,325 $ - $ 3,408,325 
 Direct Costs   1,610,447  -  1,610,447 
Gross Profit   1,797,878  -  1,797,878 
         
General and administration expenses          19B    2,938,120    (23,524)    2,914,596 
         
Loss before under noted items    (1,140,242)  23,524  (1,116,718) 
Other expenses (income)         
 Foreign exchange gain 19A  (581,718)  23,318  (558,400) 
 Finance income   (3,044)  -  (3,044) 
 Finance expense   241,288  -  241,288 
 Other income   (62,685)  -  (62,685) 
 Loss for the period    (734,083)  206  (733,877) 
 Other comprehensive income (loss)        
 Foreign currency translation gain 19A  -  23,318  23,318 
Net loss and comprehensive loss for the 
year 

 
 $ (734,083) $ 23,524 $ (710,559) 

         

 

  



ESI ENTERTAINMENT SYSTEMS INC. 
Notes to the Condensed Consolidated Interim Financial Statements 
For Three and Nine Months Ending November 30, 2011  
(Unaudited – expressed in Canadian dollars) 
 

36 
 

 

Restatement of the consolidated statement of cash flows for the period ended November 30, 2010 

The restatement from Canadian GAAP to IFRS had no significant effect on the reported cash flows generated 
by the Company. The reconciling items between Canadian GAAP presentation and IFRS have no effect on the 
cash flows generated. 

Restatement of the consolidated statement of cash flows for the year ended February 28, 2011 

The restatement from Canadian GAAP to IFRS had no significant effect on the reported cash flows generated 
by the Company. The reconciling items between Canadian GAAP presentation and IFRS have no effect on the 
cash flows generated. 

IFRS Adjustments 

The following discussions explain the significant differences between ESI’s previous GAAP accounting policies 
and those applied by the Company under IFRS.  IFRS policies have been retrospectively and consistently 
applied, except where specific IFRS 1 optional and mandatory exemptions permitted an alternative treatment 
upon transition to IFRS for first-time adopters.  The descriptive note captions below correspond to the 
adjustments presented in the preceding reconciliations. 

A) Foreign Currency 

Under Canadian GAAP, the Company’s foreign subsidiaries were considered integrated with the Company 
and translated using the temporal method, with foreign exchange gains and losses being recognized 
through earnings.  Under IFRS, translation gains and losses are recognized through other comprehensive 
income as the Company’s foreign subsidiaries have a functional currency that differs from presentation 
currency of Canadian dollars.  The impact arising from the change is summarized as follows: 
 

Consolidated Statements of Financial Position February 28, 
2011 

November 30, 
2010 

March 1, 
2010 

    
Increase in accumulated other comprehensive 
income 

23,318 64,276 - 

Increase to deficit 23,318 64,276 - 
    

 
Consolidated Statements of Comprehensive 
Income 

   

    
Decrease in foreign exchange gain 23,318 64,276 - 
Foreign currency translation gain  23,318 64,276 - 
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On the transition to IFRS, non-monetary assets previously recorded as historical Canadian exchange rates 
were revalued as at March 1, 2010 using the spot rate in effect as at that date.  In accordance with IFRS 1, 
the Company has elected to deem all foreign currency translation differences that arose prior to the date 
of transition in respect of all foreign operations to be nil at the date of transition.  The requirement to 
translate non-monetary assets as at the transition date did not result in any restatement of the 
Company’s financial statements as previously reported. 

B) Shared based payments 
 
Under Previous GAAP, the Company recognized an expense related to share-based compensation on a 
straight-line basis through the date of full vesting of the Company’s stock options and did not incorporate 
a forfeiture rate in the fair value calculation at grant date. Under IFRS, the Company is required to 
recognize the expense over the individual vesting periods for the graded vesting awards and estimate a 
forfeiture rate at the grant date and update it throughout the vesting period. As a result of recognizing the 
expense using the graded vesting model and updating the expense based on estimated forfeitures, share-
based compensation expense increased by $38,765 as at the transition date of March 1, 2010 decreased 
$10,178 for the nine months ended November 30, 2010 and decreased $23,524 for the year ended 
February 28, 2011. 
 

Consolidated Statements of Financial Position 
February 28, 

2011 
November 30, 

2010 
March 1, 

2010 
    
Increase (decrease) in contributed surplus (23,524) (10,178) 38,765 
Increase (decrease) to deficit (23,524) (10,178) 38,765 
    

 
Consolidated Statements of Comprehensive 
Income    

    
Increase (decrease) in General and 
Administrative expense (23,524) (10,178) - 

 


