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Laboratory Services

Our roots... our future.

A lab is a lab is a lab.
The process, whether
we’re testing patients,
drugs or consumer
products, remains the
same: sample, test,
report. It’s how we’ve
grown our business in
the past, by providing
reliable and consistent
results. It’s how we’ll
continue to grow it in
the future.
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Letter to Shareholders 
 
2009 will go down in history as one of the most difficult economic periods since the Great Depression. All 
countries and industries were affected by global economic uncertainty and the pharmaceutical industry 
was not spared. During these turbulent times, Warnex remained focused on its strategic objectives and 
maintained its commitment to quality science and customer service. While our top and bottom lines were 
impacted compared to last year, we are proud to have generated, despite the adverse economic 
conditions, revenues of $23.6 million, a net loss of $0.2 million, and a positive EBITDA of $2.2 million, in 
addition to having achieved several of our strategic objectives. 
 
One of the main elements of our strategic growth plan is to evaluate opportunities for the acquisition of 
complementary laboratory businesses. In June 2009, Warnex completed the acquisition of Molecular 
World Inc., a laboratory located in Thunder Bay, Ontario, specialized in human DNA identification 
including forensic DNA testing. With this laboratory’s expertise and sophisticated facilities for 
mitochondrial DNA testing, an advanced technology used for forensic analysis of degraded DNA 
samples, this acquisition represents an excellent complement to our existing DNA identification services. 
We also received funding from the Northern Ontario Heritage Fund Corporation for the development of a 
forensics database, based on mitochondrial DNA, in collaboration with the Paleo-DNA Laboratory of 
Lakehead University, the only other laboratory accredited in Canada for mitochondrial DNA testing. 
 
In 2009, we also pursued various business opportunities as well as internal development efforts to 
expand our service offering. During the year, our Medical Laboratories division signed an exclusive 
distribution agreement with Rosetta Genomics to offer three of its miRviewTM analyses, for various 
cancers, in Canada. We also launched a service for the detection of the influenza A H1N1 virus based on 
Real-Time PCR technology, which delivers results in as little as 8 hours. The development of this 
influenza testing platform will allow us to quickly offer tests for other influenza virus strains as they 
appear. Finally, this division also added to its portfolio of specialized diagnostics the K-ras mutation 
analysis for patients with colorectal cancer. This service is an example of personalized medicine, the use 
of information obtained from a patient's genetic profile to tailor their medical treatment to the individual 
patient's needs, which we believe will offer significant business opportunities with the evolution of the 
healthcare industry. 
 
One of our other major objectives for 2009 was to reduce our long term debt and we are pleased to have 
repaid $1.3 million of this debt. Our credit line also remained unused during the year and we maintained a 
respectable cash position during the ongoing credit crunch. 
 
Warnex is dedicated towards providing results of the highest quality and our team of highly skilled 
specialists does so by following rigorous standards. As a testament to this, in 2009, our analytical facilities 
in both Laval and Blainville successfully passed a regulatory inspection of Good Manufacturing Practices 
(GMP) by Health Canada's Health Products and Food Branch Inspectorate (HPFBI). In addition, Warnex 
Medical Laboratories obtained ISO 15189:2007 accreditation by the Standards Council of Canada, 
making us only the second private laboratory in Canada to obtain this accreditation. 
 
While we continued to execute our plan to improve efficiencies in our operations during the year, we also 
increased our business development efforts across our three divisions. We added additional members to 
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our sales team, we increased our presence at targeted strategic conferences and tradeshows and we 
amplified our pursuit of opportunities outside of our current geographical markets. 
 
Outlook for 2010 
 
While the economic conditions of the pharmaceutical industry will continue to present challenges in 2010, 
Warnex will remain focused on its strategic objectives and committed to its values and vision of becoming 
a significant player in laboratory-based services, through both organic growth and acquisitions. Since 
1998, our laboratory services divisions have exhibited a compound annual growth rate of 29% and have 
been consistently EBITDA positive. In 2010, we plan to continue to deliver growth in revenues and an 
increase in our cash flow. We will continue to look at new business opportunities, including strategic 
acquisitions, to expand our service offering and increase critical mass. Since its foundation, Warnex has 
completed five acquisitions in the laboratory sector and we have proven our ability to successfully 
integrate them into our existing operations, contributing to the growth of the Company. 
 
In 2010, our main goal is to return to profitability by managing costs, improving productivity, and 
increasing our revenues through enhanced business development efforts, while maintaining our 
commitment to quality and scientific excellence in all aspects of our business. 
 
As well, one of the main elements of our 2010 strategic plan is to restructure our balance sheet to reduce 
our debt load and give us the flexibility to pursue our plans for growth. 
 
We are making changes to our Board of Directors this year. At our annual meeting we will be adding a 
new Board member, Dr. Richard Lacombe, and saying goodbye to Mr. Hubert Marleau and Mr. Eric 
Veilleux. Mr. Marleau and Mr. Veilleux have made significant contributions to our success over the past 
years, which we have greatly appreciated, and we would like to extend our sincere thanks to them. We 
would also like to welcome the Honourable Baljit S. Chadha, who joined the Board in October 2009. 
 
Our Board continues to focus on operational performance and challenge management to strive for 
excellence and increase shareholder value. We appreciate their contribution and diverse experiences and 
we thank our Board of Directors for their continued support and strategic leadership. 
 
We would also like to thank our employees for their hard work and dedication. They are Warnex’s biggest 
asset and they make all of Warnex’s achievements possible. 
 
Finally, we would like to thank our shareholders for their support during this more challenging economic 
period. We believe that Warnex’s business model is sound and has the potential for significant growth in 
the coming years. 
 
 
 
 
 

  
Richard Laferrière Mark Busgang 
Chairman of the Board of Directors President & CEO 
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Management’s Discussion and Analysis 

Management’s discussion and analysis provides a review of the performance of our Company and should 
be read in conjunction with the audited financial statements for the year ended December 31, 2009, and 
the related notes appearing elsewhere in this document. This discussion and analysis compares the 
performance for fiscal 2009 with that of 2008 and also discloses additional information to help better 
understand our business. This includes a review of the opportunities, issues, and risks that may impact 
future operations. Information contained herein includes any significant developments as at March 16, 
2010, the date on which the MD&A was approved by the Company’s Board of Directors. 

The enclosed financial statements have been prepared in accordance with the Canadian generally 
accepted accounting principles (GAAP). All figures are in Canadian dollars unless otherwise indicated. 

Additional information relating to our Company, including the Annual Information Form (AIF), is available 
on SEDAR at www.sedar.com. 

Forward-Looking Statements 

Certain statements contained in this Management’s Discussion and Analysis are forward-looking and are 
subject to numerous risks and uncertainties, known and unknown. For information identifying known risks 
and uncertainties, relating to financial resources, liquidity risk, key customers and business partners, 
credit risk, foreign currency risk, government regulations, laboratory facilities, volatility of share price, 
employees, suppliers, and other important factors that could cause actual results to differ materially from 
those anticipated in the forward-looking statements, please refer to the Risk and Uncertainties Section of 
this Management’s Discussion and Analysis. Consequently, actual results may differ materially from the 
anticipated results expressed in these forward-looking statements. 

Overview 

Warnex is a life sciences company devoted to protecting public health by providing laboratory services to 
the pharmaceutical and healthcare sectors. Warnex Analytical Services provides pharmaceutical and 
biotechnology companies with a variety of quality control services, including chemistry, chromatography, 
microbiology, method development and validation, and stability studies. Warnex Bioanalytical Services 
specializes in bioequivalence and bioavailability studies for clinical trials. Warnex Medical Laboratories 
provides specialized testing for the healthcare industry as well as pharmaceutical and central laboratory 
services. Warnex PRO-DNA Services offers DNA identification tests for paternity, maternity and other 
family relationships, as well as for immigration and forensic testing purposes. Warnex has three facilities 
located in Laval and Blainville, Quebec, and Thunder Bay, Ontario. The Company’s common stock is 
traded on the Toronto Stock Exchange, under the symbol WNX. 

In June 2009, the Company acquired the shares of Molecular World Inc. and subsequently changed its 
name to Warnex PRO-DNA Services Inc. The operations of this subsidiary are included in the Medical 
Laboratories division. 
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Strategic Business Units 

Our operations are organized into these strategic business units: 

Business Unit Activity 
Analytical Services Provides quality control services to the pharmaceutical and biotechnology 

industries, including chemistry, chromatography, microbiology, method 
development and validation, and stability studies. This includes assessing 
the physical, chemical and microbiological properties of individual 
ingredients in addition to verifying the active ingredient content of finished 
products. 

Bioanalytical Services Assists both innovator and generic pharmaceutical companies as well as 
biotechnology companies in their development of new pharmaceutical 
products by conducting bioavailability and bioequivalence studies as part of 
clinical trials. 

Medical Laboratories Provides specialized laboratory testing services to the healthcare and 
pharmaceutical sectors, including the Prenatest® prenatal screening test. 
This division also offers genetic testing, pharmacogenetic services and 
human DNA identification including forensic DNA testing. 

Corporate Highlights 

Operating Highlights 

Á Concluded the acquisition of all of the issued and outstanding shares of Molecular World Inc., a 
laboratory located in Thunder Bay, Ontario, specializing in human DNA identification including forensic 
DNA testing. The purchase price was paid by the issuance of 2,000,000 common shares of Warnex. 
Molecular World had annual revenue of $544,000 in its last fiscal year before the acquisition. It will 
operate as a subsidiary of Warnex and will remain in its current facilities. 

Á Obtained ISO 15189:2007 accreditation by the Standards Council of Canada (SCC) for its Medical 
Laboratories division. This accreditation is an international standard for quality management systems 
for medical testing laboratories. Warnex Medical Laboratories is only the second private laboratory in 
Canada to obtain this accreditation. 

Á Successfully passed a Health Canada inspection of Warnex’s analytical facilities. Health Canada's 
Health Products and Food Branch Inspectorate (HPFBI) performed a regulatory inspection of Good 
Manufacturing Practices (GMP) of both of Warnex's analytical facilities (Laval and Blainville). Both sites 
were found to be compliant and their site licences were renewed. 

Á Signed an exclusive distribution agreement with Rosetta Genomics to offer Rosetta Genomics's 
microRNA-based assays in Canada. Warnex’s Medical Laboratories division will distribute Rosetta 
Genomics' three recently launched miRviewTM tests, which measure the expression level of specific 
microRNA biomarkers in tumor samples. 

Á Launched a test for the detection of the influenza A H1N1 virus. The test, based on Real-Time 
Polymerase Chain Reaction (RT-PCR) technology, specifically detects all influenza A viruses and then 
presumptively identifies the A H1N1 strain. Results are available in as little as 8 hours. With the 
development of this influenza testing platform, in the future Warnex will be able to quickly offer tests for 
other influenza virus strains as they appear. 

Á Launched test for influenza A H1N1 virus mutation associated with resistance to Tamiflu®. Warnex’s 
Medical Laboratories division launched a test for the detection of the H275Y mutation of the pandemic 
influenza A H1N1 virus, which is associated with resistance to Tamiflu®, a drug used for the treatment 
and prevention of the flu. 
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Á Signed a distribution agreement with Biron-Laboratoire médical, a Quebec-based provider of diagnostic 
and medical treatment services. According to the terms of the agreement, Biron will promote and 
distribute Warnex's test for the influenza A H1N1 virus, specifically targeting industrial companies. 

Á Announced that Warnex Medical Laboratories offers a new test in the field of personalized medicine: K-
ras mutation analysis for patients with colorectal cancer. In personalized medicine, healthcare 
professionals can use information obtained from a patient's genetic profile to tailor their medical 
treatment to the individual patient's needs. The American Society for Clinical Oncology (ASCO) recently 
released an opinion recommending routine K-ras gene testing to guide treatment for metastatic 
colorectal cancer. 

Á Received funding from the Northern Ontario Heritage Fund Corporation (NOHFC). Warnex’s subsidiary, 
Warnex PRO-DNA Services Inc., located in Thunder Bay, Ontario, will collaborate with the Paleo-DNA 
Laboratory of Lakehead University to develop the MitoNorth Database, a forensics database based on 
mitochondrial DNA. The two laboratories will receive a total of $676,100 in funding from the NOHFC. 
Warnex PRO-DNA Services and the Paleo-DNA Laboratory are the only two laboratories accredited in 
Canada for mitochondrial DNA testing. 

Á Appointed a new director, the Honourable Baljit S. Chadha, P.C. Mr. Chadha, has significant expertise 
in international trade, marketing and strategic planning. He is president of Balcorp Limited, an 
international trade and marketing firm, which he founded in 1976 and built into a successful company 
with approximately $100 million in sales and offices in Montreal, New Delhi and Mumbai. 

Balance Sheet 

Á Total assets of $15.5 million (2008 - $18.6 million) and shareholders’ equity of $3.6 million (2008 - 
$3.3 million) 

Á $0.7 million invested in property, plant and equipment (2008 - $2.1 million), which includes $0.3 million 
for the Molecular World Inc. acquisition 

Á Cash and cash equivalents of $0.9 million (2008 - $2.4 million) 

Á $2.0 million unused short-term bank financing facility 

Statement of Earnings and Comprehensive Income 

Á Revenue of $23.6 million in 2009 compared to $25.8 million in 2008, a decrease of 8% 

Á Net loss of $0.2 million (2008 - net earnings of $2.4 million) 

Á Net loss of $0.00 per share (2008 - net earnings of $0.04 per share) 

Á Adjusted earnings before interest, taxes, depreciation and amortization (adjusted EBITDA), as defined 
in the financial performance section of this report, of $2.2 million (2008 - $2.8 million) 
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Management Objectives 

Our goal is to create value for our shareholders by building a strong suite of profit-generating 
pharmaceutical and medical laboratory services. Below are our 2009 objectives and results as well as our 
objectives for 2010. 

2009 Objectives 2009 Results 
Execute on our operational plan to 
maintain profitability 

Due to the global economic recession and particularly the 
conditions of the pharmaceutical industry, we did not 
achieve budgeted expectations. 

Reduce our long-term debt During the year, Warnex repaid $1.3 million of its long 
term debt. 

Increase business development effort in 
all divisions to increase revenue and 
expand our geographic markets 

The Company hired 5 additional business development 
personnel and expanded our marketing efforts in the 
U.S., western Europe and India. 

Evaluate new business opportunities and 
potential acquisitions to increase critical 
mass 

Acquired Molecular World Inc., a laboratory located in 
Thunder Bay, Ontario, specializing in human DNA 
identification including forensic DNA testing. 

 

2010 Objectives 

Á Attain profitability by increasing revenues, managing costs and improving productivity 

Á Restructure our balance sheet 

Á Increase business development effort in all divisions to increase revenue and expand our 
geographic markets 

Á Evaluate new business opportunities, including strategic acquisitions, to expand our service 
offering and increase critical mass 

Financial Performance 

Results of Operations for the Twelve Months Ending December 31, 2009, Compared to the Twelve 
Months Ending December 31, 2008 

The following table provides selected financial data from the audited financial statements: 

  Revenue Net earnings (net loss) 

  2009 
$ 

2008
$

Variance
$

2009
$

2008 
$ 

Variance
$

Analytical  11,551,123 11,829,730 (278,607) 1,200,689 786,273 414,416
Bioanalytical  7,404,942 9,924,449 (2,519,507) 1,362,992 3,501,143 (2,138,151)
Medical  4,414,684 3,857,386 557,298 937,388 681,526  255,862
Management 
services 

 
276,238 175,156 101,082 (3,665,317) (2,595,885) (1,069,432)

Total  23,646,987 25,786,721 (2,139,734) (164,248) 2,373,057 (2,537,305)
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For the twelve-month period ended December 31, 2009, revenue reached $23,646,987 (2008 - 
$25,786,721), a decrease of 8% compared to last year. The Medical division generated revenue growth 
this year while the Analytical and the Bioanalytical divisions had a 2% and 25% reduction, respectively, 
compared to last year. 

The Analytical division’s revenues decreased by 2% from $11.8 million in 2008 to $11.6 million in 2009. 
The analytical laboratory in Laval generated $4.9 million during the year (2008 - $5.8 million) while the 
Neopharm division in Blainville generated $6.7 million (2008 - $6.0 million). The increase in Neopharm’s 
revenues was due to significant growth in volume from existing and new customers, while the Laval 
laboratory experienced lower volume from two major customers. 

The Bioanalytical division’s revenues decreased by 25% from $9.9 million in 2008 to $7.4 million in 2009. 
This decrease is mainly due to a volume reduction caused by an unprecedented number of cancellations 
and postponements of projects in the third quarter, which were a testament to the economic and industry 
conditions experienced during the summer months. Revenues improved in the last quarter, returning to 
more normal levels, and our business development efforts are ongoing to increase our business from new 
and existing customers. 

The Medical division’s revenue increased by 14% from $3.9 million in 2008 to $4.4 million in 2009. 
Prenatal testing revenues increased by 5% and molecular diagnostics increased by 71%, while 
pharmacogenetic contracts decreased by 13% compared to last year. The acquisition of Molecular World 
Inc., concluded on June 12, 2009, provided revenues of $0.2 million for the year ended December 31, 
2009. 

The proportion of revenues generated by Canadian customers increased to 65% in 2009 from 60% in 
2008. The proportion of revenues from U.S. customers decreased to 27% in 2009 from 34% in 2008 and 
from foreign customers increased to 8% in 2009 from 6% in 2008. The proportion of total revenue 
generated in U.S. dollars was lower than last year, with 31% in 2009 versus 34% in 2008. 

 

 

 

 

 

 

 

 

 

 

 

Gross margin for the twelve-month period ended December 31, 2009, amounted to $5,768,409 or 24% of 
revenue (2008 - $7,840,986 or 30% of revenue). The decrease of $2,072,577 in gross margin is mainly 
explained by the lower revenue in the Bioanalytical division compared to last year. 

The Bioanalytical division’s gross margin decreased by $2,321,011 or 55% from $4.2 million in 2008 to 
$1.9 million in 2009. This decrease is explained by the volume reduction in 2009 of 29% compared to last 
year. This volume reduction is due to a large number of study cancellations and postponements.  
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The Analytical division’s gross margin increased by $168,779 or 9%, from $1.9 million in 2008 to 
$2.0 million in 2009. Our Laval facility’s gross margin decreased by $605,346 due to a 39% lower volume 
of tests as some of our customers decreased their activity levels. Efficiency improvements and a higher 
volume of tests in the Neopharm Laboratories division generated an increase of $774,125 in gross 
margin, going from $467,646 in 2008 to $1,241,771 in 2009. 

The Medical division’s gross margin was similar to last year at $1.9 million. The gross margin provided by 
the increase in revenues in 2009 compensated for the increase in direct labour and overhead expenses. 

Selling, administrative, and financial expenses as well as research and development tax credits are 
summarized as follows: 

 2009
$

2008
$

Variance 
$ 

Selling and administrative 5,956,234 6,047,020 (90,786)
Financial 1,185,473 1,284,681 (99,208) 
Research and development 
tax credits (526,222) (230,284) (295,938) 
Total 6,615,485 7,101,417 (485,932) 

 

Selling and administrative expenses amounted to $5,956,234 for the twelve-month period ended 
December 31, 2009 (2008 - $6,047,020). The decrease of $90,786 is mainly explained by a reduction in 
salary, insurance and legal expenses partially compensated by a loss on foreign exchange due to the 
strength of the Canadian dollar compared to the U.S. dollar and the increased investment in our sales 
group. In proportion of revenue, administrative and selling expenses were higher than last year at 25% 
(2008 - 23%). 

Financial expenses decreased by $99,208 to $1,185,473 in 2009 from $1,284,681 in 2008, mainly due to 
less interest following repayments made on the long term debt and debentures even though new debts 
were added during the year. 

Research and development tax credits increased by $295,938 to $526,222 in 2009 from $230,284 in 
2008. With the assistance and opinion of external experts, the Company extended its review to all of its 
divisions in 2009. These tax credits are related to new methods developed during the year. 

For the twelve-month period ended December 31, 2009, net loss amounted to $164,248 or $0.00 per 
share (2008 - net earnings of $2,373,057 or $0.04). In 2008, net earnings included a gain on 
extinguishment of debt of $1,814,192. 

For the twelve-month period ended December 31, 2009, adjusted earnings before interest, taxes, 
depreciation and amortization (adjusted EBITDA) amounted to $2,238,025 (2008 - $2,837,350), a 
decrease of $599,325. This decrease is mainly due to lower revenue and margins in 2009 compared to 
2008. 
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Adjusted EBITDA is a non-GAAP financial measure and does not have any standardized meaning 
prescribed by GAAP and is therefore unlikely to be comparable to similar measures presented by other 
companies. The calculation for the period under review is as follows: 

  2009
$

2008
$

Variance
$

Net earnings (loss)  (164,248) 2,373,057 (2,537,305)
Gain on extinguishment of debt  - (1,814,192) 1,814,192
Unrealized foreign exchange loss (gain) on debentures (682,828) 930,704 (1,613,532)
Unrealized foreign exchange loss (gain) on working 
capital components 

 
220,965 (533,245) 754,210

Gain on disposal of property, plant and equipment  - (6,946) 6,946
Interest revenue  (14,276) (36,292) 22,016
Financial expenses  1,185,473 1,284,681 (99,208)
Future income taxes  - (750,000) 750,000
Amortization  1,671,966 1,583,362 88,604
Compensation for stock options  20,973 (193,779) 214,752
Adjusted EBITDA  2,238,025 2,837,350 (599,325)

 

For the adjusted EBITDA calculation, the Company now includes the unrealized foreign exchange on the 
working capital components.  

Balance Sheet 

The balance sheet as at December 31, 2009, shows total assets of $15.5 million (2008 - $18.6 million), 
working capital of $0.4 million (2008 - $1.8 million), shareholders’ equity of $3.6 million (2008 - 
$3.3 million), and cash of $0.9 million (2008 - $2.4 million). In 2009, the Company also invested 
$0.7 million in property, plant and equipment (2008 - $2.1 million) including $0.3 million for the acquisition 
of Molecular World Inc. on June 12, 2009, and $0.2 million in intangible assets. 
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Selected Annual Information 

The following table provides selected financial data from the audited financial statements for each of the 
three most recently completed financial years: 

 2009
$

2008 
$ 

 2007
$

Revenue 23,646,987 25,786,721  25,020,439
Net earnings (loss) before discontinued operations (164,248) 2,373,057  (2,025,739)
Net earnings (loss) per share before discontinued 
operations 0.00 0.04  (0.04)
Diluted net earnings (loss) per share before 
discontinued operations 0.00 0.04  (0.04)
Net earnings (loss) (164,248) 2,373,057  (1,597,435)
Net earnings (loss) per share 0.00 0.04  (0.03)
Diluted net earnings (loss) per share 0.00 0.04  (0.03)
Total assets 15,500,448 18,612,046  15,971,691
Total long-term financial liabilities, including the 
current portion of long-term debt 8,493,307 10,092,622  12,945,821

Note: The Company has never declared dividends. 

The 3% increase in revenue from 2007 to 2008 represents organic growth. The 8% decrease in revenue 
from 2008 to 2009 was mainly due to a volume reduction in the Bioanalytical division caused by the 
economic conditions in the pharmaceutical industry. Revenues in the Analytical division decreased by 
8%, from $12.6 million in 2007 to $11.5 million in 2009. In the Bioanalytical division, revenue decreased 
by 19% from $9.1 million in 2007 to $7.4 million in 2009. The Medical Laboratories division increased 
revenue by 41%, from $3.1 million in 2007 to $4.4 million in 2009. 

In 2006, we made the decision to divest of the pathogen detection business after having invested 
significantly in the selling, manufacturing and R&D to develop and market this new technology. The 
assets of this division were sold, effective June 28, 2007. 

In 2009, net loss per share from continuing operations was $0.00 compared to net earnings per share of 
$0.04 in 2008 and a net loss per share of $0.04 in 2007. Net loss per share, including discontinued 
operations, was $0.00 in 2009 compared to net earnings per share of $0.04 in 2008 and a net loss per 
share of $0.03 in 2007. 
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Summary of Quarterly Results 

The following table provides selected quarterly information regarding the Statement of Earnings: 

  
Revenue 

Net earnings (loss) from 
continuing operations Net earnings (loss) 

  2009
$

2008
$

2007
$

2009
$

2008
$

2007
$

2009
$

2008
$

2007
$

Q1  7,557,655  6,141,566  6,162,011 1,102,757 (286,322) (383,116) 1,102,757 (286,322) (920,907)

Q2  5,421,474  5,858,423  5,792,277 (346,660) 1,520,417* (1,036,277) (346,660) 1,520,417* (113,578)

Q3  4,656,405  6,669,833  5,990,729 (782,797) 511,610 (180,960) (782,797) 511,610 (263,216)

Q4  6,011,453  7,116,899  7,075,422 (137,548) 627,352 (425,386) (137,548) 627,352 (299,734)

Total  23,646,987  25,786,721  25,020,439 (164,248) 2,373,057* (2,025,739) (164,248) 2,373,057* (1,597,435)

*Includes a gain on extinguishment of debt of $1,814,192. 
 
 

  Net earnings (loss) per share from 
continuing operations Net earnings (loss) per share 

  2009
$

2008
$

2007
$

2009
$

2008 
$ 

2007 
$ 

Q1  0.02 (0.01) (0.01) 0.02 (0.01)  (0.02) 
Q2  (0.01) 0.03 (0.02) (0.01) 0.03 0.00 
Q3  (0.01) 0.01 0.00 (0.01) 0.01  (0.01) 
Q4  0.00 0.01 (0.01) 0.00 0.01  (0.01) 
Total  0.00 0.04 (0.04) 0.00 0.04  (0.03) 

 
 

  Diluted net earnings (loss) per share 
from continuing operations Diluted net earnings (loss) per share 

  2009
$

2008
$

2007
$

2009
$

2008 
$ 

2007 
$ 

Q1  0.01 (0.01) (0.01) 0.01 (0.01)  (0.02) 
Q2  (0.01) 0.02 (0.02) (0.01) 0.02 0.00 
Q3  0.00 0.01 0.00 0.00 0.01  (0.01) 
Q4  0.00 0.01 (0.01) 0.00 0.01  (0.01) 
Total  0.00 0.03 (0.04) 0.00 0.03  (0.03) 
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Liquidity and Capital Resources 

The commercial operations of Warnex’s service divisions have been financed through their own internally 
generated cash flows, the use of commercial banking facilities, debentures and capital leases with 
equipment vendors. 

In May 2008, the Company extinguished its debt in the principal amount of $11,345,000 with the existing 
debenture holders. The Company then entered into new agreements with the same lenders which 
included the following terms and conditions: 

Á Elimination of the fixed conversion rate of 1.369 contained in the US dollar denominated debentures, 
therefore reducing the principal debt from CDN$6,845,000 to US$5,000,000; 

Á Conversion of an aggregate of $1,830,200 in principal into common shares of Warnex; 

Á Repayment of an aggregate of $1,333,333 in principal upon closing; 

Á An aggregate of $6,333,333 in principal to be paid in three years; 

Á Increase in the interest rate on the US dollar denominated debentures to 12% per annum; 

Á Reduction in the exercise price of 3,963,729 warrants to $0.25 and the extension of the term of 
1,570,983 warrants by two years. 

In 2008, the Company issued 12,343,316 common shares at $0.15 each in connection with the 
conversion of debentures. 

In June 2008, a non-secured convertible debenture holder converted $15,000 into 100,000 common 
shares at a price of $0.15 each. 

In August and September 2009, a non-secured convertible debenture holder converted $120,000 into 
800,000 common shares at a price of $0.15 each. 

The Company entered into an agreement with Desjardins Group for financing and banking services as 
announced on May 6, 2008. As part of the agreement, Warnex received financing facilities totalling 
$4 million, which include a revolving line of credit of $2 million and term debt of $2 million. The proceeds 
of this financing were used to repay certain debentures and the existing term debt with the National Bank 
of Canada, as well as for general working capital purposes. In June 2009, the Company received a new 
term loan of $350,000, which was used in the Molecular World Inc. acquisition. 
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In June 2009, The Company renewed its financing facility which remained unchanged except for the 
financial covenants. 

As of December 31, 2009, the Company is not in compliance with the working capital ratio and the annual 
debt service coverage covenants contained in the credit facility. The lender has waived compliance with 
these covenants as at that date. 

With the reorganization of our balance sheet, the Company intends to pursue its business plan and 
finance its planned growth through internally generated funds. If the growth is faster than anticipated or if 
we make acquisitions, we may then require additional capital. 

The Board of Directors of Warnex has implemented an investment policy regulating the investment 
activities of cash resources. The Company invests, if necessary, solely in liquid, high-grade securities with 
varying maturity dates. As at December 31, 2009, the Company had $0.9 million invested in cash (2008 - 
$2.4 million). The Company does not invest in asset backed commercial paper. The following table 
provides the contractual obligations for the next five years: 

Payments due by period 

 Less than 
1 year

$
1 - 3 years

$
4 - 5 years 

$  

More than 
5 years

$

Long-term debt(1)  1,313,960 51,450 -  -
Capital lease obligations  538,921 411,299 -  -
Operating leases(2)  717,781 1,456,470 1,480,328  2,186,338
Purchase obligations  49,900 58,679 -  -
Non-convertible debenture  - 850,333 -  -
Convertible debentures(3)  - 5,570,531 -  -
Total  2,620,562 8,398,762 1,480,328  2,186,338

Note 1: As of December 31, 2009, the Company did not meet certain covenants contained in the agreement with its 
banker. As a result, all of the bank term loans are being included in the current liabilities. 

Note 2: Operating leases of more than 5 years consist mainly of lease contracts for the buildings until 2018. 

Note 3: The convertible debentures may be converted into Warnex shares at or before their maturity. 

Note 4: The Company does not engage in off-balance sheet arrangements. 

Related Party Transactions 

During the year, an amount of $nil of base rent (2008 - $446,610) was paid to Busgang Investments Inc., 
a company owned by the President, Chief Executive Officer and Director of the Company. Effective 
October 1, 2008, the Company began to pay rent to an unrelated party. The terms and conditions of the 
leases remained the same. 

During the year, the Company paid $1,000 per month for a total of $12,000 (2008 - $5,000), to the 
Company’s Chairman of the Board for his work on specific mandates for the various operating divisions of 
the Company. 

These transactions are measured at the exchange amount, which is the amount of consideration 
determined and agreed to by the related parties. The Company has a policy that the non-related 
members of the Board of Directors must approve any related party transaction. 
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Fourth Quarter Results 

The following table provides selected financial data from the quarterly financial statements: 

  Revenue Net earnings (net loss) 

  Q4 2009 
$ 

Q4 2008
$

Variance
$

Q4 2009
$

Q4 2008 
$ 

Variance
$

Analytical 2,895,357 2,857,789 37,568 313,023 204,502 108,521
Bioanalytical 1,950,649 3,137,958 (1,187,309) 440,022 1,381,856 (941,834)
Medical 1,108,310 1,029,747 78,563 183,170 101,664 81,506
Management 
services 57,137 91,405 (34,268) (1,073,763) (1,060,670) (13,093)

Total 6,011,453 7,116,899 (1,105,446) (137,548) 627,352 (764,900)
 

We generated $6,011,453 in revenues in the fourth quarter of this year (2008 - $7,116,899). In the 
Analytical division, revenues for the quarter were similar to last year. In the Bioanalytical division, revenue 
was $1.2 million less than last year due to the execution, during the last quarter of 2008, of more complex 
projects at higher prices. In the Medical division, the revenue increase is mainly due to $71,193 of 
revenue generated by the new subsidiary in Thunder Bay and due to our business development efforts. 

The variance in net earnings in the Analytical division is mainly due to the amount of research and 
development tax credits being claimed and the increase of material costs compared to 2008. The 
variance in the Bioanalytical division is mainly explained by the decrease in revenues. In the Medical 
division, the variance in net earnings is mainly due to the amount of research and development tax credits 
being claimed in 2009. 

Critical Accounting Estimates  

The $1.0 million of goodwill results from the acquisition of PRO-DNA Diagnostics Inc. in May 2006. The 
Company assesses on an ongoing basis, and at least annually, whether a provision for permanent 
impairment in the value of goodwill should be adjusted to earnings. No adjustment was required as at 
December 31, 2009. 

Future Accounting Changes 

International Financial Reporting Standards 

In February 2008, the Canadian Accounting Standards Board (AcSB) confirmed that publicly accountable 
enterprises will be required to transition from Canadian GAAP to International Financial Reporting 
Standards (“IFRS”) for interim and annual financial reporting purposes for fiscal years beginning on or 
after January 1, 2011, with comparative information.  
 
The International Accounting Standards Board’s (IASB) work plan currently has projects underway that 
are expected to result in new pronouncements and amendments that continue to evolve IFRS, and, as a 
result, IFRS as at the transition date of January 1, 2010, may differ from its current form. 
 
The Company has established a changeover plan that consists primarily of three phases: assessment, 
planning, and implementation. An external advisor has been engaged to work closely with the Company’s 
dedicated staff to complete the changeover to IFRS. The Company’s management has been receiving 
training periodically from this advisor and this training is expected to continue throughout the transition on 
an as-needed basis. The Board of Directors and Audit Committee have also received IFRS training 
information as part of its committee meetings.  
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The assessment phase includes the identification of significant differences between the Company’s 
existing Canadian GAAP and IFRS that are relevant to the Company and a high-level review of the 
alternatives available upon adoption. This phase was completed during 2009.  
 
The planning phase includes identification, evaluation and selection of accounting policies necessary for 
the Company to transition from Canadian GAAP to IFRS as well as potential first-time adoption 
exemptions. This phase was initiated in the second half of 2009. This phase involves assessing the 
impact of the transition on the data system and internal control over financial reporting, and disclosure 
controls and procedures. It also involves assessing the further training required for the financial team and 
the impact on business activities such as capital requirements, banking agreements or compensation 
arrangements. 
 
The implementation phase will integrate all the solutions into the Company’s financial system and 
processes that are necessary for the Company to convert to IFRS. 
 
To date, the transition process has identified the following significant accounting issues: 
 

• Property, plant and equipment 
• Impairment of assets 
• Revenue 
• Share-based payments 
 

Furthermore, the Company has identified the following significant IFRS 1 optional exemptions that will 
likely be selected: 
 

• Business combinations exemption 
• Share-based payments exemption 

 
The Company currently has not finalized its selection of IFRS accounting policies or the selection of 
IFRS 1 exemptions available upon transition and therefore, is not in a position to quantify the impact of 
IFRS on its consolidated financial statements. The Company will continue to make progress on its 
changeover plan as well as monitor the standards development as issued by both the IASB and the AcSB 
and expects to finalize the planning phase by the end of the first half of 2010 and commence the third 
phase of transition thereafter.  
 
The Company does not expect to realize any significant business impacts, or significant changes to its 
internal control over financial reporting as a result of the IFRS transition, the Company does expect to 
modify its IT systems to accommodate the changeover however, this modification is expected to be 
minimal. This assessment may change as the Company continues to evolve during its transition to IFRS. 
 
As the Company’s transition activities progress, disclosures of IFRS as issued by the IASB 
implementation accounting policy differences is expected to increase. The Company will also ensure that 
its key stakeholders are informed about the anticipated effects of the IFRS transition. In the current year, 
the Company provided IFRS information through its public disclosure documents to highlight such 
anticipated effects on the Company. 
 
The Company will present its results for fiscal 2010 using Canadian GAAP. In 2011, the Company will 
present its comparative results for fiscal 2010 using IFRS as issued by the IASB effective at that time. To 
accomplish this, in 2010 the Company will track any adjustments required to its accounting records in 
order to effect its reconciliations from Canadian GAAP to IFRS. 
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Capital disclosures 

The Company’s objective when managing capital is to maintain adequate cash resources to support 
planned activities which include providing analytical, bioanalytical and medical laboratory services. The 
Company includes shareholders equity, cash, short-term investments and long term debt in the definition 
of capital. The Company currently has debt owing to the trade accounts payable, the bank, and the 
holders of the long-term debt and debentures. 

The Company’s objective when managing capital is also to maintain financial flexibility in order to 
preserve its ability to meet financial obligations, including debt servicing payments. Accordingly, the 
Company has entered into new agreements with various lending institutions as described in notes 8, 9 
and 11 of the financial statements. 
 
In managing capital, the Company estimates its future cash requirements by preparing a budget and a 
multiyear plan annually for review and approval by the Company’s Board of Directors. The budget 
establishes the approved activities for the upcoming year and estimates the costs associated with these 
activities. The multiyear plan estimates future activity along with the potential cash requirements and is 
based on the Company’s assessment of its current services along with the expected results from the 
coming year’s activity. Budget to actual variances are prepared monthly and reviewed by the Company’s 
management and are presented quarterly to the Board. 

Historically, funding for the Company’s plan has been primarily managed through the issuance of 
additional common shares, common share purchase warrants that upon exercise are converted to 
common shares, and the issuance of various debt instruments. Management regularly monitors the 
capital markets attempting to balance the timing of issuing additional equity with the Company’s progress 
through its programs, general market conditions, and the availability of capital. There are no assurances 
that funds will be made available to the Company when required. 

Outstanding Share Data 

As at the date of this report, the nominal and fully diluted numbers of shares are as follows: 

 
 Nominal Fully diluted 

Issued and outstanding common shares 67,117,191 67,117,191 
Options issued 869,229 869,229 
Share warrants(1) 3,570,983 3,570,983 
Convertible debentures(2) $1,500,000 2,500,000 
U.S. convertible debentures(3) US$4,000,000 14,300,000 
Total 88,357,403 
Note 1: 1,570,983 share warrants expire in June 2011 and the balance in October 2011. 
Note 2: The conversion rates are $0.50 and $0.75 for each tranche of $750,000 of the principal 

amount.  
Note 3: The conversion rates of the debentures are $0.15, $0.20, $0.25, $0.50 and $0.75 for 

each tranche of US$800,000 of the principal amount. In June 2008, 100,000 common 
shares at $0.15 each were issued in connection with a debenture conversion. In August 
and September 2009, 800,000 common shares at $0.15 each were issued in connection 
with debenture conversions. 

 
In May 2008, the Company extinguished its debt in the principal amount of $11,345,000 with the existing 
debenture holders. The Company then entered into new agreements with the same lenders which 
included the following terms and conditions: 

Á Elimination of the fixed conversion rate of 1.369 contained in the US dollar denominated debentures, 
therefore reducing the principal debt from CDN$6,845,000 to US$5,000,000; 
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Á Conversion of an aggregate of $1,830,200 in principal into common shares of Warnex; 

Á Repayment of an aggregate of $1,333,333 in principal upon closing; 

Á An aggregate of $6,333,333 in principal to be paid in three years; 

Á Increase in the interest rate on the US dollar denominated debentures to 12% per annum; 

Á Reduction in the exercise price of 3,963,729 warrants to $0.25 and the extension of the term of 
1,570,983 warrants by two years. 

As part of these new agreements, the Company issued warrants as follows: 

Á For the debentures totalling $905,100, warrants were issued to the lenders entitling the purchase of 
392,746 shares until June 25, 2009, and 2,000,000 shares until October 24, 2011, for a total of 
2,392,746 common shares at a price of $0.25 per share. 

Á For the debentures totalling $4,842,734, warrants were issued to the lenders entitling the purchase of 
1,570,983 common shares until June 25, 2011, at a price of $0.25 per share. 

On June 12, 2009, the Company issued 2,000,000 common shares of Warnex for the acquisition of 
Molecular World Inc. 

Financial Disclosure 

Disclosure Controls and Procedures 

Our disclosure controls and procedures are designed to provide reasonable assurance that material 
information required to be disclosed by us is recorded, processed, summarized and reported within the 
time periods specified under Canadian securities laws, and include controls and procedures that are 
designed to ensure that information is accumulated and communicated to management, including the 
President and Chief Executive Officer and the Chief Financial Officer, to allow timely decisions regarding 
required disclosure. 

As of December 31, 2009, an evaluation was carried out, under the supervision of and with the 
participation of management, including the President and Chief Executive Officer and the Chief Financial 
Officer, of the effectiveness of our disclosure controls and procedures as defined under National 
Instrument 52-109. Based on that evaluation, the President and Chief Executive Officer and the Chief 
Financial Officer concluded that the design and operation of our disclosure controls and procedures were 
effective as at December 31, 2009. 

Internal Control over Financial Reporting 

Management is responsible for establishing and maintaining adequate internal control over financial 
reporting to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with GAAP. 

As of December 31, 2009, management evaluated the design of internal control over financial reporting 
as defined under National Instrument 52-109, and based on that evaluation determined that certain 
aspects of internal control over financial reporting were not designed effectively. The control deficiencies 
identified by the Company did not result in adjustments to our annual or any interim consolidated financial 
statements for 2009. Management’s assessment identified the following material weaknesses: 

Á Entity level controls 

The Company did not maintain a completely effective control environment as defined in accordance 
with COSO control framework. Specifically, we do not have comprehensive procedure manuals to 
clearly communicate management’s and employees’ roles and responsibilities in the Company’s 
internal control over financial reporting. 
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To mitigate the risk, management relies on automated controls mainly relating to the implementation of 
a new accounting system, as well as manual procedures and detection controls, weekly management 
meetings, monthly reviews of financial statements by the operating divisions and quarterly reviews of 
financial statements by the Audit Committee. These procedures were performed during 2009. 

Á Information technology general controls 

The Company did not adequately maintain effective control over ensuring that the backup tapes are 
periodically tested to verify their accuracy. In addition, there is no information technology strategic plan 
and business continuity plan and no periodic review performed on the security logs for failed logins. The 
Company is still in the process of implementing controls over program development and program 
changes.  
 
Á Period-end financial reporting process 

The Company did not maintain effective controls over ensuring that certain account balances requiring 
the use of accounting estimates are reviewed by a person other than the preparer.  

Á Income Taxes 

The Company did not maintain effective controls over the recording of income taxes payable and the 
income tax provision. The Company is currently relying on its external auditor to ensure correctness of 
the above mentioned items. 

Á Segregation of duties 

The Company had deficient controls within its accounting and finance department over segregation of 
duties inherent to its size. Specifically, as a result of the limited number of personnel in the accounting 
and finance department, certain financial personnel had incompatible duties that allowed for the 
creation, review and processing of certain financial data without independent review and authorization. 

To mitigate the risk, management relies on automated controls mainly relating to the implementation of 
a new accounting system, as well as, manual procedures and detection controls, weekly management 
meetings, monthly reviews of financial statements by the operating divisions and quarterly reviews of 
financial statements by the Audit Committee. These procedures were performed during 2009. 

Remediation of material weaknesses in internal control over financial reporting 

Subsequent to December 31, 2009, we have begun or plan to take the following actions to address the 
material weaknesses in internal controls over financial reporting identified as of December 31, 2009. 
Management and the Audit Committee have taken an active role in responding to the deficiencies 
identified, including overseeing management’s implementation of the remedial measures described 
below. 

Á Entity level controls 

We will finalize and distribute procedure manuals which communicate management’s and employees’ 
roles and responsibilities.  

Á Information technology general controls 

We will implement enhanced information technology policies and procedures specifically with regards to 
system’s change management, program development, program changes, IT operations and related 
monitoring. We will develop and implement a global information technology strategic plan and a 
business continuity plan.  

In the beginning of 2009, management administered the implementation of a new accounting system. 
This new system introduced automated controls into the accounting system process and replaced 



Warnex Inc. 2009 Annual Report 

 19

certain manual controls that management had to rely upon. This major step ensured more rigorous 
monitoring of controls over access to the accounting system. 
 
Á Period-end financial reporting process 

We will continue to develop controls over the period-end financial reporting process where feasible.  As 
the Company grows, we plan to expand the number of individuals involved in the financial close 
process and enhance the level of accounting knowledge. For the coming year, we will add one 
additional person in the accounting department.  

During 2009, the new accounting system improved the period-end financial reporting process by 
replacing certain manual procedures with automated procedures. We introduced new controls such as, 
ensuring access to certain accounting spreadsheets was restricted to the appropriate personnel, 
implemented a disclosure checklist to ensure compliance with GAAP, and implemented a review 
process for the consolidation and complex journal entries by a person other than the preparer. 

Á Income Taxes 

We will consult with our third party expert advisors on a regular basis for tax advices. As the Company 
grows, we will plan to expand the number of individuals involved in the accounting function and 
enhance the level of tax knowledge. 

Á Inadequate segregation of duties 

We will continue to employ appropriate measures to restrict or independently monitor systems access 
and/or properly assign job roles and responsibilities to employees to ensure the proper segregation of 
duties where feasible. As the Company grows, we will expand the number of individuals involved in the 
accounting function. For the coming year, we will add one additional person in the accounting 
department. 

Furthermore, management is aware that some low risk processes have yet to be tested and will be tested 
in the coming year. Management realizes that some of the above weaknesses are inherent to a company 
of our size. Nevertheless, we believe in and are committed to establishing rigorous disclosure controls 
and procedures and internal control over financial reporting. It will take time to put in place the rigorous 
controls and procedures desired by our management and our Board of Directors. We cannot at this time 
estimate how long it will take to complete the steps identified above. Our management will continue to 
evaluate the effectiveness of our overall control environment and will continue to refine existing controls 
as they, in conjunction with the Audit Committee of our Board of Directors, Chief Executive Officer and 
Chief Financial Officer, think necessary. Again, the control deficiencies identified by the Company did not 
result in adjustments to our annual or any interim consolidated financial statements for 2009. 

Other than the remediation efforts discussed above and the implementation of Warnex’ internal controls 
over financial reporting, there have been no changes in our internal control over financial reporting that 
occurred since the beginning of fiscal year 2009 that have materially affected or are reasonably likely to 
materially affect our internal control over financial reporting. Our management, including our Chief 
Executive Officer and our Chief Financial Officer, have discussed these issues and remediation efforts in 
detail with the Audit Committee of our Board of Directors. 

The Company will provide updates on the remediation plan in its quarterly reports and its annual MD&A. 
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Risk and Uncertainties 

Financial Resources 

Warnex believes that it will be able to obtain long-term capital, if necessary, to support its corporate 
objectives. Please refer to the liquidity and capital resources section for additional comments. However, it 
is impossible to guarantee the availability of additional financial resources or that these will be available 
under acceptable conditions. Our cash requirements may vary materially depending on various factors, 
including changes in the number of customers and the volume of work ordered in our service divisions. 

Liquidity Risk 

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with 
financial liabilities. The Company manages liquidity risk by forecasting cash flows to identify financing 
requirements by maintaining committed and demand credit facilities and by maintaining access to 
additional financing at competitive rates through capital markets and highly rated financial institutions. 

Key Customers and Business Partners 

Warnex Analytical’s two most important customers accounted for 37% of sales for the year 2009 (2008 - 
38%). These customers have remained Warnex Analytical’s largest customers in each of its sites for 
many years and we consider that our relationships with them are good. Warnex Bioanalytical’s three main 
customers accounted for 53% of this division’s revenues for the year 2009 (2008 - 57%) and we consider 
that our relationships with these important customers are good. The loss of any of these customers could 
adversely affect our financial results. 

Credit Risk 

Financial instruments, which potentially subject Warnex to concentrations of credit risk, consist primarily 
of cash and cash equivalents and accounts receivable. Cash and cash equivalents are maintained with 
high-credit quality financial institutions. Consequently, management considers the risk of non-
performance related to cash and cash equivalents to be minimal. The Company, in the normal course of 
business, monitors the financial condition of its customers and reviews the credit history of each new 
customer. The Company establishes an allowance for doubtful accounts that corresponds to the credit 
risks of its specific customers, historical trends and economic circumstances. Individual overdue accounts 
are reviewed and allowance adjustments are recorded when determined necessary to state receivables 
at the realizable value. If the financial conditions of customers deteriorate, resulting in their diminished 
ability or willingness to make payment, additional provisions for doubtful accounts are recorded. The 
Company’s maximum credit risk exposure corresponds to the carrying amounts of the accounts 
receivable. 

Foreign Currency Risk 

The Company realizes some of its revenues in U.S. dollars and Euros and some of its purchases and 
interest payments on the convertible debentures in U.S. dollars. Consequently, we are exposed to 
fluctuations of these currencies. 

Government Regulations 

The provision by Warnex of its analytical, bioanalytical and medical laboratories services is governed by 
numerous statutes and regulations. The subject-matter of this legislation includes Good Laboratory 
Practices (GLP), Good Manufacturing Practices (GMP), the Therapeutic Products Directorate (TPD) and 
other standards and permits required to operate our laboratories. Findings of important non-compliance to 
such regulations, or important modifications to statutes and regulations governing Warnex’s activities, 
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could affect the ability or the conditions upon which the Company carries out services, and could have an 
adverse effect on results. 

Laboratory Facilities 

The Company relies on having properly validated, fully functioning laboratory facilities in which to render 
its services. Should systems fail, or a disaster strike, the ability to render services would be negatively 
affected which, in turn, would affect revenue generation. The Company does not currently have backup 
solutions for all the equipment used for rendering services. As a result, should an unexpected event as 
described above occur, our results could be adversely affected. 

Volatility of Share Price 

The market price of Warnex shares is subject to volatility because of different factors, including reports on 
new information and deviations in actual financial or scientific results as compared to expectations of 
shareholders and securities analysts who follow our activities. In addition, the shares of Warnex, of other 
life sciences companies and of the stock market in general have been subject to fluctuations, which were 
unrelated to the operations or results of the Company. There is no guarantee that the market price of 
Warnex’s shares will be protected from all such fluctuations in the future. 

Employees 

Warnex’s continued success will be dependent on the performance and continued service of certain key 
employees. The loss of any of these individuals could have a material adverse impact on the Company’s 
business. We believe that our success relies in part on our ability to continue attracting and retaining such 
competent employees. 

Suppliers 

Warnex is dependant on third parties for the supply of certain specialized reagents. Although Warnex 
looks to secure alternative suppliers, Warnex may not be able to obtain the reagents or products from 
such third parties, the reagents or products may not comply with specifications, the prices at which 
Warnex purchases them may increase or Warnex may not be able to locate alternative sources of supply 
in a reasonable time period. Should any of these events occur, Warnex may not be able to continue to 
market certain of its services which could adversely affect our results. 

Outlook 

We expect to generate profits and a positive EBITDA, as defined in the financial performance section, 
and improve our financial results compared to 2009. 

Signed for management, this 16th day of March 2010. 

  
 
Mark Busgang François Jetté, CA 
President & CEO Chief Financial Officer 
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Consolidated Balance Sheets 
 
As at December 31 2009 2008 

Assets   
Current   
 Cash and cash equivalents $894,031  $2,433,488
 Accounts receivable (note 5) 2,880,919  3,967,918
 Work-in-progress 531,142  1,356,149
 Inventory 177,027  121,701
 Investment tax credits receivable 712,471  186,249
 Prepaid expenses 388,502  306,238
 5,584,092  8,371,743
     

Future income taxes (note 13) 1,221,000  750,000
Property, plant and equipment (note 6) 7,375,516  8,309,317
Intangible assets (note 7) 382,145  243,291
Goodwill  937,695  937,695
   
 $15,500,448  $18,612,046
     

Liabilities   
Current   
 Accounts payable $3,008,594  $3,860,615
 Deferred revenue 411,599  1,358,586
 Current portion of long-term debt (note 9) 1,800,372  1,267,184
 5,220,565  6,486,385
   
Long-term debt (note 9) 447,661  1,872,557
Liability component of debentures (note 11) 6,245,274  6,952,881
   
 11,913,500  15,311,823
     
Shareholders’ equity   
 Capital stock (note 12) 40,981,049  40,551,049
 Equity component of debentures (note 11) 312,288  312,288
 Contributed surplus 2,466,016  2,445,043
 Deficit (40,172,405)  (40,008,157)
 3,586,948  3,300,223
     

 $15,500,448  $18,612,046
The accompanying notes are an integral part of these consolidated financial statements. 
 
On behalf of the Board: 
 

  
 
Richard Laferriè re 
Director 

Mark Busgang 
Director 
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Consolidated Statements of Contributed Surplus  
 
 
For the years ended December 31  2009  2008
Balance, beginning of year $2,445,043  $1,210,708
Transfer of the equity component of debentures 
extinguished during the year -  1,428,114  
Stock-based compensation  20,973  (193,779)
Balance, end of year $2,466,016  $2,445,043

The accompanying notes are an integral part of these consolidated financial statements. 
 
 
 
 
 
Consolidated Statements of Deficit  
 
 
For the years ended December 31  2009  2008
Balance, beginning of year  $(40,008,157)  $(42,381,214)
Net earnings (loss)  (164,248)  2,373,057
Balance, end of year  $(40,172,405)  $(40,008,157)

The accompanying notes are an integral part of these consolidated financial statements. 
 
 
 
 
 
Consolidated Statements of Accumulated Other Comprehensive Income 
 
 
For the years ended December 31  2009  2008
Accumulated Other Comprehensive Income $-  $-

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Earnings and Comprehensive Income 
 
 
For the years ended December 31  2009  2008

Revenue  $23,646,987  $25,786,721
Cost of goods sold (note 14)  17,878,578  17,945,735
Gross margin  5,768,409  7,840,986
Operating expenses (note 14)    
 Selling, general and administrative  5,956,234  6,047,020
 Finance charges  1,185,473  1,284,681
 Research and development tax credits (526,222)  (230,284)
  6,615,485  7,101,417

Earnings (loss) before under noted items and income taxes (847,076)  739,569

Unrealized foreign exchange gain (loss) on debentures  682,828  (930,704)
Gain on extinguishment of debt (note 11)  -  1,814,192
 682,828  883,488

Earnings (loss) before income taxes (164,248)  1,623,057

Income taxes (recovered) - current 162,000  800,000
 - future -  (750,000)
Recovery of income taxes due to utilization of prior 
years' losses  (162,000)  (800,000)
  -  (750,000)

Net earnings (loss) and comprehensive income  $(164,248)  $2,373,057

Basic and fully diluted net earnings per share  $0.00 $0.04
Weighted average number of shares and fully diluted 
shares outstanding  65,663,345  59,562,069

The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Statements of Cash Flows 
 
For the years ended December 31 2009  2008
Operations   
Net earnings (loss) $(164,248)  $2,373,057
Items not affecting cash:   
 Amortization of property, plant and equipment 1,592,034  1,523,858
 Amortization of intangible assets 79,932  59,504
 Gain on disposal of property, plant and equipment -  (6,946)
 Accretion of interest 95,221  200,864
 Unrealized foreign exchange loss (gain) on debentures (682,828)  930,704
 Gain on extinguishment of debt -  (1,814,192)
 Foreign currency fluctuation 267,647  (133,281)
 Compensation cost for stock options 20,973  (193,779)

Future income taxes -  (750,000)
 1,208,731  2,189,789
 Net change in non-cash working capital items (note 15) (1,066,248)  1,158,370
Net cash provided by operations 142,483  3,348,159
Investing activities    
 Decrease in long-term receivables -  125,000
 Acquisition of property, plant and equipment (312,861)  (510,451)
 Proceeds on disposal of property, plant and equipment -  9,725
 Acquisition of intangible assets (177,320)  (10,189)
Net cash used in investing activities (490,181)  (385,915)
Financing activities    
 Proceeds from long-term debt 350,000  2,000,000
 Repayment of long-term debt (1,317,608)  (2,234,389)
 Repayment of liability component of debentures -  (1,377,737)
Net cash used in financing activities (967,608)  (1,612,126)
Foreign exchange gain (loss) on cash held in foreign 
currencies (224,151)  66,419
Increase (decrease) in cash and cash equivalents (1,539,457)  1,416,537
Cash and cash equivalents, beginning of year 2,433,488  1,016,951
Cash and cash equivalents, end of year $894,031  $2,433,488

The accompanying notes are an integral part of these consolidated financial statements. 
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1. Description of business and basis of financial statement presentation 

Warnex Inc. is incorporated under the laws of Canada. Warnex is a life sciences company devoted to 
protecting public health by providing diverse laboratory services. The Company offers analytical, bioanalytical 
and medical laboratory services to the pharmaceutical and healthcare sectors. The Company’s common 
stock is traded on the Toronto Stock Exchange, under the symbol WNX. 
 
The Company’s consolidated financial statements have been prepared in accordance with Canadian 
generally accepted accounting principles and include the accounts of the Company and all of its subsidiaries: 
Warnex Analytical Services Inc., Warnex PRO-DNA Services Inc., and Warnex America Inc. All amounts are 
presented in Canadian dollars, unless otherwise indicated. 
 
On June 12, 2009, the Company purchased the shares of Molecular World Inc. On June 30, 2009, the 
Company changed the name of Molecular World Inc. to Warnex PRO-DNA Services Inc. 
 
These consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles (GAAP) on a going concern basis, which presumes the Company will 
continue in operations for the foreseeable future and will be able to realize its assets and discharge its 
liabilities and commitments in the ordinary course of business for the foreseeable future. These consolidated 
financial statements do not include any adjustments to amounts and classifications of assets and liabilities 
should the Company not be able to continue as a going concern. 
 

2. Changes in accounting policies and significant accounting policies 

Changes in accounting policies 
 
Goodwill and intangible assets 
In February 2008, the CICA issued Handbook section 3064, Goodwill and Intangible Assets, replacing 
Handbook Sections 3062, Goodwill and Other Intangible Assets and 3450, Research and Development 
Costs and Emerging Issues Committee (EIC) Abstract 27, Revenues and Expenditures during the Pre-
Operating Period. Section 3064 establishes standards for the recognition, measurement, presentation and 
disclosure of goodwill subsequent to its initial recognition and intangible assets by profit-oriented 
enterprises. This new standard became effective January 1, 2009. There is no material impact on the 
Company’s financial statements in adopting this new standard. 
 
Credit Risk and Fair Value of Financial Assets and Financial Liabilities 
In January 2009, the CICA issued EIC Abstract 173, Credit Risk and the Fair Value of Financial Assets and 
Financial Liabilities. The EIC requires the Company to take into account the Company’s own credit risk and 
the credit risk of the counterparty in determining the fair value of financial assets and financial liabilities, 
including derivative instruments. There is no material impact on the Company’s financial statements in 
adopting this new standard. 
 
Financial Instruments Disclosures 
In May 2009, the CICA amended Section 3862, Financial Instruments – Disclosures, to include additional 
disclosure requirements about fair market value measurements for financial instruments and liquidity risk 
disclosures. These amendments require a three-level hierarchy that reflects the significance of the inputs 
used in making the fair value measurements. Fair values of assets and liabilities included in Level 1 are 
determined by reference to quoted prices in active markets for identical assets and liabilities. Assets and 
liabilities in Level 2 include valuations using inputs other than quoted prices for which all significant outputs 
are observable, either directly or indirectly. Level 3 valuations are based on inputs that are unobservable 
and significant to the overall fair value measurement. The application of this amendment did not materially 
impact the Company. 
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2. Changes in accounting policies and significant accounting policies… cont’d 

Significant accounting policies 
 
These financial statements have been prepared by management in accordance with Canadian generally 
accepted accounting principles. The most significant accounting policies are summarized below. 
 
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 as well as the disclosure of contingent assets and liabilities at the date of the financial statements. 
Such estimates and assumptions also affect revenues and expenses during the reported period. Actual 
results could differ from these estimates. 
 
Revenue recognition 
Analysis revenue from analytical and medical laboratory services is recorded at the time the test is 
completed. Project revenue from these services is recorded using the percentage of completion method 
whereby revenue and profit are based on ratio of costs incurred to total estimated costs of the projects.  
 
Revenue from bioanalytical services is recorded using the percentage of completion method whereby 
revenue and profit are based on a ratio of costs incurred to total estimated costs of the project. 
 
Costs and estimated profit on contracts in progress in excess of amounts billed are reflected as work-in-
progress. Cash received in advance of revenues being recognized on contracts is classified as deferred 
revenue. 
 
The Company monitors its contracts with customers on a regular basis to determine if a loss is likely to occur. 
If a loss is anticipated on a contract, the entire estimated loss is recorded as a reduction of revenue and 
work-in-progress in the period in which the loss becomes evident and reasonably estimable. 
 
Cash and cash equivalents 
Cash and cash equivalents consist of bank accounts and short-term investments with maturity dates of three 
months or less. 
 
Inventory 
Inventory is valued at the lower of cost and net realizable value. Cost is determined on the first-in first-out 
basis. 
 
Research and development tax credits 
The Company uses the accrual method of accounting to charge research and development tax credits to 
earnings. These tax credits arise as a result of incurring qualified scientific research and development 
expenditures. 
 
Investment tax credits 
The Company claims investment tax credits as a result of incurring scientific research and experimental 
development expenditures. Investment tax credits are recognized when the related expenditures are 
incurred and there is reasonable assurance of their realization. Management has made a number of 
estimates and assumptions in determining the expenditures eligible for the investment tax credit claim. It is 
possible that the allowed amount of the investment tax credit claim could be materially different from the 
recorded amount upon assessment by the tax authorities. 
 




