





[t's very important to us that we
provide accurate information. We
do not want to inflate expectations
or create false hope, but we want
to tell our constituents that we are

very optimistic about the future.
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AUDITORS’ REPORT

To the Directors of the
Stem Cell Network/Réseau de cellules souches

We have audited the statement of financial position of the Stem Cell Network/Réseau de cellules souches
as at March 31, 2005 and the statements of operations, changes in net assets and cash flows for the year then
ended. These financial statements are the responsibility of the Network’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of the
Network as at March 31, 2005 and the results of its operations and its cash flows for the year then ended in
accordance with Canadian generally accepted accounting principles.

&ux..ot ¥ ?M/ AP
Ottawa, Canada,

May 19, 2005. Chartered Accountants
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STATEMENT OF FINANCIAL POSITION

As at March 31

2005 2004
$ $
ASSETS
Current
Cash 986,245 2,916,056
Crant receivable 874,250 580,000
Other receivables [note 5] 32,425 20,332
Prepaid research 35,000 —
Prepaid expenses 50,554 109,022
Total current assets 1,978,474 3,625,410
Capital assets [notes 3 and 5] 45,260 40,277
2,023,734 3,665,687
LIABILITIES AND NET ASSETS
Current
Accounts payable and accrued liabilities [note 5] 182,199 76,867
Research commitments payable [note 5] 107,500 358,176
Contributions received in advance [notes 4 and 6] 1,472,935 3,094,495
Current portion of deferred capital contribution 15,800 15,800
Current portion of lease obligations [note 7] 3,362 —
Total current liabilities 1,781,796 3,545,338
Lease obligations [note 7] 15,085 —
Deferred capital contribution — 15,800
1,796,881 3,561,138
Commitments [note 4]
Net assets
Invested in capital assets 29,460 8,677
Unrestricted 197,393 95,872
Total net assets 226,853 104,549
2,023,734 3,665,687

See accompanying notes

On behalf of the Board: /QM‘? . KMW

A"'"Z‘/ /gﬁu}é_‘

v ;
Director
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STATEMENT OF OPERATIONS

Year ended March 31

2005 2004
$ $
REVENUES
Network Centres of Excellence grant [note 6] 6,924,644 6,095,639
Other research grants 348,145 —
Contributions to commercialization pilot 101,522 —
Services in-kind [note 5] 54,276 65,580
Other contributions 120,644 91,354
Deferred capital contribution recognized 15,800 15,800
Interest 5,181 3,650
7,570,212 6,272,023
EXPENSES [note 5]
Research grants 5,944,665 4,923,348
Salaries and benefits 552,891 575,172
Conferences, seminars and meetings 452,034 377,966
Commercialization pilot 251,147 113,220
General and administration 98,146 76,173
Communications 83,817 69,258
Professional and consulting fees 42,185 35,004
Amortization of capital assets 23,023 25,635
7,447,908 6,195,776
Excess of revenues over expenses for the year 122,304 76,247

See accompanying notes
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STATEMENT OF CHANGES IN NET ASSETS

Year ended March 31

Invested in 2005 2004
Capital Assets Unrestricted Total Total
$ $ $ $
Net assets, beginning of year 8,677 95,872 104,549 28,302
Excess of revenue over expenses (7,223) 129,527 122,304 76,247
Investment in capital assets 28,006 (28,006) — —
Net assets, end of year 29,460 197,393 226,853 104,549

See accompanying notes
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STATEMENT OF CASH FLOWS

Year ended March 31

2005 2004
$ $

OPERATING ACTIVITIES
Excess of revenue over expenses 122,304 76,247
Amortization of assets not involving cash 23,023 25,635
Deferred capital contribution recognized (15,800) (15,800)
Decrease (increase) in other receivables (12,093) 73,303
Decrease (increase) in grant receivable (294,250) 640,049
Decrease (increase) in prepaid research (35,000) 133,466
Decrease (increase) in prepaid expenses 58,468 (103,702)
Increase (decrease) in accounts payable and accrued liabilities 105,332 (836)
Increase (decrease) in research commitments payable (250,676) 348,176
Increase (decrease) in contributions received in advance (1,621,560) (1,340,639)
Cash used in operating activities (1,920,252) (164,101)
INVESTING ACTIVITIES
Net capital asset acquisitions (9,286) (2,028)
Cash used in investing activities (9,286) (2,028)
FINANCING ACTIVITIES
Payment on lease obligations (273) —
Cash provided by financing activities (273) —
Net decrease in cash and cash equivalents (1,929,811) (166,129)
Cash and cash equivalents at beginning of year 2,916,056 3,082,185
Cash and cash equivalents at end of year 986,245 2,916,056
Supplemental disclosure
Assets acquired through capital leases 18,720 —

See accompanying notes
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1. GENERAL

The Stem Cell Network/Réseau de cellules souches [the “Network”] brings together more than fifty leading
Canadian scientists, clinicians, engineers, and ethicists, with the mandate to investigate the immense therapeu-
tic potential of stem cells for the treatment of diseases currently incurable by conventional approaches.

It is one of Canada’s twenty-one Network Centres of Excellence ["NCE"]. The NCE program is administered and
funded by the Natural Sciences and Engineering Research Council [“NSERC”], the Canadian Institute of Health
Research [“CIHR”], and the Social Sciences and Humanities Research Council [“SSHRC"], in partnership with
Industry Canada. The goal of the federal NCE program is to mobilize Canada’s research talent in universities,
industry and government to create new economy jobs, stimulate growth and improve the quality of life for
Canadians.

The Network research programs are focused on four areas: the ethical, legal and social implications of stem cell
research; basic stem cell biology; bioengineering of stem cells; and clinical applications.

The Network has been approved for funding until the year ended March 31, 2006. Funding available to be
received in fiscal 2006 from the NCE is $5,300,000.

2. SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared by the Network in accordance with Canadian generally accepted
accounting principles. The preparation of financial statements in conformity with generally accepted account-
ing principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the year. Actual results could differ from those
estimates.

Revenue recognition

The Network follows the deferral method of accounting for contributions, which include government grants.
Funds are received from the Canadian federal government as well as anticipated private and public sector partners.

Grants and other contributions which have external restrictive covenants governing the types of activities that
they can be used to fund are deferred until such time as the actual spending is incurred. Consequently, unspent
grants having restrictions will be recognized as revenue in future periods when the spending occurs. Grants
approved, but not received at the end of the accounting period, are accrued.

Unrestricted contributions are recognized as revenue when received or receivable if the amount to be received
can be reasonably estimated and collection is reasonably assured.
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Contributions and services in-kind

Many organizations and individuals contribute a significant amount of volunteer effort in each year. The fair
value of these services is often difficult to determine. Contributed services are not recognized in the financial
statements unless a fair value can be reasonably estimated, such services are used in the normal course of oper-
ations and the provider of the services has explicitly defined the value of the services to the Network. The
Network is dependent on such contributors to appropriately report the value of all contributions and services
in-kind to its administrative centre.

Capital assets

Purchased capital assets are recorded at cost. Donated capital assets are recorded on the balance sheet at their
estimated fair value, and recognized in the statement of operations based on their related amortization policy.

Capital assets are amortized on a straight-line basis using the following annual rates:

Software 50%
Computer equipment 33%
Office equipment 20%

Leasehold improvements 20%

Research grant expenses

Research grant expenses are recorded as expenses when they become payable. Research grants that will be
payable in future periods are summarized and disclosed as commitments in the notes to the financial state-
ments.

Financial instruments
The organization’s financial instruments consist of cash, other receivables, grant receivable, accounts payable
and accrued liabilities, research commitments payable and contributions received in advance. Unless otherwise

noted, it is management’s opinion that the Network is not exposed to significant interest, currency or credit
risks arising from these financial instruments and that their fair value approximates carrying value.
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3. CAPITAL ASSETS

2005 2004
Accumulated Accumulated
Cost Amortization Cost Amortization
$ $ $ $
Software 4,167 4,167 4,167 2,361
Computer equipment 28,627 20,360 19,342 17,641
Office equipment 21,650 457 12,745 7,575
Leasehold improvements 79,000 63,200 79,000 47,400
133,444 88,184 115,254 74,977
Less: Accumulated amortization 88,184 74,977
Net book value 45,260 40,277

Included in office equipment are assets under capital leases totaling $21,435 [2004 - $nil]. Related accumulated
amortization is $357 [2004 - $nil] and amortization expense for the year-end March 31, 2005 is $357 [2004 - $nil].

4. COMMITMENTS

At March 31, 2005, the Network has specifically committed to the future expenses set out below. The future
commitments for the Network to be funded by the contributions received in advance as described in note 6 are

as follows:
2006 2007
$ $
Approved research grants 200,000 200,000
Approved training 340,000 140,000
Total committed to date 540,000 340,000
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5. RELATED PARTY TRANSACTIONS

Under an agreement with the University of Ottawa [“University”], the University provides accounting and admin-
istrative support services as well as office space without charge to the Network. The value of the in-kind
contribution received for services in fiscal 2005 is $54,276 [2004 - $65,580]. Leasehold improvements included
in note 3 were contributed by the University of Ottawa.

The Network has expensed during fiscal 2005 a total of $55,000 [2004 - $40,000] in research grants to the
University of which $10,000 [2004 - $nil] due to the University is included in research commitments payable

as at March 31, 2005.

Included in other receivables is $7,500 [2004 - $nil] from the University of Ottawa.

6. Contributions Received In Advance

2005 2004
$ $

NCE funds balance, beginning of year 2,979,495 4,435,134
Contributions from the Network Centres of Excellence 4,784,000 4,640,000
Less: Amount recognized as government assistance in year (6,924,644) (6,095,639)
Balance end of year, NCE funds 838,851 2,979,495
Other funds balance, beginning of year 115,000 —
Other grants received and receivable 968,750 115,000
Less: Amount recognized in year (449,666) —
Balance end of year, other funds 634,084 115,000
Balance, end of year 1,472,935 3,094,495

Other funds of $968,750 received and receivable in the year include monies received from the Canadian
Institutes of Health Research [$500,000] and the Natural Sciences and Engineering Research Council of
Canada [$200,000] for the commercialization pilot; the Foundation Fighting Blindness [$131,250] for the
Retinal Stem Cell Project; and a partnership effort with the INMHA and the ICRH [$137,500] for Adult Stem

Cells to treat Stroke.

36



7. Capital Lease Obligation

2005 2004
$ $
Capital lease obligation with interest rate of 5.5%,
maturing February 2010, requiring quarterly
and interest payments of $1,077. 21,181 —
Less: Interest (2,734) —
18,447
Less: Current portion (3,362) —
15,085 —
Future payments under capital lease at March 31, 2005 are as follows:
$
2006 4,308
2007 4,308
2008 4,308
2009 4,308
2010 3,949
21,181

8. COMPARATIVE FIGURES

The comparative financial statements have been reclassified from statements previously presented to conform
to the presentation of the current year financial statements.
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