Hamilton Thorne Ltd.

Condensed Consolidated Interim Financial Statements
June 30, 2011

Notice of no auditor review of interim financial statements

The following interim financial statements of the Company, as at June 30, 2011 and for the periods ended
June 30, 2011 and 2010, 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 the standards established for a review of interim financial statements by the entity’s auditor.



Hamilton Thorne Ltd.

Consolidated Statements of Financial Position
For the periods ended June 30, 2011 and December 31, 2010
(Expressed in U.S. Dollars - unaudited)

June 30, 2011 December 31, 2010

Assets

Current
Cash and cash equivalents 229,705 714,498
Accounts receivable 986,633 971,406
Inventories (note 4 ) 701,286 544,170
Prepaid expenses and other current assets 99,648 58,241

2,017,272 2,288,315

Property and equipment (note 5) 195,606 134,662
Other assets 112,996 111,968
Total assets 2,325,874 2,534,945

Liabilities

Current
Accounts payable and accrued liabilities 1,617,071 1,412,831
Notes payable (note 6) 107,910 104,460
Capital lease obligations, current (note 7) 30,621 20,250
Deferred revenue 54,985 91,086
Total current liabilities 1,810,587 1,628,627
Capital lease obligations, non-current (note7) 60,989 37,295
Deferred revenue, long-term 79,486 79,486
Long-term debt (note 8) 6,793,598 6,121,015
Total liabilities 8,744,660 7,866,423

Shareholders' Equity (Deficiency)
Common shares (notes 9, 10 & 11) 24,345,752 24,345,752
Warrants (notes 9 & 12) 353,495 349,019
Contributed surplus (note 13) 705,366 607,535
Accumulated deficit (31,823,399) (30,633,784)
Total Shareholders' equity (deficiency) (6,418,786) (5,331,478)
Total Liabilities and shareholders' equity (deficiency) 2,325,874 2,534,945

Nature of operations and going concern  (note 1)
Commitments (note 15)
Subsequent event (note 20)

The accompanying notes are an integral part of these condensed consolidated interim financial statements
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Hamilton Thorne Ltd.

Consolidated Statements of Operations and Comprehensive Loss
For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

Three Months ended June 30 Six Months ended June 30

2011 2010 2011 2010
Sales 1,833,242 1,608,520 3,278,655 2,789,207
Cost of sales 660,400 599,199 1,225,283 1,069,685
1,172,842 1,009,321 2,053,372 1,719,522
Expenses
Research and development 320,281 228,947 619,728 479,254
Sales and marketing 675,063 595,107 1,309,240 1,080,794
General and administrative 465,247 508,367 1,031,508 983,245
Total expenses 1,460,591 1,332,421 2,960,476 2,543,293
Loss from operations (287,749) (323,100) (907,104) (823,771)
Other income (expense)
Interest expense, net, including
accretion (notes 6, 7 & 8) (155,489) (62,165) (282,510) (132,114)
Net loss and comprehensive loss (443,238) (385,265) (1,189,614) (955,885)
Loss per share  (note 16)
Basic ($0.02) ($0.02) ($0.05) ($0.04)
Diluted ($0.02) ($0.02) ($0.05) ($0.04)
Weighted average number of common shares outstanding (notes 2 & 16)
Basic 24,415,157 24,415,157 24,415,157 24,415,157
Diluted 24,415,157 24,415,157 24,415,157 24,415,157

The accompanying notes are an integral part of these condensed consolidated interim financial statements
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Hamilton Thorne Ltd

Consolidated Statements of Shareholders' Equity (Deficiency)
For the six months ended June 30, 2011 and 2010

(Expressed in U.S. Dollars - unaudited)

- Common Shares Contributed ~ Accumulated
Shares Dollars Warrants Surplus Deficit Total

December 31, 2010 (restated for IFRS - note 19) 24,415,157 24,345,752 349,019 607,535 (30,633,784) (5,331,478)
Share-based payments expense (note 13) - - - 74,310 - 74,310
Issuance of convertible debentures - equity value (note 9) - - 23,521 - 23,521
Issuance of agent warrants (note 9) - - 4,476 - - 4,476
Net loss - (1,189,615) (1,189,615)
June 30, 2011 (restated for IFRS - note 19) 24,415,157 24,345,752 353,495 705,366 (31,823,399) (6,418,786)
December 31, 2009 24,415,157 24,341,938 344,949 199,767 (28,612,808) (3,726,154)
Adjustment to IFRS, effective January 1, 2010 (note 19) 91,733 (91,733)

January 1, 2010 - restated (note 19) 24,415,157 24,341,938 344,949 291,500 (28,704,541) (3,726,154)
Share-based payments expense (note 13) - - - 122,490 - 122,490
Adjustment to takeover costs incurred (note 3) 3,814 3,814
Net loss - (955,885) (955,885)
June 30, 2010 (restated for IFRS - note 19) 24,415,157 24,345,752 344,949 413,990 (29,660,426) (4,555,735)

The accompanying notes are an integral part of these condensed consolidated interim financial statements
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Hamilton Thorne Ltd
Consolidated Statements of Cash Flows

For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

Three Months ended June 30 Six Months ended June 30
2011 2010 2011 2010

Cash flows from operating activities
Net loss for the year (443,238) (385,265) (1,189,614) (955,885)
Adjustments to reconcile net loss to net cash used in

operating activities:

Depreciation and amortization 14,460 16,164 28,920 31,191
Non-cash interest expense/accretion 103,897 - 213,271 -
Share-based payments expense 34,560 61,245 74,310 122,490
Changes in non-cash operating assets and liabilities:
Accounts receivable (277,422) (502,981) (15,227) (585,072)
Inventories (79,302) (57,891) (157,116) (57,582)
Prepaid expenses and other current assets (52,200) 12,921 (41,407) 43,475
Other assets 557 - (1,028) (57,000)
Accounts payable and accrued liabilities 117,014 342,087 116,705 324,455
Deferred revenue (22,067) 127,971 (36,101) 130,888
Net cash flows used in operating activities (603,741) (385,749) (1,007,287) (1,003,040)

Cash flows from investing activities

Purchase of capital assets (22,814) (11,101) (43,254) (48,197)

Cash flows from financing activities

Proceeds from debt 25,585 256,411 600,475 754,454
Costs of private placement refunded 3,814 - 3,814
Payments on debt (16,564) (553,015) (34,727) (1,056,699)
Net cash flows provided by (used in) financing activ 9,021 (292,790) 565,748 (298,431)

Net Increase (decrease) in cash and

cash equivalents (617,534) (689,640) (484,793) (1,349,668)
Cash and cash equivalents, beginning

of period 847,239 696,343 714,498 1,356,371
Cash and cash equivalents, end of period 229,705 6,703 229,705 6,703

Supplemental disclosure of cash flow information:
Cash paid during the period for:

Interest 70,942 53,058 132,277 107,466
Supplemental disclosure of non-cash financing activities:

Equipment acquired under capital lease 21,436 0 46,610 0

The accompanying notes are an integral part of these condensed consolidated interim financial statements
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Hamilton Thorne Ltd.

Notes to the Condensed Consolidated Interim Financial Statements
For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

a)

b)

a)

b)

Reporting entity
Nature of Operations

The Company's principal business is the development, manufacture and sale of advanced laser systems and instruments
for living cell applications in the regenerative medical research and fertility markets.

Hamilton Thorne Ltd. (the “Company” or “HTL") was created on October 28, 2009 by the reverse takeover (“RTO”) by

Hamilton Thorne, Inc. (“HTI”) of Calotto Capital Inc. (“Calotto”)(the “Transaction”). Calotto was incorporated under the

Business Corporations Act (Ontario) on February 19, 2007 and was classified as a Capital Pool Company as defined in

Policy 2.4 of the TSX Venture Exchange (the “Exchange”). Accordingly, Calotto had no assets other than cash and no commercial
operations. HTL's shares are traded on the Exchange as a Tier 2 Corporation, under the stock symbol "HTL".

The Company operates from its primary offices in Beverly, Massachusetts, USA. Its registered office is located at 333 Bay Street,
Toronto, Ontario, Canada.

The condensed consolidated interim financial statements of the Company for the period ended June 30, 2011 were authorized for
issuance by the Board of Directors and the Audit Committee, on August 26, 2011.

Going Concern

These condensed consolidated interim financial statements have been prepared on the “going concern” basis, which presumes that
the Company will be able to realize its assets and discharge its liabilities in the normal course of business for the

foreseeable future, using the historical cost basis.

Certain principal conditions and events are prevalent which indicate that there is doubt about the Company’s ability to continue as a
going concern for a reasonable period of time in future. The Company has incurred substantial recurring losses to date and it reports
a shareholders’ deficiency at June 30, 2011 and December 31, 2010.

In the future, it may be necessary for the Company to raise additional funds to fund expanding sales and continued

development and introduction of new products to its family of products. To date the Company has raised financing

through successive sales of equity, issuances of debt and convertible subordinated debt, and expanding bank loans.

Basis of Preparation

Statement of Compliance

These condensed consolidated interim financial statements have been prepared in accordance with International Accounting Standards (“IAS”) 34 —

Interim Financial Reporting and International Financial Reporting Standards (“IFRS”) 1 — First-time Adoption of IFRS, as they represent a portion of the

period to be covered by the Company’s first IFRS annual financial statements for the year ending December 31, 2011. The reconciliations to IFRS
from the previously published statements prepared in accordance with Canadian generally accepted accounting principles (“Canadian GAAP”) are
summarized in Note 19.

Certain information, in particular the accompanying notes normally included in the annual financial statements in accordance with IFRS, has been
omitted or condensed. As a result, these interim financial statements do not include all annual disclosures required under IFRS. These interim
financial statements should be read in conjunction with the Company's 2010 annual audited financial statements prepared in accordance with prior
Canadian GAAP, and in consideration of the significant accounting policies included in this note and the IFRS transition disclosures included in Note
19.

The policies applied in these condensed consolidated financial statements are based on IFRS issued as at June 30, 2011, and expected to be
adopted in the annual consolidated financial statements for the year ending December 31, 2011. Any subsequent changes to IFRS that are given
effect in the Company’s annual consolidated financial statements for the year ending December 31, 2011 could result in restatement of these
condensed consolidated financial statements, including the transitional adjustments recognized on change over to IFRS.

Basis of Measurement

These condensed consolidated interim financial statements have been prepared on the historical cost basis, with the exception of cash
equivalents and financial instruments measured at fair value. The principal accounting policies are set out in the remainder of this note.




Hamilton Thorne Ltd.

Notes to the Condensed Consolidated Interim Financial Statements
For the three and six months ended June 30, 2011 and 2010

(Expressed in U.S. Dollars - unaudited)

<)

d)

Functional and Presentation Currency

These condensed consolidated financial statements are presented in US dollars, which is the Company’s functional currency.

Significant Accounting Policies

The accounting policies outlined below have been applied consistently to all periods presented in these condensed consolidated interim
financial statements and in preparing the opening statement of financial position at January 1, 2010 for the purposes of transitioning to
IFRS, unless otherwise noted.

The Company's world-wide business is somewhat seasonal. Commercial and academic research establishments tend to begin the
year slowly, as they finalize budgets. Historically sales in our first quarter of the year are typically down from prior quarter, with sales
momentum accelerating throughout the year and peaking in the third or fourth quarter.

Principles of Consolidation

These condensed consolidated financial statements include the accounts of the Company and its wholly owned subsidiary
Hamilton Thorne, Inc. All inter-company balances and transactions have been eliminated on consolidation. The Company
has no interest in variable interest entities.

Use of Estimates and Critical Judgments

The preparation of financial statements in conformity with IFRS requires management to make critical judgments, estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and

liabilities at the dates of the condensed consolidated financial statements, and the reported amounts of revenues and expenses
during the reporting periods. Significant items subject to estimates and assumptions include, but are not limited to,

the estimated useful life of assets, inventory obsolescence, the measurement and determination of share-based payments
expense and warrants, legal liabilities, sales returns and allowances, and allowance for doubtful accounts. Actual results

could differ from those estimates.

Cash and Cash Equivalents.
Cash and cash equivalents include demand deposits held with banks with original maturities of less than 90 days.
Cash equivalents are carried at fair value and accounts are subject to any withdrawal restrictions or penalties.

Inventories

Inventories are measured at the lower of cost and net realizable value. Costs of inventory are calculated on an

average cost basis. In determining net realizable value, the Company considers factors such as current selling
price, product lifecycle including cost to sell, and future sales volumes. Allowances for slow-moving or obsolete
inventory are recorded when considered appropriate.

Property and Equipment
Property and equipment are recorded at cost and are amortized over their estimated useful lives using the following
methods and rates:

Machinery and equipment 2-5 years straight line
Leasehold improvements Term of the lease, straight line
Furniture and fixtures 5-10 years straight line

Capital Leases

The Company's policy is to record leases, which transfer substantially all benefits and risks incidental to ownership of
property, as acquisition of property and equipment and to record the corresponding obligations as liabilities. Obligations
under capital leases are reduced by rental payments, net of imputed interest.

Impairment of Long-lived Assets

Property and equipment are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying value of an asset may not be recoverable. Management reviews the carrying value of the assets and
considers whether an impairment charge should be recorded. The review is based on the assessment of
technological changes; the Company’s intended use and on the projected estimated undiscounted cash flows
expected to be generated from the underlying assets. Any impairment results in an impairment of the assets

and a charge to income during the year to the extent that the asset’s carrying value exceeds its fair value, generally
determined on a discounted cash flow basis.




Hamilton Thorne Ltd.

Notes to the Condensed Consolidated Interim Financial Statements
For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

Significant Accounting Policies (Continuing from previous page)

Revenue Recognition

The Company recognizes revenue from product sales upon shipment (provided there is persuasive evidence of
an arrangement), when there are no uncertainties surrounding acceptance, when collection is reasonably assured,
when the sales price is fixed or determinable and only perfunctory Company obligations included in

the arrangement, if any, remain to be completed.

The Company also sells service contracts for service and maintenance of the underlying product beyond the
warranty period. The Company defers revenue upon entering into the agreement and recognizes revenue ratably
over the contract period. Unrecognized revenue at year end is shown on the balance sheet as deferred revenue.

Research and Development
Research costs are expensed as incurred. Development costs are charged to operations as incurred unless such
costs meet all criteria under IFRS for deferral and amortization. No development costs have been deferred to date.

Income Taxes

The Company follows the asset and liability method of accounting for income taxes. Under this method, future

income tax assets and liabilities are determined based on the differences between the basis for assets and

liabilities on the balance sheet and their corresponding tax values as well as loss carry-forwards, using the substantively
enacted tax rates and laws that are expected to be in effect when the differences are expected to be reversed. Tax benefits
are recognized only to the extent that, based on available evidence, it is more likely than not that they will be realized.

Financial Instruments - Recognition and Measurement

The Company classifies financial assets and liabilities as held-for-trading, available-for-sale, held-to-maturity,

loans and receivables or other financial liabilities depending on their nature. Financial assets and financial liabilities

are all recognized at fair value on their initial recognition, except for those arising from certain related party
transactions which are accounted for at the transferor’s carrying amount or exchange amount in accordance with IFRS.

Financial assets and liabilities classified as held-for-trading are measured at fair value, with gains and losses
recognized in net income/loss. Cash and cash equivalents are classified as held-for-trading. Financial assets
classified as available-for-sale are measured at fair value, using quoted market prices when available, with
unrealized gains and losses being recognized as other comprehensive income until realized.

Financial assets classified as loans and receivables are measured at amortized cost, using the effective interest
rate method of amortization. The carrying amount of accounts receivables, officer notes, and other receivables is a
reasonable approximation of fair value due to the short-term nature of these financial instruments.

Other financial liabilities are measured at amortized cost, using effective interests rate method of amortization.

The carrying amount of the accounts payable and accrued liabilities is a reasonable approximation of fair value due to
the short-term nature of this financial instrument. The carrying value of the long-term debt, notes payable, capital lease
obligations approximates their fair value, and the carrying value of the convertible debentures is being accreted to its face
value over the term of the debentures such that they will be recorded at their full value when they become due

and payable in less than a year.

The Company has elected to account for transaction costs related to the issuance of financial instruments as a
reduction of the carrying value of the related financial instruments. The fair value is described in note 8.

Comprehensive Income

Comprehensive income measures net earnings for the period plus other comprehensive income. Other comprehensive income consists
of changes to unrealized gains and losses on available-for-sale financial assets, changes to unrealized gains and losses on the effective
portion of cash flow hedges and changes to foreign currency translation adjustments of self-sustaining foreign operations during the year.
Amounts reported as other comprehensive income are accumulated in a separate component of shareholders’ equity as Accumulated
Other Comprehensive Income. To date there has not been any other comprehensive income or loss.




Hamilton Thorne Ltd.

Notes to the Condensed Consolidated Interim Financial Statements
For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

Significant Accounting Policies (Continuing from previous page)

Share-based payments

The Company has a Share-based payments plan, which is described in note 15. The Company uses the fair value method estimated at
grant date to account for stock options granted to employees, directors and consultants, determined utilizing the Black-Scholes option
pricing model for employee grants as well as for non-employees if the fair value of the services are not determinable. Options issued to
employees, directors and consultants are recognized as an expense on a straight line basis over the vesting period (graded vesting), and
the offset is credited to contributed surplus. The historical forfeiture rate is also factored in to the calculations. Any consideration paid
upon exercise of stock options would be credited to share capital and the related contributed surplus transferred to share capital.

Loss Per Share

Basic loss per share is calculated by dividing the net loss for the year by the weighted average number of common
shares outstanding during the year. The diluted loss per share is calculated using the treasury stock method.

Under this method, the dilutive effect on loss per share is recognized on the use of the proceeds that could be
obtained upon exercise of options, warrants and similar instruments. It assumes that the proceeds would be used to
purchase common shares at the average market price during the year. For all periods reported, the effect of exercising
options and warrants and conversion of the convertible debt would be anti-dilutive and therefore diluted loss per share
is the same as basic loss per share.

New Accounting Pronouncements
In May 2011, the IASB issued the following standards which have not yet been adopted by the Company. Each of the new standards is
effective for annual periods beginning on or after January 1, 2013, with early adoption permitted. The Company has not yet begun the
process of assessing the impact that the new and amended standards will have on its financial statements or whether to early adopt.
any of the new requirements. These pronouncements were publicized on May 12, 2011:

IFRS 9 - Financial Instruments (issued November 2009, beginning on or after January 1, 2013.)

IFRS 10 - Consolidation

IFRS 11 - Joint Arrangements

IFRS 12 - Disclosure of Interests in Other Entities

IFRS 13 - Fair Value Measurement

Reverse Takeover Accounting

Pursuant to the terms of the Merger Agreement, dated October 12, 2009, HTI became a wholly owned subsidiary ("legal subsidiary")
of the Company and 303.89 common shares of HTL were issued in exchange for each common share of HT outstanding. In addition,
all warrants and options of HTI outstanding were similarly converted into warrants and options to purchase common shares of HTL at
the same 303.89 conversion rate, on economically equivalent terms and conditions.

Prior to the effective date of the transaction, Calotto undertook a consolidation of its common shares in a ratio of 1 for
7.712255, thereby reducing the common shares outstanding from 22,211,925 shares to 2,880,085 shares. Similarly,
options to purchase common shares outstanding were reduced from 2,220,001 to 287,854. In addition, immediately
preceding the RTO, HTI raised gross proceeds of $2,065,107 (Cdn$2,200,000), including conversion of

debt of $475,000 (Cdn$503,500) in a brokered private placement, issuing units consisting of one share of common
stock and a warrant to purchase one share of common stock priced at Cdn$121.556 ($114.675) per unit (see

note 9). The costs, including agent's commission and expenses, of the private placement amounted to $415,297.

The transaction was effective October 28, 2009 and has been accounted for as an RTO transaction in accordance with

guidance provided in IFRS 3 - Business Combinations. As Calotto did not qualify as a business for accounting purposes, according
to the definition in IFRS 3, the transaction has been accounted for as an issuance of shares by HTI for the net monetary assets of
Calotto followed by a recapitalization of HTI. The net assets of the Company received were as follows:

Cash 794,832
Less current liabilities 9,655
Net assets acquired 785,177

Pursuant to the RTO transaction, the financial statements for the year ended December 31, 2009 reflect the assets,

liabilities and results of operations of HTI prior to the RTO. The consolidated assets, liabilities and results of operations

of Calotto and HTI are included subsequent to the RTO. The condensed consolidated financial statements are issued under the
the legal parent (the Company), but are deemed to be a continuation of the legal subsidiary.




Hamilton Thorne Ltd.
Notes to the Condensed Consolidated Interim Financial Statements

For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

Reverse Takeover Accounting (continued from the previous page)

Net loss per share has also been adjusted for all periods presented in accordance with the guidance provided in IFRS 3.
Accordingly, the shares issued in respect of the private placement and the settlement of the debt in the current year have not

been included in the calculation of basic and fully diluted earnings per share in the prior year.

The costs of the RTO amounted to $497,830. Under the provisions of IFRS 3, these costs are to be charged to retained

earnings to the extent of cash in the non-operating public company (Calotto), with the excess, if any, to be charged as

an expense. At the time of the closing of the transaction Calotto had $794,832 in cash; therefore the entire amount of
the transaction costs have been charged to accumulated deficit. The Company changed its fiscal year end from January 31

to December 31 as a result of the RTO.

Inventories

Allowances are established for inventory that is determined to be excess or obsolete. During the three and six months

ended June 30, 2011 the Company increased its allowance by $6,000 and $12,000, respectively ($6,000 and $12,000,
respectively in 2010). No write down of inventories was recorded during the periods in either 2011 or 2010. Included in
cost of sales for the three and six months ended June 30, 2011 are inventory costs of $469,000 and $834,000, respectively

($447,000 and $768,000, respectively for 2010).

June 30, 2011

December 31, 2010

Raw materials and purchased parts 780,761 608,228
Finished goods 5,525 8,942
Allowance for obsolete or slow-moving items (85,000) (73,000)
701,286 544,170
Property and Equipment
Accumulated Net Book
Cost Depreciation Value
Property and equipment consist of the following at June 30, 2011:
Machinery and equipment 1,225,521 1,038,015 187,506
Furniture and fixtures 95,624 94,058 1,566
Leasehold improvements 41,204 34,670 6,534
1,362,349 1,166,743 195,606
Property and equipment consist of the following at December 31, 2010
Machinery and equipment 1,141,732 1,009,797 131,935
Furniture and fixtures 95,624 93,812 1,812
Leasehold improvements 35,129 34,214 915
1,272,485 1,137,823 134,662

Notes Payable

June 30, 2011

December 31, 2010

Notes payable, officers 7,324 7,279
Note payable, shareholder 25,000 25,000
Subordinated convertible note payable, shareholder 50,000 50,000
Note payable, other 25,586 22,181
Total notes payable 107,910 104,460

Notes payable, officers

See note 18 Related Party Transactions for information on Notes payable, officers.




Hamilton Thorne Ltd.

Notes to the Condensed Consolidated Interim Financial Statements
For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

Notes payable (continued from the previous page)
Note payable, shareholder

In October 2006 a shareholder advanced the Company $50,000 in return for a promissory note payable upon demand
with interest at the prime rate (3.25% at June 30, 2011), plus 1%. In November 2006, $25,000 of principal was
repaid leaving $25,000 outstanding at June 30, 2011 and December 31, 2010.

Subordinated convertible note payable, shareholder

A shareholder provided financing in the amount of $400,000 to the Company in increments of $100,000 in each of
March, May, June and August of 2009 in the form of subordinated convertible notes, payable two years from the date
of each note. The notes were convertible, at the option of the holder, in the next round of equity financing that raised

a minimum of $1.5 million (exclusive of the noteholders participation in the equity financing) at the same terms and
conditions as other investors patrticipating in the equity financing. In August and September 2009 a then director of the
Company lent the Company $75,000 and $50,000, respectively, on subordinated convertible notes under the

same terms and conditions as the four $100,000 notes above. All these notes were subordinated to the Company’s
bank line of credit. In October 2009 immediately preceding the RTO, $475,000 of these notes were converted to equity
as part of the private placement (see note 9 below) leaving a $50,000 note, due October 18, 2011 as outstanding at
June 30, 2011 and December 31, 2010, classified as short-term.

Note payable, other

During 2011 year to date, and 2010, the Company financed $ 29,359 and $24,367, respectively of its insurance premiums through
installment notes with an insurance financing company. The balances due as of June 30, 2011 and December 31, 2010

were $25,586 and $22,181, respectively.

Capital Lease Obligations

The following is a schedule by year of future minimum lease payments together with the present value of

of the lease payments as of June 30:
June 30,2011 December 31, 2010

Total minimum capital lease payments 127,468 84,000
Less amount representing interest 35,858 26,455
Present value of minimum capital lease payments 91,610 57,545
Less current portion 30,621 20,250
Non-current portion 60,989 37,295

For the three and six months ended June 30, 2011, interest expense relating to the capital lease totaled $6,244 and $12,773,
respectively ($424 and $909, respectively in 2010).

Long-term Debt
June 30,2011 December 31, 2010

Notes payable under bank line of credit 5,000,000 5,000,000
Convertible debentures 1,793,598 1,121,015
Total long-term debt 6,793,598 6,121,015

Notes payable under bank line of credit

In October 2007, the Company consolidated two separate line of credit agreements with different banks into a line of credit
with one financial institution. The agreement provides for a maximum borrowing of $5,000,000. Borrowings under the
agreement were payable on demand until September 30, 2009 when the agreement was amended to establish a loan
termination date of October 1, 2011. On December 30, 2010, the agreement was further amended to extend the termination
date to October 1, 2012.
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Hamilton Thorne Ltd.

Notes to the Condensed Consolidated Interim Financial Statements

For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

Long-term Debt (Continuing from previous page)

The notes bear interest at the LIBOR 30 Day Index Rate plus 2% or lender’s base rate less one-half percent based on the

date of the borrowing at the borrower’s election, but in no case will the rate be less than four percent per annum.

As of June 30, 2011 and December 31, 2010 borrowings totaled $5,000,000 with interest at 4% and were classified as long-term
debt on the balance sheet. Borrowings under the agreement are collateralized by substantially all the Company’s assets

and by letters of credit provided by two shareholders. The Company is in compliance with the one financial covenant

in the agreement.

See Note 20 - Subsequent Event for additional information.
Convertible debentures

In August 2010, the Company sold an aggregate of $1,250,000 of debentures to two existing shareholders. The
debentures were issued in Canadian dollars at the applicable Bank of Canada noon exchange rate on the day
before issuance (Cdn$1,304,250). The ten percent (10%) per annum simple interest payable on the debentures
is to be accrued and paid only upon the earlier of maturity or conversion of the debentures. The debentures
mature 24 months after the date of issue.

At maturity, the debentures will convert at a 20% discount to its then volume weighted average market price, with a

minimum conversion price of Cdn$0.20 per share and a maximum conversion price of Cdn$0.60 per share. The debentures
stipulate that, subject to the foregoing, in the event the Company completes an equity offering for gross proceeds of

at least $1,500,000 (an “Equity Offering”), the debentures will automatically convert, with a 10% discount to the Equity Offering
price if the Equity Offering is completed in the first year of the debenture and a 20% discount to the Equity Offering price

if the Equity Offering is completed in the second year.

The net cash proceeds were approximately $1,113,000, after expenses, including a cash fee of $52,500 to the Company's
financial advisor along with 105,000 warrants to acquire one common share at an exercise price of Cdn$0.50 for a
period of two years.

The relative fair value of the advisor's options were valued using the Black-Scholes option pricing model using the
following fair value assumptions: dividend yield 0%, volatility 65%, expected life 2 years and risk free interest of

0.54%. The fair value of each option was $0.04 and the fair value of the options was allocated to Warrants in the amount
of $4,070.

In March 2011, the Company sold an aggregate of $650,460 of debentures in a private placement to outside investors. The
debentures were issued in Canadian dollars at the applicable Bank of Canada noon exchange rate on the day

before issuance (Cdn$638,824,). The ten percent (10%) per annum simple interest payable on the debentures

is to be accrued and paid only upon the earlier of maturity or conversion of the debentures. The debentures mature on
August 13, 2012 and rank pari passu with the debentures issued in August 2010.

At maturity, the debentures will convert at a 20% discount to its then volume weighted average market price, with a
minimum conversion price of Cdn$0.24 per share and a maximum conversion price of Cdn$0.60 per share. The debentures
carry the same stipulations as the August 2010 issuance disclosed above.

The net cash proceeds were approximately $575,000, after expenses, including a cash fee of $45,522 to the Company's
financial advisors along with 89,435 warrants to acquire one common share at an exercise price of Cdn$0.50 for a
period of two years.

The relative fair value of the advisor's options were valued using the Black-Scholes option pricing model using the
following fair value assumptions: dividend yield 0%, volatility 65%, expected life 2 years and risk free interest of

0.72%. The fair value of each option was $0.05 and the fair value of the options was allocated to Warrants in the amount
of $4,476.

See Note 20 - Subsequent Event for additional information.
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Hamilton Thorne Ltd.

Notes to the Condensed Consolidated Interim Financial Statements
For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

10.

11.

12.

Private Placement - 2009

In October 2009, immediately preceding the RTO, HTI completed a brokered private placement whereby HTI issued
13,956.531 (4,241,254 on a post-RTO basis) units (the “Units”). In addition, at the same time $475,000 of debt was
converted into 4,142.124 (1,258,751 on a post-RTO basis) Units. Each Unit consists of one common share and one
common share purchase warrant. Each warrant entitles the holder to purchase one common share at a price of

Cdn$0.60 ($0.566) for a period of eighteen months from the date of issuance to April 28, 2011. The warrants were extended
for an additional eighteen months to October 28, 2012, effective April 27, 2011.

The relative fair value of the warrants included in the private placement units were valued using the Black-Scholes
option pricing model using the following fair value assumptions: dividend yield 0%, volatility 65%, expected life 1.5
years and risk free interest of 1%. The fair value of each warrant was $0.05 and the fair value of the warrants was
allocated to warrants in the amount of $271,035.

The agent for the private placement received an 8% selling commission and options to acquire that number of Units
equal to 8% of the number of Units sold pursuant to the offering and of the Units issued in the debt conversion for a
total of 440,001 Units (post RTO).

The relative fair value of the agent options were valued using the Black-Scholes option pricing model using the
following fair value assumptions: dividend yield 0%, volatility 65%, expected life 1.5 years and risk free interest of

1%. The fair value of each option was $0.17 and the fair value of the options was allocated to Warrants in the amount
of $73,914.

Share Capital

There are an unlimited number of common shares authorized. The issued and outstanding common shares are
24,415,157 at both June 30, 2011 and December 31, 2010.

See Note 8 - Long-term Debt regarding the convertible debentures issued in August 2010 and March 2011. Depending upon the
then market price, a minimum of 3,238,488 and a maximum of 9,183,096 shares will be issuable upon conversion.

See Note 20 - Subsequent Event for additional information.
Escrowed Shares

Under the requirements of the Ontario Securities Commission and the TSX Venture Exchange, 15,511,613 common
shares issued under the November 5, 2009 Qualifying Transaction ("Exchange Notice") and 310,272 options to purchase
common shares are subject to Surplus Security Escrow Agreements. 570,523 shares are under a CPC Escrow
Agreement and will be released as to 10% on the issuance of the Final Exchange Notice (“Initial Release") and as to
15% on each of the 6, 12, 18, 24, 30 and 36 months following the Initial Release. The remaining 14,941,090 shares

and the 310,272 options are under a QT Escrow Agreement and will be released as to 5% on the Initial Release,

5% 6 months following, another 10% on each of the 12 and 18 months following, another 15% on each of the

24 and 30 months following and the final 40% 36 months following the Initial Release.

As of June 30, 2011 10,715,498 common shares and 217,190 options were held in escrow under these agreements. As of
December 31, 2010, 12,295,186 common shares and 248,218 options were held.

Warrants Weighted
Average Exercise
Number Pricein Cdn $
Outstanding at December 31, 2009 (1) 5,940,006 0.5900
Issued (2) 105,000 0.5000

Exercised or expired 0

Outstanding at December 31, 2010 6,045,006 0.5800
Issued (3) 89,435 0.5000
Exercised or expired (440,001) 0.4000
Outstanding at June 30, 2011 5,694,440 0.5900
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Notes to the Condensed Consolidated Interim Financial Statements
For the three and six months ended June 30, 2011 and 2010
(Expressed in U.S. Dollars - unaudited)

12.

13.

Warrants (Continuing from previous page)

(1) In 2009, warrants were issued in the private placement and in conjunction with the debt conversion. See Note 11.

All 5,500,005 warrants were originally set to expire on April 28, 2011. The expiration was extended for eighteen

months to October 28, 2012, effective April 27, 2011, and were all outstanding as of June 30, 2011 and December 31, 2010.
The 440,001 agent options were outstanding on December 31, 2010 and expired on April 28, 2011.

(2) In August 2010 warrants were issued to the Company's financial advisor in conjunction with the issuance of

convertible debentures. The warrants expire two years from the date of issue on August 13, 2012.

(3) In March 2011 warrants were issued to the Company's financial advisors in conjunction with the issuance of

convertible debentures. The warrants expire two years from the date of issue on March 24, 2013.

Stock Option Plans
2007 Stock Option Plan (originally Calotto)

Calotto adopted the 2007 Stock Option Plan (the “2007 Plan”) on July 20, 2007. Under the 2007 Plan, the board of
directors of Calotto may from time to time, in its discretion, and in accordance with the Exchange requirements,

grant to directors, officers and technical consultants to Calotto, non-transferable Calotto Options to purchase Common
Shares, exercisable for a period of up to five years from the date of grant. The number of Common Shares reserved
for issuance under the 2007 Plan is equal to 287,854 Common Shares on a post-RTO basis.

If an optionee shall cease to be a director of Calotto upon Calotto successfully completing its Qualifying Transaction,
then all unexercised options granted to such optionee shall expire one year from the date of the Final Exchange
Bulletin issued by the Exchange in connection with such Qualifying Transaction which was November 5, 2009.

At June 30, 2011, there are 99,260 Calotto options outstanding and exercisable into common shares

under the 2007 Plan at an exercise price of Cdn$0.7712 per share that were all granted in 2007. There were

no options granted, forfeited or terminated during 2009 or 2010. Options for 188,594 shares expired on November 5,
2010 due to termination of participants because of the completion of the Calotto's Qualifying Transaction. Options for
for 99,260 shares expire on July 20, 2012, and no further options may be granted under the 2007 Plan.

2009 Stock Option Plan

On August 4, 2009 the Company adopted the 2009 Stock Option Plan (the “2009 Plan”), including the roll-over and
inclusion of the 2007 HTI Plan. Under the Plan, the board of directors of the Company may from time to time, in its
discretion, and in accordance with the Exchange requirements, grant to directors, employees, consultants and

consultant companies options to purchase common shares, exercisable for a period of up to ten years from the date of
grant. The Plan was approved by the shareholders of the Company in August 2009 and 3,431,830 shares were reserved
for issuance under the Plan. In June 2010 the shareholders voted to increase the number of shares reserved for issuance
under the Plan to a total of 4,800,000. As of December 31, 2010 there were 627,238 options available for future grants, and
827,780 options available as of June 30, 2011.

The number of common shares reserved for issuance to any individual director or officer under the 2009 Plan may

not exceed 5% of the issued and outstanding common shares and the number of common shares reserved for
issuance to all consultants under the 2009 Plan may not exceed 2% of the issued and outstanding common shares.
The vesting requirements are determined by the Compensation committee of the Board. In general, the options granted
to directors vest over three years and officers vest over four years.

Options may be exercised no later than 90 days following cessation of the optionee’s position with the Company,
provided that if the cessation of a participant was by reason of death or disability, the option may be exercised within
a maximum period of one year after such death, subject to the expiry date of such option. Options granted may be
“incentive stock options” for US patrticipants. The exercise price per share shall be based on the closing sale price
traded on an exchange on the first business day preceding the date of grant.
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(Expressed in U.S. Dollars - unaudited)

13. Stock Option Plans (Continuing from previous page)

Information regarding stock option activity under the 2007 and 2009 Plans follows:

2007 Plan Weighted 2009 Plan Weighted

Average Average

Number of Exercise Number of Exercise

Options Price in Cdn $ Options Price in Cdn $

Outstanding at December 31, 2009 287,854 0.7712 3,000,750 0.3576

Granted 0 1,172,012 0.2553
Exercised or forfeited (188,594) 0.7712 0

Outstanding at December 31, 2010 99,260 0.7712 4,172,762 0.3288

Granted 160,000 0.2188

Exercised or forfeited (360,542) 0.3400

Outstanding at June 30, 2011 99,260 0.7712 3,972,220 0.3248

Exercisable at December 31, 2010 99,260 0.7712 1,941,203 0.3297

Exercisable at June 30, 2011 99,260 0.7712 2,258,091 0.3361

In 2010, the Board granted options to existing employees, vesting over 36 to 48 months, as well as new officers
and a director, totaling 1,172,012 . Using the Black-Scholes model, with assumptions noted below, the fair
value weighted average of the each option was $0.15.

In 2011, the Board granted options to a new director vesting over 36 months, totaling 160,000. Using the Black-Scholes model,
with assumptions noted below, the fair value weighted average of the each option was $0.14. In the second quarter, 360,542 options
lapsed due the resignations of one director and one employee.

The fair value of options granted in 2010 and 2011 was determined using the Black-Scholes pricing model with a weighted
average volatility of 65%, risk-free interest rates of approximately 1 to 2%, dividend yield of nil and an expected life of 6.25
years. Volatility was estimated by using the historical volatility of other companies that the Company considers
comparable that have trading and volatility history. The expected life represents the period of time that options granted
are expected to be outstanding. The risk-free rate is based on the US Treasury notes rates with a term similar to the
expected life of the options.

The Company recorded stock-based compensation expense of $34,560 and $74,310 during the three and six months ended
June 30, 2011, respectively ($61,245 and $122,490, respectively in 2010), which is included in General and Administrative expenses.

At June 30, 2011, the following stock options were outstanding under the 2007 and 2009 Plans:

Exercise Number of Number of  Weighted Average

Price Options Options Life Remaining

Expiration date in Cdn $ Outstanding Exercisable In Years
July, 2012 0.7712 99,260 99,260 1.2
November, 2017 0.2176 387,764 387,764 6.3
January, 2018 0.2176 193,882 193,882 6.5
November, 2019 0.4000 2,302,714 1,477,965 8.2
March, 2020 0.4000 - - 8.6
May, 2020 0.2400 10,000 3,336 8.8
August, 2020 0.2050 673,708 168,476 9.1
December, 2020 0.2500 244,152 - 9.3
January, 2021 0.2188 160,000 26,668 9.6
Total 4,071,480 2,357,351 8.3
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For the three and six months ended June 30, 2011 and 2010
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Segmented Information and Major Customers

The Company'’s operations are comprised of a single reporting segment engaged within the United States. As such, the amounts
reported and disclosed in the financial statements for sales, net loss, depreciation and total assets also represent segmented amounts.

The Company had sales to two customers that exceeded 10% of revenues in each of the periods reported. Aggregate sales to the
two customers for the three and six months ended June 30, 2010 were approximately $341,000 (18.6%) and $883,000 (26.9%)
respectively ($470,000 - 29.3% and $768,000 - 27.5%, respectively for 2010).

Commitments

The Company and its subsidiary are committed under operating leases for rental of offices and equipment. Future
minimum annual rentals are as follows:

Six months ending December 31, 2011 204,589
2012 394,877
2013 394,650
2014 392,289
2015 386,340
Thereafter 804,875
Total 2,577,620

Loss Per Share

Basic loss per share is calculated by dividing the loss for the period by the weighted average number of common
shares outstanding during the period. The diluted loss per share is calculated using the treasury stock method.

Under this method, the dilutive effect on loss per share is recognized on the use of the proceeds that could be
obtained upon exercise of options, warrants and similar instruments. It assumes that the proceeds would be used to
purchase common shares at the average market price during the year. For all periods reported, the effect of exercising
options and warrants and conversion of the convertible debt would be anti-dilutive and therefore diluted loss per share
is the same as basic loss per share.

Expenses

A schedule of the Company's expenses for cost of goods sold and all operating expenses for the six months ended
June 30, 2011 is as follows:

Three Months ended June 30 Six Months ended June 30

2011 2010 2011 2010
Employee wages and benefits 774,826 604,516 1,574,459 1,202,901
Share-based payments expense 39,750 61,245 74,310 122,490
Leases 101,310 108,470 215,374 218,447
Depreciation and amortization 14,460 14,265 28,920 27,393
Impairment of assets 0 0 0 0
Other 1,190,645 1,143,124 2,292,696 2,037,949
Total 2,120,991 1,931,620 4,185,759 3,609,180

Related Party Transactions

At June 30, 2011, the Company was indebted to certain officers under various unsecured notes payable

bearing interest at 7%. In December 2008 an officer of the Company lent $50,000 on a promissory note payable,
subordinated to the bank line of credit, with interest at the prime rate (3.25% at June 30, 2011), plus 1%. In April 2010
a total of $45,340 of indebtedness by the officer to the Company (described below) was offset against the $50,000
note. Total indebtedness to officers at June 30, 2011 amounted to $7,324 ($7,278 at December 31, 2010).

In January 2007, the Company lent $20,000 to an officer on an unsecured promissory note payable at maturity on

December 31, 2009, bearing interest at the prime lending rate. In April 2010 the Company offset the principal and all
accrued interest (totaling $24,023) against the $50,000 note payable to the officer. At June 30, 2011 and December 31, 2010
the indebtedness to the Company totaled $0.
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18. Related Party Transactions (Continuing from previous page)
At December 31, 2009 an officer owed the Company approximately $24,000 for certain advances made and for
an advance against future pay. In April 2010 these amounts were offset against the $50,000 note payable to the
officer.
See Notes 6 & 8 - Notes Payable and Long-term Debt for information on notes to shareholders and sale of convertible debentures
to shareholders.
19. Explanation of transition to IFRSs
As stated in note 1, Basis of Preparation, the condensed consolidated financial statements of the Company have been prepared in
accordance with IFRSs issued by the International Accounting Standards Board ("IASB"). The following Transition to IFRS
Financial Statements indicate the impact of adopting IFRS on our financial statements.
IFRS accounting policies have been applied in preparing the Transition Consolidated Statement of Financial Position at
January 1, 2010 and the accompanying Restated Financial Statements for the year ended December 31, 2010.
In preparing its Transition Consolidated Statement of Financial Position at January 1, 2010, the Company has adjusted
amounts reported previously that were prepared in accordance with prior Canadian GAAP.
An explanation of how the transition from the prior Canadian GAAP to IFRSs has affected the Company's financial position,
financial performance, and cash flows statements are set out in the following financial statements, and the notes that
accompany these restated financial statements.
Hamilton Thorne Ltd
Restated Consolidated Statements of Operations and Comprehensive Loss
For the three months ended June 30, 2010
(Expressed in U.S. Dollars)
Canadian IFRSs IFRSs
Sales 1,608,520 1,608,520
Cost of sales 599,199 599,199
1,009,321 1,009,321
Expenses
Research and development 228,947 228,947
Sales and marketing 595,107 595,107
General and administrative 486,872 21,495 508,367
1,310,926 21,495 1,332,421
Loss from operations (301,605) (21,495) (323,100)
Other income (expense)
Interest expense including accretion
Interest income (62,165) (62,165)
Net loss and comprehensive loss for the year (363,770) (21,495) (385,265)
Loss per share
Basic ($0.02) $0.00 ($0.02)
Diluted ($0.02) $0.00 ($0.02)
Weighted average number of common shares outstanding
Basic 24,415,157 24,415,157
Diluted 24,415,157 24,415,157

The accompanying notes are an integral part of these restated consolidated financial statements
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19. Explanation of transition to IFRSs (continued)

Hamilton Thorne Ltd

Restated Consolidated Statements of Operations and Comprehensive Loss
For the six months ended ended June 30, 2010

(Expressed in U.S. Dollars)

Prior
Canadian Effect of transition to
GAAP IFRSs IFRSs
Sales 2,789,207 2,789,207
Cost of sales 1,069,685 1,069,685
1,719,522 1,719,522
Expenses
Research and development 479,254 479,254
Sales and marketing 1,080,794 1,080,794
General and administrative 940,255 42,990 983,245
2,500,303 42,990 2,543,293
Loss from operations (780,781) (42,990) (823,771)
Other income (expense)
Interest expense, net, including
accretion (132,114) (132,114)
Net loss and comprehensive loss for the year (912,895) (42,990) (955,885)
Loss per share
Basic ($0.04) $0.00 ($0.04)
Diluted ($0.04) $0.00 ($0.04)
Weighted average number of common shares outstanding
Basic 24,415,157 24,415,157
Diluted 24,415,157 24,415,157

The accompanying notes are an integral part of these restated consolidated financial statements

19. Explanation of transition to IFRSs (continued on next page)
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19. Explanation of transition to IFRSs (continued)

Hamilton Thorne Ltd

Restated Consolidated Statement of Financial Position
As at June 30, 2010

(Expressed in U.S. Dollars)

Prior
Canadian Effect of transition to
GAAP IFRSs IFRSs
June 30, 2010
Assets
Current
Cash and cash equivalents 6,703 6,703
Accounts receivable 1,084,947 1,084,947
Inventories 569,882 569,882
Prepaid expenses and other current assets 53,027 53,027
Note receivable, officer - -
1,714,559 1,714,559
Capital assets 111,285 111,285
Other assets 125,656 125,656
1,951,500 1,951,500
Liabilities
Current
Accounts payable and accrued liabilities 1,496,017 1,496,017
Notes payable 54,159 54,159
Capital lease obligations, current 5,753 5,753
Deferred revenue 87,283 87,283
1,643,212 1,643,212
Capital lease obligations, non-current 4,537 4,537
Deferred revenue, long term 79,486 79,486
Long-term debt 4,780,000 4,780,000
6,507,235 6,507,235
Shareholders' Equity (Deficiency)
Common shares 24,345,752 24,345,752
Warrants 344,949 344,949
Contributed surplus 279,267 134,723 413,990
Accumulated deficit (29,525,703) (134,723) (29,660,426)
(4,555,735) (4,555,735)
1,951,500 1,951,500

The accompanying notes are an integral part of these restated consolidated financial statements

19. Explanation of transition to IFRSs (continued on next page)
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19.

a)

b)

c)

19.

Explanation of transition to IFRSs (continued)

IFRS Statement 1 - Exemptions for business combinations

The Reverse Takeover Transaction with Calotto Capital Inc., as described in note 3, was in substance an issuance of
shares and other equity instruments for the cash of Calotto. As an equity transaction, the expenses of the stock and equity
instruments issuance were charged to equity. This accounting treatment is consistent with IFRS accounting for equity
transactions per IAS -32 Financial Instruments: Disclosure and Presentation. IAS -32 states that transaction expenses
incurred as a necessary part of completing an equity transaction are accounted for as part of that transaction and are
deducted from equity.

IFRS Adjustments

Certain Balance Sheet accounts, as indicated below, were analyzed for the impact of converting to IFRS and our conclusion was
that these accounts would not require an adjustment to convert to IFRS.

IAS -18: Revenue - Reserve for Sales Returns and Allowances

IAS -18: Revenue - Allowance for Doubtful Accounts

IAS -36: Impairment of Assets - Prepaid Expenses and Other Assets

IAS - 2: Inventory

IAS -16: Property, Plant and Equipment - Cost Basis Accounting Policy Model

IAS -16: Property, Plant and Equipment - Accumulated Depreciation Reserve

IAS -17: Leases

IFRS -7 Financial Instruments: Disclosures - Accounts Payable and Accrued Expenses
IFRS -7 Financial Instruments: Disclosures - Long Term Debt

IFRS 2 Adjustments - Share-based payments

Various accounts relating to share-based payments expense were assessed and analyzed for the impact of converting to IFRS which
resulted in the conclusion that these accounts would require a material adjustment to convert to IFRS -2 Share Based Payments.

The Company's options vest generally over a three or four year period, except for certain options that vest monthly, and other options
that vested at the date of issuance. IFRS -2 requires that each period of the vesting period is calculated separately, which is

graded vesting, and the sum of the periods results in the total Share-based payments expense for the option awards. Graded
vesting results in front loading Share-based payments expense into the earlier years, and reduces the expense in the later

years, the total sum of the Share-based payments expense is the same under both methods. IFRS -2 also requires that an

estimate of forfeitures be factored into the calculation of the Share-based payments expense.

IFRS -2 differs from the Company's prior Canadian GAAP calculation of share-based payments expense which did not include
a factor for forfeitures, and considered the option award as a single calculation expensed on a straight line basis over the vesting period.

Explanation of transition to IFRSs (continued on next page)
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19. Explanation of transition to IFRSs (continued)

As a result, the Company has recalculated its share-based payments expense, which is restated as follows compared
to the historical Share-based payments expense.
Share-based payments expense

IFRS -2 Prior GAAP Adjustment to

Share-based payments expense Calculation Calculation Retained earnings

Share-based payments expense through 12/31/2008 77,367 38,956 38,411
Share-based payments expense year ended 12/31/2009 214,133 160,811 53,322
Net adjustment to Stockholders' Equity at January 1, 2010 291,500 199,767 91,733
Share-based payments expense - 3 months end 3/31/10 61,245 39,750 21,495
Net adjustment to Stockholders' Equity at March 31, 2010 352,745 239,517 113,228
Share-based payments expense - 3 months end 6/30/10 61,245 39,750 21,495
Net Share-based payments expense - 6/30/2010 122,490 79,500 21,495
Net adjustment to Stockholders' Equity at June 30, 2010 413,990 279,267 134,723

d) Adjustments to the statement of cash flows

The transition from Canadian GAAP to IFRS had no significant impact on the cash flows generated by the Company. There is no net
impact on cash flow from operating activities, and no impact on cash and cash equivalents.

20. Subsequent Event

The Company is currently proposing to issue, on a private placement basis, an aggregate of up to approximately 15,000,000 common
shares (“Common Shares”) of the Company at CDN$0.20 per Common Share, for gross proceeds of up to approximately $3.0 million.
The Company anticipates that up to approximately 12,250,000 Common Shares representing gross proceeds of up to approximately
$2.45 million will be issued to insiders of the Company. The Company is expecting an initial closing with insiders on or before August 31,
2011 with the offering to remain open to additional participation for up to thirty days thereafter. The private placement is subject to the
approval of the TSX Venture Exchange (“TSX-V”).

The Company will use $1.5 million of the net proceeds of these transactions to reduce the amount outstanding on the Company’s bank
line of credit from $5 million to $3.5 million. The balance will be used to fund the Company's research and development, and to provide
working capital.

The Company also announced that it will be offering the holders of its convertible subordinated debentures issued in August 2010 and
March 2011, the right to convert, subject to receipt of all applicable TSX-V approvals, the principal amount of such debentures, into
Common Shares at the conversion price specified in such debentures, and accrued interest at the offering price of CDN$0.20, in
advance of the maturity date of such debentures. At this date, the holders of approximately $1.3 million of outstanding debentures have
indicated their intention to convert such debentures and accrued interest into approximately 7,200,000 Common Shares. Each such
holder is also an insider of the Company. If all remaining debenture holders convert their debentures and accrued interest, the Company
expects to issue up to approximately 2,800,000 additional Common Shares. The conversion of all accrued interest into Common Shares
is also subject to TSX-V approval.
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