




   

Management’s Discussion and Analysis of Financial Condition  
and Results of Operations 
 
This discussion and analysis covers the financial statements for the fiscal years ending September 30, 2007 
and December 14, 2006, prepared in accordance with Canadian generally accepted accounting principles 
(Canadian GAAP). Our fiscal year end is September 30th. 
 
All amounts are expressed in Canadian dollars unless otherwise indicated. 
 
This discussion and analysis was performed by management using information available as at January 15, 
2008.  Certain information regarding SQI Diagnostics Inc. (or “Company”)  set forth in the document, 
including management's assessment of the Company’s future plans and operations contain forward- 
looking statements that involve substantial known and unknown risks and uncertainties. These forward- 
looking statements are subject to numerous risks and uncertainties, certain of which are beyond the 
Company’s control, including the impact of general imprecision of reserve estimates, taxation policies, 
competition from other producers,  stock market volatility and the ability to access sufficient capital from 
internal or external sources. The Company's actual results, performance or achievement could differ 
materially from those expressed in, or implied by, these forward-looking statements and, accordingly, no 
assurance can be given that any of events anticipated by the forward-looking statement will transpire or 
occur, or if any of them do so, what benefits that the Company will derive therefrom.  Additional 
information relating to our Company is available by accessing the SEDAR website at www.sedar.com. 
 
 
OVERVIEW 
 
SQI Diagnostics Inc. (“SQI”) is a medical diagnostic systems automation company focused on 
evolving laboratory-based biomarker testing.  The Company is commercializing a novel and 
patented diagnostic platform that enables more rapid testing with significantly less effort and 
labour than current diagnostic technologies into the autoimmune, infectious, and allergy-related 
disease markets. 
 
The Company's proprietary SQiDworks™ instrument and QuantiSpotTM consumable tests are 
together an immunoassay platform expected to be capable of providing many of the diagnostic 
tests currently performed in reference laboratories engaged in testing human blood for a wide 
range of disease markers.  The Company will provide to the laboratory diagnostic testing market: 
 
(a) Fully automated, microarray-based test platforms enabling laboratory customers to 

generate multiple patient results with one unit of 'test effort', and 

(b) A menu of tests to support a wide range of disease diagnoses in each of the disease 
segments participated in. The Company's first launch market will be autoimmune 
disease with its Rheumatoid Arthritis (RA) panel followed shortly thereafter by its 
Thrombosis Panel (TA).  

From 2003 to present, the Company has been primarily involved in research, development and 
commercialization activities related to its core technology platform (together SQiDworks™ and 
QuantiSpot™).  The Company has expended significant resources to create and protect its 
platform through the filing of patents, and in building an automated instrument and multiplexed 
assay platform. The Company has also incurred costs associated with gathering market 
intelligence from prospective customers and in fostering partnership opportunities with potential 
novel biomarker collaborators and OEM device manufacturers. 
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Commercial Development Current Status 
 
The Company is currently making preparations to initiate external clinical validation of its lead 
multiplexed test for the detection and quantification of commonly requested markers for RA.  
The company has completed discussions with the United States Food and Drug Administration 
(FDA) to determine the final design of the validation requirements. Management intends to 
conduct a multi-site trial that could produce approvable data.  Subsequent to the year-end, the 
Company shipped its SQiDworks™ platforms to an external validation partner for the 
commencement of their initial review of the platform and preparation for performing validation 
studies on behalf of the Company.  The Company plans to use the data from these studies in the 
Company’s various regulatory filings to allow for the marketing and sale of the platform and 
QuantiSpot RA test in North America and Europe.  Management expects that the external 
validation studies for the SQiDworks platform and QuantiSpot RA test will be concluded in the 
first half of calendar 2008. 
 
Operational Achievements 
 
During the period ended September 30, 2007, the Company achieved the following steps in 
preparation for the intended multi-center validation studies and subsequent planned 
commercialization: 
 

• Platform instrument milestones were achieved including the completion of final 
platform configuration and assay validation protocol with agreement for use in 
multi-site validation study from partners; 

  
• Lead assay configuration was locked down with performance specifications 

controlled for all elements of the test panel, with manufacturing parameters in place 
to allow for distribution to validation partners; 

 
• Development efforts on the Company’s lead RA assay have demonstrated 

significantly improved performance compared to other tested predicate tests, 
specifically related to the specificity of detection of the Cyclic Citrullinated Peptide 
(CCP) marker.  Management believes that if its advanced Generation 3 CCP element 
is incorporated into the commercial RA test panel, and that the Company can 
successfully patent-protect this development, the RA test could have a sustainable 
market advantage owing to its leading performance characteristics; 

 
• Improved the QuantiSpot RA test with the re-formulation of a novel capture 

element for CCP-IgA.  The improved QuantiSpot RA test moves to a CCP-IgA 
capture element with performance characteristics matching or superior to market-
leading single Generation 3 CCP tests.  Based on this innovation a design patent for 
a novel anti-CCP-IgG capture molecule was initiated.  The patent, along with several 
others related to the SQiDworks platform were filed subsequent to the fiscal year 
end;  

 
• Employee growth for the validation phase was completed with the hiring of 

laboratory employees, regulatory management and document writers, a quality 
assurance manager and process validation manager for manufacturing.  Each of the 
added employees strengthens the Company’s ability to manufacture consistent 
assay panels and to document the processes for validation testing and regulatory 
filings; 

 



   

• Completed internal cGMP validation of  the microarray manufacturing facility and 
upgraded the manufacturing capacity with a higher throughput array printing 
device; 

 
• Completed collection of all patient serum samples required for multi-site validation 

testing; 
 
• Completed study protocols for validation and all validation partners have approved 

the protocols; 
 

• Completed validating training for The Cleveland Clinic technical staff involved in 
the execution of the Company’s external validation studies; and 

 
• Delivered successful Discovery Phase report to Silliker Inc., relating to the potential 

to develop a multiplexed infectious disease test to detect and quantify Botulism.  
The Company is currently analyzing the viability of moving to commercial 
development in partnership with Silliker.   

  
 
Corporate Financing Transactions 
 
On April 26th, 2007 umedik Inc. amalgamated with 6701914 Canada Inc., a wholly owned 
subsidiary of SQI Diagnostics Inc. to become a wholly owned subsidiary of SQI Diagnostics Inc. 
through the reverse takeover of SQI Diagnostics Inc., formerly known as Emblem Capital Inc. 
and that was a Capital Pool Company whose shares were listed for trading on TSX Venture 
Exchange as a Capital Pool Company just prior to the transaction.  As a result of the reverse 
takeover umedik Inc. is a wholly owned subsidiary of SQI whose shares are listed for trading on 
the TSX Venture Exchange under the trading symbol SQD.   
 
Pursuant to the Transaction, which was completed pursuant to the terms of an amalgamation 
agreement dated February 23, 2007 entered into between 6701914 Canada Inc., SQI and umedik 
Inc. (the "Amalgamation Agreement"), SQI issued 14,719,314 post-consolidation common shares 
in exchange for all of the issued and outstanding shares in the capital of the amalgamated 
company owned by the shareholders of the umedik Inc. (1.6667 shares issued for each share of 
the Company). The takeover resulted in an increase in cash of $607,000 in umedik Inc.  
 
The acquisition constituted Emblem's Qualifying Transaction pursuant to the rules of the TSX 
Venture Exchange. As a result of the share exchange, control of Emblem passed to the former 
shareholders of umedik Inc. Since Emblem did not constitute a business, the transaction was 
accounted for as a capital transaction, that is, a financing and recapitalization of umedik Inc.  In 
addition, Emblem issued replacement options and warrants to all holders of umedik options and 
warrants who surrendered such securities to Emblem pursuant to the Amalgamation Agreement. 
The replacement options and warrants issued by Emblem are identical to the umedik options and 
warrants surrendered except in respect of the number of post-consolidation common shares to 
which a holder is entitled upon exercise and the exercise price, which terms were modified to 
give effect to the acquisition and share consolidation. In conjunction with the acquisition, 
Emblem changed its name to SQI. 
 
On May 3, 2007, SQI received final approval from the TSX Venture Exchange for its Qualifying 
Transaction with umedik Inc. As a result of the completion of the Qualifying Transaction and 
upon receipt of final TSX Venture Exchange approval, SQI was no longer considered a capital 
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pool company. The resulting issuer, SQI, commenced trading on the TSX Venture Exchange on 
May 4th, 2007 under the symbol "SQD".  
 
On May 30, 2007 an individual who had been a service provider to the Company exercised a 
warrant to acquire 77,501 common shares for $0.10 per share, resulting in net proceeds to the 
Company of $7,735.   
 
On June 29, 2007 the Company completed a private placement of 3,192,551 units for net proceeds 
of $4,660,435.  Each unit was comprised of one common share and one-half common share 
purchase warrant; each unit was priced at $1.60 per unit.  Each whole warrant entitles the holder 
to purchase one common share for $2.40 up to the close of business on June 29, 2009.    On July 3rd 
2007 the Company closed the second tranche of this transaction.  The net proceeds from the 
second tranche were $552,000 resulting from the issuance of 375,000 units.  These units were 
identical to the units issued in the first tranche.   
 
On September 7, 2007 umedik Inc. changed its name to SQI Diagnostics Systems Inc. 
 
Operational Risks 
 
The Company is subject to various operational risks. Factors that could cause operational results 
or events to differ materially from management’s current expectations include, but are not 
limited to: 

• Changing competitive technology and market conditions; 
• The successful and timely completion of clinical validation studies at partner 

sites; 
• The failure to obtain requisite regulatory approvals (including the approval of 

the FDA) for the Company’s lead diagnostic tests in a timely manner, if at all, and 
other inherent uncertainties related to the regulatory approval process;  

• The Company’s ability to successfully commercialize additional QuantiSpot™ 
tests in the autoimmune disease market;  

• The ability to generate sales of the Company’s platforms and tests; and, 
• The ability of the Company to fund its cash requirements from internal and 

external sources. 
 

Management seeks to mitigate these risks, and others, primarily through retaining experienced 
employees and advisors who have expertise in the scientific, medical, business, regulatory, 
manufacturing and operational disciplines of automated platform integration and immunoassay 
diagnostic test development. 
 
CRITICAL ACCOUNTING POLICIES AND SIGNIFICANT ESTIMATES 
 
Financial statements are prepared in accordance with Canadian GAAP. These accounting 
principles require management to make certain estimates and assumptions. Management 
believes that the estimates and assumptions relied upon are reasonable, based upon information 
available at the time that these estimates and assumptions are made. Actual results could differ 
from these estimates.  
 
The significant accounting policies that management believes are the most critical in fully 
understanding and evaluating the reported financial results include the following: 
 
 
 



   

Patents 
The costs relating to patent fees are deferred and amortized over 10 years on a straight-line basis. 
Patents are recorded net of accumulated amortization for September 30, 2007 of $369,306. 
 
Research and Development Costs 
Research costs are charged to earnings in the period in which they are incurred. Development 
costs are expensed as incurred or deferred if they meet the criteria for deferral under Canadian 
generally accepted accounting principles and are expected to provide future benefits with 
reasonable certainty. At September 30, 2007, the Company was carrying out validation studies to 
determine the viability of its diagnostic system and lead diagnostic test for Rheumatoid Arthritis. 
Deferral criteria have not yet been met, and accordingly, all development costs have been 
expensed. 
 
Accounting for Stock-Based Compensation and Other Stock-Based Payments 
The Company applies a fair value based method of accounting for all stock-based payments. 
Accordingly, stock-based payments are measured at the fair value of the consideration received 
or the fair value of the equity instruments issued or liabilities incurred, whichever is more 
reliably measurable. Stock-based compensation is charged to operations over the vesting period 
and the offset is credited to contributed surplus. Consideration received upon the exercise of 
stock options is credited to share capital and the related contributed surplus is transferred to 
share capital. 
 
Share Issuance Costs 
Costs incurred in connection with the issuance of capital stock are netted against the proceeds 
received. 
 
Income Taxes 
The Company follows the liability method of accounting for income taxes. Under this method, 
future income tax assets and liabilities are determined based on temporary differences between 
financial reporting and tax bases of assets and liabilities, as well as for the benefit of losses 
available to be carried forward to future years for tax purposes. Future income tax assets and 
liabilities are measured using substantively enacted tax rates and laws that will be in effect when 
the differences are expected to reverse. Future income tax assets are recorded in the financial 
statements if realization is considered more likely than not.  On a go-forward basis the Company 
will be eligible to receive SRED tax credits only, compared to previous periods wherein it was 
eligible to receive cash refunds against expenses incurred in qualified research and development 
projects.  
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SELECTED FINANCIAL INFORMATION 
 
The table below summarizes annual financial information for the fiscal years ending September 
30, 2007 and December 14, 2006.  
 

Period From December 15, 
2006 to September 30, 2007

Year-ending
December 14, 2006

Total Revenues  $                                71,550  $                              146,864 

Operating Expenses

General and Admin 917,308$                               993,701$                               

Research and 
Development 1,849,891$                            368,466$                               

Interest Income $                               (64,539) $                               (74,211)

Net Loss $                           (2,956,882) $                           (1,652,874)

as at September 30, 2007 as at December 14, 2006
Total Assets 6,523,804 3,998,413

Shares Outstanding
(Weighted Average)

16,619,481 14,719,314

Loss per share
(Weighted Average)

$                                   (0.18) $                                   (0.11)
 

 
Financial information for the year-ending September 30, 2007 presents the results of operations 
from December 15th, 2006 to September 30th 2007 owing to the prior year ending at December 14th.  
Upon amalgamation the reporting period year end of SQI Diagnostics Inc. changed to September 
30th.   Comparative information for the year ending 2006 presents information of the results of 
operations for the period from December 15th, 2005 to December 14th, 2006.   
 
The increasing net loss trend between the years ending December 14th, 2006 and September 30th, 
2007 results primarily to the Company’s transformation from a start-up towards a commercial 
stage company, as well as the reflection of the offset of costs in Research and Development from 
Federal and Provincial tax-related cash refunds; these Scientific Research and Development 
credits are not reflected in the results for the year-ending 2007.  The significantly higher loss in 
the year ended 2007 is a reflection of increased activities related to the Company’s intensified 
development efforts on its two lead tests, moving from research phases to commercialization 
phases and the initiation of internal regulatory validation studies and preparation for external 
validation studies compared to the same period in 2006 when the Company had implemented 
reduced staffing and expenditures to conserve capital. There were increases in salary expenses 
for both senior management and research and development groups after June 30, 2006 compared 
to earlier in 2006; these expenses continued to grow in 2007.  There were also general increases in 
related laboratory expenses and overheads owing to generally increased activity levels in all of 
2007.    
 
 
 



   

The table below summarizes quarterly financial information for the periods shown. 
 

Qtr From December 15, 2006 
to March 31, 2007

Qtr Ending June 30, 
2007

Qtr Ending 
September 30, 2007

Qtr From December 15, 2005 to 
March 31, 2006

Qtr Ending June 30, 
2006

Revenue  $                                       32,130  $                       22,230  $                       17,190  $                                        82,451  $                       23,058 

Net Loss  $                                     838,670  $                  1,171,998  $                     946,214  $                                      460,142  $                     650,059 

Net Income Per Share $                                        (0.057) $                        (0.073) $                        (0.048) $                                           (0.05) $                          (0.04)

Weighted Average Shares                                    14,719,319                    15,950,957                    19,689,460                                       9,202,840                    14,719,314 

 
 
RESULTS OF OPERATIONS 
 
For the quarter ending September 30, 2007, the Company recorded a net loss of $946,214 or $0.048 
per share compared to a loss of $1,171,998 or $0.073 per share in the prior quarter. Per share 
values are based on the weighted average shares outstanding in the period. For the quarter ended 
September 30, 2007 there was an average of 19,689,460 shares outstanding.  Quarterly losses 
improved primarily owing to a reduction in one-time expenses related to the Company’s going 
public transaction.  For the period ended September 30, 2007 the Company recorded a net loss of 
$2,956,882 or $0.18 per share based on an average of 16,619,481 shares outstanding for the period.  
This compares to a net loss of $1,652,874 or $0.11 per share for the year ended December 14, 2006 
based on an average of 14,719,314 shares outstanding.  The increased losses during the 2007 
periods were primarily related to higher development, validation and commercialization 
spending with regard to the Company’s lead assay programs for the automated platform and 
tests for RA and TA diagnostic panels as well as the absence, in the 2007 fiscal year of cash 
Scientific Research and Development credits offsetting Research and Development expenses. 
 
In the quarter ending September 30, 2007, and throughout the 2007 fiscal year, the Company 
continued to reduce its reliance on consulting revenues that offset development expenditures and 
focused primarily on internal activities related to the completion of its lead assays and 
SQiDworks™ platform.  Revenue for the quarter ending September 30, 2007 was $17,190 
compared to $22,230 in the previous quarter.  The reduced reliance on consulting revenue 
combined with the short fiscal year in 2007 resulted in a decrease in revenues from 2006 to 2007 
fiscal year periods. Revenues for the periods from December 15 to December 14, 2006 and from 
December 15, 2006 to September 30, 2007 were $146,864 and $71,550 respectively.      
 
Research and development expenses include R&D salaries, benefits, all laboratory costs and R&D 
related professional services and contracts. These expenses totaled $682,877 for the quarter 
ending September 30, 2007.  R&D expenses for the year ended September 30, 2007 were 
$1,849,891 compared to the gross R&D expenses of $979,466 for the year ended December 14, 
2006.  R&D expenses for the year ended December 14, 2006 are shown net of SRED cash refunds 
of $611,087, or a total of $368,466.   As reported earlier, the Company is no longer eligible to 
receive SRED-related cash refunds but remains eligible, subject to certain other criteria, for SRED-
related tax credits.  The increased R&D costs after SRED effects from 2006 to 2007 reporting 
periods were primarily related to increased staffing and activities related to the development of 
the automated platform and two lead assays from the second half of FY2006 to the end of the 
2007 fiscal year.  R&D salaries and benefits expense in the quarter ending September 30, 2007 
were $365,238.  R&D salaries and benefits expenses were $1.3 million for fiscal 2007 compared to 
$846,000 for the 2006 fiscal year. The significant increase in R&D salary and benefit expenses in 
the quarter ending September 30, 2007 and fiscal 2007 compared to similar periods in the year 
prior was owing to the hiring of eleven new R&D employees in 2007 in addition to impact of 

9



   

hiring five employees in R&D in the second half of 2006.  The staff additions made in 2007 are 
currently involved in a variety of R&D-focused efforts including basic science, platform 
engineering and software development, regulatory, laboratory quality assurance and novel 
manufacturing projects. 
 
For the fiscal year ending September 30, 2007, lab expenses other than R&D salaries and benefits 
were $543,565 compared to $139,073 in the previous year.  A general increase in development 
activity including product development, platform development and engineering, initial third 
party validation centre contracts and training, regulatory efforts focused on both the certification 
of the required quality systems and processes as well as the cGMP environment to enable the 
quality manufacturing of the lead RA and TA assays in 2008, led to an overall increase in other 
research and development expenses in 2007. Included in the expenses are lab consumables and 
equipment rentals, waste disposal, scientific contract services plus the addition of expenses 
related to services of third parties to conduct clinical validation studies for the platform and 
diagnostic tests under development. Lab consumable costs were higher in the quarter ending 
September 30, 2007, than the most recent quarter owing to a general increase in investment in lab 
consumables and assay raw materials to support a greater effort in internal testing and an 
increase in preparation for deployment of internal and external regulatory validation studies and 
platforms.  For the quarter ending September 30, 2007 these costs were $317,640 and were 
$162,894 for the quarter ending June 30, 2007.  Laboratory consumables costs are generally 
directly related to the number of Research and Development staff; as the number of R&D 
personnel increases other, non-salary related laboratory expenses tend to increase.   For the fiscal 
year ending September 30, 2007, lab expenses other than R&D salaries and benefits were $543,565 
compared to $139,073 in the previous fiscal year.   
 
General and administrative expenses include, primarily: all salaries and related expenses 
(including benefits and payroll taxes) of the Company other than salaries and related expenses 
paid to personnel engaged in research and development; facility costs; professional fees; 
insurance costs; and foreign exchange expenses. General and administrative expenses totaled 
$314,648 for the quarter ending September 30, 2007 compared to $302,764 and $414,359 for the 
first and second quarters of 2007 respectively.  General and administrative expenses were higher 
in the prior quarter owing to costs associated with the Company’s qualifying transaction and 
concomitant stock exchange fees, as well as costs associated with investor relations.  General and 
administrative costs for the period ended September 30, 2007 were $917,308 compared to 
$993,701 for the 2006 fiscal year.  2007 fiscal year general and administrative expenses were 
higher than fiscal year 2006 when considering the shorter 9 month fiscal year in 2007 though were 
consistent over the three fiscal quarters of 2007 being $300,943, $309,579 and $306,786 for the first, 
second and third fiscal quarters for 2007. The weighted year over year increase is primarily 
owing to the increased costs of becoming and operating as a public company including but not 
limited to: legal, stock exchange listing and maintenance fees; insurance; and investor relations 
expenses.  Owing to the growth in the organization the Company’s occupancy costs also 
increased following the expansion of the company’s physical plant and office space in the 
existing location.  Rent and other occupancy-related costs increased from $85,940 for the fiscal 
year 2006 to $97,182 in the nine month fiscal year 2007.  Professional consulting (legal, 
accounting, advisory board and investor relations) costs in the quarter ending September 30, 2007 
were $73,559, a decrease from the previous quarter when these costs totaled $150,138 with the 
differences being primarily related to going public costs.  These costs were significantly higher in 
the previous quarter owing to costs incurred in audit and legal fees associated with the 
companies going public transaction and fees related to the private placement closed in June 2007.  
Professional consulting expenses were $296,899 for the period ended September 30, 2007 
compared to $248,173 for the year ending December 14, 2006.  The relative increase in 
professional fees in 2007 given the nine versus twelve month year is primarily related to the 



   

Company’s reverse merger and amalgamation with Emblem Capital Inc. (now SQI Diagnostics 
Inc.) which closed April 26th, 2007, and the subsequent public listing on the TSX Venture 
Exchange, as well as maintenance/investor relations costs associated with the public company 
that were a new expense items in 2007.   
 
Operational expenses were partially offset by interest income earned on short term investments 
of $51,879 for the quarter ending September 30, 2007 compared to $7,833 for the second quarter 
ending June 30, 2007.   The significant increase from the second quarter was due to the realization 
of interest on the receivable of an outstanding SRED cash refund of $43,816.  Interest income for 
the period net of the SRED interest was $8,063, comparable to the previous period. Interest 
earned on short-term investments was $64,539 and $74,391 for the fiscals years ended September 
30, 2007 and December 14, 2006 respectively.  The Company invests its cash in variable term 
cashable government investment certificates.   
 
Non-cash stock based compensation charges totaled $12,264 for the quarter ending September 30, 
2007 compared to $29,224 for the prior quarter.  Non-cash stock based compensation expenses for 
fiscal 2007 were $52,223 compared to $268,589 in fiscal 2006. The related stock option issuances 
are described further below in the Outstanding Share Capital section.   
 
Management expects losses to continue for at least the next fiscal year as investment continues in 
product research, development, and commercialization efforts, including third party validation 
trials and regulatory compliance and is expected to increase moderately in 2008 with the launch 
of the Company’s first product and the expected commercialization of several additional 
products in 2008. It is Management’s expectation that the R&D expenses reported for 2007 will 
increase somewhat in fiscal 2008.  Management expects no further acceleration for the next fiscal 
year of R&D salary expenses or, in general, of administrative costs, as many of the elevated 
administrative expenses in the current reporting period related to the Qualifying Transaction and 
there are no near term planned expansions in the Company’s physical plant.   
 
CAPITAL EXPENDITURES 
 
In preparation for external validation studies and completion of its cGMP manufacturing facility, 
the Company invested significantly in plant improvements, manufacturing equipment and 
component parts to build several SQiDworks™ platforms during 2007 to be used for 
development purposes.  Expenditures for the quarter ending September 30, 2007 were $469,311 
compared to $509, 343 in the previous quarter.    Capital expenditures were $1,330,800 in 2007 
and $483,192 for 2006.  The difference between 2006 and 2007 were related to the building of three 
SQiDworks platforms, the build-out of a cGMP compliant array manufacturing facility as well as 
the expansion of laboratory and office space to accommodate the expansion in scientific, 
manufacturing and regulatory employees.  Management expects capital intensity to be reduced 
for the first half of 2008 and increases subsequent to this will be success-based and related to 
commercial opportunities.  Further procurement of additional SQiDworks™ platforms is 
expected to also be success-based and directly tied to customer related requirements.  The 
Company continued to build on its intellectual property platform through 2007 as well.  
Capitalized patent expenditures for the period ending September 30, 2007 were $170,000 
compared to $29,776 in fiscal 2006.  
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LIQUIDITY AND CAPITAL RESOURCES 
 
Sources and Uses of Cash 
 
Operational activities for the period ended September 30, 2007 were financed by cash on hand 
and by the proceeds of a private placement that closed on June 29, and July 3, 2007, yielding gross 
proceeds of $5.7 million through the issuance of 3,567,551 units consisting of one common share 
and one-half common share purchase warrant. At September 30, 2007, current assets were 
$3,674,792 as compared to $2,380,118 at December 14, 2006.  Working capital as at June 30, 2007 is 
$3,417,916. Management believes that with the cash on hand at September 30, 2007, with no 
significant capital investments and with no increases in its current operating expenditures, the 
current financial resources would be sufficient to fund Company operations through 2008.  
 
As at September 30, 2007, and in the normal course of business, the Company is obligated to 
make future payments.  
 
These obligations represent contracts and other commitments that are known and committed. 
  

  2008 2009 2010 
Equipment Leases  $11,337  $7,866  $7,866  
Facilities Rent  $58,032     
  $69,369  $7,866  $7,866  

 
Financial Instruments and Financing Risks 

While the Company currently does not market any diagnostic tests or platforms, its 
SQiDworks™ automated analytical platform and its lead QuantiSpot™ RA test kit used to detect 
and quantify a panel of biomarkers to aid in the diagnosis of Rheumatoid Arthritis, and 
QuantiSpot™ TA, a diagnostics test kit used to detect and quantify a panel of biomarkers to aid 
in the diagnosis of Thrombosis are being prepared for third party clinical validation studies. 
QuantiSpot™ tests are designed to run only on the SQiDworks™ platform.  In order to get the 
platform and QuantiSpot™ consumable tests approved for sale in the United States, the Food & 
Drug Administration ("FDA") typically requires the conduct of clinical validation studies to 
compare the performance of a new test to predicate tests currently approved for sale in the USA.  
Upon successful completion of the validation studies the data derived is then presented to the 
FDA in the form of a 510(k) Pre-market Notification.  It is typical for the external validation 
studies to take several months to complete and upon receipt of a completed 510(k) submission 
the FDA may take up to four months to render a decision on the application.  The Company has 
completed extensive internal testing of its QuantiSpot™ RA test panel using the SQiDworks™ 
platform and has completed extensive development testing of its QuantiSpot™ TA test panel. 

The Company has not earned revenues from its QuantiSpot™ test kits or SQiDworks™ platform 
and is therefore considered to still be in the development stage.  The continuation of the 
Company's research and development activities is dependent upon the Company's ability to 
successfully finance its cash requirements through the generation of revenue from its partners 
and potential customers, or to complete further equity financing.  Management believes that is 
has sufficient cash reserves to complete validation studies related to its lead RA test and to await 
the expected response on its 510(k) pre-market notification from the FDA.  Management believes 
its current cash resources will be able to manage its cash flow through to the third quarter of 2008 
at current levels. 
 



   

Management will continue to review the Company’s financial needs through 2008 and to seek 
additional capital financing as required from sources that may include equity financing, 
collaborative projects and licensing arrangements.  However, there can be no assurance that such 
additional funding will be available or if available, whether acceptable terms will be offered. 
 
Outstanding Share Capital 
 
As at September 30, 2007, there were 19,697,699 common shares issued and outstanding.  In 
addition, the following securities have been issued that are convertible under certain conditions 
into common shares: 
 
The Company had the following warrants outstanding at September 30, 2007: 
 

Number of Warrants Purchase Price Expiry Date 
52,501 $0.01  October 26, 2007 
83,335 $0.44  October 26, 2007 
50,001 $0.13  April 26, 2009 
89,147 $2.50  April 26, 2009 

1,076,867 $0.60  April 26, 2009 
344,004 $1.20  April 26, 2009 
20,834 $1.20  April 26, 2009 

255,404 $1.60  June 29, 2009 
30,000 $1.60  July 3, 2009 

1,783,776 $2.40  June 29, 2009 
3,785,870   

 
 
The Company had the following stock options outstanding under its Employee Stock Option 
Plan at September  30, 2007: 
 

Number of Options Exercise Price Expiry Date 

133,336 $ 0.132 December 16, 2008 
25,001 $ 0.400 February 1, 2009 
16,667 $ 1.680 July 1, 2009 

133,336 $   0.90 October, 14, 2009 
141,670 $ 1.200 April 15, 2010 
250,005 $ 1.200 June 29, 2011 
216,671 $ 1.200 August 29, 2011 
197,500 $ 1.740 August 7, 2012 

1,114,683   
 
Off Balance Sheet Arrangements 
 
The Company has no off-balance sheet arrangements. 
 
FUTURE PROSPECTS 
 
In its current state of evolution, management believes that the Company has assembled the 
appropriate intellectual, financial, and human capital to advance its lead test microarray panels 
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and SQiDworks™ automated instrument for the detection and quantification of antibodies linked 
to the diagnosis of Rheumatoid Arthritis, Thrombosis and other autoimmune diseases through 
the completion of clinical validation studies and regulatory filings in Canada, the USA and 
Europe.  The Company believes that completion and approval of its lead assay will justify the 
investment in development and commercialization of an additional group of at least eight other 
autoimmune microarray diagnostic panels in the autoimmune disease family.  It further believes 
that successful completion of these tests will lead to the development and commercialization of 
other test panels addressing unmet medical needs in the detection of known analytes used in the 
diagnosis of infectious disease and allergy management.  The successful completion of external 
validation studies has the potential to produce data by the end of the second calendar quarter of 
2008 that is presentable to the FDA in the form of a Pre Market Submission - 510(k), which can 
result in marketing approval for the Company’s platform and lead assays in the United States.  
At present, the Company’s value proposition is derived from the successful completion of 
internal validation studies and completion of its automated microarray processing platform. The 
Company’s platform and tests are expected to replace highly manual and semi-automated test 
methodologies with a fully automated, multiplexed solution that could provide significant cost 
savings to its customers. The Company believes that the market size related to testing of patients 
in its primary markets in Canada, the USA and Europe is significantly large and the Company’s 
value proposition to its customers will provide for significant revenues from the sale of 
commercial assays and test platforms in each of its target markets.  
 
SQI Diagnostics’ operational objectives are straightforward: complete external validation of its 
lead multiplexed test for Rheumatoid Arthritis on the SQiDworks platform; submit approvable 
data to the FDA, HPB (Canada); and, self-certify for marketing in Europe with a CE mark for a 
Class II device.  Success in these steps will allow the Company to validate its multiplexing model 
and sell its products to customers in its target markets by the end of 2008.  
 
During 2008, the Company intends to execute on the following components of its operational 
plan: 
 

• Execute clinical validation trials with its leading autoimmune disease testing partners at 
Mount Sinai Hospital (Toronto, Ontario) and The Cleveland Clinic (Cleveland, Ohio); 

• Complete the certification of our cGMP/ISO 13485 manufacturing facility and acquire 
appropriate regulatory approvals and licenses to produce saleable products; 

• Submit all requested information to the FDA and Health Canada, including updated 
manufacturing data and finalized submissions for 510(k) clearance for the Company’s 
Rheumatoid Arthritis detection and quantification panel and when successful follow on 
with the required submissions for approval for our Thrombosis product; 

• Initiate development and commercialization of IBS (Irritable Bowel Syndrome) related 
multiplexed test panels; and, 

• Acquire customers to generate first test kit based revenues. 
 
The Company continues to invest in research and development activities related to its core 
platform technologies of microarray-based assays and detection devices. In fiscal 2008 the 
Company expects to complete development and commercialization of at least two human 
microarray-based diagnostic tests as well as to continue to improve and enhance its core platform 
and detection device.  Beyond this, the Company’s core strategy is to expand its menu of 
autoimmune disease detection and quantification test panels, while refining and improving core 
microarray and platform technologies.   
 
 



   

DISCLOSURE CONTROLS AND PROCEDURES, AND INTERNAL CONTROL OVER 
FINANCIAL REPORTING 
 
The accompanying financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles.  For quarterly reporting periods, the 
Company’s financial statements are approved by the Audit Committee.  For annual reporting 
periods, the Company’s financial statements are approved by the Board of Directors upon 
recommendation by the Audit Committee. The integrity and objectivity of these financial 
statements are the responsibility of management. In addition, management is responsible for all 
other information in this report and for ensuring that this information is consistent, where 
appropriate, with the information contained in the financial statements. 
 
In support of this responsibility, management maintains a system of internal controls to provide 
reasonable assurance as to the reliability of financial information and the safeguarding of assets.  
 

In particular, the CEO and CFO are responsible for establishing and maintaining disclosure 
controls and procedures (“DC&Ps”) and internal controls over financial reporting (“ICFRs”) for 
the Company, and have: 

 (a) designed such DC&Ps, or caused them to be designed under 
 supervision, to provide reasonable assurance that material information is 
 made known during the period in which the annual and quarterly filings 
are being prepared; and 

 (b) designed such ICFRs, or caused them to be designed under 
 supervision, to provide reasonable assurance regarding the reliability of 
 financial reporting and the preparation of financial statements for 
external purposes in accordance with Canadian GAAP; and 

(c) evaluated the design and effectiveness of the Company’s DC&Ps as of 
 the quarter ended June 30, 2007, and have evaluated the design of the 
Company’s ICFRs for the period from December 15, 2006 to 30 September 
2007; and  

 
 (d)  have concluded that a material design weakness in the ICFRs may 

exist in terms of the inadequate segregation of certain duties, which is 
 typical of development stage companies; mitigating factors, including 
dual-payment authorization policies and transparent internal financial 
transaction reporting processes, serve to minimize the risk that such  
design weakness could result in a material misstatement of results for the 
year ended December 14, 2006 and the period ended September 30, 2007; 
and 

 
 (e) have concluded that, other than the item described above in sub-point  

(d), there are no additional material design weaknesses in the DC&Ps or 
ICFRs, and that the effectiveness of the DC&Ps is sufficient to expect the 
prevention or detection of  material misstatements of results. 

 
The financial statements include amounts that are based on the best estimates and judgments of 
management.  The Board of Directors is responsible for ensuring that management fulfills its 
responsibility for financial reporting and internal control.  The Board of Directors exercises this 
responsibility principally through the Audit Committee. The Audit Committee consists of three 
directors, all of whom are independent and not involved in the daily operations of the Company. 
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The Audit Committee meets with management and the external auditors to satisfy itself that 
management’s responsibilities are properly discharged and to review the financial statements 
prior to their presentation to the Board of Directors for approval. 
 
 
 
 



Management’s Statement of Responsibility for Financial Reporting

The accompanying consolidated financial statements have been prepared by management in accordance with Canadian generally 
accepted accounting principles and have been approved by the Board of Directors. 

In support of this responsibility, management maintains a system of internal controls to provide reasonable assurance as to the reliability  
of financial information and the safeguarding of assets. The consolidated financial statements include amounts which are based on the 
best estimates and judgments of management.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting and internal controls. 
The Board of Directors exercises this responsibility principally through the Audit Committee. The Audit Committee consists of independent 
directors not involved in the daily operations of the Company. The Audit Committee meets with management and the external auditors to 
satisfy itself that management’s responsibilities are properly discharged and to review the consolidated financial statements prior to their 
presentation to the Board of Directors for approval.

The external auditors, DMCT LLP, appointed by the shareholders of the Company, have examined the financial statements and have 
expressed an opinion on the statements. The external auditors have free and full access to the Audit Committee with respect to their 
findings concerning the fairness of financial reporting and the adequacy of internal controls. Their report is included with the consolidated 
financial statements. 

Claude Ricks					     Andrew Morris	  
President & CEO					     Chief Financial Officer

17



 

 

 

AUDITORS' REPORT 

To the Shareholders of 
SQI Diagnostics Inc.  (formerly Emblem Capital Inc.)  

We have audited the consolidated balance sheets of SQI Diagnostics Inc.  (formerly Emblem 
Capital Inc.)  as at September 30, 2007  and December 14, 2006 and the related consolidated 
statements of operations and deficit and cash flows for the period from December 15, 2006 to 
September 30, 2007 and for the year ended December 14, 2006. These financial statements are 
the responsibility of the company's management.  Our responsibility is to express an opinion on 
these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards.  
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement.  An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the company as at September 30, 2007 and December 14, 2006 and the 
results of its operations and its cash flows for the period from December 15, 2006 to 
September 30, 2007 and for the year ended December 14, 2006 in accordance with Canadian 
generally accepted accounting principles. 

 

DMCT, LLP, Licensed Public Accountants 

November 20, 2007  
Toronto, Ontario 



 

SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  

  

Consolidated Balance Sheets 

  September 30 December 14 
  2007 2006 

Assets 

Current 
Cash and short-term investments   $ 3,399,601  $ 1,667,719  
Amounts receivable   191,662   668,380  
Prepaids and deposits   83,529   44,019  

  3,674,792   2,380,118  
Due from related party   100,456   97,000  
Property and equipment    2,379,250   1,257,062  
Patents   369,306   264,233  

 $ 6,523,804  $ 3,998,413  

Liabilities 

Current 
Accounts payable and accrued liabilities  $ 240,364  $ 354,315  
Current portion of long-term debt   16,511   134,436  

  256,875   488,751  
Long-term debt    -   25,708  

  256,875   514,459  

Shareholders' Equity 

Capital stock    14,113,145   8,514,699  

Warrants   89,188   -  

Employee share purchase loan    (10,000)   (10,000)  

Contributed surplus    7,790,715   7,738,492  

Deficit   (15,716,119)   (12,759,237)  

  6,266,929   3,483,954  

 $ 6,523,804  $ 3,998,413  
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SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  

  

Consolidated Statements of Operations and Deficit 

  Period From  
  December 15, Year 
  2006 to Ended 
  September 30, December 14, 
  2007 2006 

Revenue 
Consulting fees $ 71,550  $ 146,684  

Expenses 
Salaries and wages  391,602   521,314  
General and administrative  228,807   224,214  
Professional and consulting fees  296,899   248,173  
Stock-based compensation  52,223   268,589  
Research and development costs  1,849,891   368,466  
Interest income  (64,539)   (74,391)  
Amortization - patents  64,937   62,868  
Amortization - property and equipment  208,612   180,325  

  3,028,432   1,799,558  

Net loss   (2,956,882)   (1,652,874)  

Deficit at beginning of period  (12,759,237)   (11,106,363)  

Deficit at end of period $(15,716,119)  $(12,759,237)  

Weighted average number of shares  16,619,481   14,719,314  

Basic and diluted loss per share $ (0.18)  $ (0.11)  



 

SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  

   

Consolidated Statements of Cash Flows 

  Period From  
  December 15, Year 
  2006 to Ended 
  September 30, December 14, 
  2007 2006 

Cash flows from (used in) operating activities 
Loss for the period $ (2,956,882)  $ (1,652,874)  
Add items not affecting cash 

Amortization - patents  64,937   62,868  
 - property and equipment  208,612   180,325  
Stock-based compensation  52,223   268,589  
Interest accrual  (3,456)   -  

  (2,634,566)   (1,141,092)  
Changes in non-cash working capital items 

Amounts receivable   476,718   (297,757)  
Prepaids and deposits   (39,510)   (29,976)  
Accounts payable and accrued liabilities   (125,290)   (67,015)  

  (2,322,648)   (1,535,840)  

Cash flows used in investing activities 
Purchase of property and equipment  (1,330,800)   (483,192)  
Additions to patents   (170,010)   (29,776)  
Short-term investments  (2,150,000)   (1,000,000)  

  (3,650,810)   (1,512,968)  

Cash flows from financing activities 
Advances (repayment) of long term debt    (143,633)   125,144  
Repayment of amount due to related parties   -   (200,000)  
Proceeds of convertible debentures, net of 

issue costs  -   3,692,493  
Proceeds from private placement and exercise 

of warrants, net of share issuance costs  5,092,064   -  
Cash acquired on reverse takeover   606,909   -  

  5,555,340   3,617,637  

Increase (decrease) in cash during the period  (418,118)   568,829  

Cash at beginning of period  667,719   98,890  

Cash at end of period  $ 249,601  $ 667,719  

Supplemental Disclosure 

Cash paid for interest $ -  $ 5,589  
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SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

  1. NATURE OF OPERATIONS AND AMALGAMATION 

SQI Diagnostics Inc., (the "Company"), has its head office and development centre in 
Toronto, Ontario.  The Company is a healthcare diagnostic technology company engaged 
in the business of providing laboratories testing human patient serum with a novel and 
patented diagnostic system that enables more rapid test results with significantly less 
labour than current diagnostic instrumentation. 

While the Company currently does not market any diagnostic tests or platforms, its 
SQiDWorks™ automated analytical platform and its lead QuantiSpot™ test kits used to 
detect and quantify panels of biomarkers to aid in the diagnosis of Rheumatoid Arthritis 
(RA) and Thrombosis (TA) are being prepared for third party clinical validation studies. 
QuantiSpot™ tests are designed to run only on the SQiDWorks™ platform.  In order to get 
our platform and QuantiSpot™ consumable tests approved for sale in the United States, 
the Food & Drug Administration ("FDA") typically requires the conduct of clinical validation 
studies to compare the performance of a new test to predicate tests currently approved for 
sale in the USA.  Upon successful completion of the validation studies, the data derived is 
then presented to the FDA in the form of a 510(k) Pre-market Notification.  It is typical for 
the external validation studies to take several months to complete and upon receipt of a 
completed 510(k) submission, the FDA may take up to four months to render an approval 
decision on the application.  The Company has completed extensive internal testing of its 
QuantiSpot™ RA test panel using the SQiDWorks™ platform and has completed 
extensive development testing of its QuantiSpot™ TA test panel. 

The Company has not earned revenues from its QuantiSpot™ test kits or SQiDWorks™ 
platform and is therefore considered to still be in the development stage.  The continuation 
of the Company's research and development activities is dependent upon the Company's 
ability to successfully finance its cash requirements through the generation of revenue 
from its partners and potential customers, or to complete further equity financing.  
Management believes that it has sufficient cash reserves to complete validation studies 
related to its lead RA test and to await the expected response on its 510(k) pre-market 
notification from the FDA.  Management believes it will be able to manage its cash flows 
through the third quarter of 2008 at current levels. 

On April 26, 2007, an amalgamation between umedik Inc. ("umedik") and 670194 Canada 
Inc., a wholly-owned subsidiary of SQI Diagnostics Inc. (formerly Emblem Capital Inc.) was 
completed.  This transaction was Emblem's Qualifying Transaction pursuant to the rules of 
the TSX Venture Exchange.  The amalgamated company continued under the name SQI 
Diagnostics Inc. ("SQI").  Pursuant to the amalgamation of the Company and 670194 
Canada Inc., the shareholders of umedik received an aggregate of 14,719,314 outstanding 
common shares of SQI in exchange for all of the outstanding common shares of umedik. 

In addition, SQI issued replacement options and warrants to all holders of umedik's options 
and warrants who surrendered such securities pursuant to the Amalgamation Agreement.  
The replacement options and warrants issued by SQI are identical to umedik's options and 
warrants surrendered except in respect of the number of post-consolidation common 
shares to which a holder is entitled upon exercise and the exercise price, which terms 
were modified to give effect to the acquisition and share consolidation. 



 

SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

  

1. NATURE OF OPERATIONS AND AMALGAMATION (Cont'd) 

Prior to the completion of the Qualifying Transaction ("Emblem"), a Capital Pool Company, 
consolidated its common shares on a 6 for 1 basis. 

Following the transaction, the former shareholders of umedik controlled SQI and 
consequently, the transaction was accounted for as a reverse takeover with umedik, Inc. 
as the acquirer and continuing company. Since Emblem did not constitute a business, the 
transaction was accounted for as a capital transaction, that is, a financing and 
recapitalization of umedik, Inc. 

Accordingly: 

(i) the assets and liabilities of umedik are included in the balance sheet at their historic 
carrying value; 

(ii) the net assets of Emblem are included at fair value which equalled their carrying 
value; 

(iii) capital stock, contributed surplus and deficit of Emblem are eliminated; 

(iv) the comparative figures are those of umedik. 

Emblem's net assets acquired are as follows: 
 

Cash $ 606,909  
Accounts payable and accrued liabilities  (11,338)  

Net asset value $ 595,571  

2. SIGNIFICANT ACCOUNTING POLICIES 

These consolidated financial statements have been prepared by management in 
accordance with generally accepted accounting principles in Canada, within the framework 
of the significant accounting policies summarized below: 

Basis of Consolidation 

The consolidated financial statements include the accounts of the Company and its wholly 
owned subsidiary. Inter-company balances and transactions are eliminated upon 
consolidation. 
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SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

 2. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)  

Short-Term Investments 

Short-term investments consist of highly liquid investments with original maturities greater 
than three months but less than one year when purchased and are carried at cost plus 
accrued interest. 

Property and Equipment 

Property and equipment are recorded at cost and are amortized on the straight-line basis 
over their estimated useful lives as follows: 

Computer hardware -    3 years 
Computer software -    3 years 
Laboratory fixtures and equipment -  10 years 
Office equipment -  10 years 
Leasehold improvements -  10 years 

Patents 

The costs relating to initial patent fees are deferred and amortized over 10 years on a 
straight-line basis.  Patents are recorded net of accumulated amortization of $397,525 
(2006 - $332,588). 

Research and Development Costs 

Research costs are charged to earnings in the period in which they are incurred.  
Development costs are expensed as incurred or deferred if they meet the criteria for 
deferral under Canadian generally accepted accounting principles and are expected to 
provide future benefits with reasonable certainty. 

At September 30, 2007, the Company was carrying out validation studies to determine 
viability of the diagnostic system.  Deferral criteria have not been met, and accordingly, all 
development costs have been expensed. 



 

SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

 2. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)  

Impairment of Long-Lived Assets 

Long-lived assets comprise property and equipment and intangible assets with finite lives 
(patents).  The Company recognizes an impairment loss for a long-lived asset when 
events or changes in circumstances cause its carrying value to exceed the total 
undiscounted cash flows expected from its use and eventual disposition.  An impairment 
loss is measured as the excess of the carrying value of the asset over its fair value. 

Revenue Recognition 

The Company provides consulting services from time to time.  Consulting fee revenue is 
recognized when services are completed, amounts are invoiced to customers and 
collectability is reasonably assured. 

Accounting for Stock-Based Compensation and Other S tock-Based Payments 

The Company applies a fair value based method of accounting for all stock-based 
payments.  Accordingly, stock-based payments are measured at the fair value of the 
consideration received or the fair value of the equity instruments issued or liabilities 
incurred, whichever is more reliably measurable.  Stock-based compensation is charged to 
operations over the vesting period and the offset is credited to contributed surplus.  
Consideration received upon the exercise of stock options is credited to share capital and 
the related contributed surplus is transferred to share capital. 

Foreign Currency Translation 

Monetary assets and liabilities denominated in foreign currencies are translated to 
Canadian dollars at exchange rates in effect at the balance sheet date.  Non-monetary 
assets and liabilities are translated at rates of exchange in effect at each transaction date.  
Revenue and expenses are translated at the rate of exchange at each transaction date.  
Gains or losses on translation are included in operations. 

Income Taxes 

The Company follows the liability method of accounting for income taxes.  Under this 
method, future income tax assets and liabilities are determined based on temporary 
differences between financial reporting and tax bases of assets and liabilities, as well as 
for the benefit of losses available to be carried forward to future years for tax purposes.  
Future income tax assets and liabilities are measured using enacted or substantively 
enacted tax rates and laws that will be in effect when the differences are expected to 
reverse.  Future income tax assets are recorded in the financial statements if realization is 
considered more likely than not. 
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SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

 2. SIGNIFICANT ACCOUNTING POLICIES (Cont'd)  

Investment Tax Credits 

Investment tax credits are accrued when qualifying expenditures are incurred and there is 
reasonable assurance that the credits will be realized.  Investment tax credits earned with 
respect to current expenditures for qualified research and development activities are 
included in the statements of operations as a reduction of research and development 
costs.  Investment tax credits associated with capital expenditures are reflected as 
reductions in the carrying amounts of capital assets.  

During the prior year, the Company recorded an amount receivable relating to investment 
tax credits of $611,087 and a corresponding reduction in research and development costs.  
No additional investment tax credits were recorded in the current year. 

Use of Estimates 

The preparation of financial statements in conformity with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amount of revenue 
and expenses during the year.  Actual results could differ from those estimates. 

Significant areas requiring the use of management estimates relate to the determination of 
the useful lives of property and equipment and patents for amortization purposes, amounts 
recorded as accrued liabilities, valuation of stock options and warrants, valuation 
allowance on future tax assets and the fair values of financial instruments. 

3. ADOPTION OF NEW ACCOUNTING POLICIES 

Financial Instruments 

Effective December 15, 2006 the Company adopted the new recommendations of the 
Canadian Institute of Chartered Accountants Handbook Section 1530 -  Comprehensive 
Income, Section 3251 -  Equity,  Section 3855 - Financial Instruments, Recognition and 
Measurements and Section 3861 - Financial Instruments – Disclosure and Presentation. 

These recommendations establish standards for recognizing and measuring financial 
instruments, which include financial assets, financial liabilities, derivatives and embedded 
derivatives. Under these recommendations, all financial instruments are to be recorded 
initially at fair value.  In subsequent periods, all financial instruments are re-measured 
based on the classification adopted for the financial instrument:  held-to-maturity, loans 
and receivables, held for trading, available-for-sale or other liability. 



 

SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

 3. ADOPTION OF NEW ACCOUNTING POLICIES (Cont'd)  

Financial Assets 

Held for trading 

Financial assets that are held with the intention of generating profits in the near term and 
derivative contracts that are financial assets, except for a derivative that is a designated 
and effective hedging instrument, are classified as held for trading. In addition, any other 
financial assets can be designated by the Company upon initial recognition as held for 
trading. These instruments are subsequently re-measured at fair value with the change in 
the fair value recognized in net income during the period. 

Held-to-maturity 

Financial assets that have a fixed maturity date and which the Company has a positive 
intention and the ability to hold to maturity are classified as held-to-maturity, which are 
subsequently re-measured at amortized cost using the effective interest rate method.  

Loans and receivables 

Loans and receivables are non-derivative financial assets resulting from the delivery of 
cash or other assets in return for a promise to repay on a specified date, or on demand, 
usually with interest.  Loans and receivables are subsequently re-measured at amortized 
cost using the effective interest rate method.  

Available-for-sale 

Available-for-sale assets are non-derivative financial assets that are either designated in 
this category or not classified in any of the other categories. Financial assets classified as 
available-for-sale are subsequently re-measured at fair value with the changes in fair value 
recorded in other comprehensive income. 

Financial Liabilities 

Held for trading 

Financial liabilities that are held with the intention of generating profits in the near term and 
derivative contracts that are financial liabilities, except for a derivative that is a designated 
and effective hedging instrument, are classified as held for trading. In addition, any other 
financial liabilities can be designated by the Company upon initial recognition as held for 
trading. These instruments are subsequently re-measured at fair value with the change in 
the fair value recognized in net income during the period.  
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SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

 3. ADOPTION OF NEW ACCOUNTING POLICIES (Cont'd)  

Other liabilities 

Non-derivative financial liabilities that have not been designated as held for trading are 
classified as other liabilities, which are subsequently re-measured at amortized cost using 
the effective interest rate method.  

The Company has classified its financial instruments as follows:  

 Financial Instrument   Classification 

 Cash and short-term investments Held for trading 
 Amounts receivable   Loans and receivable 
 Due from related party   Loans and receivable 
 Accounts payable and accruals   Other financial liabilities 
 Long-term debt      Other financial liabilities 

CICA Handbook Section 1530, Comprehensive Income, establishes new measurements of 
earnings in the financial statements.  Other comprehensive income consists of changes to 
unrealized gains and losses on available-for-sale financial assets, changes to unrealized 
gains and losses on the effective portion of cash flow hedges and changes to foreign 
currency translation adjustments of self-sustaining foreign operations during the period.   
Comprehensive income measures net earnings for the period plus other comprehensive 
income.   Amounts reported as other comprehensive income are accumulated in a 
separate component of shareholders’ equity as Accumulated Other Comprehensive 
Income.  The Company has not presented a statement of comprehensive income as its 
comprehensive income is NIL. 

Section 3251 establishes standards for the presentation of equity and changes in equity. 

4. CASH AND SHORT-TERM INVESTMENTS 

 September 30 December 14 
 2007 2006 

Cash $ 249,601  $ 667,719  
Short-term investments (consists of cashable GICs)  3,150,000   1,000,000  

 $ 3,399,601  $ 1,667,719  

5. DUE FROM RELATED PARTY 

The amount is due from an officer and director of the Company, bears interest at 4.25%  
and is due on December 14, 2008. 



 

SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

 6. PROPERTY AND EQUIPMENT 

As at September 30, 2007: 

 Accumulated 
 Cost Amortization Net  

Computer hardware $ 117,851  $ 63,650  $ 54,201  
Computer software  109,225   59,364   49,861  
Laboratory fixtures and equipment  2,781,665   710,526   2,071,139  
Office equipment  145,656   81,768   63,888  
Leasehold improvements  224,868   84,707   140,161  

 $ 3,379,265  $ 1,000,015  $ 2,379,250  

As at December 14, 2006: 

 Accumulated 
 Cost Amortization Net 

Computer hardware $ 74,894  $ 52,626  $ 22,268  
Computer software  59,856   52,281   7,575  
Laboratory fixtures and equipment  1,660,968   542,480   1,118,488  
Office equipment  121,186   71,642   49,544  
Leasehold improvements  131,561   72,374   59,187  

 $ 2,048,465  $ 791,403  $ 1,257,062  

7. LONG-TERM DEBT 

 September 30 December 14 
 2007 2006 

Promissory note, bearing no interest until the due 
date of February 24, 2007, and 10% per 
annum thereafter $ -  $ 35,000  

Promissory note of U.S. $50,000, bearing interest 
at 7% per annum, payable in monthly blended 
payments of U.S. $2,239  -   32,929  

Note payable to supplier, non-interest bearing, 
payable in monthly installments of $5,600  16,511   92,215  

  16,511   160,144  
Less: Current portion  (16,511)   (134,436)  

 $ -  $ 25,708  
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SQI Diagnostics Inc.  
(formerly Emblem Capital Inc.)  
Notes to Consolidated Financial Statements 
September 30, 2007 and December 14, 2006 

 8. RELATED PARTY TRANSACTIONS 

Transactions with related parties are incurred in the normal course of business and are 
measured at the exchange amount.  Related party transactions have been listed below, 
unless they have been disclosed elsewhere in the financial statements.   

Included in general and administrative expense for the period ended September 30, 2007 
is $19,746 (year ended December 14, 2006 - $26,950), related to recovery of occupancy 
costs, from a corporation in which an officer of the Company was also an officer.  As well, 
consulting fee revenue of $54,360 (year ended December 14, 2006 - $75,249) was earned 
from this corporation during the period ended September 30, 2007.  

9. CAPITAL STOCK 

Authorized  
          unlimited common shares 

Issued - common shares 

 Number Value 

Emblem Shares outstanding at December 31, 2006  7,999,999  $ 867,300  
Share consolidation at 6 for 1  (6,666,666)   -  

  1,333,333   867,300  
Elimination of share capital due to reverse takeover  -   (867,300)  
Shares issued to former shareholders of Umedik (Note 1)  14,719,314   8,514,699  
Net asset value of SQI ascribed to issued shares (Note 1)  -   595,571  
Share issuance costs  -   (128,107)  
Warrants exercised  77,501   7,735  
Proceeds from private placement (i)  3,567,551   5,212,435  
Amount allocated to warrants  -   (89,188)  

Balance, September 30, 2007  19,697,699  $ 14,113,145  

(i) Pursuant to a private placement, the Company issued 3,567,551 units at a price of 
$1.60 per unit as follows: 

(a) On June 29, 2007, 3,192,551 units were issued for a net amount of $4,660,435; 

(b) On July 3, 2007, 375,000 units were issued for a net amount of $552,000.  

Each issued unit is comprised of one common share and one-half common share 
warrant.  Each whole warrant is exercisable at a price of $2.40 per common share, 
expiring on June 29, 2009 and July 3, 2009, respectively. 
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 10. CONTRIBUTED SURPLUS 

The following summarizes the change in contributed surplus: 

 September 30 December 14 
 2007 2006 

Balance, beginning of year $ 7,738,492  $ 7,469,903  
Stock-based compensation  52,223   268,589  

Balance, end of year $ 7,790,715  $ 7,738,492  
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 11. STOCK OPTIONS 

The Company maintains a Stock Option Plan (the "Plan") for the benefit of directors, 
officers, employees and consultants.  The aggregate number of common shares reserved 
for issuance under the Plan, together with any other employee stock option plans, options 
for services and employee share purchase plans, will not exceed 3,224,310 common 
shares.  Options granted pursuant to the Plan will have terms not to exceed five years, and 
are granted at an option price which will not be less than the fair market price at the time 
the options are granted.  Options issued under the plan generally vest within 18 to 36 
months from the date of grant. 

The following summarizes the stock option activities under the Plan: 

  September 30, 2007  December 14, 2006 
  Weighted   Weighted 
 Number Average Number Average 
 of Exercise  of Exercise 
 Options Price  Options Price 

Beginning balance  783,350  $ 1.00   490,010  $ 1.32  
Granted  197,500  $ 1.74   466,676  $ 1.20  
Cancelled/expired  -  $ -   (173,336)  $ 2.42  

Ending balance  980,850  $ 1.15   783,350  $ 1.00  

Exercisable  481,734  $ 0.89   473,505  $ 0.87  

The Company had the following stock options outstanding under the Plan at 
September 30, 2007: 

Number of Options Exercise Price Expiry Date 

  133,336  $ 0.132  December 16, 2008 
  25,001  $ 0.400  February 1, 2009 
  16,667  $ 1.680  July 1, 2009 
  141,670  $ 1.200  April 15, 2010 
  250,005  $ 1.200  June 29, 2011 
  216,671  $ 1.200  August 29, 2011 
  197,500  $ 1.740  August 7, 2012 

  980,850  

The Company also had 966,683 options outstanding at September 30, 2007 that were not 
issued under the plan.  All of these options were exercisable at September 30, 2007.  
133,333 options have an exercise price of $0.90 and expire on October 14, 2009 and 
833,350 options have an exercise price of $0.60, expiring on April 15, 2010. 
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 12. STOCK-BASED COMPENSATION 

The compensation cost of the grants issued during the period ended September 30, 2007 
was $230,522 (year ended December 14, 2006 - $107,319), which will be recognized over 
the 36 month vesting period.  The total compensation expense for the period ended 
September 30, 2007 is $52,223 (year ended December 14, 2006 - $268,589).  The total 
amount credited to contributed surplus for the period ended September 30, 2007 was 
$52,223 (year ended December 14, 2006 - $268,589). 

The fair value of each option granted has been estimated at the date of grant or the date 
when it became measurable using the Black-Scholes option pricing model with the 
following weighted average assumptions at the measurement date: 

 September 30 December 14 
 2007 2006 

Dividend yield 0% 0% 
Expected volatility 80% 0% 
Risk-free interest rate 4.6% 4.26% 
Expected life (years) 5.00 5.00 

Weighted average grant date fair value $1.167 $0.383 

The Company has assumed no forfeiture rate as adjustments for actual forfeitures are 
made in the year they occur. 

13. WARRANTS 

The Company had the following warrants outstanding at September 30, 2007: 

Number of Warrants Purchase Price Expiry Date 

  52,502  $ 0.006  October 26, 2007 
  83,335  $ 0.438  October 26, 2007 
  50,001  $ 0.132  April 26, 2009 
  20,834  $ 1.200  April 26, 2009 
  89,147  $ 2.502  April 26, 2009 
  1,076,867  $ 0.600  April 26, 2009 
  344,004  $ 1.200  April 26, 2009 
  285,404  $ 1.600  June 29, 2009 
  1,783,776  $ 2.400  June 29, 2009 

  3,785,870  
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 14. INCOME TAXES 

(i) Income Tax Expense 

The following table reconciles income taxes calculated at combined Canadian 
federal/ provincial tax rates with the income tax expense in the financial statements: 

 Period From  
 December 15, Year 
 2006 to Ended 
 September 30, December 14, 
 2007 2006 

Loss before income taxes $(2,956,882)  $(1,652,874)  
Statutory rate  36.1%   36.1%  

Expected income tax recovery $(1,067,434)  $ (596,688)  
Share issue costs incurred  (268,847)   (163,933)  
Non-deductible expenses and other  21,332   85,200  
Change in valuation allowance and future tax rates  1,314,949   675,421  

Income tax expense $ -  $ -  

(ii) Future Income Taxes 

The temporary differences that give rise to future income tax assets and future 
income tax liabilities are presented below: 

 September 30 December 14 
 2007 2006 

Amounts related to tax loss and other credits 
carry forwards $ 3,809,997  $ 2,675,722  

Property and equipment and intangibles  (326,525)   29,485  
Share issue costs  304,406   180,522  

Net future tax asset  3,787,878   2,885,729  
Less: Valuation allowance  (3,787,878)   (2,885,729)  

 $ -  $ -  
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 14. INCOME TAXES (Cont'd) 

(iii) Loss and Tax Credit Carryforwards 

As at September 30, 2007, the Company has non-capital losses of $5,592,200 
expiring as follows: 

 

2014 $ 879,122  
2015  765,800  
2026  1,055,034  
2027                      2,892,244  

 $ 5,592,200  

The Company has undeducted scientific research and experimental development 
costs of approximately $3,985,958 and investment tax credit relating to scientific 
research and development costs of $697,031 available to apply against future taxable 
income. 

The potential tax benefit relating to the non-capital losses and tax credit carryforwards 
has not been reflected in these financial statements. 

15. COMMITMENTS 

The Company has the following lease commitments for premises and equipment: 
 

2008 $ 69,369  
2009  7,866  
2010  7,866  

 $ 85,101  

16. FINANCIAL INSTRUMENTS 

It is management's opinion that the fair value of cash and short-term investments, amounts 
receivable, amount due from related party,  accounts payable and accrued liabilities and 
long-term debt approximates their carrying value due to the relatively short term maturities 
of these instruments. 
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 17. COMPARATIVE FIGURES 

Effective in 2007, the Company changed its fiscal year-end from December 14 to 
September 30.  Accordingly, the financial statements for 2007 are for the period from 
December 15, 2006 to September 30, 2007. 

Certain comparative figures have been reclassified to conform with the current period's 
financial statement presentation. 
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