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Management’s Discussion and Analysis
(unaudited—figures in thousands of U.S. dollars, unless otherwise noted)

Reference notice

This Management Discussion and Analysis should be read in conjunction with WaterFurnace Renewable Energy, 
Inc.’s (“the Company”) 2011 First Quarter Consolidated Financial Statements and accompanying notes. These 
documents along with the additional information about the Company, including the 2010 Annual Report and Annual 
Information Form, are available on SEDAR at www.sedar.com.

Caution regarding forward-looking statements

There are comments in this report that are forward-looking statements. “Forward looking statements” include 
statements regarding the Company’s expectations, hopes, intentions or strategies regarding the future. These 
statements reflect the Company’s current expectations. They are subject to a number of risks and uncertainties, 
including, but not limited to, changes in the general market conditions. In light of the many risks and uncertainties, 
readers should understand that the Company cannot offer assurance that the forward-looking statements contained in 
this analysis will be realized.

Company overview

The Company is incorporated under the laws of Canada. Its U.S. subsidiary companies, WaterFurnace International, 
Inc. (WaterFurnace) and LoopMaster International, Inc. (LoopMaster), are Indiana corporations. In December 2010, 
in preparation for a purchase acquisition in January 2011, the Company incorporated two Australian subsidiaries: 
WaterFurnace International Asia Pacific Pty. Ltd. (WaterFurnace Asia Pacific) and Hyper WFI Pty. Ltd. The 
Company then changed the name of Hyper WFI Pty. Ltd. to Hyper Engineering Pty. Ltd. (Hyper Engineering).

WaterFurnace designs, manufactures and distributes geothermal water source heating and cooling systems for 
residential, commercial and institutional buildings. The geothermal units use the renewable solar energy stored just 
below the surface of the earth to dramatically reduce the energy consumed by buildings for heating, cooling and 
domestic hot water.

LoopMaster installs geothermal loops for residential applications, does commercial conductivity testing and 
provides design and installation assistance on commercial and institutional construction projects.

Hyper Engineering designs, develops and builds devices that limit the inrush current that electric motors draw upon 
start up. By reducing inrush current, the life of electric motors is extended, local electric power quality is improved 
and light flicker is eliminated.

WaterFurnace Asia Pacific will assist with the Company’s international sales and global sourcing efforts.
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Discussion of quarterly results

In the first quarter of 2011, sales revenue increased by 11.4% over the first quarter of 2010. However, net income 
for the quarter was down 10.8% from the prior year. Canadian first quarter sales were up 2.2% from last year. The 
Company continues to see a higher mix of lower profit margin commercial sales which with increased component 
costs resulted in a lower gross profit percentage. Operating expenses rose 4.3% as the Company continued its sales 
channel expansion efforts, however operating expenses as a percent of sales dropped from 22.0% in the first quarter 
of 2010 to 20.6% in the first quarter of 2011. Warranty costs also increased during the quarter primarily due to 
higher claim costs and an increase in the number of units sold with longer warranties. Finally, the Company had an 
adjustment to its income tax expense of $449 thousand from previous periods that resulted in a reduction to earnings 
in the first quarter of the current year.

Direct to Dealer sales were in line with the first quarter of 2010. A longer and colder than normal winter and very 
wet early spring hampered dealer efforts to install equipment. Federal tax credits of 30% of the installed cost of a 
residential Energy Star rated geothermal system along with state incentives and utility rebates continue to help drive 
sales. The continued sideways economic recovery, tight credit markets and historically low housing starts have 
partially offset the Direct to Dealer channel development and growth.

Commercial sales rose 56.4% in the first quarter of 2011 over the same period in 2010. The Company realized sales 
increases in all commercial channels; international, company manufacturer representatives, government/military and 
our commercial OEM partners.

The Company’s finished goods and raw materials inventories have increased, on a year over year basis, by $4.7 
million as part of a strategy to smooth the production schedule in advance of the summer season while providing 
immediate product availability for new sales opportunities.

In January of 2011, the Company completed its asset acquisition of Binary Engineering, an Australian based 
manufacturer of soft starters. The Company will operate the new entity as Hyper Engineering. Hyper Engineering 
will continue to expand its sales of soft starter products for electric motors and utilize this technology to develop 
new products for future commercialization. In addition, the Company incorporated Waterfurnace International Asia 
Pacific in Australia to facilitate the expansion of international sales and sourcing opportunities.
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Outlook for 2011

Residential new construction is forecasted to marginally improve throughout the remainder of 2011.  Housing starts 
are forecasted to be 600,000 by the end of 2011, despite the overhang of foreclosures and tighter bank lending 
practices. The residential replacement market will continue to be the single greatest opportunity for geothermal 
heat pump installations for the next several years. As residential new construction revives, then this will present a 
significant upside opportunity for the business.

The commercial sector is witnessing a modest increase in industry activity for both new construction and 
replacement/modernization upgrades. This uptick in activity level, along with projected increases in market share, 
should enable the Company to enjoy higher revenues. It is believed that the rapid rise in commodity prices that has 
been seen over the past several quarters will be slowed due to lower consumption rates in the developing economies 
of the world although the stabilization of commodity prices will be heavily dependent upon the strength of the U.S. 
dollar relative to foreign currencies.

It is believed that the third and fourth quarters of 2011 will benefit from the maturing of the Company’s relationships 
with key OEM customers. Residential market share gains are forecasted for this period due to the introduction of 
several new powerful OEM brands that will complement the WaterFurnace and GeoStar brands that are currently 
marketed by the Company.
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Summary of quarterly results (unaudited)

2011 Quarters ended March 31

Sales  $ 28,737
Net income and total comprehensive 
    income

 
  487

Earnings per share   0.04

2010 Quarters ended March 31 June 30 September 30 December 31

Sales  $ 25,794  $ 34,384  $ 37,581  $ 40,526
Net income and total comprehensive 
    income

 
  546

 
  3,195

 
  4,369

 
  5,809

Earnings per share   0.05   0.26   0.36   0.48

2009 Quarters ended March 31 June 30 September 30 December 31

Sales  $ 23,674  $ 29,772  $ 36,209  $ 39,410
Net income and total comprehensive 
    income

 
  830

 
  3,648

 
  4,947

 
  6,051

Earnings per share   0.07   0.30   0.41   0.50

Seasonality also plays a role in quarterly sales and profitability. The first quarter is historically the lowest quarter for 
sales and profitability due to the decreased ability to install loops in northern climates during that period. Sales and 
profitability historically have improved in the second quarter and are highest in the third and fourth quarters.

Capital resources and liquidity

The Company expects to fund capital expenditures from available cash. The Company has $15.7 million in cash and 
cash equivalents and short-term investments after paying $2.8 million in dividends during the first three months of 
2011. In the first quarter of 2010, the Company set up access to an unsecured $3.0 million bank line of credit which 
was unused at June 9, 2011. Accounts receivable days sales outstanding are at levels normal for the Company’s 
industry. Accounts payable are paid within terms and discounts are taken when available. The Company is not 
aware of any legal proceedings or other issues that would have a significant impact on the financial condition of the 
Company.
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Financial instruments and credit risk

The Company’s estimate of the fair value of cash and cash equivalents, short-term investments, receivables, and 
payables and accruals approximates the carrying value due to the short-term nature of these instruments. The 
carrying value of finance lease obligations approximates their fair value as their interest rates approximate current 
market interest rates. The Company’s exposure to credit risk is limited to accounts receivable. The Company makes 
provisions for any doubtful accounts as required. The Company is not currently exposed to interest rate risks from 
bank loans and long-term debt. The Company is only exposed to interest rate risks from investment of cash and cash 
equivalents and short-term investments.

The Company policy calls for investments to have maturities of less than one year unless approved by the Board of 
Directors, slight or no risk of losing the invested principal and access to the principal amount prior to maturity. All 
investments made must have a high-grade rating and no investments outside the U.S. are allowed without approval 
from the Board of Directors.

Contractual obligations

 Finance leases  Operating leases  Other payments  Total

Minimum due within one year  $ 37  $ 540  $ 58  $ 635
Minimum due one to five years   100   717   —   817

 $ 137  $ 1,257  $ 58  $ 1,452

The Company’s minimum contractual obligations consist of agreements to lease certain facilities, operational and 
administrative equipment and other services.

In addition, the Company has a deferred compensation plan, detailed in Note 17 of the financial statements, with 
amounts that are subject to vesting over three to five years or upon normal retirement age, defined in the deferred 
compensation plan as age 60.
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Critical accounting estimates

The largest accounting estimate is the Provision for Warranty Claims on products sold by the Company. The actual 
future costs to fulfill warranty expenses are unknown. The method used to establish the provision is to track the 
actual historical costs per unit covered and multiply it by the number of units still covered under the warranty policy 
to establish the total estimated liability, which is then reduced to its present value with a discount rate calculated 
using a corporate AA bond index. The cost of labor on outstanding warranties is fixed, but the price of components 
can increase. A major assumption underlying the estimate is that failure rates will remain relatively the same in the 
future as they have in the past. The provision increased $2.1 million during the first three months of 2011.

Deferred tax benefits related to temporary differences between the tax assets and liabilities related to the warranty 
reserve, deferred compensation and other compensation amounts are recorded based on management’s assessment of 
the Company’s ability to realize these benefits. Realization of the Company’s deferred tax assets is largely dependent 
upon its achievement of projected future taxable income.

Another significant estimate is the determination of the provision for doubtful accounts which is based on payment 
history and any current events that may have an impact on collection.

Off-balance sheet arrangements

The Company has no off-balance sheet arrangements.

Share capital

On January 5, 2011, the Company issued 14,871 shares at $24.48 per share for a total of $364 thousand to the 
Company’s deferred compensation plan trust. The shareholders have approved the issuance of up to 250,000 
common shares from treasury to the Company’s deferred compensation plan trust of which 18,106 shares have been 
issued as of June 9, 2011.

On February 2, 2011, the Company, on behalf of its Australian subsidiaries, issued 81,467 shares at $24.55 per share 
for a total of $2.0 million as consideration for part of the purchase price for the acquisition in Australia.

Unlimited common shares without par value are authorized. As of June 9, 2011, there were 12,192,005 common 
shares issued and outstanding.
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Business acquisition

In December 2010, the Company set up two wholly owned Australian subsidiaries, Hyper WFI Pty. Ltd. and 
WaterFurnace International Asia Pacific Pty. Ltd. (WaterFurnace Asia Pacific). The Company then renamed Hyper 
WFI Pty. Ltd., Hyper Engineering Pty. Ltd. (Hyper Engineering). Through these subsidiaries, the Company acquired 
inventory, fixed assets and intellectual property from Binary Engineering Pty. Ltd. (Binary Engineering) located 
in New South Wales, Australia, pursuant to a purchase agreement with the “Seller” dated January 21, 2011, for an 
aggregate purchase price of $2.8 million. The Company acquired control on January 21, 2011, and accordingly 
operations were consolidated from this date onwards.

On February 2, 2011, the Company issued from treasury 40,733 shares directly to Binary Engineering and 40,734 
shares into an escrow account payable to Binary Engineering in one year conditional upon the Seller satisfying 
the terms of the purchase agreement. These shares are subject to a regulatory four month and one day hold period 
which commenced on their date of issue. The 81,467 shares were valued at $2.0 million based on the five day 
volume weighted average calculation of $24.55 per share. To complete the acquisition, Hyper Engineering paid $788 
thousand in cash directly to Binary Engineering.

Assets acquired     

Inventory  $ 802

Equipment   190

Intangible assets   1,810

Payables and accruals   (14)

 $ 2,788

Consideration paid
Share capital — 81,467 shares issued from treasury at $24.55  
    per share  $ 2,000
Cash and cash equivalents   788

 $ 2,788

Expenses

Three months ended March 31, Year ended 
December 31,

20102011 2010

Transaction costs charged to operating expenses  $ 48  $ —  $ 240

As part of the purchase agreement, the Company entered into agreements with Eco Engineering Pty. Ltd. (Eco 
Engineering) and Reay Investments Pty. Ltd. (Reay Investments). Binary Engineering, Eco Engineering and Reay 
Investments are all owned by the Seller. An agreement with Eco Engineering requires the Seller to perform certain 
consulting duties in the areas of sales, product development and business transition. An agreement with Reay 
Investments gives Hyper Engineering a lease of the facilities previously used by Binary Engineering for a period of 
two years with five subsequent two-year renewal options.
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Business acquisition (continued)

The Company plans to utilize Hyper Engineering to continue the previous operations of Binary Engineering using 
the same employee base and facility. The operations include the design, development and manufacture of devices 
that limit the inrush current that electric motors draw on when starting. The Company plans to expand the marketing 
and sales of these devices and incorporate this technology into the design of other heat pump products.

For the quarter ended March 31, 2011, Hyper Engineering and WaterFurnace Asia Pacific together had net sales of 
$464 thousand and a net loss of $64 thousand.

Transactions with related parties

The Company’s related parties are limited to Board members, key management personnel, companies controlled by 
a subsidiary director that have agreements with the Company, and employees for whom the 401(k) pension plan and 
the deferred compensation plan applies.

Disclosure controls and procedures

The Company’s disclosure controls and procedures are designed to provide reasonable assurance that all relevant 
information is gathered and reported to senior management, including the Chief Executive Officer (CEO) and 
the Chief Financial Officer (CFO), on a timely basis so that appropriate decisions can be made regarding public 
disclosure. As of March 31, 2011, the CEO and the CFO have evaluated the effectiveness of the Company’s 
disclosure controls and procedures as defined in Multilateral Instrument 52-109 of the Canadian Securities 
Administrators and have concluded that such disclosure controls and procedures are effective.

Internal controls over financial reporting

It is the opinion of the Company’s CEO and CFO that the Company’s internal controls over financial reporting 
provide a reasonable level of assurance that fiscal reporting will be free of material errors or misstatements. The 
Company maintains a system of internal controls that are monitored by senior management and tested on a quarterly 
basis. As of the end of the most recent quarter, internal control monitoring and testing has not produced any areas 
of concern for management. A set of control systems, no matter how well conceived or operated, can only provide 
reasonable, not absolute, assurance that the objectives of the control system will be met.

Adoption of International Financial Reporting Standards (IFRS)

These interim consolidated financial statements of the Company and its subsidiaries were prepared in accordance 
with International Financial Reporting Standards (“IFRS”), as issued by the International Accounting Standards 
Boards (“IASB”). As these financial statements represent the Company’s initial presentation of its results and 
financial position under IFRS, they were prepared in accordance with IAS 34, Interim Financial Reporting, and by 
IFRS 1, First-time Adoption of International Financial Reporting Standards.
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Statements of comprehensive income

Three months ended March 31,
2011 2010

Sales (Note 16)  $ 28,737  $ 25,794
    Cost of sales   21,247   18,806
Gross profit   7,490   6,988
    Operating expenses (Note 18)   5,926   5,682
    Research and development expenses (Note 18)   517   600
Income before interest and income taxes   1,047   706
    Finance income   19   —
    Finance expense   (3)   (8)
Income before income taxes   1,063   698
    Income tax expense (Note 19)   576   152
Net income and total comprehensive income  $ 487  $ 546

 
Weighted average number of shares outstanding (Note 20)  12,161,645  12,092,432
 
Earnings per share  $ 0.04  $ 0.05

 
The accompanying notes are an integral part of these consolidated financial statements.
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Statements of financial position

Assets
March 31, 

2011
December 31, 

2010
January 1, 

2010

Current assets 
    Cash and cash equivalents  $ 5,626  $ 7,222  $ 4,785
    Short-term investments   10,093   10,078   13,368
    Receivables (Note 5)   17,480   21,255   16,794
    Inventory (Note 7)   11,586   8,570   5,653
    Prepaids and deposits   681   492   369
Total current assets   45,466   47,617   40,969
 
Property, plant and equipment (Note 8)   7,329   7,309   6,962
Deferred tax assets (Note 19)   6,994   6,212   4,852
Intangible assets (Note 9)   1,791   —   —
 
Total Assets  $ 61,580  $ 61,138  $ 52,783
 
Liabilities
Current liabilities 
    Payables and accruals (Note 5)  $ 7,325  $ 8,061  $ 7,398
    Income taxes payable   514   1,124   880
    Provision for warranty claims - current portion (Note 12)   2,960   2,724   2,215
Total current liabilities   10,799   11,909   10,493
 
Finance leases (Note 11)   102   111   146
Deferred compensation (Note 17)   215   540   264
Provision for warranty claims (Note 12)   13,619   11,760   8,280
 
Total Liabilities   24,735   24,320   19,183
 
Shareholders’ Equity
    Share capital (Note 13)   17,312   14,948   14,865
    Retained earnings   19,533   21,870   18,735
Total Shareholders’ Equity   36,845   36,818   33,600
 
Total Liabilities & Shareholders’ Equity  $ 61,580  $ 61,138  $ 52,783

  Commitments (Note 14)

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



WaterFurnace Renewable Energy, Inc. 2011 First Quarter Report—Page 12

Consolidated Financial Statements
(unaudited—figures in thousands of U.S. dollars, unless otherwise noted)

Statements of changes in equity

Three months ended March 31, 2011

Share capital
Retained 
earnings Total equity

Balance, January 1, 2011  $ 14,948  $ 21,870  $ 36,818
    Net income and total comprehensive income   —   487   487
    Shares issued for acquisition   2,000   —   2,000
    Shares issued to fund deferred compensation plan   364   —   364
    Payment of dividends (Note 21)   —   (2,824)   (2,824)
Balance, March 31, 2011  $ 17,312  $ 19,533  $ 36,845

Three months ended March 31, 2010

Share capital
Retained 
earnings Total equity

Balance, January 1, 2010  $ 14,865  $ 18,735  $ 33,600
    Net income and total comprehensive income   —   546   546
    Payment of dividends (Note 21)   —   (2,418)   (2,418)
Balance, March 31, 2010  $ 14,865  $ 16,863  $ 31,728

The accompanying notes are an integral part of these consolidated financial statements.
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Statements of cash flows

Three months ended March 31,

Increase (decrease) in cash and cash equivalents 2011 2010

Operating
    Net income and total comprehensive income  $ 487  $ 546
        Add back non-cash items: 
            Finance income   (19)   —
            Finance expense   3   8
            Depreciation and amortization   267   189
            Change in deferred taxes   (783)   (954)
        Change in provision for warranty claims   2,095   1,353
        Change in deferred compensation   39   98
        Change in non-cash working capital (Note 15)   12   691
Cash increase from operating activities   2,101   1,931
 
Financing
    Finance expense   (3)   (8)
    Funding of deferred compensation plan   —   (317)
    Principal payments for finance leases   (8)   (9)
    Payment of dividends (Note 21)   (2,824)   (2,418)
Cash decrease from financing activities   (2,835)   (2,752)
 
Investing
    Finance income   19   —
    Change in short-term investments   (15)   500
    Business acquisition (Note 4)   (788)   —
    Purchase of property, plant and equipment   (78)   (488)
Cash (decrease) increase from investing activities   (862)   12
 
Net decrease in cash and cash equivalents   (1,596)   (809)
Cash and cash equivalents, beginning of period   7,222   4,785
Cash and cash equivalents, end of period  $ 5,626  $ 3,976

  The accompanying notes are an integral part of these consolidated financial statements.
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1. Nature of operations

WaterFurnace Renewable Energy, Inc. (the “Company”) is incorporated under the laws of Canada. Its U.S. 
subsidiary companies, WaterFurnace International, Inc. (WaterFurnace) and LoopMaster International, Inc. 
(LoopMaster), are Indiana corporations. In December 2010, in preparation for a purchase acquisition in January 
2011, the Company incorporated two Australian subsidiaries: WaterFurnace International Asia Pacific Pty. Ltd. 
(WaterFurnace Asia Pacific) and Hyper WFI Pty. Ltd. The Company then changed the name of Hyper WFI Pty. Ltd. 
to Hyper Engineering Pty. Ltd. (Hyper Engineering).

WaterFurnace designs, manufactures and distributes geothermal water source heating and cooling systems for 
residential, commercial and institutional buildings. The geothermal units use the renewable solar energy stored just 
below the surface of the earth to dramatically reduce the energy consumed by buildings for heating, cooling and 
domestic hot water. Sales are mainly in the United States and Canada.

LoopMaster installs geothermal loops for residential applications, does commercial conductivity testing and 
provides design and installation assistance on commercial and institutional construction projects.

Hyper Engineering designs, develops and builds devices that limit the inrush current that electric motors draw upon 
start up. By reducing inrush current, the life of electric motors is extended, local electric power quality is improved 
and light flicker is eliminated.

WaterFurnace Asia Pacific will assist with the Company’s international sales and global sourcing efforts.

2. General information

The Company’s common shares (“Common Shares”) are traded in Canadian dollars on the Toronto Stock Exchange 
(“TSX”) under the symbol “WFI.” The Company’s common shares are also traded on the TSX in U.S. dollars under 
the symbol “WFI.U.”

The Company’s corporate office is at 9000 Conservation Way, Fort Wayne, Indiana  46809-9794 U.S.A.

The Company’s registered office is at Scotia Plaza, 77 King Street West, Suite 400, Toronto-Dominion Centre, 
Toronto, Ontario, Canada, M5K 0A1.
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3. Summary of significant accounting policies

(a) Basis of preparation 

These interim consolidated financial statements of the Company and its subsidiaries were prepared in accordance  
with IAS 34, Interim Financial Reporting, and by IFRS 1, First-time Adoption of International Financial Reporting 
Standards. These financial statements represent the Company’s initial presentation of its results and financial 
position under IFRS, 

These amended interim financial statements have been prepared in accordance with the accounting policies the 
Company expects to adopt in its December 31, 2011 financial statements. Those accounting policies are based on the 
IFRS standards and International Financial Reporting Interpretations Committee (“IFRIC”) interpretations that the 
Company expects to be applicable at that time. The policies set out below were consistently applied to all the periods 
presented unless otherwise noted below.

The disclosures required by IFRS 1, First-time Adoption of the International Financial Reporting Standards, 
concerning the transition from Canadian Generally Accepted Accounting Principles (“GAAP”) to IFRS are given in 
Note 22. The date of transition to IFRS is January 1, 2010.

The consolidated financial statements are presented in United States (U.S.) dollars and all values are rounded to 
thousands except when otherwise indicated.

(b) Basis of consolidation

The consolidated financial statements include the financial statements of the parent company (the Company) and 
all its wholly owned subsidiary companies, WaterFurnace International, Inc. and LoopMaster International, Inc. 
which are U.S. corporations and WaterFurance International Asia-Pacific Pty. Ltd. and Hyper Engineering Pty. Ltd. 
which are Australian corporations. The financial statements of subsidiaries are included in the consolidated financial 
statements from the date that control commences until the date control ceases. Control exists when the Company has 
the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities.

All transactions and balances between the Company and its subsidiaries are eliminated on consolidation, including 
unrealized gains and losses on transactions between the subsidiaries and the parent company.

(c) Business combinations

Business combinations occurring on or after January 1, 2010, are accounted for using the acquisition method. 
The consideration transferred by the Company to obtain control of a subsidiary is calculated as the sum of the 
acquisition-date fair values of assets transferred, liabilities incurred and the equity interests issued by the Company, 
which includes the fair value of any asset or liability arising from a contingent consideration arrangement. 
Acquisition costs are expensed as incurred.

The Company recognizes identifiable assets acquired and liabilities assumed in a business combination regardless of 
whether they have been previously recognized in the acquiree’s financial statements. Assets acquired and liabilities 
assumed are generally measured at their acquisition-date fair values.
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3. Summary of significant accounting policies (continued)

(d) Foreign currency translation

The Company’s consolidated financial statements are presented in U.S. dollars, which is the Company’s functional 
currency and the currency of the primary economic environment in which the Company operates. Each entity 
within the Company determines its own functional currency and items included in the financial statements of each 
entity are measured using that functional currency. Transactions in foreign currencies are initially recorded at the 
functional currency rate prevailing at the date of each transaction. Monetary assets and liabilities denominated in 
foreign currencies are translated at the exchange rate prevailing at the date of the statement of financial position. 
All gains and losses on translation are included in profit or loss. Non-monetary items that are measured in terms of 
historical cost in a foreign currency are translated using the exchange rates at the dates of the initial transactions. 
Non-monetary items measured at fair value in a foreign currency are translated using the exchange rates at the date 
when the fair value was determined.

The assets and liabilities of foreign operations are translated into U.S. dollars at the rate of exchange prevailing at 
the statement of financial position date and their operating results are translated at exchange rates prevailing at the 
date of the transaction. The exchange differences arising on the translation are recognized directly in a separate 
component of equity. On disposal of a foreign operation, the deferred cumulative amount recognized in equity 
relating to the particular foreign operation is recognized in comprehensive income.

(e) Revenue recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Company and the 
revenue can be reliably measured. Revenue is measured at the fair value of the consideration received, excluding 
discounts, rebates and sales taxes or duty. The following specific recognition criteria must also be met before 
revenue is recognized:

Sale of goods
Generally, the Company records equipment sales at time of shipment. Specifically, the Company records equipment 
sales when the Company has transferred to the buyer the significant risks and rewards of ownership of the goods 
supplied on shipment from the Company’s premises.

Rendering of services
Commercial and residential installation sales are recorded on the percentage of completion basis, based on costs 
excluding the cost of materials incurred compared to total expected costs excluding the cost of materials. The 
Company may enter into sales transactions involving the sale of equipment and the installation of that equipment. 
In those instances, the Company would separate the sale of goods from the installation by taking into account the 
relative fair value of each component.

Interest and investment income
Interest income and expenses are reported on an accrual basis using the effective interest method. Dividend income 
is recognized at the time the right to receive payment is established.
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3. Summary of significant accounting policies (continued)

(f) Intangible assets

Intangible assets include acquired intellectual property comprised of product designs and computer code that 
qualifies for recognition as an intangible asset in a business combination. They are accounted for using the cost 
model whereby capitalized costs are amortized on a straight-line basis over the estimated useful lives of the assets, 
as these assets are considered finite. Residual values and useful lives are reviewed annually. In addition, they are 
subject to impairment. A useful life of seven years has been applied to the product designs and ten years to the 
computer code. Amortization is included within “Depreciation and amortization.”

(g) Research and development

Research costs, which don’t meet the criteria for development costs, are expensed as incurred. Development 
expenditure on an individual project is recognized as an intangible asset when the Company can demonstrate:

• the technical feasibility for bringing the product to market;
• its intention to use or sell the asset;
• that the asset will generate future economic benefits;
• the availability of resources to complete the asset; and
• the ability to reliably measure the expenditure during development.

Following initial recognition of the development expenditure as an asset, the asset is carried at cost less accumulated 
amortization and impairment losses. During the period of development, the asset is tested for impairment annually.

(h) Property, plant and equipment

Property, plant and equipment are carried at acquisition cost or manufacturing cost less subsequent depreciation and 
impairment losses.

Depreciation is recognized on a straight-line basis to write down the cost less estimated residual value of property, 
plant and equipment. The periods generally applicable are the following:

• Land improvements    7-15 years
• Building        40 years
• Equipment       3-7 years
• Equipment under finance lease       7 years

Estimates of residual value and useful life are reviewed annually.

Gains or losses arising on the disposal of property, plant and equipment are recognized in comprehensive income.
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3. Summary of significant accounting policies (continued)

(i) Leased assets

When the Company leases an asset, management determines if it should be capitalized as a finance lease. When 
the economic ownership of the leased asset is transferred to the Company, and if the Company bears substantially 
all the risks and rewards related to that ownership, the lease is considered a finance lease. In that case, the asset is 
recognized at the inception of the lease at its fair value or, if lower, at the present value of the lease payments plus 
incidental payments, if any. A corresponding amount is recognized as a finance lease liability.

Depreciation methods and useful lives for assets held under finance lease agreements correspond to those applied 
to comparable assets which are legally owned by the Company. The corresponding finance lease liability is 
reduced by lease payments less finance charges, which are expensed as part of finance expense and are charged to 
comprehensive income over the period of the lease.

All other leases are treated as operating leases. Payments on operating lease agreements are recognized as an 
expense on a straight-line basis over the lease term. Associated costs, such as maintenance and insurance, are 
expensed as incurred.

(j) Impairment of intangible assets and property, plant and equipment

At the end of each reporting period an assessment is performed to determine whether there is any indication of 
impairment. This is done by grouping assets at the lowest levels for which there are independent cash inflows 
(cash-generating units). As a result, some assets are tested individually for impairment and some are tested at cash-
generating unit level.

An impairment loss is recognized for the amount by which the asset’s or cash-generating unit’s carrying amount 
exceeds its recoverable amount, which is the higher of fair value less costs to sell and value-in-use. To determine 
the value-in-use, management estimates expected future cash flows from each cash-generating unit and determines a 
suitable interest rate for calculation of the present value of those cash flows.

Impairment losses for cash-generating units first reduce the carrying amount of goodwill allocated to that cash-
generating unit and any remaining impairment loss is charged pro rata to the other assets in the unit. Assets are 
subsequently reassessed for indications that an impairment loss previously recognized may no longer exist. An 
impairment loss, with the exception of goodwill, is reversed if the cash-generating unit’s recoverable amount 
exceeds its carrying amount in a subsequent period.
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3. Summary of significant accounting policies (continued)

(k) Financial instruments

The financial instrument standards require that all financial instruments be classified into one of the following 
categories:

Financial assets Financial liabilities

Held for trading Held for trading

Held to maturity Other financial liabilities

Available for sale

Loans and receivables

Financial assets and liabilities are initially recognized at fair value with subsequent measurement based on 
classification. The classification depends on the purpose for which the financial instruments were acquired, their 
characteristics and choice where applicable.

The Company manages financial instruments according to changes in business and economic conditions and 
classifies them as follows:

Type of financial instruments Category Measurement

Short-term investments Held for trading Fair value

Receivables Loans and receivables Amortized cost using the effective interest method

Payables and accruals Other financial liabilities Amortized cost using the effective interest method

Changes in the fair value of held for trading instruments are recognized in profit or loss. Transaction costs related to 
held for trading instruments are expensed as incurred. Transaction costs related to loans and receivables and other 
financial liabilities are capitalized and amortized using the effective interest method.

The Company’s estimate of the fair value of cash and cash equivalents, short-term investments, receivables and 
payables and accruals approximates the carrying value due to the short-term nature of these instruments. The 
carrying value of finance lease obligations approximates their fair value as their interest rates approximate current 
market interest rates.
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3. Summary of significant accounting policies (continued)

(k) Financial instruments (continued)

The Company assesses the fair value of its financial instruments using the following three-level hierarchy of 
measurements which reflects the significance of the inputs:

•  Level 1 fair value measurements are derived from quoted prices in active markets for identical assets or 
liabilities;

•  Level 2 fair value measurements are derived from inputs other than quoted prices included within Level 1 that 
are observable for the asset or liability either directly (i.e., as prices) or indirectly (i.e., derived from prices);

•  Level 3 fair value measurements are derived from valuation techniques that include inputs for the asset or 
liability that are not based on observable market data (unobservable inputs).

Short-term investments include taxable and tax-exempt money market funds with floating interest rates. The change 
in fair value is included in interest income. The Company assesses the fair value of short-term investments from 
Level 1 measurements.

(l) Inventory

Inventories are stated at the lower of cost and net realizable value. Cost includes all expenses directly attributable 
to the manufacturing process as well as related production overheads, based on normal operating capacity. Costs of 
ordinarily interchangeable items are assigned using the first in, first out method. Net realizable value is the estimated 
selling price in the ordinary course of business less any applicable selling expenses.

(m) Income taxes

Income tax expense recognized in profit or loss comprises the sum of deferred tax and current tax not recognized in 
other comprehensive income or directly in equity.

Current income tax assets and/or liabilities comprise those obligations to, or claims from, fiscal authorities relating 
to the current or prior reporting periods, that are unpaid at the reporting date. Current tax is payable on taxable profit, 
which differs from profit or loss in the financial statements. Calculation of current tax is based on tax rates and tax 
laws that have been enacted or substantively enacted by the end of the reporting period.

Deferred income taxes are calculated using the liability method on temporary differences between the carrying 
amounts of assets and liabilities and their tax bases. Deferred tax on temporary differences associated with 
investments in subsidiaries and joint ventures is not provided if reversal of these temporary differences can be 
controlled by the Company and it is probable that reversal will not occur in the foreseeable future.

Deferred tax assets and liabilities are calculated, without discounting, at tax rates that are expected to apply to their 
respective period of realization, provided they are enacted or substantively enacted by the end of the reporting 
period.



WaterFurnace Renewable Energy, Inc. 2011 First Quarter Report—Page 21

Notes to the Consolidated Financial Statements
(unaudited—figures in thousands of U.S. dollars, unless otherwise noted)

3. Summary of significant accounting policies (continued)

(m) Income taxes (continued)

Deferred tax assets are recognized to the extent that it is probable that they will be able to be utilized against future 
taxable income. Deferred tax assets and liabilities are offset only when the Company has a right and intention to set 
off current tax assets and liabilities from the same taxation authority.

Changes in deferred tax assets or liabilities are recognized as a component of tax income or expense in profit or loss, 
except where they relate to items that are recognized in other comprehensive income (such as the revaluation of 
land) or directly in equity, in which case the related deferred tax is also recognized in other comprehensive income 
or equity, respectively.

(n) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits, together with other short-term, highly liquid 
investments that are readily convertible into known amounts of cash and which are subject to an insignificant risk of 
changes in value.

(o) Equity

Share capital represents the consideration received for shares that have been issued.

Retained earnings include all current and prior period retained profits.

(p) Employee benefits

The Company provides post employment benefits through a 401(k) defined contribution plan.

A 401(k) defined contribution plan is a pension plan under which the Company pays fixed contributions into an 
independent entity. The Company has no legal or constructive obligations to pay further contributions after its 
payment of the fixed contribution. Contributions to the plan are recognized as an expense in the period that relevant 
employee services are received.

Short-term employee benefits, including holiday entitlement, are current liabilities included in “Payables and 
accruals” measured at the undiscounted amount that the Company expects to pay as a result of the unused 
entitlement.
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3. Summary of significant accounting policies (continued)

(q) Provisions, contingent liabilities and contingent assets

General
Provisions are recognized when present obligations as a result of a past event will probably lead to an outflow of 
economic resources from the Company and amounts can be estimated reliably. Timing or amount of the outflow 
may still be uncertain. A present obligation arises from the presence of a legal or constructive commitment that has 
resulted from past events, for example, product warranties granted, or legal disputes. Provisions are not recognized 
for future operating losses.

Provisions are measured at the estimated expenditure required to settle the present obligation, based on the most 
reliable evidence available at the reporting date, including the risks and uncertainties associated with the present 
obligation. Where there are a number of similar obligations, the likelihood that an outflow will be required in 
settlement is determined by considering the class of obligations as a whole. Provisions are discounted to their 
present values, where the time value of money is material.

Warranty
A provision for potential warranty claims is provided at the time sales are recognized and adjusted periodically 
based on warranty terms and costs incurred compared to total expected costs. The method used to establish the 
provision is to track the actual historical costs per unit covered and multiply it by the number of units still covered 
under the warranty policy to establish the total estimated liability, which is then reduced to its present value with a 
corporate AA bond discount rate. The cost of labor on outstanding warranties is fixed, but the price of components 
can increase. A major assumption underlying the estimate is that failure rates will remain relatively the same in the 
future as they have in the past. 

(r) Operating segments

Operating segments are recognized and disclosed when a segment’s revenues, operating profit or identifiable assets 
are ten percent or greater of the consolidated Company’s revenues, operating profit or assets.

(s) Significant management judgement in applying accounting policies

Deferred tax assets
Deferred tax benefits related to temporary differences between the tax assets and liabilities related to the warranty 
reserve, deferred compensation and other compensation amounts are recorded based on management’s assessment of 
the Company’s ability to realize these benefits. Realization of the Company’s deferred tax assets is largely dependent 
upon its achievement of projected future taxable income.

Research and development costs
Research costs are generally expensed as incurred. As described in Note 3 (g), research costs on an individual 
project are only capitalized as an intangible asset if management can determine that they meet the criteria for 
capitalization.
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3. Summary of significant accounting policies (continued)

(s) Significant management judgement in applying accounting policies (continued)

Leased assets
The Company makes a judgement based on the facts and circumstances of each lease whether those leased assets 
are capitalized or reported as an operating lease. If the risks and rewards or the substantial ownership of the asset is 
transferred to the Company, it will be a finance lease. The present value of the lease payments is compared to the fair 
value of the leased assets and the Company also compares the lease term to the estimated useful life of the leased 
asset. The higher the proportion these calculations are, the more likely it will be a finance lease.

(t) Estimation uncertainty

When preparing the financial statements management undertakes a number of judgements, estimates and 
assumptions about recognition and measurement of assets, liabilities, income and expenses.

The actual results are likely to differ from the judgements, estimates and assumptions made by management, and 
will seldom equal the estimated results.

Information about the judgements, estimates and assumptions that have the most significant effect on the recognition 
and measurement of assets, liabilities, income and expenses is provided below.

Useful lives of depreciable and amortizable assets
Management assigns the period over which to depreciate or amortize the cost of assets based on the expected use of 
the assets to the Company. Management reviews the estimated useful lives at each year end.

Inventories
Inventories are measured at the lower of cost and net realizable value. In estimating net realizable values, 
management takes into account the most reliable evidence available at the times the estimates are made.

Provision for warranty claims
The largest accounting estimate is the Provision for Warranty Claims on products sold by the Company. The actual 
future costs to fulfill warranty expenses are unknown. The method used to establish the provision is to track the 
actual historical costs per unit covered and multiply it by the number of units still covered under the warranty policy 
to establish the total estimated liability, which is then reduced to its present value with a discount rate. The cost of 
labor on outstanding warranties is fixed, but the price of components can increase. A major assumption underlying 
the estimate is that failure rates will remain relatively the same in the future as they have in the past.

Allowance for doubtful accounts
A significant estimate is a determination of the provision for doubtful accounts which is estimated by reviewing all 
accounts receivable for payment history and any current events that may have an impact on collection.
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3. Summary of significant accounting policies (continued)

(u) Recent accounting pronouncements

As of the date of authorization of these financial statements, certain new standards, amendments and interpretations 
to existing standards have been published but are not yet effective, and have not been adopted early by the Company.

Annual Improvements 2010
The IASB has issued Improvements to IFRS 2010 (2010 Improvements). Most of these amendments become 
effective in annual periods beginning on or after July 1, 2010 or January 1, 2011.  The 2010 Improvements amend 
certain provisions of IFRS 3R, clarify presentation of the reconciliation of each of the components of other 
comprehensive income and clarify certain disclosure requirements for financial instruments.  The Company’s 
preliminary assessment indicates that the 2010 Improvements will not have a material impact on the Company’s 
financial statements.

IFRS 9 Financial Instruments
The IASB aims to replace IAS 39 Financial Instruments Recognition and Measurement in its entirety. The 
replacement standard (IFRS 9) is being issued in phases. To date, the chapters dealing with recognition, 
classification, measurement and derecognition of financial assets and liabilities have been issued. These chapters 
are effective for annual periods beginning on or after January 1, 2013. Further chapters dealing with impairment 
methodology and hedge accounting are still being developed.

Management has yet to assess the impact that this standard is likely to have on the financial statements of the 
Company. Management does not expect to implement the amendments until all chapters of IFRS have been 
published and it can assess the impact of all changes.
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4. Business acquisition

In December 2010, the Company set up two wholly owned Australian subsidiaries, Hyper WFI Pty. Ltd. and 
WaterFurnace International Asia Pacific Pty. Ltd. (WaterFurnace Asia Pacific). The Company then renamed Hyper 
WFI Pty. Ltd., Hyper Engineering Pty. Ltd. (Hyper Engineering). Through these subsidiaries, the Company acquired 
inventory, fixed assets and intellectual property from Binary Engineering Pty. Ltd. (Binary Engineering) located 
in New South Wales, Australia, pursuant to a purchase agreement with the “Seller” dated January 21, 2011, for an 
aggregate purchase price of $2.8 million. The Company acquired control on January 21, 2011, and accordingly 
operations were consolidated from this date onwards.

On February 2, 2011, the Company issued from treasury 40,733 shares directly to Binary Engineering and 40,734 
shares into an escrow account payable to Binary Engineering in one year conditional upon the Seller satisfying 
the terms of the purchase agreement. These shares are subject to a regulatory four month and one day hold period 
which commenced on their date of issue. The 81,467 shares were valued at $2.0 million based on the five day 
volume weighted average calculation of $24.55 per share. To complete the acquisition, Hyper Engineering paid $788 
thousand in cash directly to Binary Engineering.

Assets acquired     

Inventory  $ 802

Equipment   190

Intangible assets   1,810

Payables and accruals   (14)

 $ 2,788

Consideration paid
Share capital — 81,467 shares issued from treasury at $24.55  
    per share  $ 2,000
Cash and cash equivalents   788

 $ 2,788

Expenses

Three months ended March 31, Year ended 
December 31,

20102011 2010

Transaction costs charged to operating expenses  $ 48  $ —  $ 240
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4. Business acquisition (continued)

As part of the purchase agreement, the Company entered into agreements with Eco Engineering Pty. Ltd. (Eco 
Engineering) and Reay Investments Pty. Ltd. (Reay Investments). Binary Engineering, Eco Engineering and Reay 
Investments are all owned by the Seller. An agreement with Eco Engineering requires the Seller to perform certain 
consulting duties in the areas of sales, product development and business transition. An agreement with Reay 
Investments gives Hyper Engineering a lease of the facilities previously used by Binary Engineering for a period of 
two years with five subsequent two-year renewal options.

The Company plans to utilize Hyper Engineering to continue the previous operations of Binary Engineering using 
the same employee base and facility. The operations include the design, development and manufacture of devices 
that limit the inrush current that electric motors draw on when starting. The Company plans to expand the marketing 
and sales of these devices and incorporate this technology into the design of other heat pump products.

For the quarter ended March 31, 2011, Hyper Engineering and WaterFurnace Asia Pacific together had net sales of 
$464 thousand and a net loss of $64 thousand.

5. Financial instruments disclosure and presentation

Financial risk management
Risks that arise from financial instruments include liquidity risk, credit risk and market risk.

Liquidity risk
Liquidity risk is the risk that the Company will have difficulty meeting obligations associated with its financial 
liabilities. The Company manages liquidity risk through cash generated from operations in excess of dividends 
paid on an annual basis. Management does not foresee material or significant risk of the Company not meeting its 
financial obligations.

The Company is able to generate sufficient cash to fund expected growth and development needs. At March 31, 
2011, the Company had $5.6 million ($7.2 million at December 31, 2010) in cash and cash equivalents and $10.1 
million ($10.1 million at December 31, 2010) in short-term investments remaining after paying $2.8 million in 
dividends during the first three months ($2.4 million during the first three months of 2010). Accounts payable are 
paid within terms and discounts are taken when available.

Company policy calls for investments to have maturities of less than one year unless approved by the Board of 
Directors, slight or no risk of losing the invested principal and access to the principal amount prior to maturity. All 
investments must have a high-grade rating and no investments outside the U.S. are allowed without approval of the 
Board of Directors.
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5. Financial instruments disclosure and presentation (continued)

Credit risk
The risk with the Company’s short-term investments is minimal as they are all in money market funds. The 
Company’s financial instruments that are exposed to credit risk are primarily accounts receivable. To minimize this 
credit risk, the Company has established policies for evaluating customers and extending credit. Accounts receivable 
days sales outstanding are at levels normal for the industry.

The Company makes provisions for doubtful accounts as required. Management considers the reasons and history 
for each overdue account as well as economic conditions. When appropriate, the Company requires letters of credit, 
liens, bonds or personal guarantees from customers.

March 31, 
2011

December 31, 
2010

January 1, 
2010

Receivables

Trade receivables - current  $ 13,317  $ 16,343  $ 13,315
Trade receivables - 1 to 89 days past current   3,692   4,968   3,006
Trade receivables - 90 plus days past current   576   300   493
Other receivables   185   (28)   71
Allowance for doubtful accounts   (290)   (328)   (91)

 $ 17,480  $ 21,255  $ 16,794

Allowance for doubtful accounts

Balance, beginning of quarter (year)  $ 328  $ 91
    Change in provision   10   338
    Net adjustment for finance charges, write-offs and recoveries   (48)   (101)
Balance, end of quarter (year)  $ 290  $ 328

Payables and accruals

Payables - current  $ 4,080  $ 4,587  $ 4,146
Payables - 1 to 89 days past current   —   20   7
Accruals   3,245   3,454   3,245

 $ 7,325  $ 8,061  $ 7,398
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5. Financial instruments disclosure and presentation (continued)

Market risk
Market risk includes interest rate risk and foreign exchange risk.

Interest rate risk
Interest rate risk is the risk that the value or future cash flows of financial instruments will fluctuate due to changes 
in market interest rates. The Company currently is only exposed to interest rate risks from investment of its surplus 
cash and does not expect fluctuations in market interest rates to have a material impact on its results of operations. 
The Company does not use derivative instruments to reduce its exposure to interest rate risk.

Foreign exchange risk
Sales and purchases are primarily denominated in U.S. dollars including sales outside of the United States. Foreign 
currency adjustments were as follows:

Foreign currency adjustments
Three months ended March 31,

2011 2010
 

Net loss  $ 10  $ 9

6. Capital disclosures

Capital includes shareholders’ equity. At March 31, 2011, the Company had no bank loans or long-term debt other 
than $102 thousand under finance leases. The Company’s objective when managing capital is to safeguard the 
entity’s ability to continue as a going concern and make the Company prosper so that it can provide a fair return for 
shareholders and benefits for other stakeholders. The Company sets the amount of capital required and manages the 
capital structure and makes adjustments to it in the light of changes in business and economic conditions.

The Company uses forecasted cash flow, projected investment in the growth of the business and capital expenditure 
needs to determine the level of dividend payments. The Company targets a minimum value of cash and cash 
equivalents and short-term investments that is greater than two times the next estimated dividend payment. This 
ratio was approximately six to one at March 31, 2011.
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7. Inventory
March 31, 

2011
December 31, 

2010
January 1, 

2010

Raw material  $ 7,468  $ 6,333  $ 4,093
Finished goods   4,118   2,237   1,560

 $ 11,586  $ 8,570  $ 5,653

Three months ended March 31,

2011 2010
 

Inventory included in comprehensive income as cost of sales  $ 17,287  $ 15,776

None of the inventories are pledged as securities for liabilities. Excess or obsolete inventory is reserved for as 
required. No inventory write downs have been required.
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8. Property, plant and equipment
Three months ended March 31, 2011

Land
Building and 

improvements Equipment

Equipment 
under 

finance 
lease

Construction 
in progress Total

Gross carrying amount       
Balance, January 1, 2011  $ 450  $ 4,424  $ 6,456  $ 221  $ 17  $ 11,568
    Spending on construction in progress   —   —   —   —   78   78
    Acquired in business combination   —   —   190   —   —   190
    Placed in operation   —   —   1   —   (1)   —
    Disposals   —   —   (25)   —   —   (25)
Balance, March 31, 2011   450   4,424   6,622   221   94   11,811
Accumulated depreciation       
Balance, January 1, 2011   —   (412)   (3,773)   (74)   —   (4,259)
    Depreciation in cost of sales   —   (22)   (60)   (9)   —   (91)
    Depreciation in operating expenses   —   (24)   (133)   —   —   (157)
    Disposals   —   —   25   —   —   25
Balance, March 31, 2011   —   (458)   (3,941)   (83)   —   (4,482)

Net carrying amount, March 31, 2011  $ 450  $ 3,966  $ 2,681  $ 138  $ 94  $ 7,329

Year ended December 31, 2010

Land
Building and 

improvements Equipment

Equipment 
under 

finance 
lease

Construction 
in progress Total

Gross carrying amount        
Balance, January 1, 2010  $ 450  $ 3,857  $ 5,025  $ 221  $ 886  $ 10,439
    Spending on construction in progress   —   —   —   —   1,299   1,299
    Placed in operation   —   341   1,827   —   (2,168)   —
    Disposals   —   (127)   (43)   —   —   (170)
    Reclassifications   —   353   (353)   —   —   —
Balance, December 31, 2010   450   4,424   6,456   221   17   11,568
Accumulated depreciation             
Balance, January 1, 2010   —   (275)   (3,166)   (37)   —   (3,478)
    Depreciation in cost of sales   —   (126)   (248)   (37)   —   (411)
    Depreciation in operating expenses   —   (138)   (399)   —   —   (537)
    Disposals   —   127   40   —   —   167
Balance, December 31, 2010   —   (412)   (3,773)   (74)   —   (4,259)
Net carrying amount, December 31, 2010  $ 450  $ 4,012  $ 2,683  $ 147  $ 17  $ 7,309

A $1.6 million increase to the building deemed cost was recorded on transition to IFRS to reflect its fair value.
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9. Intangible assets

Intellectual property
Three months 

ended March 31, 
2011

Gross carrying amount
Balance, January 1, 2011  $ —
    Acquired in business combination   1,810
Balance, March 31, 2011   1,810
Accumulated amortization
Balance, January 1, 2011   —
    Amortization in operating expenses   (19)
Balance, March 31, 2011   (19)
Net carrying amount, March 31, 2011  $ 1,791

There were no intangible assets at December 31, 2010.

10. Bank arrangements

During the first quarter of 2010, the Company established an unsecured $3.0 million bank line of credit which was 
unused as of March 31, 2011.

11. Finance leases

Minimum lease payments due under finance leases
March 31, 

2011
December 31, 

2010
January 1, 

2010

 
Current portion in “Payables and accruals”

 
 $ 35

 
 $ 34

 
 $ 34

Long-term portion   102   111   146
 $ 137  $ 145  $ 180

Due within one year  $ 40  $ 40  $ 40
Due one to five years   106   116   156
Less: imputed interest   (9)   (11)   (16)

 $ 137  $ 145  $ 180
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12. Provisions and contingencies

Provision for warranty claims
March 31, 

2011
December 31, 

2010

Balance, beginning of quarter (year)  $ 14,484  $ 10,495
    Increase due to increase in claim rates   1,568   1,291
    Increase due to net increase of units exposed   426   2,138
    Increase due to change in estimated future vendor credits   67   191
    Increase due to change in discount rate   34   369
Balance, end of quarter (year)   16,579   14,484
    Less: current portion   2,960   2,724
    Long-term portion  $ 13,619  $ 11,760

The warranty provision is discounted at the rate of 2.6% (2010 - 3.5%) for years one through five and 4.3%  (2010 - 
4.8%) for years six through ten.

Effective January 1, 2011, the Company refined the warranty provision methodology to exclude the labor, travel 
and refrigeration allowances when applying the inflation factor since these allowances are fixed amounts and are 
not significantly influenced by inflation. This refinement to the estimation process reduced cost of sales for the three 
months ended March 31, 2011, by $505 thousand with a corresponding decrease in the provision for warranty claims 
at March 31, 2011.

Contingencies

The Company and its consolidated subsidiaries are defendants in actions brought against them from time to time in 
connection with their operations. While it is not possible to estimate the outcome of the various proceedings at this 
time, the Company does not believe that it will incur any significant loss or expense.
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13. Share capital
Three months ended March 31, 2011

Number 
of shares 

outstanding Share capital
Balance, January 1, 2011  12,095,667  $ 14,948
    Shares issued for acquisition (Note 4)         81,467   2,000
    Shares issued to fund deferred compensation plan         14,871   364
Balance, March 31, 2011  12,192,005  $ 17,312

Year ended December 31, 2010

Number 
of shares 

outstanding Share capital
Balance, January 1, 2010  12,092,432  $ 14,865
    Shares issued to fund deferred compensation plan           3,235   83
Balance, December 31, 2010  12,095,667  $ 14,948

On January 5, 2011, the Company issued 14,871 shares at $24.48 per share for a total of $364 thousand to the 
Company’s deferred compensation plan trust. The shareholders have approved the issuance of up to 250,000 
common shares from treasury to the Company’s deferred compensation plan trust of which 18,106 shares have been 
issued as of March 31, 2011.

Unlimited common shares without par value are authorized. As of March 31, 2011, there were 12,192,005 common 
shares issued and outstanding.

14. Commitments

The Company has entered into agreements to lease certain facilities, operational and administrative equipment and 
other services.

Minimum contractual obligations due
 Operating leases  Other payments  Total

Minimum due within one year  $ 540  $ 58  $ 598
Minimum due one to five years   717   —   717

 $ 1,257  $ 58  $ 1,257
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15. Supplementary cash flow information
Three months ended March 31,

2011 2010

Cash increase (decrease) from change in non-cash working capital
Receivables  $ 3,775  $ 2,447
Inventory   (2,214)   (1,264)
Prepaids and deposits   (189)   (459)
Payables and accruals other than deferred compensation and 
    finance lease liabilities   (750)   619
Income taxes payable   (610)   (652)

 $ 12  $ 691

Cash paid for income taxes
 
Income taxes paid  $ 1,968  $ 1,761

Non-cash transactions
 
Shares issued to fund deferred compensation plan  $ 364  $ —
 
Shares issued for acquisition  $ 2,000  $ —

16. Geographical information

Sales
Three months ended March 31,

2011 2010

United States  $ 24,446  $ 21,965
Canada   3,702   3,623
Other   589   206

 $ 28,737  $ 25,794

The majority of property, plant and equipment are located in the United States. Sales are attributed based on the 
location of the customer.

Seasonality also plays a role in quarterly sales and profitability. The first quarter is historically the lowest quarter for 
sales and profitability due to the decreased ability to install loops in northern climates during that period. Sales and 
profitability historically have improved in the second quarter and are highest in the third and fourth quarters.
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17. Related party transactions

The Company’s related parties are limited to Board members, key management personnel, a subsidiary director who 
has agreements with the Company, and employees for whom the 401(k) pension plan and the deferred compensation 
plan applies.

Three months ended March 31,

2011 2010

Compensation of key management personnel
Director compensation  $ 90  $ 87
Executive senior staff salaries and short-term benefits   421   326
Executive senior staff post employment benefits   76   47

 $ 587  $ 460

Companies controlled by subsidiary director
Consultation agreement fees  $ 13  $ —
Lease agreement expenses   6   —

 $ 19  $ —

The agreements above are transactions in the normal course of the operations. See Note 4, Business acquisition.

401(k) pension plan
 

Company match 401(k) pension plan expenses  $ 116  $ 114

The Company provides a 401(k) pension plan for employees. Employees can elect to contribute up to 80% of 
their gross earnings. The Company matches 100% of the first 4% of compensation contributed by employees. All 
Company matches vest immediately.
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17. Related party transactions (continued)

Deferred compensation plan

The Company has established an executive nonqualified “excess” deferred compensation plan (“the plan”) for 
certain management employees. These employees can elect to defer a portion of their earnings, and these amounts 
vest immediately. At the Company’s discretion, additional amounts may be awarded to the employees’ accounts. 
These additional amounts are subject to vesting over three to five years or upon normal retirement age, defined in the 
deferred compensation plan as age 60.

The plan, approved by the Board of Directors, allowed participants to choose from a number of selected mutual 
funds as “notional investments” for the participants and Company contributions prior to June 8, 2009. Effective June 
8, 2009, the plan was amended by the Board to require that all future Company contributions be notionally invested 
in WaterFurnace Renewable Energy, Inc. stock. The participants continue to have the choice of a number of selected 
mutual funds for their notional investments.

The earnings deferred by the participants plus amounts to be contributed by the Company are then tracked by the 
plan’s financial institution sponsor as if those amounts were actually invested in the notional fund options. The 
liability is adjusted based on changes to the value of the offsetting notional investments with the changes in the 
market value of the calculated liability charged or credited to deferred compensation plan expense.

March 31, 
2011

December 31, 
2010

January 1, 
2010

Plan assets 
    Mutual funds

 
 $ 2,366

 
 $ 2,286

 
 $ 2,573

    Life insurance policies   1,645   1,579   1,387
    Company stock   461   81   —

  4,472   3,946   3,960
Plan liabilities   (4,687)   (4,486)   (4,224)
Plan net liability  $ (215)  $ (540)  $ (264)

Unvested additional awards balances not reflected in plan 
    liabilities  $ 879  $ 922  $ 819

Three months ended March 31,

2011 2010
 

Deferred compensation plan expenses  $ 28  $ 82

Deferred compensation awarded during the period  $ 18  $ 90
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17. Related party transactions (continued)

Deferred compensation plan (continued)

The plan is a contractual obligation by the Company to pay the plan participants in the future and is comprised 
primarily of amounts to be paid post employment, but also includes amounts designated by the participants as 
in-service and education amounts that can be distributed during the participant’s term of employment according to 
payment terms designated by the participant.

The plan is not required to be funded, but the Company has established a trust to which the Company may contribute 
funds to satisfy the liability which can only be used to satisfy the compensation liability. The plan assets consist of 
mutual funds whose value is tied to the market performance of the investment options and flexible premium variable 
life insurance policies. As of the second quarter 2010, plan assets also include WaterFurnace Renewable Energy, Inc. 
stock. These assets are recorded at market value and have been netted with the offsetting liability on the basis that 
the investments are payable to the trust and only available for funding of the plan liability.

On January 5, 2011, the Company issued 14,871 shares to the Company’s deferred compensation plan trust. The 
amount recorded was $364 thousand. 

18. Significant expenses

Three months ended March 31,

2011 2010

Employee compensation expense in operating expenses
Salaries and wages  $ 2,489  $ 2,169
Benefits   653   720

 $ 3,142  $ 2,889

Benefits include the Company match expense for the 401(k) plan and deferred compensation expense.

Research and development expenses
Research and development expenses  $ 605  $ 662
Research tax credits   (88)   (62)

 $ 517  $ 600
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19. Income taxes

Three months ended March 31,

2011 2010

Income tax expense - current and deferred portions
Current taxes  $ 1,358  $ 1,106
Increase in deferred tax assets   (782)   (954)

 $ 576  $ 152

Income tax expense - significant components
Income tax expense computed at Canadian statutory rate  $ 300  $ 202
Change in Canadian statutory rate   —   13
Foreign taxes different from statutory rate   34   51
Manufacturing deduction   (91)   (79)
Other permanent differences   333   (35)

 $ 576  $ 152

The Canadian statutory rate for income taxes in 2011 was 28.25% compared with 31.00% in 2010. The income 
taxes listed above are computed at the 2011 rate. A separate line, “Change in Canadian statutory rate,” shows 
the difference due to the change in the enacted rate. Other permanent differences of $333 thousand includes an 
adjustment of $105 thousand for manufacturing deduction, tax exempt interest, accrued vacation and accrued 
deferred compensation bonuses as well as $172 thousand to adjust the income tax provision to match the income 
tax due upon finalization of the 2010 tax returns. The remainder includes adjustments for other miscellaneous 
differences.

Deferred tax assets - significant components
March 31, 

2011
December 31, 

2010
January 1, 

2010

Warranty reserve  $ 6,422  $ 5,611  $ 4,066
Deferred compensation and other compensation amounts   2,103   2,071   1,972
Inventory reserve   (256)   (238)   (372)
Tax value of assets in excess of book value   38   38   48
Book value of assets in excess of tax value   (1,459)   (1,431)   (876)
Other   146   161   14

 $ 6,994  $ 6,212  $ 4,852
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20. Earnings per share

Basic and diluted earnings per share (“EPS”) are the same as there are no dilutive securities. EPS was calculated 
using “Net income and total comprehensive income” as the numerator. Shares outstanding are calculated in the 
following table.

Three months ended March 31, 2011 Three months ended March 31, 2010

Shares outstanding at beginning of 
    period   12,095,667   12,095,667   12,092,432   12,092,432
Shares issued for acquisition 
        Actual number issued
        Weighted average for the period

         81,467 
  

   
         51,924

  — 
  

   
  —

Shares issued to deferred compensation 
    plan 
        Actual number issued
        Weighted average for the period

         14,871 
  

   
         14,054

  — 
  

   
  —

Shares outstanding at end of period   12,192,005   12,092,432
Weighted average shares outstanding 
        during the period   12,161,645   12,092,432

21. Dividends

Dividends paid per share (U.S.$)
Three months ended March 31,

  Date of payment                         Date of record 2011 2010

March 1 February 21 (February 17)  $ 0.22  $ 0.19

Total dividend
Three months ended March 31,

2011 2010

Dividend payment to shareholders  $ 2,682  $ 2,297
Withholding tax payment to the IRS on intercorporate dividend   142   121

 $ 2,824  $ 2,418
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22. Transition to IFRS

First-time adoption of IFRS

These are the Company’s first consolidated financial statements prepared in accordance with International Financial 
Reporting Standards (IFRS). The date of transition to IFRS is January 1, 2010.

The Company’s IFRS accounting policies presented in Note 3 have been applied in preparing the consolidated 
financial statements for the quarter ended March 31, 2011, the comparative information and the consolidated 
statement of financial position at the date of transition.

The Company has applied IFRS 1 First-time Adoption of International Financial Reporting Standards in preparing 
these first IFRS consolidated financial statements. The effects of the transition to IFRS on financial position, total 
comprehensive income and equity are presented in this section.

First-time adoption exemptions applied

The Company has elected to use fair value as deemed cost at the date of transition for some items of property, plant 
and equipment as described below.

Under the exemption allowed in IFRS 1, the Company revalued its engineering, manufacturing and administrative 
facility, based on third party appraisal, to fair value on January 1, 2010, which became the new deemed cost. The 
net carrying value of the building increased by $1.6 million resulting in a deferred tax charge for the excess of book 
value of assets over tax value in the amount of $653 thousand. The net effect of $964 thousand was credited to 
retained earnings.

Depreciation for the building for the fiscal year 2010 increased $54 thousand ($18 thousand for the quarter ended 
March 31, 2010) due to the increase in the value being depreciated and changes in the useful lives of the components 
of the building.

The additional depreciation for 2010 reduced income taxes by $23 thousand for the year and $7 thousand for the 
first quarter. Income taxes were also reduced by $18 thousand in the fourth quarter of 2010 due to the disposal of a 
revalued asset.

Presentation changes

Per IAS 1, all deferred taxes are considered non-current and the Company has reclassified the previous current 
portion to non-current. The statements of financial position headings have been renamed accordingly.

Reconciliation of the statements of financial position

The statements of financial position at January 1, 2010, March 31, 2010, and December 31, 2010, are reconciled to 
the amounts reported previously as follows:
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22. Transition to IFRS (continued) 

Reconciliation of financial position January 1, 2010 March 31, 2010 December 31, 2010

Note
Previous 

GAAP

Effect of  
transition 
to IFRS IFRS

Previous 
GAAP

Effect of  
transition 
to IFRS IFRS

Previous 
GAAP

Effect of  
transition 
to IFRS IFRS

Assets
Current assets 
    Cash and cash equivalents  $ 4,785  $ —  $ 4,785  $ 3,976  $ —  $ 3,976  $ 7,222  $ —  $ 7,222
    Short-term investments   13,368   —   13,368   12,868   —   12,868   10,078   —   10,078
    Receivables   16,794   —   16,794   14,347   —   14,347   21,255   —   21,255
    Inventory   5,653   —   5,653   6,917   —   6,917   8,570   —   8,570
    Other current assets B   2,861   (2,492)   369   3,810   (2,983)   827   3,546   (3,054)   492
Total current assets   43,461   (2,492)   40,969   41,918   (2,983)   38,935   50,671   (3,054)   47,617
 
Property, plant and equipment A   5,345   1,617   6,962   5,663   1,599   7,262   5,746   1,563   7,309
Deferred tax assets A, B   —   4,852   4,852   —   5,807   5,807   —   6,212   6,212
Other assets B   3,013   (3,013)   —   3,470   (3,470)   —   3,770   (3,770)   —
 
Total Assets  $ 51,819  $ 964  $ 52,783  $ 51,051  $ 953  $ 52,004  $ 60,187  $ 951  $ 61,138
 
Liabilities
Current liabilities 
    Payables and accruals  $ 7,398  $ —  $ 7,398  $ 8,018  $ —  $ 8,018  $ 8,061  $ —  $ 8,061
    Income taxes payable   880   —   880   228   —   228   1,124   —   1,124
    Provision for warranty claims - current   2,215   —   2,215   2,387   —   2,387   2,724   —   2,724
Total current liabilities   10,493   —   10,493   10,633   —   10,633   11,909   —   11,909
 
Finance leases   146   —   146   137   —   137   111   —   111
Deferred compensation   264   —   264   45   —   45   540   —   540
Provision for warranty claims   8,280   —   8,280   9,461   —   9,461   11,760   —   11,760
 
Total Liabilities   19,183   —   19,183   20,276   —   20,276   24,320   —   24,320
 
Shareholders’ Equity
    Share capital   14,865   —   14,865   14,865   —   14,865   14,948   —   14,948
    Retained earnings A   17,771   964   18,735   15,910   953   16,863   20,919   951   21,870
Total Shareholders’ Equity   32,636   964   33,600   30,775   953   31,728   35,867   951   36,818
 
Total Liabilities & Shareholders’ Equity  $ 51,819  $ 964  $ 52,783  $ 51,051  $ 953  $ 52,004  $ 60,187  $ 951  $ 61,138

A - Revaluation of building including reduction of deferred tax assets and increase to retained earnings.
B - Reclassification of deferred tax assets.
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22. Transition to IFRS (continued) 

Reconciliation of total comprehensive income

Three months ended March 31, 2010 Year ended December 31, 2010

Note
Previous 

GAAP

Effect of  
transition 
to IFRS IFRS

Previous 
GAAP

Effect of  
transition 
to IFRS IFRS

Sales  $ 25,794  $ —  $ 25,794  $ 138,285  $ —  $ 138,285
    Cost of sales C   18,796   10   18,806   91,933   29   91,962
Gross profit   6,998   (10)   6,988   46,352   (29)   46,323
    Operating expenses C   5,674   8   5,682   22,895   25   22,920
    Research and development 
        expenses   600   —   600   2,213   —   2,213
Income before interest and 
        income taxes   724   (18)   706   21,244   (54)   21,190
    Finance income   —   —   —   79   —   79
    Finance expense   (8)   —   (8)   (50)   —   (50)
Income before income taxes   716   (18)   698   21,273   (54)   21,219
    Income tax expense C   159   (7)   152   7,341   (41)   7,300
Net income and total 
    comprehensive income  $ 557  $ (11)  $ 546  $ 13,932  $ (13)  $ 13,919

Weighted average number of shares 
    outstanding (Note 20) 
        Basic and diluted  12,092,432   —  12,092,432  12,094,116   —  12,094,116
 
Earnings per share 
        Basic and diluted  $ 0.05  $ —  $ 0.05  $ 1.15  $ —  $ 1.15

C - Additional depreciation expense and reduction of income tax expense due to the revaluation of the building.
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22. Transition to IFRS (continued) 

Reconciliation of differences in equity
January 1, 

2010
March 31, 

2010
December 31, 

2010

Transition adjustments recorded in retained earnings:
    Increase to property, plant and equipment  $ 1,617  $ 1,599  $ 1,563
    Increase in deferred tax assets arising from adjustments and 
        movements recognized in profit and loss   (653)   (646)   (612)
Net increase in retained earnings  $ 964  $ 953  $ 951

Statements of cash flows

The components of cash and cash equivalents under Canadian GAAP are similar to those presented under IFRS. 
There are no material changes. Interest expense under IFRS is now listed under financing activities and interest 
income is now under investing activities. Previously both were included in operating activities.

23. Authorization for issuance of Consolidated Financial Statements

On June 9, 2011, by a board resolution, the directors authorized the issuance of the consolidated financial statements.

On behalf of the Board:

Timothy E. Shields     Thomas C. Dawson
Chairman      Chairman of the Audit Committee
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