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Notice to Reader 

 
Under National Instrument 51-102, Part 4, subsection 4.3(3)(a), if an auditor has not performed a 
review of the interim financial statements, they must be accompanied by a notice indicating that the 
financial statements have not been reviewed by an auditor. 
 
The accompanying unaudited interim financial statements of the company have been prepared by 
and are the responsibility of the company’s management. 
 
The company’s independent auditor has not performed a review of these financial statements in 
accordance with standards established by the Canadian Institute of Chartered Accountants for a 
review of interim financial statements by an entity’s auditor. 
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VENDTEK SYSTEMS INC. 
Consolidated Balance Sheets 
(expressed in Canadian dollars) 
 

  January 31, October 31, 
  2009 2008 

  (Unaudited) (Audited) 
 

Assets 
 
Current assets: 

Cash $ 2,136,350 $ 2,102,666 
Accounts receivable 3,337,432 2,851,942 
Income tax recoverable 618,373 183,473 
Inventories (note 4) 2,731,289 2,934,249 
Prepaid expenses and deposits 69,633 60,108 
  8,893,077 8,132,438 

 
Equipment 852,139 917,296 
 
Intangible assets 298,793 321,848 
 
Goodwill 907,342 907,342 
 
  $ 10,951,351 $ 10,278,924 

 

Liabilities and Shareholders' Equity 
 
Current liabilities: 

Accounts payable and accrued liabilities $ 7,097,078 $ 6,376,818 
Current portion of capital lease 42,455 43,952 
  7,139,533 6,420,770 

 
Capital lease  13,232 22,281 

  7,152,765 6,443,051 
 
Shareholders’ equity: 

Share capital (note 6) 8,344,732 8,344,732 
Contributed surplus (note 6) 2,236,358 2,117,835 
Accumulated deficit (6,782,504) (6,626,694) 
  3,798,586 3,835,873 

 
  $ 10,951,351 $ 10,278,924 

 
See accompanying notes to consolidated financial statements. 
 
Approved on behalf of the Board: 
 
 
“signed” “signed” 
       
 
Garth Albright, Director Shane Meyers, Director 
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VENDTEK SYSTEMS INC. 
Consolidated Statements of Operations and Accumulated Deficit 
(expressed in Canadian dollars) 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
 

  2009 2008 

   (Restated 
   - note 3) 
 
Revenues: 

Prepaid telecommunication $ 29,923,999 $ 28,495,065 
Hardware and equipment 18,938 21,513 
Software license and services 386,000 226,038 
  30,328,937 28,742,616 

 
Cost of revenues: 

Prepaid telecommunication 28,813,597 27,190,873 
Hardware and equipment 870 19,109 
  28,814,467 27,209,982 

  1,514,470 1,532,634 
 
Operating expenses: 

General and administrative 1,192,775 1,171,193 
Selling and marketing 161,358 153,351 
Research and development 204,272 124,783 
Amortization 100,468 94,665 
Interest expense 3,901 25,291 
Foreign Exchange (gain)/loss 7,506 (26,057) 
  1,670,280 1,543,226 

 
Net loss and comprehensive loss for the period (155,810) (10,592) 
 
Deficit, beginning of period (6,626,694) (6,851,014) 
 
Deficit, end of period $ (6,782,504) $ (6,861,606) 

 
Basic and diluted loss per share $ (0.00) $ (0.00) 

 
Weighted average shares outstanding: 

Basic and Diluted 45,126,826 44,441,175 
   

 
See accompanying notes to consolidated financial statements. 
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VENDTEK SYSTEMS INC. 
Consolidated Statement of Cash Flows 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
 

  2009 2008 

 
Cash provided by (used in): 
 
Operations: 

Net loss $ (155,810) $ (10,592) 
Items not involving cash: 

Amortization of equipment and intangible assets 100,468 94,665 
Stock-based compensation 118,524  290,155 

  63,182 374,228 
Changes in non-cash operating working capital items (6,695) 858,358 
  56,487 1,232,586 

 
Financing: 

Repayment of lease obligations (10,546) (46,488) 
 
Investments: 

Purchase of equipment (12,257) (53,469) 

 
Increase in cash 33,684 1,132,629 
 
Cash, beginning of period 2,102,666 331,431 
 
Cash, end of period $ 2,136,350 $ 1,464,060 

 
Supplemental information: 

Interest paid $ 2,219 $ 25,281 

 
See accompanying notes to consolidated financial statements. 
 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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1. Basis of presentation: 

The unaudited interim consolidated financial statements for the three months ended January 31, 

2009, should be read in conjunction with the audited consolidated financial statements of 

VendTek Systems Inc. (the “Company”) for the year ended October 31, 2008.  These interim 

financial statements conform in all material respects to the requirements of Canadian generally 

accepted accounting principles for interim financial statements. 

Certain comparative figures have been reclassified to conform to the financial presentation 

adopted for the current period. 
 

2. Changes in accounting policies: 

Effective November 1, 2007, the Company adopted the recommendations of Section 1535, 

Capital Disclosures, of the CICA Handbook.  This section establishes standards for disclosing 

information about a company’s capital and how it is managed in order that a user of the financial 

statements may evaluate the company’s objectives, policies, and processes for managing capital.  

Beyond additional disclosure, these new standards did not have an effect on our financial position 

or results of operations.  The new disclosures are included in note 5. 

Sections 3862, Financial Instruments - Disclosures, and 3863, Financial Instruments - 

Presentation, of the CICA Handbook replaced Section 3861, Financial Instruments - Disclosure 

and Presentation, and were adopted by the Company effective November 1, 2007.  The new 

standards revise and enhance the disclosure requirements on the nature and extent of risks 

arising from financial instruments and how a company manages those risks.  Beyond additional 

disclosure, the adoption of these new pronouncements did not have an effect on the Company’s 

financial position or results of operations. 

Effective November 1, 2006, the Company adopted the Canadian Institute of Chartered 

Accountants (CICA) Handbook Section 1530, Comprehensive Income, CICA Handbook Section 

3251, Equity, CICA Handbook Section 3855, Financial Instruments - Recognition and 

Measurement, CICA Handbook Section 3861, Financial Instruments - Disclosure and 

Presentation, and CICA Handbook Section 3865, Hedges.  These new Handbook Sections 

provide comprehensive requirements for the recognition and measurement of financial 

instruments, as well as standards on when and how hedge accounting may be applied.  

Handbook Section 1530 also establishes standards for reporting and displaying comprehensive 

income.  Comprehensive income is defined as the change in equity from transactions and other 

events from non-owner sources.  Other comprehensive income refers to items recognized in 

comprehensive income but that are excluded from net income calculated in accordance with 

generally accepted accounting principles. 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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2. Changes in accounting policies (continued): 

Under the new standards, all financial assets are classified as held for trading, held-to-maturity 

investments, loans and receivables or available-for-sale categories.  Also, all financial liabilities 

must be classified as held for trading or other financial liabilities.  All financial instruments are 

recorded on the consolidated balance sheet initially at fair value.  After initial recognition, the 

financial instruments are measured at their fair values, except for held-to-maturity investments, 

loans and receivables and other financial liabilities, which are be measured at amortized cost.  

The effective interest expense related to the financial liabilities and the gain or loss arising from a 

change in the fair value of a financial asset or financial liability classified as held for trading are 

included in net income for the period in which it arises.  If a financial asset is classified as 

available-for-sale, the gain or loss is recognized in other comprehensive income until the financial 

asset is derecognized and all cumulative gain or loss is then recognized in net income. 

The standards require derivative instruments to be recorded as either assets or liabilities 

measured at their fair value unless exempted from derivative treatment as a normal purchase and 

sale.  Certain derivatives embedded in other contracts must also be measured at fair value.  All 

changes in the fair value of derivatives are recognized in earnings unless specific hedge criteria 

are met, which requires that a company must formally document, designate and assess the 

effectiveness of transactions that receive hedge accounting. 

CICA Handbook Section 1400, General Standards of Financial Statement Presentation, has been 

amended for new requirements relating to the assessment of an entity's ability to continue as a 

going concern.  The Company adopted the amendments to this section beginning November 1, 

2008.   

In February 2008, the CICA issued Handbook Section 3064, Goodwill and Intangible Assets, 

effective for interim and annual financial statements relating to fiscal years beginning on or after 

October 1, 2008.  Section 3064, which replaces Section 3062, Goodwill and Other Intangible 

Assets, and section 3450, Research and Development Costs, establishes standards for the 

recognition, measurement and disclosure of goodwill and intangible assets.  This new standard is 

effective for the Company’s fiscal year commencing November 1, 2008.  The Company adopted 

this new standard beginning November 1, 2008.  

Section 3031, Inventory, of the CICA Handbook replaces Section 3030 and provides guidance on 

the determination of inventory cost, subsequent recognition as expense, and write-downs to net 

realizable value.  The Company adopted this new standard beginning November 1, 2008.  

The adoption of these standards did not result in any material impact on the Company’s financial 

statements. 
 

3. Restatement of the second quarter 2008 consolidated financial statements: 

Subsequent to the preparation of the Company’s unaudited interim consolidated financial 

statements for the three and nine-months ended July 31, 2008, the Company discovered a 

significant discrepancy between its reported inventory balances and actual inventory balances 

initially dating back to October 31, 2006. 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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Following the discovery, the Audit Committee of the Company initiated an independent review of 

the facts and circumstances leading to the discrepancy.  This review, combined with additional 

investigation by management, led to the identification of a number of additional errors in the 

Company’s quarterly statements for 2008 and annual statements for 2007 and 2006 consolidated 

financial statements.  The nature of these errors is described below.  



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
 

 

7 

3. Restatement of the second quarter 2008 consolidated financial statements (continued): 

The following table presents the impact of the restatement on the Company’s previously reported 

consolidated financial statements for the quarter ended January 31, 2008: 
 

Consolidated Statement of Operations for the quarter ended January 31, 2008: 
 

  As previously 
  reported Adjustments Restated 
 
Revenue: 

Prepaid telecommunications $ 28,727,731 $ (232,666) (a)(g) $ 28,495,065 
Hardware and equipment 39,796 (18,283) (g) 21,513 
Software license and services 227,434 (1,396) (g) 226,038 
  28,994,961 (252,345) 28,742,616 

 
Cost of revenue: 

Prepaid telecommunications 27,294,842 (103,969) (a) 27,190,883 
Hardware and equipment 36,004 (16,895) (g) 19,109 
  27,330,846 (120,864) 27,209,982 

  1,664,115 (131,481) 1,532,634 
 
Operating expenses: 

General and administrative 1,052,000 119,193 (b)(d) 1,1,171,193 
Selling and marketing 115,297 38,054 (g) 153,351 
Research and development 124,746 37 (g) 124,783 
Amortization 111,584 (16,919) (c)(e) 94,665 
Interest expense 33,010 (7,719) (c) 25,291 
Foreign exchange (gain) loss - (26,057) (g) (26,057) 
  1,436,637 106,589 1,543,226 

 
Earnings (loss) before income taxes 227,478 (238,070) (10,592) 
 
Income taxes: 

Current (recovery) 77,000 (77,000) (f) - 
 
Net earnings (loss) $ 150,478 $ (161,070) $ (10,592) 
 
Basic and fully diluted earnings (loss) | 

per share  $ 0.00  $ 0.00  ($ 0.00) 
 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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3. Restatement of previously issued financial statements (continued): 

Consolidated Statement of Cash Flows for the three months ended January 31, 2008: 
 

  As previously 
  reported Adjustments Restated 
 
Cash provided by (used in) 

Operations $ 1,282,845 $ (50,259)  $ 1,232,586 
Financing (38,960) (7,528) (c) (46,488) 
Investments (112,023) 58,554 (c) (53,469) 
 

  $ 1,131,862 $ 767 $ 1,132,629 

 

(a) Revenue recognition errors, consignment inventory and un-supported journal entries: 

The Company has identified a number of errors related principally to the incorrect recording 

of revenue consignment inventory and errors related to un-supported journal entries.  The 

combination of these errors impacted accounts receivable, inventory, prepaid 

telecommunications revenue, and prepaid telecommunications cost of revenue balances.  

These errors resulted in an overstatement of the Company’s current assets, overstatement of 

gross margins and understatement of current liabilities.  

Revenues arising from the sales of consignment inventory were recognized on a gross basis, 

but should have been recognized on a net basis, in accordance with Emerging Issues 

Committee (“EIC”) No. 123 Reporting Revenue Gross as Principal versus Net as an Agent. 

Consignment inventory was incorrectly recorded as purchased inventory.  Since the 

Company did not have ownership of this inventory, it should not have been recorded on the 

Company’s balance sheet until it was sold.  Once sold, consignment inventory should have 

resulted in an increase to accounts payable, to reflect the liability to the supplier for this 

inventory. 

The Company also learned that it had not been billed for consignment inventory items from 

one its suppliers for the quarter ended January 31, 2008 and the years ended October 31, 

2007, and 2006.  The Company had not previously recorded a liability related to these 

unbilled items.  In September 2009, the Company settled all outstanding amounts due to the 

supplier for any unbilled consignment items up to the period ending August 2009. 

The Company also discovered journal entries that did not have sufficient supporting 

documents.   

The correction of all the above noted errors resulted in a reduction of prepaid 

telecommunications revenues by $250,000, and prepaid telecommunications cost of 

revenues by $104,000.  



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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3. Restatement of previously issued financial statements (continued): 

(b) Timing errors: 

The Company did not accrue for all costs incurred prior to the end of the quarter.  Errors 

related to the timing of the recording of invoices resulted in expenses being recorded in the 

incorrect period.  Correction of these timing errors resulted in an increase, general and 

administration expenses increase by $75,000. 

(c) Errors related to accounting for capital leases: 

The Company incorrectly accounted for capital lease transactions.  The Company did not 

correctly record assets under capital lease, did not correctly calculate the capital lease 

obligation, or record the associated interest expense.  After correcting the error, interest 

expense was reduced by $7,700 and amortization expense was increased by $5,000. 

Corrections of the errors also resulted in adjustment to the cash provided by financing 

activities and cash used in investing activities in the consolidated statement of cash flows.  

(d) Errors related to stock-based compensation expenses: 

The Company corrected errors related to the calculation of stock-based compensation 

expense.  The fair value of stock options granted to employees was incorrect as the volatility 

assumption input into the Black-Scholes option pricing model was incorrect.  The Company 

also did not separately identify and account for stock-based compensation issued to non-

employees.  The value of stock options issued to non-employees should have been re-

measured at each reporting period, with the difference being recorded as stock-based 

compensation expense.  The correction of these errors resulted in a decrease in stock-based 

compensation by $47,000.  

(e) Acquisition of Go Prepaid error: 

The calculation of fair value of the intangibles was incorrect as a result of a formula error in 

the working paper. Correction of the error in the formula resulted in the reduction of intangible 

assets and amortization expense by $21,000.   

(f) Tax adjustments: 

Changes in the Company’s net income resulted in adjustments to the Company’s current and 

future tax expense. The impact of the adjustments resulted in a decline in our tax expense, 

and taxes payable.  Current and future income tax expenses were reduced by $77,000 in the 

quarter. 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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3. Restatement of previously issued financial statements (continued): 

(g) Miscellaneous adjustments: 

The Company used incorrect foreign exchange rates to translate transactions originating in 

foreign denominated currencies.  The correction of this error resulted in minor changes to a 

number of accounts in the financial statements 

Certain figures have been reclassified to correspond with the basis of presentation adopted in 

the current fiscal period. Specifically, $29,000 of salary and delivery costs were reclassified 

from prepaid telecommunications cost of revenues to selling and marketing expenses as they 

were not directly related to the costs associated with prepaid telecommunications revenues. 

As well, $18,000 of prepaid telecommunications revenues were reclassified from hardware 

and equipment revenues and $11,000 of salary and delivery costs were reclassified from 

hardware and equipment cost of revenues to general and administrative expenses as they 

were not directly related to the costs associated with hardware and equipment revenues. 

Other miscellaneous changes were made and are immaterial. 

4. Inventories: 

Inventories consisted of the following at January 31: 
 

  January 31, October 31, 
  2009 2008 

 
Prepaid products $ 2,716,055 $ 2,918,865 
Hardware parts 15,234 15,384 
 
  $ 2,731,289 $ 2,934,249 

 
 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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5. Capital disclosures: 

The Company manages capital in order to safeguard its ability to continue as a going concern, to 

help ensure that returns are provided to shareholders, and to maintain an appropriate balance of 

risk and return.  The Company strives to accomplish these objectives with the least dilution to its 

shareholders.  The Company manages its capital structure and makes adjustments to it in light of 

changes in economic conditions and the risk characteristics of the underlying assets. In order to 

maintain or adjust the capital structure, the Company may incur or repay debt, purchase shares 

for cancellation pursuant to normal course issuer bids, and issue new shares.  The Board of 

Directors reviews and approves capital and operating budgets and any material transactions 

outside of the ordinary course of business, including proposals on acquisitions.  Total capital 

managed is determined as follows: 
 
  January 31, October 31, 
  2009 2008 

 
Line of credit $ 1,000,000 $ 1,000,000 
Shareholders’ equity 3,798,586 3,835,873 
 
  $ 4,798,586 $ 4,835,873 

 

The Company has provided a general security agreement covering all of its assets as security for 

the line of credit.  The line of credit is subject to certain restrictive covenants, including, but not 

limited to, incurring additional secured debt and selling assets.  The Company is also required to 

meet certain financial covenants under the line of credit agreement.  The Company was not in 

compliance with all reporting requirements under the line of credit agreement as at January 11, 

2010, as the Company did not complete the audit of its 2008 financial statements on time.  

However, the Company did not use any of the line of credit as at January 31, 2009. 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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6. Share capital: 

(a) Issued and outstanding: 
 
  Three months ended Three months ended 
   January 31, 2009   January 31, 2008  
  Number of Amount Number of Amount  
  shares (000’s) shares (000’s) 
 
100,000,000 authorized: 

Common shares issued: 
Balance, beginning of 

period 45,250,461 $ 8,345 44,441,175 $ 8,076 
Stock options exercised - - - - 
 

Balance, end of period 45,250,461 $ 8,345 44,441,175 $ 8,076 

 

(b) Contributed surplus: 

A summary of contributed surplus is as follows: 

 

  January 31, October 31, 
  2009 2008 

 
Balance, beginning of period $ 2,117,835 $ 1,286,425 
Stock-based compensation 118,524 938,180 
Conversion to share capital from options exercised - (106,770) 
 
Balance, end of period $ 2,236,358 $ 2,117,835 
 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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6. Share capital (continued): 

(c) Stock options: 

The Company has a stock option plan (the “Plan”) whereby it may grant up to 8,671,184 

options to its directors, officers and employees. The terms and conditions of options granted 

under the Plan are determined solely by the Board of Directors. Options are generally 

granted with a term of five years and vest over eighteen months. 

The following table summarizes the continuity of the Company’s stock options: 
 
   Weighted 
  Number average 
  of shares exercise price 
 
Balance, October 31, 2008 6,713,000 $ 0.54 
Granted - - 
Forfeited (30,000) 0.20 
Cancelled (250,000) 0.98 
 
Balance, January 31, 2009 6,433,000 $ 0.52 

 

The following table summarizes information about share options outstanding at January 31, 

2009: 
 
   Options outstanding   Options exercisable  
   Weighted 
   average Weighted  Weighted 
   remaining average  average 
Range of Number contractual exercise Number exercise 
exercise prices of shares life price exercisable price 
 
$0.20 - $0.40 2,154,000 1.21 $0.20 2,154,000 $0.20 
$0.41 - $0.60 2,000,000 2.81 0.53 2,000,000 0.53 
$0.61 - $0.89 2,279,000 3.30 0.81 2,173,286 0.75 
 
$0.20 - $0.89 6,433,000 2.65 $0.57 6,327,286 $0.54 

 

The fair value of each option is estimated as at the date of grant using the Black-Scholes 

option-pricing model with the following weighted-average assumptions: 
 
 
Risk-free interest rate  3.10% 
Expected life  5 years 
Expected volatility  79.75% 
Expected dividends  nil 
Fair value per share option granted  0.59 
 
 



VENDTEK  SYSTEMS  INC. 
Notes to Consolidated Financial Statements 
(Unaudited) 
 
For the three months ended January 31, 2009 and 2008 
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7. Related party transactions: 

During the three months ended January 31, 2009, the Company paid rent of $12,447 (2008 - 

$11,317) to a company in which a director has a minority equity interest.  On November 1, 2008, 

the Company signed a three-year lease which expires on October 31, 2011.  In addition to 

minimum lease payments of $4,149 per month, the facility lease requires payment of a 

proportionate share of taxes and strata fees.  This transaction was in the normal course of 

operations and, in management’s opinion, undertaken with the same terms and conditions as a 

transaction with unrelated parties. 

8. Segmented Disclosure: 

The Company has determined that it operates as a single segment. Substantially all of the 

Company’s sales are within Canada and its assets are also primarily based in Canada.  


