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SMARTCOOL SYSTEMS INC.

Consolidated Balance Sheets
March 31, 2006
(Unaudited - Prepared by Management)

March 31 December 31
2006 2005

ASSETS

Current assets
  Cash and cash equivalents $ 188,055         $ 348,364                  
  Loan and other receivables 104,119         42,523                    
  Refundable tax credits 10,354           13,534                    
  Inventory 112,165         128,665                  
  Prepaid expenses & Deposits 17,796           14,723                    

Total current assets 432,489       547,809                 

Long-term Investment (Note 3) 60,716         26,140                   

Property Plant and Equipment
Demonstration and Display equipment (Note 4) 31,572           33,234                    
Equipment & Leaseholds (Note 4) 43,980           44,324                    

Total assets $ 568,757         $ 651,507                  

LIABILITIES

Current liabilities
  Accounts payable and accrued liabilities $ 124,680       $ 112,681                 
  Loans Payable (Note 5) 50,000           -                          
Total current liabilities 174,680       112,681                 

SHAREHOLDERS' EQUITY (DEFICIENCY)

Share capital (Note 6) 11,525,104  11,491,354            

Contributed surplus 157,138       157,138                 

Deficit 11,288,165-       11,109,667-            

Total shareholders' equity (deficit) 394,077       538,825                 

Total liabilities and shareholders' equity $ 568,757         $ 651,507                  
(See accompanying notes to the consolidated financial statements)

 
Approved by the Directors: "George Burnes"

George Burnes
"Jeffrey Lowe"
Jeffrey Lowe



SMARTCOOL SYSTEMS INC.

Consolidated Statements of Operations and Deficit
For the Three Months Ended March 31, 2006 and 2005
(Unaudited - Prepared by Management)

March 31 March 31
2006 2005

Revenue $ 91,326       $ -
Cost of Sales 41,874       -
Gross Operating Profit 49,451       -            

Selling, General & Administration Expenses
  Sales commissions 10,959       -
  Management and consulting fees 127,716     69,870
  Professional fees 28,541       32,940
  Project investigation Recoveries -              (27,177)
  Travel Expense/Recoveries 14,601       (6,379)
  Rent 10,071       5,995
  Filing and tranfer fee 6,940          24,891
  Office and sundries 5,503          4,110
  Investors Relations 11,978       275
  Stock-based compensation -              24,820
  Telephone 2,682          2,144
  Amortization 2,124          3,975
  Equipment lease 6,165          
  Financing fee -              5,000
  Salaries & Wages 4,987          1,158
  Interest and Bank charges 364             68
  Advertising & Media 1,076          -
  Research and development, net of grant -              -
  Secretarial  services -              -
  Technical and business consulting -              -
Total operating expenses 233,708     141,690     

  Interest Income 2,464          -
  Foreign Exchange Gain 3,295          -

Loss for the period (178,498) (141,690)

Deficit, beginning of period (11,109,667) (10,102,732)

Deficit, end of period $ $ (11,288,165) $ (10,244,422)

Loss per share - basic and diluted $ $ (0.01) $ (0.02)

Weighted average number of common
  shares outstanding - basic and diluted 14,297,820 9,180,167



SMARTCOOL SYSTEMS INC.
(formerly Citotech Systems Inc.)

Consolidated Statements of Cash Flows
For the Three Months Ended March 31, 2006 and 2005
(Unaudited - Prepared by Management)

2006 2005

Cash flows from (used in) operating activities
  Loss for the period (178,498) $ (141,690)
  Adjustments for item not involving cash:
  - amortization 3,786 3,975
  - stock-based compensation - 24,820
  - bonus share issued in consideration of loan - -
  - write down of Microstart Engine Starting System - -

(174,713) (112,895)
  Changes in non-cash working capital items:
  - Loan & other receivables (61,596) -
  - refundable tax credits 3,181 1,244
  - inventory 16,500 -
  - prepaid expenses and deposits (3,073) (7,945)
  - accounts payable and accrued liabilities 11,998 (1,147)
  - loan payable 50,000 -

Net cash flows used in operating activities (157,703) (120,743)

Cash flows from financing activities
  Shares issued for cash 33,750 177,500

Cash flows used in investing activities
  Acquisition of fixed assets (1,780) (885)
  Increase in long term investments - (34,576) (51,581)

Net cash flows used in investing activities (36,356) (52,466)

Increase (decrease) in cash and cash equivalents (160,309) 4,291

Cash and cash equivalents, beginning of period 348,364 8,840

Cash and cash equivalents, end of period 188,055.08 $ 13,131

Supplementary cash flow Information:
  Interest paid in cash - $ -

  Income taxes paid in cash - $ -



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 

1. Incorporation and Nature of Operations 

The company was incorporated on August 31, 2000 under the Canada Business 
Corporations Act as 378211 Canada Inc. and changed its name to Citotech Systems Inc. 
on October 16, 2000, and changed its name again to SmartCool Systems Inc. on July 
20, 2004. 

In 2004, the Company incorporated a wholly-owned subsidiary, SmartCool Systems 
(USA) Inc. (“SmartCool USA”) under the law of Nevada.  SmartCool USA had no 
operations in 2005. 

These financial statements have been prepared on a going-concern basis, which 
assumes that the Company will be able to realize assets and discharge liabilities in the 
normal course of business.  The continued operation of the Company is dependent upon 
the ability of the Company to obtain financing and on future profitable production.  The 
Company has incurred recurring operating losses and requires additional funds to 
maintain its operations.   Expecting to see some revenue being generated in the near 
future and gradual improvement of cash flows from operating activities, management’s 
plans in this regard are to raise equity financing in the short to medium term.  These 
financial statements do not include any adjustments that may result from this 
uncertainty.  

2. Significant Accounting Policies 

(a)  Principles of Consolidation 
 
The consolidated financial statements include the accounts of SmartCool Systems Inc. 
and its wholly subsidiary, SmartCool USA.   All significant inter-company transactions 
and balances have been eliminated. 
 
(b)  Use of Estimates 
 
The preparation of financial statements in conformity with Canadian generally accepted 
accounting principle requires management to make estimates and assumptions that 
affect the reported amount o assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and the reported amount of 
revenues and expenses during the period.   Actual results may differ from those 
estimates. 
 
(c)   Cash Equivalents 
Cash equivalents usually consist of highly liquid investments which are readily 
convertible into cash with maturities of three months of less when purchased.   At March 
31, 2006 and December 31, 2005, cash equivalents consist of bank redeemable term 
investment certificates. 
 
 
 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 

(d) Equipment 
 
Equipment are statement at cost and amortized on a declining balance basis using the 
following rates: 
 
 Computer      30% 
 Demonstration and display equipment  20% 
 Engineering equipment    20% 
 Office equipment     20% 
 Leaseholds      10 years straight-line 
 
(e) Intangible Assets 
 
Intangible assets will be amortized over its useful life unless the life is determined to be 
infinitive.   An intangible asset with an indefinite life will not be amortized but will be 
tested for impairment annually, or more frequently if events or changes in circumstances 
indicate that the asset might be impaired. 
 
An impairment loss is recognized when the carrying value of intangible asset exceeds 
the estimated undiscounted future cash flow expected to result from the use of the asset 
and its eventual disposition.   The amount of the impairment loss to be recorded is 
calculated by the excess of the asset’s carrying value over its fair value.  Fair value is 
generally determined using a discounted cash flow analysis. 
 
(f)  Impairment of Long-Lived Assets 
 
Long-lived assets are reviewed whenever events or changes in circumstances indicate 
that carrying value of an asset or asset group may not be recoverable.   An impairment 
loss would be recognized when the carrying amount of an asset exceeds the estimated 
undiscounted future cash flow expected to result from the use of the asset and its 
eventual disposition.  The amount of the impairment loss to be recorded is calculated by 
the excess of the asset’s carrying value over the fair value.  Fair value is generally 
determined using a discounted cash flow analysis. 
 
(g)  Loss per share 
 
Basic loss per share is computed using the weighted average number of common 
shares outstanding during the year.  Diluted loss per share amounts are calculated 
giving effect to the potential dilution that would occur if securities or other contracts to 
issue common shares were exercised or converted to common shares using the 
treasury stock method.   The treasury stock method assumes that proceeds received 
from the exercise of stock options and warrants are used to repurchase common shares 
at the prevailing market rate. 
 
(h)  Income Taxes 
 
The Company follows the liability method of accounting for income taxes.  Under this 
method, future income tax assets and liabilities are determined based on differences 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 

between financial reporting and tax bases of assets and liabilities measured using 
substantially effected tax rates and laws that will be in effect when the difference are 
expected to reverse. 
 

3. Long Term Investments 

(a) Abbotly Technologies USA 
 
On January 30th, 2006, the company entered into a Letter of Intent with Abbotly USA to 
acquire the exclusive rights to distribute the Energy Savings Module throughout North 
America.  Pursuant to this LOI, Abbotly USA has agreed to assign all of its rights and 
obligations, and the Company has agreed to assume all of Abbotly USA’s obligations, 
under a license agreement between Abbotly USA and Abbotly Australia Pty.   
With the signing of this LOI, SmartCool USA will become the master distributor of the 
ESM in North America and will be required to meet certain minimum purchase 
obligations under the license agreement with Abbotly PTY but will no longer be bound by 
its previous minimum purchase obligations that it had as sub-distributor of Abbotly USA.    
The consideration to be paid is US$30,000 upon the signing of the Letter of Intent, 
US$150,000 to be paid May 1, 2006 and 500,000 shares purchase warrants with an 
exercise price based on the market value at the time of closing, exercisable over a 
period of 2 years to Abbotly USA. plus a royalty on all products purchased from Abbotly 
PTY.  As at March 31, 2006, payment of CDN$34,575.99 has been paid to Abbotly 
Technologies USA. 
On March 27th, 2006 this transaction closed and SmartCool is now the exclusive 
distributor of the ESM 4000 for North America. 
 
(b) Abbotly Technologies Pty. Ltd. 

On February 1, 2005, the Company entered into a memorandum of understanding 
(MOU) to purchase the assets of Abbotly Technologies Pty. Ltd., an Australian company.  
Under the terms of the MOU, subject to completion of a satisfactory due diligence 
review, the company will pay $5.25-million (Australian) ($4.97-million (Canadian)) in 
cash and issue share purchase warrants to purchase up to $1.32-million (Australian) 
($1.25-million (Canadian)) in shares of the company, at a price to be determined. A non-
refundable deposit of $52,500 (Australian) ($51,581 Canadian)) was paid by the 
company on February 9, 2005, to be applied toward the purchase price if the transaction 
closes.  

On July 18, 2005 the Company announced that Abbotly had granted the Company an 
extension for the negotiation of a formal definitive agreement until December 31, 2005. 
In consideration for the extension, the Company paid Abbotly a non-refundable deposit 
of CAD $49,700. This deposit will be applied towards the purchase price if the 
transaction closes.  

 After a thorough due diligence process and a review of market conditions, the  
 Company has decided not to pursue this project for the time being but will be in   
 ongoing discussions with Abbotly Australia with respect to this acquisition on a   
 non-exclusive basis. Total deposit of 100,196 was therefore written off in 2005. 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 
4. Property, Plant & Equipment 

(a)  Demonstration and display equipment 

 March 31, 2006  
December 

31, 2005
 Accumulated Net book  Net book
 Cost Amortization value  Value

Demonstration and 
display equipment $ 46,158 $14,586 $31,572  $        33,234

 
(b)  Equipment & Leaseholds 

 March 31, 2006  
December 

31, 2005
 Accumulated Net book  Net book
 Cost Amortization value  Value

Office equipment $ 87,117 $ 57,703 $ 29,414  $ 29,136

Computer 4,887 3,310 1,567  1,694

Engineering equipment 4,967 2,793 2,174  2,289

Energy Monitoring 
equipment 4,936 1,543 3,393  3,571

 $ 101,897 $ 65,349 $ 36,548  $ 36,690

   
   
   

Leasehold Improvements $ 8,107 $676 $ 7,432  $7,634

   

 

5. Loan Payable 

This short term loan from Maxwell Mercantile Inc. is non-interest bearing and due on the 
closing date of the next financing or December 31, 2006, whichever comes first. 

 

 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 
6. Share Capital 

(a) Authorized:   unlimited common shares without par value 
 100,000,000 class A preferred shares 
 100,000,000 class B preferred shares 

(b) Issued:   

 Shares Amount

Balance, December 31, 2004 8,612,167     9,940,905

Private placement (Note 5(c)(i)) 710,000       177,500

Private Placement (Note 5(c)(ii)) 4,545,000 1,330,739

Share Purchase Warrants (Note 5(c)(iii)) 338,500 42,210

Escrow Shares (Note 5 (c)(iv)) (9,375) -

Balance, December 31, 2005 14,196,292 $11,491,354

  

  

Share Purchase Warrants (Note 5 ©(v) 337,500 33,750

Balance, March 31, 2006 14,533,792 $11,525,104

  

  
 

(c) Shares: 

i. In January 2005, the Company issued 710,000 Units at $0.25 per Unit pursuant 
to a private placement, with total proceeds of $177,500.  Each Unit consists of 
one common share and one-half share purchase warrant.  Each warrant entitles 
the holder to purchase one common share at $0.35 until January 19, 2007. 

ii. In April 2005, the Company issued 4,545,000 Units at $0.33 per Unit pursuant to 
a short form offering, with net proceeds of $1,330,739, net of share issuance 
costs.  Each Unit consists of one common share and one half non- transferable 
share purchase warrant.  Each full share purchase warrant entitles the holder to 
purchase one common share at a price of $0.40 in the first year and $0.50 in the 
second year. 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 

iii. During the last four months of the year, 262,500 share purchase warrants were 
exercised at $0.10 per share and 76,000 share purchase warrants were 
exercised at $0.21 per share. 

During the Third Quarter 9,375 common shares held in escrow were cancelled due 
to the expiry of the underlying escrow agreement. 

iv. In the first quarter of 2006, 337,500 share purchase warrants were exercised at 
$0.10 per share. 

In accordance with Financial Instruments – Disclosure and Presentation (CICA HB3860), 
share purchase warrants attached to private placement units in 2004 and 2005 were 
valued using the Residual Approach.  Under this approach, proceeds up to the 
Company’s share market value are allocated to the shares and only the excess above 
the market value is allocated to the attached share purchase warrants.  No value has 
been allocated to these warrants as determined under the Residual Approach. 

 Stock options 

On August 6, 2004, the Company granted 708,000 stock options with an exercise 
price of $0.10. The exercise price was lower than the market price at grant date.   
These options vest from August 6, 2004 to February 6, 2006 and expire on 
August 6, 2009.  On November 15, 2004, these options were re-priced at 
exercise price of $0.21 per share, which was lower than the market price at the 
time of re-pricing. 

On November 1, 2004, the Company granted 275,000 stock options with an 
exercise price of $0.21 per share.  The exercise price was lower than the market 
price at the grant date.  These options vest from November 1, 2004 to May 1, 
2006 and expire on November 1, 2009. 

On December 22, 2004, the Company granted 50,000 stock options with an 
exercise price of $0.33 per share.  The exercise price was lower than the market 
price at the grant date.  These options vest from December 22, 2004 to June 22, 
2006 and expire on December 22, 2009. 

On July 13, 2005 the Company granted 50,000 stock options with an exercise 
price of $0.21 per share.  These options vest from Jul 13, 2005 to January 13, 
2007 and expire on July 13, 2010. 

On November 4, 2005 the Company granted a total of 430,000 stock options with 
an exercise price of $0.27 per share.  These options vest from November 4, 2005 
to May 4, 2007 and expire on November 4, 2010. 

 

 

 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 

 

On December 13, 2005, 76,000 options were excised at the price of $0.21 per 
share and 74,000 options with the same exercise price were cancelled. 

On December 22, 2005, the Company has agreed to grant a total of 350,000 
stock options with the exercise price of $0.23 per share.  The options vest from 
December 22, 2005 to Jun 22, 2007 and will expire on December 22, 2010. 

A summary of the Company’s stock options as of March 31, 2006 and December 
31, 2005, is presented below: 

 March 31, 2006  December 31, 2005 
 

 
Shares 

Weighted 
Average 
Exercise 

Price 

 

 
Shares 

Weighted 
Average 
Exercise 

Price 
 
Options outstanding  1,713,000 

 
 $ 0.23      1,713,000 

 
 $ 0.23 

Options exercisable      1,021,750  $ 0.22  869,750  $ 0.22 
 

 March 31 
2006 

December 31 
2005

Weighted average remaining contractual life 4.11 years 4.30 years

Weighted average fair value of options granted  $ 0.18 $ 0.18
 
 

(e) Stock options The Company charged $24,820 and $85,717 stock-based 
compensation to operations in 2005 and 2004, respectively. 

The Company used the Black-Scholes Option Pricing Model to determine the fair 
value of the options at the date of grant with the following assumptions:  

 March 31, 2006 
and December 31, 2005 

Risk-free interest rate 3.00% - 3.73%
Dividend yield 0%
Volatility 90% - 100%
Approximate expected life 4.75 years
 

 

 

 

 

 

 

 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 

 

 

(f)        Warrants 

Share purchase warrants outstanding as at March 31, 2006: 

Number of Shares Exercise Price Expiry Date 

3,275,000 $ 0.10  October 26, 2006 
355,000 $ 0.35  January 19, 2007 

2,272,500 $ 0.40 if exercised before           April 11, 2006 
  $0.50 if exercised before          April 11, 2007 

 
 

5,902,500 
  

                                Each warrant entitles the holder to purchase one common share of the Company. 

7. Income Taxes 

A reconciliation of the statutory tax rate to the effective tax rate for the Company is as 
follows: 

        2006  2005 

Statutory income tax rate     (34.12)  (34.12) 

Tax loss not benefited      (34.12)  (34.12 ) 

Effective tax rate          -                       -       

 

The Company has non-capital losses of approximately $2,785,000 for income tax 
purposes, which may be carried forward to reduce taxable income for future years.   The 
losses will expire commencing 2006 through 2020. 

 

 

 

 

 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 
8. Contractual Obligations 

(a)  On June 01, 2005, the company entered into an agreement for lease of premises for 
10 years. 

The future annual basic payments are: 

2006 – 2007    43,200 per annum 

2007-2009    45,900 per annum 

2009 – 2011    48,600 per annum 

2011 – 2013    51,300 per annum 

2013 – 2015    54,000 per annum 

The lease is supported by a letter of credit of $100,000, reducing to $25,000 by year 4 

(b)   In July 2005, the company signed a contractual lease agreement for equipment as 
follows: 

 Telecommunication equipment for 40 months at $8,400 per annum 

 Office equipment for 36 months at $14,800 per annum  

9. Related Party Transactions 

$38,000 of the management and consulting fees (2005 - $54,300), were paid or accrued 
to the directors of the Company in the first quarter of 2006. 

10. Financial Instruments 

Fair value estimates of financial instruments are made at a specific point in time, based 
on relevant information about financial markets and specific financial instruments.  As 
these estimates are subjective in nature, involving uncertainties and matters of 
significant judgment, they cannot be determined with precision.  Changes in 
assumptions can significantly affect estimated fair value. 

The carrying value of cash and cash equivalents, refundable tax credits, and accounts 
payable and accrued liabilities approximate the fair value because of the short-term 
nature of these instruments. 

The Company is not subject to significant credit, interest and current risks arising from 
these financial instruments. 



SMARTCOOL SYSTEMS INC. 
 
 
Notes to Financial Statements 
Year Ended March 31, 2006  
  
 
11. Subsequent Events 

(a)  In April 2006, SmartCool Systems arranged for a non-brokered private placement of 
up to 2.5 million of common shares at a price of 20 cents per share.   The proceeds of 
this private placement will be used for general working capital, inventory and to pay the 
balance of the purchase price to Abbotly Technologies to acquire the exclusive 
distribution rights in North America.   This non-brokered private placement has later 
been changed to a unit offering.   The company has arranged for non-brokered private 
placement of up to 3.25 million units at a price of 20 cents per unit.  Each unit consists of 
one common share and one-half share purchase warrant.  One whole share purchase 
warrant will entitle the holder to purchase one common share at a price of 40 cents per 
share for a period of two years.   

(b)  In April 2006, the company entered into an agreement for premise lease for one year 
for SmartCool (USA) at $US 6,276 per year. 

 (c) As a result of the ongoing discussions with Abbotly Australia, the Company and 
 Abbotly have  recently come to a new agreement for the acquisition of the business and 
 assets  of Abbotly Pty.  Under the terms of the new MOU, the Company will purchase the 
 business of and assets of Abbotly for an agreed upon purchase price to be paid in cash 
 in scheduled payments over two years.  Previous deposits of 100,196 will be applied  
 towards the purchase price. 

 The Company will now be completing and updating its due diligence review of Abbotly 
 Australia.   Closing of this acquisition is subject to the Company’s successful completion 
 of a financing to fund the purchase price, acceptance of filing by the TSX Venture 
 Exchange and all other necessary approvals. The parties hope to close this transaction 
 on June 30, 2006. 

 

 

 


