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Canadian Funds  MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
FOR THE THREE MONTHS ENDED JUNE 30, 2017 AND 2016

The Company’s Management’s Discussion and Analysis (“MD&A”) should be read in conjunction with the unaudited 
Consolidated Interim Financial Statements and notes and should also be read in conjunction with the audited Consolidated 
Financial Statements, notes and MD&A for the year ended September 30, 2016, prepared in accordance with International 
Financial Reporting Standards (“IFRS”) and filed on Sedar. Additional information relating to the Company, including 
its Annual Information Form (“AIF”), can be found on SEDAR at www.sedar.com. Reference to “we”, “us”, “our”, or the 
“Company” means Microbix Biosystems Inc. unless otherwise stated. All amounts are presented in Canadian dollars unless 
otherwise stated.  Statements contained herein, which are   not historical facts, are forward looking statements that are 
subject to certain risks and uncertainties that could cause actual results to differ materially from those set forth or implied. 
These forward-looking statements involve risks and uncertainties, including the difficulty in predicting product approvals, 
acceptance of and demand for new products, the impact of the products and pricing strategies of competitors, delays in 
developing and launching new products, regulatory enforcement, changes in operating results and other risks, some or any 
of which could make the results differ materially from those discussed or implied in the forward-looking statements. The 
Company disclaims any intent or obligation to update these forward-looking statements.

The Management Discussion and Analysis is dated August 10, 2017.

COMPANY OVERVIEW
Microbix Biosystems Inc. (Microbix or the Company) (TSX: MBX) develops biological products and technologies. 
The Company has a Virology Products (Virology) business including the manufacturing and sale of cell culture- 
based biological products, including one of the world’s most expansive sources of Infectious Disease Antigens 
targeted at the diagnostics market. The Company owns Kinlytic® Urokinase, an FDA regulated human thrombolytic 
drug, and is developing LumiSort™, a technology platform for ultra-rapid and efficient sorting of somatic cells that 
can be used to enrich cell populations of interest, such as in sexing semen.

Revenue from the Virology business is expected to continue growing for the foreseeable future with this growth 
recently accelerating as certain public health tests are being accepted in the Asia Pacific region.  The virology business 
is targeted to provide free cash flow to cover operating and debt service costs, and funding for the Company’s 
development programs.

The Company owns and operates a Virology manufacturing facility at 265 Watline Avenue in Mississauga, Ontario. 
The facility has an infectious diseases biological license from the Canadian Food Inspection Agency. The Company’s 
administrative offices are located at 211 Watline Avenue, Mississauga, Ontario.
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Canadian Funds  FINANCIAL OVERVIEW
Quarter Ending June 30, 2017

The Company achieved record third quarter revenues of $2,773,365, up 23% versus prior year revenues of $2,253,373.  
Included was Virology product revenue of $2,705,411, up 23% vs. Q3 2016, due to stronger sales to some of our key 
customers.  Revenue from royalties were $67,954 (2016 - $58,314).

Gross margins of 54% (2016 – 51%) increased by $340,926 or 29% versus Q3 2016, primarily due to increased 
sales and a favorable change in the product mix.

Operating expenses increased by $363,948 compared to the third quarter last year. This was primarily due to 
higher legal costs and higher capitalization of internal product development costs related to the new bioreactor 
manufacturing process in the third quarter last year.

In total, the Company experienced a 393% increase in net profit for the period of $188,646 (2016 – $47,953). 
Cash generated from operations in this quarter was $291,596 compared to cash provided of $510,980 in Q3 

2016, due to higher deferred revenue from key customers in the same period last year.  Cash used in investing 
activities was $145,482 (2016 - $263,890), due to decreased spending on internal development of intangible assets.  
Cash used in financing activities was $14,984 (2016 – $239,940), primarily due to proceeds from our bank credit 
facility offset by debt and debenture payments.  Net cash flow was $131,130 in the third quarter of 2017 (2016 - 
$2,366 negative). 

Nine Months Ending June 30, 2017

Total revenue was $7,372,516, a 22% increase over 2016’s YTD revenue of $6,046,557.  Included was Virology 
product revenue of $7,172,240, 22% higher than YTD Q3 2016, due to increased sales to our key customers.  
Revenue from royalties were up 25% at $200,276 (2016 - $160,190).

Gross margins of 51% (2016 – 47%) increased by $879,820 or 31% versus Q3 2016, due to increased revenues 
as outlined above and changes in the product mix.

Operating expenses increased by $3,692,474 compared to the first nine months last year. This was primarily 
due to one-time costs related to (1) a non-cash adjustment of $2,379,776 to restructure the Company’s convertible 
debentures as part of a debt refinancing initiative that was necessary in order to implement an enhanced revolving 
credit facility for the Company, and (2) the settlement of a dispute with the buyer of the Company’s WFI business 
in 2012 in the amount of $258,540.  In addition, last year the Company capitalized more internal development 
costs, related to the new bioreactor manufacturing process.

As a result, the Company experienced a net loss for the period of $2,770,177 (2016 – $114,523 net loss). 
Adjusting for one-time costs, the net operating loss before debt restructuring and WFI settlement expenses was 
$581,861 for the nine months compared to a net loss of $407,523 in the same period last year.

Cash generated from operations in this period was $744,859 compared to $476,581 in the first nine months 
of 2016, an increase of 56%.  Cash used in investing activities was $666,907 (2016 - $1,304,358), due to decreased 
spending on capital equipment and internal development of intangible assets.  Cash generated from financing 
activities was $80,580 (2016 - $728,686), primarily due to repayment of shareholder loans and no issuance of 
common shares in this period vs. prior year.  Net cash flow YTD was $158,532 in 2017 (2016 - $99,090 negative).
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Canadian Funds  CHANGES IN FINANCIAL POSITION

	 Jun 30,	 Jun 30,		
	 2017	 2016 	
	 $ 	 $	

Total Revenue	 2,773,365	 2,253,373
Operating income (loss) 	 38,646	  (141,082)

Cash	 163,947	 5,090
Accounts receivable	 865,843	 1,998,861
Total current assets	 5,708,428	 5,949,515
Total assets	 26,202,978	 25,105,144
Total current liabilities	  6,052,375 	 5,961,634
Total liabilities	  10,342,601 	 10,760,252
Total shareholders’ equity	  15,860,377 	 14,344,894
Current ratio	 0.94	 1.00
Debt to equity ratio	 0.65	 0.75

Selected Quarterly Financial Information 

OUTLOOK
The business of Microbix described in these documents is the result of years of research and development, which has 
delivered products and technologies that have received wide customer acceptance and experienced continued growth 
in demand.  This growth has recently been accelerating, as certain public health assays common to North America 
and Europe are being implemented in the Asia-Pacific region.  Microbix will continue to invest in upgrading its 
manufacturing capacity and scientific capabilities to support this growth, including continuous process improvements 
and launching new products.

Based upon information from its customers, management expects virology product revenues to continue growing in 
the coming years. The Company is expanding its conventional antigen product line and recently announced the launch of 
a new molecular diagnostics product line. The Company continues to invest in new process technologies to improve its 
manufacturing cost base and expand its production capacity. In light of these developments, management expects to realize 
improved profitability from the Virology business.

Management recently met with the FDA to confirm its specific clinical and regulatory plans for the re-introduction 
of Kinlytic® Urokinase to the U.S. market. Management is optimistic this feedback from the agency will help advance 
discussions with potential investors to secure the necessary funding for the re-launch Kinlytic® Urokinase.

The Lumisort™ prototype was successfully built and tested in 2015 and partnering discussions with global animal 
genetics companies continued through 2016. However, ongoing patent litigation among the three largest animal genetics 
companies in the U.S. has caused significant uncertainty within the A.I. industry, which has slowed the pace of discussions 
with potential LumiSort partners. Management continues to monitor the legal environment and we are evaluating all 
options to move towards concluding a partnership arrangement to complete the Lumisort development.
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(1) Operating income represents net operating income and comprehensive operating income for the year as reported on the Company’s consolidated 
statement of comprehensive income.
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Canadian Funds  LIQUIDITY, CASH FLOW AND CAPITAL RESOURCES 
The consolidated financial statements have been prepared in accordance with the International Financial Reporting Standards 
(“IFRS”) on a going concern basis, which presumes the Company will continue operating for the foreseeable future and will be 
able to realize a return on its assets and discharge its liabilities and commitments in the normal course of business.  

The Company has  incurred  historical  losses resulting  in  an  accumulated  deficit  of  $26,066,927  as  at  June 30, 2017.  
However, each of the past four fiscal years has been profitable with an accumulated net income of $1,532,748. Management 
continuously monitors the financial position of the Company, with respect to working capital needs, as well as long-term 
capital requirements compared to the annual operating budget. Variances are highlighted and actions are taken to ensure 
the Company is adequately capitalized.

Future Liquidity and Capital Needs
The Company primarily funds new product development activities and capital expenditures from  profits earned by its 
Virology business and, periodically, from additional equity and/or debt.

In fiscal 2017 and 2018 cash flow is expected to improve due to: 1) continued growth in Virology sales,  
2) Improvements in product pricing and other sales terms, 3) commencement of sales of higher margin product from the 
Company’s bioreactor production process, and 4) other business development and financial initiatives.  Management 
expects these developments will significantly improve the Company’s overall liquidity position in fiscal 2017 and 2018.

Contractual Obligations

New Distribution Agreement
On January 12, 2017 Microbix signed a distribution agreement with Meridian Life Science, Inc.  Under the terms of 
the Agreement, Meridian will receive exclusive distribution rights to Microbix’ branded antigen products for China, 
Hong Kong, Taiwan and Macau. Additionally, Microbix will also provide bulk-finished product to Meridian to be sold 
under Meridian-label to customers in the Asia Pacific region.  Both companies will explore additional collaboration 
opportunities in the future.

The relationship will enable Microbix to leverage its expanding manufacturing capacity and Meridian’s substantial 
commercial presence to better serve the region’s diagnostic customers. Overall, the distribution collaboration is 
expected to significantly expand the business relationship between the two companies, and serve as a platform for the 
continued growth and expansion of their respective products and services.

Settlement of Dispute
On December 30, 2016 Microbix reached a final settlement with Irvine Scientific Inc. over a dispute related to the sale 
of the Company’s Water-for-Injection business to Irvine in December 2012. Microbix has agreed to pay Irvine (U.S.) 
$192,500 in three installments as follows -

December 30, 2016	 (U.S.)	 $64,167
March 31, 2017		  (U.S.)	 $64,167
June 30, 2017		  (U.S.)	 $64,166

As of the end of this quarter, all financial obligations relating to this settlement have been completed.

Outstanding Share Capital
Share capital issued and outstanding as at August 10, 2017 was $31,299,416 for 84,704,257 common shares, unchanged 
from September 30, 2016.
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Canadian Funds  SUBSEQUENT  EVENTS
On July 24, 2017 the Company announced that it has appointed Mr. Cameron Groome as its President and CEO, 
with Mr. Vaughn Embro-Pantalony retiring from those positions but remaining an executive director working closely 
with Mr. Groome until December 31, 2017 to ensure a smooth leadership transition. Effective January 1, 2018, Mr. 
Embro-Pantalony will become a non-management director on the Company’s board.

On August 3, 2017 the Board of Directors signed a resolution granting options to purchase an aggregate of up to 
1,400,000 common shares of the Corporation.  These options were granted to the following independent Directors; 
Martin Marino, Mark Cochran and Peter Blecher.  On August 3, 2017 the Board of Directors signed a resolution 
granting options to purchase an aggregate of up to 1,500,000 common shares of the Corporation to Cameron Groome.  
The above options will have a five (5) year term and expire on August 3, 2022, subject to such earlier termination in 
accordance with the terms of the Corporation’s stock option plan.  Options vest one-third on the date of grant and 
two-thirds in 24 (twenty-four) equal monthly increments with the first increment vesting one month after the date of 
grant.  The issuance of such options shall be subject to any regulatory approvals which may be required and the exercise 
price shall be $0.28; being the closing price of the Corporation’s common shares on the Toronto Stock Exchange on 
August 2, 2017.

On August 8, 2017 the Company announced the execution of an agreement to supply an existing long-term customer 
with an increasing quantity of viral antigen products over the next five years, with the parties having the option to extend 
that term.  The customer is a major global diagnostics company with growing sales of infectious disease tests that require 
more antigen supply.  Sales under the agreement are expected to total approximately $25 million over the five year term, 
with approximately $10 million being incremental. The agreement also schedules the conversion of the antigen purchases 
to our new bioreactor-based production, replacing its prior roller-bottle process.  The bioreactor platform offers enhanced 
manufacturing capacity and immediate economic benefits for both the Company and its customers. The companies have 
also agreed to explore additional opportunities to collaborate.

TREND  INFORMATION
Historical spending patterns are no indication of future expenditures. Investment in the new products and technologies 
is at the discretion of management. The Company is not aware of any material trends related to its business that have 
not been discussed in this Management Discussion and Analysis dated August 10, 2017.

RISKS AND UNCERTAINTIES
The Company is exposed to business risks, both known and unknown, which may or may not affect its operations. 
Management works continuously to mitigate unacceptable risk, while still allowing the business to grow and prosper. 
These risk factors include the following:

A significant portion of Virology Product sales are dependent on key clients, open borders, international 
transportation systems, and access to raw materials.
A significant share of the Company’s Virology products sales are sold to a few key customers globally. These products 
contribute a significant share of the revenue. The loss of a key customer, or restrictions on export, import, or 
international transportation of its products, raw materials or insufficient marketing resources, could materially impact 
revenue and profitability.

Environmental, safety and other regulatory
Microbix’ research and manufacturing operations involves potentially hazardous materials. The Company takes extensive 
precautions to appropriately manage these materials as regulated by the applicable environmental and safety authorities. 
Changes in environmental and safety legislation may limit the Company’s activities or increase costs. An environmental 
accident could adversely impact its operations. Microbix’ diagnostic products are not regulated by governments in Canada 
or other jurisdictions. Commercialization of certain products requires approval of regulatory agencies such as the FDA, in 
which case Microbix will not receive revenue until regulatory approval is obtained.
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Canadian Funds  RISKS AND UNCERTAINTIES (continued) 

Manufacturing of Kinlytic® Urokinase
The Company has entered into confidentiality agreements with several parties and advanced discussions are continuing 
with a select group of potential partners interested in returning Kinlytic to the U.S. and Canadian markets, and ultimately 
to Europe, Asia and developing world markets. There is no assurance the Company will be successful in this endeavour.

LumiSort™ technology
The Company has developed a proprietary technology platform for ultra-rapid and efficient sorting of somatic cells 
that can be used to enrich cell populations of interest, such as in sexing semen, which includes a global patent estate. In 
2015 the Company successfully completed a prototype instrument that confirms the key patent claims. The Company is 
currently working to secure a partner within the animal genetics industry to fund the next stage of development, to build 
a commercial instrument and conduct field trials.  There is no assurance the Company will be successful in this endeavour.

Products in development
The Company has several products under development. It is impossible to ensure that these development activities will 
result in the completion of new commercial products. If the Company is unable to develop and commercialize products, 
it will be unable to recover the related research and development, and investment.

Product commercialization requires strategic relationships
To commercialize large market products in development, Microbix may need to establish strategic partnerships, joint 
ventures or licensing relationships with pharmaceutical, biotechnology or animal genetics companies. It is possible the 
Company may be unable to negotiate mutually acceptable terms.

Operating and capital requirements
Microbix earns a profit on the sale of its Virology Products, which is a major source of funding for its research and 
development activities. The Company believes that cash generated from operations is sufficient to meet normal 
operating and capital requirements. However, the Company may need to raise additional funds, from time to time for 
several reasons including, to advance its current research and development programs, to support various collaboration 
initiatives with third parties, to underwrite the cost of filing, prosecuting and enforcing patents and other intellectual 
property rights, to invest in acquisitions, new technologies and new market developments. Additional financing may 
not be available, and even if available, may not be offered on acceptable terms.

The Company’s success depends on the successful commercialization of our technology
The successful commercialization of products under development is key to Microbix’ success. Product development in 
the pharmaceutical and biotechnology industry is uncertain and there is no guarantee of market acceptance.

Failure to obtain and protect intellectual property could adversely affect business
Microbix’ future success depends, in part, on its ability to obtain patents, or licenses to patents, maintain trade secret 
protection and enforce its rights against others. The Company’s intellectual property includes trade secrets and know-how 
that may not be protected by patents. There is no assurance that the Company will be able to protect its trade secrets. 
To help protect its intellectual property, the Company requires employees, consultants, advisors and collaborators to 
enter into confidentiality agreements. However, these agreements may not adequately protect trade secrets, know-how 
or other proprietary information in the event of any unauthorized use or disclosure. Protection of intellectual property 
may also entail prosecuting claims against others who the Company believes are infringing on its rights. Involvement in 
intellectual property litigation could result in significant costs, adversely affecting the development of products or sales of 
the challenged product, or intellectual property, and divert the efforts of its scientific and management personnel, whether 
or not such litigation is resolved in the Company’s favour.
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Canadian Funds  RISKS AND UNCERTAINTIES (continued) 

Microbix will continue to face significant competition
Competition from life sciences companies, and academic and research institutions is significant. Many competitors have 
substantially greater resources and general capabilities in the areas of scientific and product development, legal review, 
manufacturing, sales and marketing, and financial support than Microbix. While the Company continues to expand its 
technological, commercial, legal and financial capabilities in order to remain competitive, Microbix’ competitors are also 
making significant investments in all of these areas, which could make it more difficult for Microbix to commercialize 
its products and technologies.

FINANCIAL RISK MANAGEMENT
The primary risks affecting the Company are summarized below and have not changed during the fiscal year. The list 
does not cover all risks, nor is there an assurance that the strategy of management to mitigate the risks is sufficient to 
eliminate the risk.

Credit risk
The Company’s customers are primarily large multi-national companies with very high quality credit ratings. Given this 
track record, management perceives the credit risk to be low. Typically the outstanding accounts receivable balance is 
relatively concentrated with a few large customers representing the majority of the value. At June 30, 2017, five customers 
accounted for 58% (2016 – five for 60%) of the outstanding balance. The Company has had minimal bad debts over the 
past several years and accordingly management has recorded an allowance of $10,000 (2016 - $18,295).

Currency risk
The Company is exposed to currency fluctuations given its global customer base. Over 90% of its revenue is denominated 
in either U.S. dollars or Euros, while the majority of its costs are denominated in Canadian dollars. The Company does 
not use financial instruments to hedge this currency risk. At June 30, 2017, the significant balances, quoted in Canadian 
dollars, held in foreign currencies are:

	 US  dollars	 Euros
	 Jun 30,	  Jun 30,	 Jun 30, 	 Jun 30,
	 2017	  2016	 2017 	 2016
	 $	  $	 $ 	 $
 
Cash	           162,330 	 96 	 54	 7,528
Accounts receivable	           325,428 	  651,347 	 294,467	 1,148,384
Accounts payable and	   
   and accrued liabilities	           404,796 	  525,577 	 -	 21,834

The impact of a 5% increase in the Canadian dollar against the US dollar would result in an annual U.S. dollar based 
revenue loss of about 4.7%. The impact of a 5% increase in the Canadian dollar against the Euro would result in an annual 
Euro based revenue loss of about 5%.  Correspondingly, the impact of a 5% decrease in the Canadian dollar against the 
US dollar would result in an annual U.S. dollar based revenue increase of about 4.7%. The impact of a 5% increase in the 
Canadian dollar against the Euro would result in an annual Euro based revenue increase of about 5%.
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Canadian Funds  FINANCIAL RISK MANAGEMENT (continued)

Liquidity risk
Liquidity risk measures the Company’s ability to meet its financial obligations when they fall due. To manage this 
situation, the Company projects and monitors its cash requirements to accommodate changes in liquidity needs. 
During the first quarter the Company implemented a new secured revolving credit facility with The Toronto-
Dominion Bank (“TD Bank”) and Export Development Canada (“EDC”). The new credit facility is being used to 
fund the Company’s need for working capital to grow its existing business. Management expects this new facility will 
help satisfy the Company’s liquidity needs and manage the liquidity risk going forward.

Interest rate risk
Financial instruments that potentially subject the Company to interest rate risk include those assets and liabilities with 
a variable interest rate. Exposure to interest rate risk applies primarily to the BDC debt that has a variable rate pegged 
to the bank rate. The rate can be fixed, if the outlook indicates interest rates will move higher. The only other variable 
debt the Company has is the $1,500,000 line of credit that bears interest at the bank’s prime lending rate plus 2.25%. 
A 1% increase in the bank rate would cost the Company approximately $30,000 per year for BDC and about $15,000 
on the line usage if it were fully used throughout the fiscal year.

Market risk
Market risk reflects changes in pricing for both Virology products and raw materials based on supply and demand 
criteria.  Market forces can affect foreign currency exchange rates as well as interest rates which could affect the 
Company’s financial performance or the value of its financial instruments. Microbix products are valuable components 
in our customers’ products and cannot be easily replaced. The Company works closely with customers to ensure 
products meet their specific criteria.

Fair value
The fair value of a financial instrument is approximated by the consideration that would be agreed to in an arm’s 
length transaction between willing parties and through appropriate valuation methods, but considerable judgement 
is required for the Company to determine the value. The actual amount that could be realized in a current market 
exchange could be different than the estimated value.

The fair values of financial instruments included in current assets and current liabilities approximate their carrying 
values due to their short-term nature.

The fair value of the long-term debt is based on rates currently available for items with similar terms and maturities. 
The convertible and non-convertible debenture fair values are not readily determinable as the convertible debentures 
have been issued to shareholders of the Company. The fair values of financial instruments in other long-term liabilities 
approximate their carrying values as they are recorded at the net present values of their future cash flows, using an 
appropriate discount rate.
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Canadian Funds  CRITICAL ACCOUNTING ESTIMATES
The preparation of these consolidated financial statements requires management to make estimates and assumptions 
that affect the reported amounts of assets, liabilities, revenues and expenses. The Company’s audited consolidated 
financial statements are prepared in accordance with International Financial Reporting Standards (“IFRS”) and 
the reporting currency is Canadian dollars. On an on-going basis, management bases its estimates on historical and 
other experience and assumptions, which it believes are reasonable in the circumstances. The significant accounting 
policies that the Company believes are the most critical in fully understanding and evaluating the reported financial 
results include:

Intangible Assets
Intangible assets include technology costs, patents, trademarks and licenses. Each is recorded at cost and amortized on 
a straight-line basis over the term of the agreements.  Intangible assets with indefinite lives are not amortized but are 
assessed for impairment on an annual basis.

Impairment of Long-lived Assets
The Company reviews the carrying value of non-financial assets with definite lives for potential impairment when events 
or changes in circumstances indicate that the carrying amount may not be recoverable. The carrying value of non-financial 
assets with indefinite lives, and of  non-financial assets with definite lives but are not ready for  use, are assessed at least 
annually for impairment based on the impairment test on cash-generating units (CGUs). The impairment test on CGUs 
is carried out by comparing the carrying amount of the CGU and its recoverable amount. The recoverable amount of 
a CGU is the higher of fair value less costs to sell and its value in use. This complex valuation process entails the use of 
methods such as the discounted cash method which requires numerous assumptions to estimate future cash flows. The 
recoverable amount is impacted significantly by the discount rate selected to be used in the discounted cash flow model, 
as well as the quantum and timing of risk-adjusted future cash flows and the growth rate used for the extrapolation.

The impairment loss is calculated as the difference between the fair value of the asset and its carrying value. 
Management has determined that no long-lived assets of the Company as at June 30, 2017 have met the criteria 
for impairment.

Non-Convertible and Convertible Debentures
Management determines the fair value of the debenture using valuation techniques. Those techniques are significantly 
affected by the estimated assumptions used, including discount rates, expected life and estimates of future cash flows.

Deferred Income Taxes
Deferred income tax assets and liabilities are recognized for the estimated income tax consequences attributable to 
differences between financial statement carrying amounts of assets and liabilities and their respective income tax bases. 
Deferred income tax assets and liabilities are measured using tax rates expected to be in effect when   the temporary 
differences are expected to be recovered or settled. The effects of changes in income tax rates are reflected in future 
income tax assets and liabilities in the year that the rate changes are substantively enacted.

Share-Based Payments
The Company applies the fair value method of accounting for stock-based compensation for awards granted to officers, 
directors, employees and consultants of the Company. The fair value of the award at the time of granting is determined 
using the Black-Scholes option pricing model, and recognized as a compensation expense on a straight- line basis over 
the vesting period with an offsetting amount recorded to contributed surplus. The amount of the compensation cost 
recognized at any date at least equals the value of the portion of the options vested at that date. When stock options are 
exercised, the consideration paid by employees or directors, together with the related amount in contributed surplus, is 
credited to capital stock. When an employee leaves the Company, vested options must be exercised within 90 days, or 
the options expire. Any options that are unvested are reversed in the period that the employee leaves.
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Canadian Funds  FINANCIAL INSTRUMENTS
The fair value of a financial instrument is approximated by the consideration that would be agreed to in an arm’s 
length transaction between willing parties and through appropriate valuation methods, but considerable judgment 
is required for the Company to determine the value. The actual amount that could be realized in a current market 
exchange could be different than the estimated value.

The carrying amounts of cash and cash equivalents, accounts receivable, bank indebtedness and accounts payable 
and accrued liabilities approximate fair value due to the short-term maturities of these instruments. Based on available 
market information, the fair value of the obligation under capital lease approximates its carrying value. 

 The fair value of the long-term debt is based on rates currently available for items with similar terms and maturities.  
The fair value of the liability for each convertible debenture has been calculated and the residual is accounted for in equity.

The Company does not have any off balance sheet financial instruments.

Disclosure Controls
The Chief Executive Officer and the Chief Financial Officer have evaluated the effectiveness of the Company’s disclosure 
controls and procedures, as defined in the National Instrument 52-109 Certification of Disclosure in Issuer’s Annual 
Filings (NI 52-109F1). As at June 30, 2017, management has concluded that the disclosure controls are effective in 
providing reasonable assurance that information required to be disclosed in the Company’s reports is recorded, processed 
summarized and reported within the time periods specified in the Canadian Securities Administrator’s rules and forms.

Internal Controls Over Financial Reporting
The design of internal controls over financial reporting (“ICFR”) within the company is a management responsibility to 
provide reasonable assurance that the reliability of financial reporting and that the preparation of financial statements 
for external purposes is in accordance with generally accepted accounting principles of IFRS. While the CEO and CFO 
believe that the internal controls are adequate to provide the above information, the process to evaluate and document all 
policies and procedures that could impact financial reporting is continuously reviewed with consultation with the Audit 
Committee. Shareholders should be aware that Microbix is a small company without the department resources associated 
with larger firms. Management is using the Committee of Sponsoring Organization of the Treadway Commission 
(“COSO”). Framework and has concluded that the Internal Control over Financial Reporting (“ICFR”) as defined in NI 
52-109 is effective as at the period ended June 30, 2017.

Examination by the Chief Executive Officer and the Chief Financial Officer showed that there were no changes to 
the internal controls over financial reporting during the period ended June 30, 2017 that have materially affected, or are 
reasonably thought to materially affect, the internal control over financial reporting.

ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET APPLIED
Certain new standards, interpretations, amendments and improvements to existing standards were issued by the 
International Accounting Standards Board (IASB) or IFRS Interpretation Committee (IFRIC) that are mandatory at 
certain dates or later. Management is still assessing the effects of the pronouncements on the Company. The standards 
impacted that may be applicable to the Company are following:

IAS 16 and IAS 38 – Property, Plant and Equipment and Intangible Assets
IAS 16 and IAS 38, Property, Plant and Equipment and Intangible Assets were amended by IASB in December 2013. The 
amendments clarify that the use of revenue-based methods to calculate the depreciation of an asset are not appropriate 
because revenue generated by an activity that includes the use of an asset generally reflects factors other than the 
consumption of the economic benefits embodied in the asset. The IASB also clarified that revenue is generally presumed 
to be an inappropriate basis for measuring the consumption of the economic benefits embodied in an intangible asset. 
This presumption, however, can be rebutted in certain limited circumstances.
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Canadian Funds  	 Canadian Funds ACCOUNTING PRONOUNCEMENTS ISSUED BUT NOT YET APPLIED (continued)

IFRS 9 - Financial Instruments
IFRS 9, Financial Instruments was issued in final form by the IASB in July 2014 and will replace IAS 39 Financial 
Instruments: Recognition and Measurement. IFRS 9 uses a single approach to determine whether a financial asset 
is measured at amortized cost or fair value, replacing the multiple rules in IAS 39. The approach in IFRS 9 is based 
on how an entity manages its financial instruments in the context of its business model and the contractual cash flow 
characteristics of the financial assets.

Most requirements in IAS 39 for classification and measurement of financial liabilities were carried forward 
unchanged to IFRS 9. The new standard also requires a single impairment method be used, replacing the multiple 
impairment methods in IAS 39. IFRS 9 also includes requirements relating to a new hedge accounting model, which 
represents a substantial overhaul of hedge accounting which will allow entities to better reflect their risk management 
activities in the financial statements.

The most significant improvements apply to those that hedge non-financial risk, and so these improvements are 
expected to be of particular interest to non-financial institutions. In addition, a single, forward-looking expected loss 
impairment model is introduced, which will require more timely recognition of expected credit losses. IFRS 9 is effective 
for annual period beginning on or after January 1, 2018. Earlier application is permitted.

The Company will continue to assess any impact on the classification and measurement of the Company’s financial 
assets and its financial liabilities.

IFRS 15 - Revenue from Contracts with Customers
IFRS 15, Revenue from Contracts with Customers was issued by IASB in May 2014. The core principle of the new 
standard is for companies to recognize revenue to depict the transfer of goods or services to customers in amounts that 
reflect the consideration to which the Company expects to be entitled in exchange for those goods or services. The 
new standard will also result in enhanced disclosures about revenue, provide guidance for transactions that were not 
previously addressed comprehensively (for example, service revenue and contract modifications) and improve guidance 
for multiple- element arrangements. The new standard is effective for annual periods beginning on or after January 1, 
2018. Earlier application is permitted. IAS 11 Construction Contracts, IAS 18 Revenue, IFRIC 13 Customer Loyalty 
Programs, IFRIC 15 Agreements for the Construction of Real Estate, IFRIC 18 Transfers of Assets from Customers, 
and SIC-31 Revenue – Barter Transactions Involving Advertising Services.

The Company has commenced a review process to assess any impact on its current revenue recognition policies and 
reporting processes.

IFRS 16, Leases
On January 13, 2016, the IASB issued IFRS 16, which outlines requirements for lessees to recognize assets and 
liabilities for most leases. Lessees are required to recognize the lease liability for the obligations to make lease payments 
and a right- of-use asset for the right to use the underlying asset for the lease term. Lease liability is measured at the 
present value of lease payments to be made over the term of the lease. The right-of-use asset is initially measured at the 
amount of the lease liability and adjusted for prepayments, direct costs and incentives received.

The new standard will be effective for annual periods beginning on or after January 1, 2019. Early recognition is 
permitted, provided the new revenue standard, IFRS 15 Revenue from Contracts with Customers, has been applied, or 
is applied at the same date as IFRS 16. The Company has commenced a review process to assess any impact on its current 
revenue recognition policies and reporting processes.




