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February 12, 2009

MANAGEMENT'S RESPONSIBILITY
FOR FINANCIAL INFORMATION

The accompanying consolidated financial statements, the notes thereto and other financial
information contained in this annual report have been prepared by, and are the responsibility of,
the management of The Westaim Corporation. Financial information contained throughout this
annual report is consistent with the financial statements. These financial statements have been
prepared in accordance with Canadian generally accepted accounting principles, using
management's best estimates and judgements when appropriate. The Board of Directors is
responsible for ensuring that management fulfills its responsibility for financial reporting and
internal control. In meeting our responsibility for the reliability and timeliness of financial
information, the Corporation maintains and relies upon a comprehensive system of internal
controls including organizational, procedural and disclosure controls. The Audit Committee,
which is comprised of three Directors, none of whom is an officer of the Company, meets with
management as well as the external auditors to satisfy itself that management is properly
discharging its financial reporting responsibilities and to review the consolidated financial
statements and the report of the auditors. It reports its findings to the Board of Directors who



Auditors’ Report

To the Shareholders of
The Westaim Corporation

We have audited the consolidated balance sheets of The Westaim Corporation as at December 31, 2008
and 2007 and the consolidated statements of loss, comprehensive loss, deficit and cash flow for each of
the years then ended. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits 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 consolidated financial statements present fairly, in all material respects, the financial
position of The Westaim Corporation as at December 31, 2008 and 2007 and the results of its operations
and its cash flows for each of the years then ended in accordance with Canadian generally accepted
accounting principles.

D eloittt 47 omte P

Chartered Accountants
Edmonton, Canada

February 12, 2009



THE WESTAIM CORPORATION
Consolidated Balance Sheets

December 31

December 31

(thousands of Canadian dollars) 2008 2007
ASSETS
Current
Cash and cash equivalents $ 46,768 $ 30,993
Accounts receivable 6,272 14,931
Inventories (note 6) 3,535 4,373
Other 772 674
Current assets held for sale (note 3) 2,436 590
59,783 51,561
Investments (note 7) 4,262 5,968
Capital assets (note 8) 11,486 12,581
Capital assets held for sale (note 3) 1,103 10,086
Intangible assets (note 9) 643 799
Intangible assets held for sale (note 3) - 2,392
$ 77277 $ 83,387
LIABILITIES AND SHAREHOLDERS' EQUITY
Current
Accounts payable and accrued liabilities (note 21) $ 6,956 $ 7,018
Accounts payable and accrued liabilities held for sale (note 3) 2,885 1,443
9,841 8,461
Deferred gain (note 4) - 218
Provision for site restoration (note 12) 6,580 6,580
16,421 15,259
Non-controlling interest (note 5) 10,854 11,757
Guarantees (note 14)
Commitments and contingencies (note 15)
Shareholders' equity
Capital stock (note 13) 426,280 426,262
Contributed surplus (note 13) 8,718 7,769
Accumulated other comprehensive income (loss) (note 2r) 1,120 (1,779)
Deficit (386,116) (375,881)
50,002 56,371
$ 77277 $ 83,387
The accompanying notes are an integral part of these consolidated financial statements.
Approved on behalf of the Board:
SIGNED SIGNED
lan W. Delaney Frank W. King

Director Director



THE WESTAIM CORPORATION

Consolidated Statements of Operations and Consolidated Statements of Comprehensive Loss and Deficit

Year Ended Year Ended
December 31 December 31
(thousands of Canadian dollars except per share data) 2008 2007
Revenue $ 22,397 $ 31,830
Costs
Manufacturing 12,603 14,617
Research and development 4,582 6,356
General and administrative 9,666 9,348
Depreciation and amortization 1,937 2,093
Corporate costs (note 21) 5,068 10,856
Operating loss (11,459) (11,440)
Foreign exchange gain (loss) 3,510 (3,804)
Interest 712 1,822
Change in fair value of third party asset-backed commercial paper (note 7) (1,706) (4,048)
Loss on sale of third party asset-backed commercial paper (note 7) - (2,067)
Write-down of capital assets (note 8) (215) (1,203)
Gain on sale of investments (note 4) 534 2,648
Gain on sale of capital assets (note 8) - 8,722
Dilution gain (note 4) 6,000 4,525
Gain (loss) on issuance and repurchase of shares of subsidiary (note 5) 96 (134)
Non-controlling interest (note 5) 804 1,293
Loss from continuing operations before income taxes (1,724) (2,686)
Income tax expense (note 10) (11) (144)
Loss from continuing operations (1,735) (2,830)
Loss from discontinued operations net of income taxes (note 3) (8,500) (55,203)
Net loss $ (10,235) $ (58,033)
Loss per common share (note 18)
Continuing operations - basic and diluted $ 0.02) $ (0.03)
Net loss - basic and diluted (0.11) (0.62)
Weighted average number of common shares outstanding
Basic 94,207,494 94,069,547
Diluted 94,207,494 94,069,547
Consolidated Statements of Comprehensive Loss
Net loss $ (10,235) $ (58,033)
Unrealized gain (loss) on translation of net foreign operations (note 2c) 2,899 (1,103)
Comprehensive loss $ (7,336) $ (59,136)
Consolidated Statements of Deficit
Deficit at beginning of year $ (375,881) $ (317,848)
Net loss (10,235) (58,033)
Deficit at end of year $ (386,116) $ (375,881)

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



THE WESTAIM CORPORATION
Consolidated Cash Flow Statements

Year Ended Year Ended
December 31 December 31
(thousands of Canadian dollars) 2008 2007
Operating activities
Loss from continuing operations $ (1,735) $ (2,830)
Iltems not affecting cash
Depreciation and amortization 1,937 2,093
Change in fair value of third party asset-backed commercial paper 1,706 4,048
Loss on sale of third party asset-backed commercial paper - 1,067
Dilution gain (6,000) (4,525)
Stock-based compensation expense 1,027 2,469
Write-down of capital assets 215 1,203
Gain on sale of capital assets - (8,722)
Gain on sale of investments (534) (2,648)
(Gain) loss on issuance and repurchase of shares of subsidiary (96) 134
Non-controlling interest (804) (1,293)
Accounts receivable 9,057 (7,190)
Inventories 838 4,128
Other (90) (98)
Accounts payable and accrued liabilities 270 1,131
Cash provided from (used in) continuing operations 5,791 (11,033)
Cash used in discontinued operations (5,712) (19,739)
Cash provided from (used in) operating activities 79 (30,772)
Investing activities
Capital expenditures (1,243) (2,376)
Intangible assets (39) (72)
Proceeds on sale of subsidiary (note 4) 1,816 -
Proceeds on sale of discontinued operations (note 3) 8,165 24
Proceeds on sale of capital assets (note 8) 65 14,437
Intangible assets - discontinued operations - (480)
Maturity of short-term investments - 46,904
Purchase of short-term investments - (29,453)
Purchase of short-term investments reclassified to investments - (14,400)
Reclassification of cash equivalents to investments - (2,650)
Proceeds on sale of investments (note 4) - 1,582
Proceeds on sale of third party asset-backed commercial paper (note 7) - 5,968
Cash provided from investing activities 8,764 19,484
Financing activities
Issuance of common shares of subsidiary (note 4) 1,000 14
Repurchase of common shares by subsidiary (note 5) (63) -
Issuance of convertible debentures of subsidiary (note 4) 3,500 -
Issuance of common shares (note 13) - 27
Net cash outflow on deconsolidation of former subsidiary (note 4) - (2,306)
Cash provided from (used in) financing activities 4,437 (2,265)
Effect of exchange rate changes on cash and cash equivalents 2,495 (489)
Net increase (decrease) in cash and cash equivalents 15,775 (14,042)
Cash and cash equivalents at beginning of year 30,993 45,035
Cash and cash equivalents at end of year $ 46,768 $ 30,993
Cash and cash equivalents is comprised of:
Cash 4,332 12,537
Cash equivalents 42,436 18,456
46,768 30,993
Supplemental disclosure of cash flow information:
Non-cash capital asset additions included in accounts
payable and accrued liabilities $ 5 % 452

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



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

1

2

BASIS OF PRESENTATION

The Westaim Corporation (the "Company") was incorporated on May 7, 1996 by articles of incorporation
under the Business Corporations Act (Alberta).

These consolidated financial statements include the accounts of the Company and its subsidiaries, iFire
Technology Ltd. ("iFire") and Nucryst Pharmaceuticals Corp. (“"Nucryst").

These consolidated financial statements are prepared in accordance with Canadian generally accepted
accounting principles ("GAAP") and were prepared using GAAP applicable to a going concern which
contemplate that the Company will continue in operation for the foreseeable future and will be able to
realize assets and settle liabilities in the normal course of business as they come due. Management believes
that the Company has sufficient cash resources to meet its obligations beyond the next twelve months from
December 31, 2008 and that there are no material uncertainties relating to expected future events that may
cast significant doubt on whether the Company can continue as a going concern.

All amounts are expressed in thousands of Canadian dollars except share and per share data unless
otherwise noted.

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES

a) Principles of consolidation

The financial statements of entities which are controlled by the Company through voting equity
interests, referred to as subsidiaries, are consolidated. Entities which are not controlled but over which
the Company has the ability to exercise significant influence, are accounted for using the equity
method. Investments in other entities are accounted for using the cost method. Variable interest
entities ("VIES") are entities in which equity investors do not have the characteristics of a "controlling
financial interest” or there is not sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support. VIEs are consolidated by the Company when it is
determined that it will, as the primary beneficiary, absorb the majority of the VIEs' expected losses
and/or expected residual returns. The Company currently does not have any VIEs. Intercompany
balances and transactions are eliminated upon consolidation.

b) Use of estimates

GAAP requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the reported amounts of revenue and expenses during the year. Significant
estimates include the provision for site restoration, inventory valuation, fair value of stock-based
compensation, fair value of financial instruments including asset-backed commercial paper, valuation
allowance against future income taxes, useful lives of capital assets and intangible assets, uncertain tax
positions and the fair value of assets held for sale. Actual results could differ materially from those
estimates.

c) Translation of foreign currencies
Transactions in foreign currencies are translated into Canadian dollars at rates of exchange at the time

of such transactions. Monetary assets and liabilities are translated at current rates of exchange. The
resulting gains and losses are included in the consolidated statement of operations.



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

2

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES (continued)

d)

f)

9)

h)

Foreign operations are considered financially and operationally self-sustaining and are translated into
Canadian dollars using the current rate method of translation. Under this method, assets and liabilities
are translated at the year-end exchange rates. Unrealized gains and losses arising from translating net
investments in foreign operations into Canadian dollars are included in shareholders’ equity as a
component of accumulated other comprehensive income.

Revenue recognition
Specific revenue recognition policies for the Company's operating segment are as follows:

Nucryst — Revenue from direct sales to third parties is recognized when persuasive evidence of an
arrangement exists, delivery has occurred, the price to the buyer is fixed or determinable, and
collection is reasonably assured. The Company's revenues earned under license agreements consist
primarily of product revenue, royalties and payments upon the achievement of specific milestones. For
products manufactured under license, revenue is recorded at the date of shipment. Royalty revenue is
earned based on a percentage of sales revenue earned by the licensee on its sales to third parties.
Revenue relating to the achievement of milestones under licensing agreements is recognized when the
milestone event has occurred. Manufacturing cost rebates paid annually are recorded as a reduction to
revenue evenly throughout the year. Nucryst may also derive revenue from research activities and this
revenue is recognized as services are performed (note 20).

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit and highly liquid short-term investments with
original maturities at the date of acquisition of 90 days or less and are recorded at fair value as they are
classified as held-for-trading financial assets (note 16). Cash and cash equivalents at December 31,
2008 is comprised of cash of $4,332 (2007 - $12,537) and cash equivalents of $42,436 (2007 -
$18,456).

Short-term investments

Short-term investments consist of money-market instruments with maturities of less than one year and
are classified as held-for-trading financial assets (note 16). As at December 31, 2008 and 2007, the
Company did not hold any short-term investments.

Long-term investments

Long-term investments are reported at fair value and are classified as held-for-trading or available-for-
sale financial assets (note 16).

Inventory valuation

Finished product, raw materials, and materials in process are valued at the lower of average cost and
net realizable value.



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

2

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES (continued)

i)

)

k)

Research and development costs

Research costs are expensed as incurred and significant project development costs are capitalized in
accordance with GAAP once the Company has determined that commercialization criteria concerning
the product or process have been met. Amortization of these costs over their estimated useful life
commences with the successful commercial production or use of the product or process. On an
ongoing basis, management reviews the unamortized balance to ensure that the deferred development
costs continue to satisfy the criteria for deferral and amortization.

As at December 31, 2008 and 2007, no development costs have been capitalized.
Capital assets

Land, buildings, machinery and equipment, and computer hardware and software are stated at cost.
Depreciation is calculated using a straight-line method based on the estimated useful lives of the
particular assets which are 20 years for buildings, and 2 to 10 years for machinery and equipment, and
computer hardware and software. Leasehold improvements are depreciated using the straight-line
method over the lesser of the term of the lease or the estimated useful life of the assets.

The Company evaluates the carrying value of capital assets whenever events or changes in
circumstances indicate that the carrying value may not be recoverable, and recognizes an impairment
charge when it is probable that estimated future non-discounted cash flows of the underlying assets
will be less than the carrying value of the assets. Measurement of an impairment loss related to capital
assets that management intends to hold and use is based on the fair value of the assets, whereas assets
to be disposed of are reported at the lower of the carrying amount or fair value less estimated costs to
sell.

Site restoration costs

The total estimated costs of site restoration relating to tangible, long-lived assets have been accrued.
Site restoration costs have been estimated, taking into consideration the anticipated method and extent
of the remediation consistent with regulatory requirements, industry practices, current technology and
the possible uses of the site. The estimated amount of future restoration costs is reviewed regularly
based on available information. Where the forecasted net restoration costs exceed existing provisions,
an additional expense is recognized in the period.

Potential recoveries of costs resulting from indemnifications provided by previous owners of the
Company's industrial sites have not been recognized in these consolidated financial statements as the
amount of recovery cannot be reasonably determined. Any future recoveries will be recorded when
received.

Income taxes
Income taxes are accounted for using the liability method of income tax allocation. Under the liability

method, income tax assets and liabilities are recorded to recognize future income tax inflows and
outflows arising from the settlement or recovery of assets and liabilities at their carrying values.



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

2

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES (continued)

n)

0)

p)

Valuation allowances are established when necessary to reduce future tax assets to the amount that, in
the opinion of management, is more likely than not to be realized. Future income tax assets and
liabilities are determined based on the substantively enacted tax laws and rates that are anticipated to
apply in the period of realization.

Stock-based compensation plans

The Company and certain of its subsidiaries have stock-based compensation plans, which are
described in note 13. Compensation expense for stock options is accounted for using the fair value
method. Compensation expense for awards that call for settlement in cash or other assets is measured
on an ongoing basis as the amount by which the quoted market price exceeds the exercise price at each
measurement date. Any obligations related to increases in the value of Deferred Share Units
("DSUs"), Restricted Share Units ("RSUs") and Stock Appreciation Rights ("SARs") are accrued when
a change in value occurs with an offset to the consolidated statement of operations.

Any consideration paid by option holders for the purchase of stock is credited to capital stock. If plan
entitlements are repurchased from the holder, the consideration paid is charged to deficit.

Earnings per share

Basic earnings per common share is calculated using the weighted average number of common shares
outstanding during the period. Diluted earnings per share is calculated on the basis of the average
number of shares outstanding during the period plus the additional common shares that would have
been outstanding if potentially dilutive common shares had been issued using the "treasury stock"
method.

Employee future benefits

All employee future benefits are accounted for on an accrual basis. Until December 31, 2007, the
Company maintained defined contribution pension plans for its employees which were funded in an
amount of $706 during the year ended December 31, 2007. These plans were wound up effective
December 31, 2007 and, effective January 1, 2008, Nucryst’s Canadian employees participated in a
group registered retirement savings plan. In 2008, Nucryst contributed $458 to this plan. In 2008, the
Company’s head office and iFire employees were provided with additional compensation of 4% of
base salary in lieu of employer pension contributions.

Discontinued operations

Long-lived assets to be disposed of by sale are classified as held for sale in the period in which a
formal plan of disposal has been approved, the assets are available for immediate sale and are actively
being marketed, and if it is expected that the sale will occur within one year. Long-lived assets to be
abandoned are classified as held and used until they are disposed of.

Long-lived assets classified as held for sale are carried at the lower of their carrying amount and fair
value net of estimated disposition costs. Losses are recognized immediately where carrying value
exceeds fair value and gains are recognized at the time of sale.

The results of discontinued operations are reported separately, including gains or losses related to the
disposal of related long-lived assets held for sale or disposal. Future costs associated with an exit or
disposal activity are recognized in the period in which the liability is incurred.



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

2

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES (continued)

a)

)

s)

Intangible assets

The Company's definite life intangible assets consist of the prosecution and application costs of patents
and trademarks and are amortized on a straight-line basis over their estimated useful lives to a
maximum of 10 years. The cost of maintaining patents and trademarks are expensed as incurred. The
Company evaluates the carrying value of definite life intangible assets whenever events or changes in
circumstances indicate that the carrying value may not be recoverable. Any impairment in the carrying
value, which is based on the fair value of the intangible assets, is charged to expense in the period that
impairment has been determined.

Indefinite life intangible assets are recorded at fair value. On a regular basis, the Company reviews the
carrying value of these assets for impairment. As at December 31, 2008 and 2007, the Company had
no indefinite life intangible assets.

Accumulated other comprehensive loss
Comprehensive loss is comprised of net loss and other comprehensive loss.

Certain gains and losses arising from changes in fair value are temporarily recorded outside the
consolidated statement of operations in accumulated other comprehensive income as a separate
component of shareholders’ equity.

Comprehensive loss is comprised of the Company’s net loss and other comprehensive income (loss).
Other comprehensive income (loss) may include any unrealized gains and losses on available-for-sale
securities, foreign currency translation gains and losses on the net investment in self-sustaining foreign
operations and changes in the fair market value of derivative instruments designated as cash flow
hedges, all net of income taxes. At December 31, 2008, the balance of accumulated other
comprehensive income of $1,120 (December 31, 2007 — loss of $1,779) is comprised solely of foreign
currency translation adjustments on the Company’s net investment in its self-sustaining foreign
operations.

Financial instruments

All financial assets and liabilities accounted for using one of five available accounting models, being
held-to-maturity, available-for-sale, held-for-trading, loans and receivables and other liabilities. All
financial instruments classified as available-for-sale, held-for-trading, and derivative financial
instruments meeting certain recognition criteria, are carried at fair value. Changes in the fair value of
financial instruments designated as held-for-trading and recognized derivative financial instruments are
charged or credited to the statement of operations for the current period, while changes in the fair value
of financial instruments designated as available-for-sale are charged or credited to other
comprehensive income and charged or credited to the statement of operations when the instrument is
sold. All other financial assets and liabilities are accounted for at amortized cost depending upon the
nature of the instrument. Financial assets and liabilities designated as held-to-maturity are initially
recognized at their fair values, with any resulting premium or discount from the fair value being
amortized to income or expense using the effective interest method. After their initial fair value
measurement, they are measured at amortized cost using the effective interest method. Transaction
costs related to the acquisition of financial instruments held-for-trading are expensed as incurred.
Transaction costs with respect to instruments not classified as held-for-trading are recognized as an
adjustment to the cost of the underlying instruments, when they are recognized, and amortized using
the effective interest method.



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

2

SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES (continued)

f)

The following is a summary of the accounting model the Company has elected to apply to each of its
significant categories of financial instruments:

Cash and cash equivalents held-for-trading
Short-term investments held-for-trading
Long-term investments available for sale
Long-term investments - asset-backed commercial paper held-for-trading
Accounts receivable loans and receivables
Accounts payable and accrued liabilities other liabilities
Long-term debt other liabilities

Derivative instruments are recorded at fair value unless exempted from derivative treatment as normal
purchases and sales. All changes in their fair value are recorded in income unless cash flow hedge
accounting is used, in which case, changes in fair value are recorded in other comprehensive income
(loss).

Recently adopted and pending accounting pronouncements

Effective January 1, 2008, the Company adopted two new CICA standards, Section 3862 "Financial
Instruments — Disclosures" and Section 3863 "Financial Instruments — Presentation™ which replaced
Section 3861 "Financial Instruments — Disclosure and Presentation”. The new Disclosure standard
increases the emphasis on the risks associated with both recognized and unrecognized financial
instruments and how these risks are managed. The new presentation standard carries forward the
former presentation requirements. The Company determined that the implementation of these new
standards did not have any impact on the Company’s financial position or results of operations. The
disclosures related to these sections are reported in note 16 of these consolidated financial statements.

Effective January 1, 2008, the Company adopted CICA Section 3031 "Inventories”. This Section
relates to the accounting for inventories and revises and enhances the requirements for assigning costs
to inventories. The Company determined that the implementation of this Section did not have a
material impact on its consolidated financial statements. The value of inventory expensed for the year
ended December 31, 2008 amounted to $13,664 (2007 — $15,856) of which $12,603 (2007 — $14,963)
was included in manufacturing costs and $1,061 (2007 — $893) was included in depreciation expense.

In November 2006, the CICA issued new Handbook Section 1535 "Capital Disclosures", effective for
annual and interim periods beginning on or after October 1, 2007. This Section establishes standards
for disclosing information about an entity's capital and how it is managed in order that a user of the
financial statements may evaluate the entity's objectives, policies and processes for managing capital.
The Company’s capital disclosures are reported in note 17 of these consolidated financial statements.

Future Accounting Pronouncements

In 2006, Canada's Accounting Standards Board (“AcSB”) ratified a strategic plan that will result in
GAAP, as used by public entities, being converged with International Financial Reporting Standards
(“IFRS”) over a transitional period. In February 2008, the AcSB confirmed January 1, 2011 as the
date that Canadian public entities will be required to start reporting under IFRS. Companies will be
required to provide qualitative disclosure on the key elements and timing of their transition plan to
IFRS no later than their 2008 annual Management Discussion and Analysis. Qualitative disclosure of
the impact of the transition is required in companies’ 2009 interim and annual Management Discussion



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

2 SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES (continued)

and Analysis. Comparative financial information for 2010 will be required when companies begin
reporting 2011 results under IFRS. During 2009 the Company will prepare its detailed IFRS
conversion plan. This plan will be aimed at identifying the differences between IFRS and the
Company’s current accounting policies, assessing the impact on the Company’s financial reporting
and, when necessary, analyzing alternative policies that could be adopted. The nature and extent of
this project may be impacted by changes in the strategic direction of the Company.

In February 2008, the CICA issued new Handbook Section 3064 “Goodwill and Intangible Assets”,
replacing Handbook Section 3062 “Goodwill and Other Intangible Assets” and Handbook Section
3450 “Research and Development Costs”. The new section will be applicable to financial statements
relating to fiscal years beginning on or after October 1, 2008. Accordingly, the Company will adopt
the new standards for its fiscal year beginning January 1, 2009. This section establishes standards for
the recognition, measurement, presentation and disclosure of goodwill subsequent to its initial
recognition and of intangible assets by profit-oriented enterprises. Standards concerning goodwill are
unchanged from the standards included in the previous Handbook Section 3062. The Company has
determined that the adoption of this new section will not have a material impact on its consolidated
financial statements.

3 DISCONTINUED OPERATIONS

In November 2007, the Company announced that it was seeking a buyer for the business and assets of iFire.
Accordingly, the results from the operations of this business have been accounted for on a discontinued
basis and the related assets and liabilities are classified as held for sale. In accordance with CICA
Handbook Section 3475 (“Section 3475”), no depreciation or amortization has been recorded from the date
of this announcement on iFire’s long-lived assets consisting of capital assets and intangible assets. Also, in
accordance with Section 3475, the Company estimated the fair value of these assets at December 31, 2007
less costs to sell, assuming that iFire would be sold as a going concern. This valuation resulted in a write-
down of iFire’s capital assets of $22,100 in the fourth quarter of 2007.

In the first quarter of 2008, the Company estimated the value that would be realized by selling the
individual assets of iFire including buildings, equipment, and intellectual property. As a result, a write-
down of $6,086 of capital assets held for sale and $1,000 of intangible assets held for sale was recorded in
that period.

In the fourth quarter of 2008, iFire sold its equipment for net proceeds after fees, costs, taxes and
termination amounts of $8,165 and reported a gain on the sale of these assets of $5,268. Also, in the fourth
quarter, iFire entered into an agreement to sell its intellectual property and other intangible assets. This sale
was subject to several conditions, including iFire obtaining certain consents and approvals. The net
proceeds to be realized on the sale of the intellectual property and other intangible assets are less than the
book value of the intangible assets available for sale and as a result these assets were written down by $279
in the fourth quarter of 2008. The sale of intellectual property and other intangible assets was completed in
January 2009 for net proceeds of approximately $1,113. No material gain or loss is expected to be reported
on this transaction. The Company’s manufacturing building used by iFire in Toronto, Ontario remains for
sale and has a book value of $1,048.

10



The Westaim Corporation
Notes to Consolidated Financial Statements
Years Ended December 31, 2008 and 2007

(thousands of Canadian dollars except per share data)

3

DISCONTINUED OPERATIONS (continued)

Results of discontinued operations - iFire:

Year ended
Dec. 31, 2008 Dec. 31, 2007
Loss related to discontinued operations $ (6,403) $ (33,103)
Write-down of discontinued operations to fair value (7,365) (22,100)
Gain on sale of capital assets held for sale 5,268 -
Loss from discontinued operations net of income taxes $ (8,500) $ (55,203)

All remaining iFire restructuring costs relating to employee severances have been accrued as at December
31, 2008 and are expected to be paid in the first quarter of 2009 (note 21).

The loss from discontinued operations is after deduction of depreciation and amortization of $nil for the

year ended December 31, 2008 (2007 — $13,588). Current income tax expense included in loss from

discontinued operations for the year ended December 31, 2008 amounted to $240 (2007 — $22).

Loss per common share from discontinued operations was $0.09 for the year ended December 31, 2008
(2007 — $0.59).

Amounts included in the consolidated balance sheets relating to the iFire discontinued operations are as
follows:

December 31, December 31,
2008 2007
Current assets held for sale $ 2436 $ 590
Accounts payable and accrued liabilities held for sale (2,885) (1,443)
Capital assets held for sale 1,103 10,086
Intangible assets held for sale — 2,392

4 DILUTION GAIN AND GAIN ON SALE OF INVESTMENTS

a) InJanuary 2008, a wholly owned subsidiary of the Company issued common shares to a non-related
Canadian company for proceeds of $1,000 representing 40% of the issued share capital of the
subsidiary and also issued $3,500 of convertible debentures to non-related third parties. The
debentures had no recourse to the Company and were convertible into common non-voting shares of
the subsidiary representing 58.3% of the issued share capital on a fully diluted basis. As a result of
these transactions, the Company’s interest in this subsidiary was reduced to 60%. In March 2008, the
debentures were converted and the Company’s economic interest in the subsidiary was reduced to
approximately 25% and the Company’s consolidated non-capital losses, unclaimed scientific research
and development expenditures and research and development tax credits were reduced by
approximately $85,000, $17,000 and $19,000 respectively. Also, in March 2008, the Company sold its
remaining interest in this subsidiary for proceeds of $1,500. As a result of these transactions, the
Company is reporting a dilution gain in 2008 of $6,000.
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4

5

6

DILUTION GAIN AND GAIN ON SALE OF INVESTMENTS (continued)

b) In the first quarter of 2007, a subsidiary issued 11,954,000 common shares for proceeds of $5,977 to
private investors which reduced the Company's voting interest in the subsidiary to 22.1%. As a result
of this dilution in ownership, the net assets of the subsidiary were no longer consolidated and in the
first quarter of 2007, the Company recorded a dilution gain of $4,525 resulting from a reduction in
cash of $2,306, a reduction in long-term debt of $8,000 and an increase in net working capital of $115.
The Company also recorded a deferred gain of $1,284 in the first quarter of 2007 representing a
deficiency in the investment. This investment was classified as an available-for-sale security. As a
result of this dilution event in the first quarter of 2007, the Company's consolidated non-capital losses,
unclaimed scientific research and development expenditures, and research and development tax credits,
were reduced by approximately $16,000, $76,000 and $18,000 respectively.

In the third quarter of 2007, the convertible debentures of the subsidiary were converted to common
shares which further reduced the Company's economic interest in the subsidiary to 14.6%.

In the fourth quarter of 2007, the Company sold 87% of its investment in this former subsidiary for
proceeds of $1,582. As a result, the Company realized a gain on the sale of this investment of $2,648
including the pro-rata recognition of the deferred gain in an amount of $1,066. The Company recorded
a deferred gain of $218 as at December 31, 2007 which was realized in the second quarter of 2008
when the Company sold its remaining interest in this investment for proceeds of $316 and recorded a
gain on the sale of this investment of $534.

NON-CONTROLLING INTEREST
The Company's ownership in Nucryst was 74.7% at December 31, 2008 (December 31, 2007 — 74.5%).

The Company consolidates the financial statements of Nucryst with the non-controlling interest being
reported separately in the consolidated statement of operations and consolidated balance sheet. The non-
controlling interest for the year ended December 31, 2008 amounted to $804 (2007 — $1,293). The
Company recorded a loss on the issuance of shares of Nucryst of $49 for the year ended December 31, 2008
(2007 — $134). These shares were issued by Nucryst in relation to its stock-based compensation plans. In
addition, in 2008 the Company reported a gain of $145 as the result of the repurchase by Nucryst of 65,100
of its common shares.

INVENTORIES
December 31, 2008 December 31, 2007
Raw materials $ 2,726 $ 2,759
Materials in process 387 1,378
Finished product 422 236

$ 3,535 $ 4,373
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7 INVESTMENT IN CANADIAN THIRD PARTY ASSET-BACKED COMMERCIAL PAPER

In the third quarter of 2007, global financial markets experienced an unprecedented credit and liquidity
crisis. Dominion Bond Rating Service (“DBRS”) placed Canadian third party asset-backed commercial
paper (“ABCP”) "Under Review with Developing Implications™ following an announcement in August
2007 that a consortium representing banks, asset providers and major investors had agreed in principle to a
long-term proposal and interim agreement regarding ABCP (the "Montreal Proposal”). Under this
proposal, the affected ABCP would be converted into term floating rate notes.

On September 6, 2007, a Pan Canadian Committee (the "Committee') was formed to oversee the proposed
restructuring process of the ABCP and on December 23, 2007, the Committee approved an agreement in
principle to restructure the ABCP issued by 20 trusts covered by the Montreal Proposal, which includes the
investments held by the Company. On March 17, 2008, a court order was obtained through which the
restructuring of the ABCP would occur under the protection of the Companies Creditors Arrangement Act
(“CCAA”). The restructuring was voted upon and approved on April 25, 2008 on the basis of all ABCP
investments being a single class for the purpose of voting and on June 25, 2008 a court order sanctioning
the restructuring of the ABCP was made pursuant to the CCAA. On August 18, 2008, the Court of Appeal
for Ontario upheld the sanction order and on September 19, 2008, the Supreme Court of Canada denied
leave to appeal the Court of Appeal for Ontario’s decision. Subsequent to this dismissal, the Committee
announced that the process of tendering existing ABCP securities in exchange for new restructured notes
had begun.

Under the restructuring plan, all of the ABCP are being exchanged for longer dated notes that match the
maturity of the underlying reference assets in the proposed structure. The restructuring also pools certain
series of ABCP which are supported in whole or in part by underlying synthetic assets. Under this
arrangement, there are three distinct restructuring solutions for (1) Traditional-ABCP which is supported
solely by traditional securitized assets, (2) Synthetic-ABCP which is supported by synthetic assets, or a
combination of synthetic and traditional securitized assets, and (3) Ineligible-ABCP supported primarily by
U.S. sub-prime mortgage assets.

At September 30, 2007, the Company held ABCP with a book value of $14,069 which reflected a face
value of $17,050 and a reduction in fair value of $2,981 recorded in the third quarter of 2007. In the fourth
quarter of 2007, the Company sold 50% of its holdings in ABCP with a face value of $8,525 and a book
value of $7,035 for proceeds of $5,968. This sale resulted in a loss on the sale of the ABCP of $1,067.

On March 20, 2008, the Committee issued an Information Statement containing details about the proposed
restructuring. Based on this and other public information it was estimated that, of the $8,525 of ABCP
which the Company held at December 31, 2008 and December 31, 2007:

e 3600 is represented by traditional securitized assets and the Company will, on restructuring, receive
replacement Traditional Asset Tracking long-term floating rate notes.

e 37,725 is represented by a combination of leveraged collateralized debt, synthetic assets and traditional
securitized assets and the Company will, on restructuring, receive replacement senior Class A-1 and
Class A-2 and subordinated Class B and Class C long-term floating rate notes. The Company expected
to receive replacement notes with par values as follows:

e Class A-1: $5,673
e Class A-2: $1,553
e ClassBand C: $499

e $200 is represented by assets that have an exposure to U.S. mortgages and sub-prime mortgages. On

restructuring, the Company will receive Ineligible Asset Tracking long-term floating rate notes.
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7

INVESTMENT IN CANADIAN THIRD PARTY ASSET-BACKED COMMERCIAL PAPER
(continued)

The Company has classified its ABCP as long-term investments held-for-trading. The ABCP in which the
Company has invested has not traded in an active market since mid-August 2007 and there are currently no
market quotations available. The Company has estimated the fair value of its investments in ABCP
considering the best available public information regarding market conditions and other factors that a
market participant would consider for such investments. In accordance with CICA Handbook Section 3855
“Financial Instruments — Recognition and Measurement”, when the market for a financial instrument is not
active, the fair value should be estimated using an appropriate valuation technique. The assumptions used
in determining the estimated fair value reflect the details included in the Information Statement issued by
the Committee and the risks associated with the long-term floating rate notes. The Company has used a
probability-weighted discounted cash flow approach to value its ABCP investments at December 31, 2008
and December 31, 2007 which considered expected interest rates, fixed/floating interest rate swaps, credit
spreads, estimated restructuring fees and estimated renegotiated maturity dates. The assumptions used in
this model include: average risk free interest rate of 2.5%; weighted average discount rate of 11.3%; and
average maturity of long-term notes of 8.1 years.

The Company was required to use management estimates when calculating this fair value. Interest and
discount rates vary by each of the different replacement long-term floating rate notes to be issued as they
have different credit ratings and risks. Interest and discount rates also vary by the different probable cash
flow scenarios that have been modeled. Discount rates have been estimated using Government of Canada
benchmark rates plus expected spreads for similarly rated instruments with similar maturities and structure.
An increase in the estimated discount rates of 1 percent would reduce the estimated fair value of the
Company’s investment in ABCP by approximately $279. Maturities vary by different replacement long-
term floating rate notes as a result of the expected maturity of the underlying assets. As a result of this
valuation, the Company has determined the estimated fair value of the investment in ABCP to be $4,262 at
December 31, 2008.

This represents a reduction in the estimated fair value of $1,706 from December 31, 2007 primarily as a
result of worsening credit markets. The total reduction in the fair value of ABCP amounts to $4,263 at
December 31, 2008, of which $2,557 was recorded in 2007. The decrease in fair value in 2008 was
primarily due to the deterioration in the credit market, reductions in the DBRS credit ratings and increases
in liquidity premiums resulting in higher discount rates.

Based on management’s assumptions, the fair value of the Company’s holdings of ABCP could range from
$3,888 to $4,435. Continuing uncertainties regarding the value of the assets which underlie the ABCP, the
amount and timing of cash flows and the outcome of the restructuring process could give rise to a change in
the fair value of the Company's investment in the ABCP which would impact the Company's results from
operations. The Company has sufficient other cash resources and credit facilities (note 11) to satisfy its
financial obligations as they come due over the next twelve months.

On January 21, 2009, the Committee announced the successful implementation of the restructuring plan
and that interest payments in respect of interest accrued since the original liquidity disruption in August
2007 to August 31, 2008 (net of restructuring costs) would be made in two installments based on the ABCP
note type. Upon the restructuring, the Company received replacement notes (“New Notes”) as follows
which reflect the descriptions reported above. The reduction in face value from $8,525 to $8,374 is
primarily related to realized losses on certain underlying investments and restructuring costs incurred in the
restructuring process.
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7

8

INVESTMENT IN CANADIAN THIRD PARTY ASSET-BACKED COMMERCIAL PAPER
(continued)

Notes Maturity Date Interest Rate ®  Face Amount
MAV Il Class A-1 July 15, 2056 © BA - 0.5% $ 5673
MAV Il Class A-2 July 15, 2056 © BA - 0.5% 1,387
MAV I Class B July 15, 2056 @ BA - 0.5% 252
MAV Il Class C July 15, 2056 @ BA + 20% 226
MAV 111 Various December 13, 2027 to July 15, 2056 not finalized © 792
Other - - 44

$ 8374

(1) Maturity date reflects legal maturity date. Latest maturity date of underlying assets is December 20, 2016.
(2) BA rate is Canadian dollars Bankers Acceptance interest rate with a maturity of 90 days.
(3) Interest rates for MAV Il notes have not been finalized.

The MAV Il Class A-1 and MAV I Class A-2 notes were assigned an investment grade rating of “A” by
the DBRS in January 2009. The MAV Il Class B and MAV Il Class C notes and MAYV Il notes have not
been rated by the DBRS. Accounting for the exchange of the notes will include settlement of the original
notes and recognition of the New Notes. The New Notes will be measured at fair value on initial
recognition. The New Notes will be classified as held-for-trading under the Company’s Financial
Instruments policy which will require them to be fair valued at each period end with changes in fair value
included in the consolidated statement of operations in the period in which they arise. Until an active
market develops for the New Notes, the fair value will be determined using a discounted cash flow
approach based on the maximum use of inputs observed from market conditions on subsequent reporting
dates. The fair values may change materially in subsequent periods. As part of the note exchange, the
Company received a payment of $213 which was its share of the accumulated interest in the conduit trusts
from August 2007 to August 2008. This interest as well as estimated unpaid interest to December 31, 2008
has been included in the Company’s fair value calculation at December 31, 2008.

CAPITAL ASSETS

Accumulated Net
December 31, 2008 Cost Depreciation Book Value
Machinery and equipment $ 13,640 $ 4,052 $ 9,588
Leasehold improvements 2,146 621 1,525
Construction in progress 367 - 367
Computer hardware and software 471 465 6
$ 16,624 $ 5138 $ 11,486
Accumulated Net
December 31, 2007 Cost Depreciation Book Value
Machinery and equipment $ 9,422 $ 3,481 $ 5941
Leasehold improvements 2,909 1,508 1,401
Construction in progress 5,064 - 5,064
Computer hardware and software 1,344 1,169 175
$ 18,739 $ 6,158 $ 12,581
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8 CAPITAL ASSETS (continued)
Capital assets excludes capital assets held for sale (note 3).
Depreciation on capital assets for the year ended December 31, 2008 was $1,742 (2007 — $1,869).
In the fourth quarter of 2008, Nucryst’s research facility in Wakefield, Massachusetts was closed and, as a
result, obsolete assets were written down by $215 net of sale proceeds of $65. In 2007, certain capital
assets previously used by Nucryst for the production of wound care dressings and NPI 32101 powder were
replaced by newer, more efficient and economical equipment. Consequently, in 2007 Nucryst recorded a
write-down of the obsolete equipment of $1,203.

At December 31, 2008, capital assets include construction in progress in the amount of $367 (2007 —
$5,064) that is not currently subject to depreciation.

In 2007, the Company sold its real estate holdings in Fort Saskatchewan, Alberta for net proceeds of
$14,362 and recorded a gain on the sale of these capital assets of $8,647.

9 INTANGIBLE ASSETS

December 31, 2008 December 31, 2007

Patents and trademarks $ 2,651 $ 2,611
Less accumulated amortization 2,008 1,812
$ 643 $ 799

Intangible assets excludes intangible assets held for sale (note 3).
Amortization of intangible assets was $195 for the year ended December 31, 2008 (2007 — $224).
10 INCOME TAXES

The following is a reconciliation of income taxes, calculated at the statutory income tax rate, to the income
tax provision included in the consolidated statement of operations.

Year ended
Dec. 31, 2008 Dec. 31, 2007

Loss from continuing operations before income taxes $  (1,724) $ (2,686)
Statutory income tax rate 29.50% 32.12%
Expected income tax recovery (509) (863)
Losses and temporary differences

— valuation allowance 2,290 2,456
Tax effect of items not subject to tax

— dilution gain (note 4) (1,770) (1,453)
Capital taxes - 4
Income tax expense $ 11 $ 144
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10 INCOME TAXES (continued)

Income taxes are recognized for future income tax consequences attributed to estimated differences
between the financial statement carrying values of existing assets and liabilities and their respective income
tax bases.

The net future income tax asset is comprised of:

December 31, 2008 December 31, 2007

Future income tax assets:

Tax benefit of loss carry-forwards and tax credits $ 58,120 $ 104,430
Provisions and reserves 3,704 3,912
Capital, intangible and other assets 3,446 1,198
Less valuation allowance (64,595) (109,216)
675 324
Future income tax liabilities:
Capital, intangible and other assets (675) (324)
(675) (324)
Future income tax assets, net $ - $ =

The future income tax asset valuation allowance is in respect of tax loss carry-forwards and tax credits
primarily relating to subsidiaries involved in technology development.

The Company has consolidated non-capital losses for income tax purposes of approximately $123,317
(2007 — $185,422) and unclaimed scientific research and experimental development expenditures of
approximately $17,809 (2007 — $41,493) which can be used to offset taxable income, if any, in future
periods. The Company also has consolidated capital losses of approximately $45,929 (2007 — $43,382) as
well as research and development tax credits of approximately $11,528 (2007 — $34,963). The non-capital
losses and research and development tax credits will expire at various times to the end of 2028. The tax
losses carry-forward and tax credits described above include those related to iFire which is reported as a
discontinued operation (note 3). As a result of the sale of the intangible assets held for sale subsequent to
year end, the Company’s consolidated non-capital losses will decrease by $1,881 and consolidated capital
losses will increase by $1,603. Cash taxes relating to continuing operations paid during the year amounted
to $161 (2007 — $17).

Nucryst's share of the above consolidated tax losses and credits comprises approximately $40,405 in non-
capital losses, approximately $11,626 in unclaimed scientific research and development expenditures,
approximately $2,107 in capital losses and approximately $5,348 in research and development tax credits.
In 2005, the Canada Revenue Agency (“CRA”) commenced an examination of Nucryst’s Canadian income
tax returns for 2001 and 2002. In December 2007, the CRA proposed certain transfer pricing adjustments
for those years. These proposed adjustments, if processed, will not result in any cash tax liability for the
Company. In the third quarter of 2008, Nucryst received a report from the CRA which provided additional
information with respect to the proposed adjustments. Nucryst has been working with the CRA to resolve
the audit matters under review and has made a further submission of information to the CRA in this regard.
Resolution of the audit matters under review may apply to taxation years beyond 2002. Any reassessments
to be issued by the CRA, on an aggregate basis, could result in a material effect on the Company’s
consolidated financial statements, although at this time, the potential impact cannot be reasonably estimated
by Nucryst.
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11 LONG-TERM DEBT

In the first quarter of 2008, the Company completed a credit agreement with a major Canadian financial
institution. Under the terms of the revolving credit line, the Company may borrow up to $6,300 for 364
days. Borrowings will be secured by ABCP of equivalent value held by the Company. Interest rates on the
credit line increase during the term from banker acceptance rate to banker acceptance rate plus 2%. The
Company has not drawn on this facility as at December 31, 2008. In January 2009 this agreement was
extended until March 31, 2009. The Company has signed a credit offer for a $4,725 three year replacement
credit facility which is expected to be available by March 31, 2009.

12 PROVISION FOR SITE RESTORATION

The provision for site restoration amounted to $6,580 at December 31, 2008 and 2007, with no changes
reported in 2008 or 2007.

The provision relates primarily to site restoration associated with soil and groundwater reclamation and
remediation, based on periodic independent estimates of these costs. The Company conducts an annual
review of the underlying assumptions supporting the provision, including remediation costs and regulatory
requirements, and determined that no adjustment to the provision was required at December 31, 2008.

Potential recoveries of costs resulting from indemnifications provided by previous owners of the
Company's industrial sites have not been recognized in the consolidated financial statements as the amount
of recovery cannot be determined. Any future recoveries will be recorded when received.

13 CAPITAL STOCK

a) Share Capital

The Company's authorized share capital consists of an unlimited number of common shares, Preferred A
shares and Preferred B shares. Changes in the Company's common shares outstanding during 2008 and
2007 are as follows:

2008 2007
Common Shares Number Stated Capital Number Stated Capital
Balance at beginning of year 94,135,535 $ 426,262 93,978,758 $ 426,122
Employee share purchase plan - - 54,531 39
RSUs exercised 79,097 18 102,246 101
Balance at end of year 94,214,632 $ 426,280 94,135,535 $ 426,262

In 2008, 79,097 (2007 — 102,246) shares were issued as settlement for 79,097 (2007 — 102,246) fully vested
RSUs.

During 2007, 54,531 common shares were issued with respect to the Company's employee share purchase
plan at a weighted average price of $0.49. The value of these rights to acquire common shares of $13 was
reclassified from contributed surplus to share capital. The employee share purchase plan was subsequently
cancelled.

No options were exercised in 2008 or 2007.
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13 CAPITAL STOCK (continued)
b) Stock-based compensation plans

Employee and Director stock option plan — The Company maintains an Employee and Director Stock
Option Plan under which the Company may grant options for 10,955,445 shares of common stock of the
Company at an exercise price equal to the market price of the Company's stock at the date of grant.
Options awarded are exercisable for a period of 10 years and vest as to one third of the grant on each of the
first, second and third anniversaries after the date of the grant. The Company maintains a Directors and
Officers Share Purchase Program under the provisions of the Stock Option Plan. Under the Share Purchase
Program, Directors and designated officers may be granted one option for each common share purchased to
a cumulative 50,000 options. Options, equal to the net purchases of common shares by the optionee during
the calendar year, vest at the end of the calendar year in which the purchases were made. Any options
issued under this program which do not vest at the end of the year are cancelled.

A summary of the status of the Company's stock option plan as at December 31, 2008 and 2007, and
changes during the years ending on those dates is presented below:

2008 2007

Weighted Weighted

Average Average

Exercise Exercise

Stock Options Number Price Number Price
Outstanding at beginning of year 4,448,598 $ 6.15 4,431,900 $ 7.08
Granted 10,000 $ 028 762,200 $ 085
Cancelled (3,333) $ 176 (428,667) $ 584
Expired (356,668) $ 6.95 (316,835) $ 6.85
Outstanding at end of year 4,098,597 $ 6.07 4,448,598 $ 6.15

The following table summarizes information about stock options outstanding as at December 31, 2008:

Options Outstanding Options Exercisable

Weighted Weighted Weighted
Range of Number Average Remaining Average Number Average
Exercise Outstanding Contractual Life Exercise Exercisable Exercise
Prices Dec.31, 2008 (in years) Price Dec.31, 2008 Price
$0.22-$0.93 307,200 8.9 $ 025 147,200 $ 024
$0.94-$1.40 390,000 5.2 1.23 146,667 1.23
$1.41-$2.10 496,200 29 1.77 463,700 1.78
$2.11-$3.20 130,800 51 2.84 130,800 2.84
$3.21-$4.80 701,000 35 3.72 701,000 3.72
$4.81-$7.20 995,000 1.8 6.37 903,333 6.39
$7.21-$10.81 170,000 0.1 7.53 170,000 7.53
$10.82-$16.20 908,397 1.1 14.13 908,397 14.13
Total 4,098,597 3.0 $ 6.07 3,571,097 $ 6.70
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13 CAPITAL STOCK (continued)

For the year ended December 31, 2008, corporate costs, research and development costs, and general and
administrative expenses include additional compensation expense relating to stock options totaling $987
(2007 — $2,310) with an offsetting increase to contributed surplus. Discontinued operations include
compensation recovery relating to stock options totaling $18 (2007 — expense $31) with an offsetting
increase to contributed surplus. Also included in general and administrative expenses for the year ended
December 31, 2007 is compensation expense of $80 related to the direct award of restricted common shares
by Nucryst with a corresponding increase in non-controlling interest in the Company's consolidated balance
sheet. There were no direct awards of restricted common shares by Nucryst in 2008.

The fair value of each option grant by the Company is estimated using the Black-Scholes option pricing
model assuming no dividends are paid on common shares, a risk-free interest rate of 3.75% (2007 —
3.93%), an average life of 7.0 years and a volatility of 64.19% (2007 — 63.57%). The amounts computed
according to the Black-Scholes pricing model may not be indicative of the actual values realized upon the
exercise of these options by the holders.

Deferred share unit plan — The Company maintains DSUs for the non-executive Directors of the
Company. DSUs are issued at the market value of the Company's shares at the date of grant, vest upon
death or retirement of the non-executive Director and are payable in cash. Directors may elect to receive
additional DSUs in lieu of fees, which are issued at 90% of the market value of the Company's shares at the
date of grant. Compensation expense relating to DSUs during the year amounted to $426 (2007 — recovery
$523) and as at December 31, 2008, a liability of $687 (2007 — $261) has been accrued with respect to
issued DSUs. No DSUs were exercised in 2008. In 2007, 196,118 DSUs were exercised and settled with a
cash payment of $190.

Restricted share unit plan — The Company maintains a Restricted Share Unit Plan for the Executive
Officers of the Company. These units vest over three years and are payable when fully vested in a
combination of common shares and cash at the weighted average trading price at the date of exercise. The
liability with respect to these units is accrued over the vesting period. Compensation recovery with respect
to RSUs during the year amounted to $4 (2007 — $68) and the corresponding accrued liability as at
December 31, 2008 was $25 (2007 — $65).

In 2008, 158,194 (2007 — 449,659) RSUs with a value of $36 (2007 — $413) were settled with the issuance
of 79,097 (2007 — 102,246) common shares and cash payments of $18 (2007 — $312).

For the year ended December 31, 2008, corporate costs include compensation expense totaling $422 (2007
— recovery $591) relating to DSUs and RSUs.

Subsidiary stock-based compensation plans — The Company's subsidiaries, Nucryst and iFire, maintain
equity incentive plans for certain directors and employees, under which stock options have been granted
representing 8.7% and 0.5% of the outstanding shares of the respective subsidiaries. These plans are
accounted for using the fair value method with the related compensation expense is recorded in the
consolidated statement of operations. Subsidiary stock options generally vest evenly over a three-year
period and expire after 10 years from the date of grant. The exercise prices of stock options granted are not
less than the fair value of the subsidiary's stock at the time of the grant. No subsidiary options were
exercised in 2008. In 2007, 4,540 Nucryst options were exercised at a weighted average price of $3.08.
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13 CAPITAL STOCK (continued)

Nucryst Directors and certain Executives have been granted RSUs. These units are issued at the market
value of a Nucryst share at the date of grant, vest over two to three years and are payable in common shares
of Nucryst. Net changes in the value of these RSUs is recognized as compensation expense over the vesting
period with an offset to contributed surplus. General and administrative expenses included compensation
expense relating to Nucryst RSUs for the year ended December 31, 2008 of $40 (2007 — $79). Nucryst
RSUs with a value of $60 were exercised for Nucryst shares which reduced contributed surplus by $60
(2007 - $17).

14 GUARANTEES

The Company has agreements to indemnify its Officers and Directors for certain events or occurrences
while the Officer or Director is or was serving at the Company's request in such capacity. The maximum
potential amount of future payments is unlimited. However, the Company maintains Director and Officer
liability insurance coverage that limits its exposure and enables the Company to recover a portion of any
future amounts paid.

In addition, the Company has provided indemnifications to third parties with respect to future site
restoration costs to be incurred on properties previously owned by the Company. These estimated costs
have been included in the provision for site restoration (note 12).

15 COMMITMENTS AND CONTINGENCIES

Commitments

The Company is committed to capital expenditures of $41 (2007 — $41) and to future annual payments
under operating leases for facility and office space and equipment as follows:

2009 2010 2011 2012 2013
$ 1,713 $ 1,724 $ 1,738 $ 1,283 $ 922

In addition, the Company has contractual obligations to make manufacturing cost rebate payments of U.S.
$4,500 in 2009 (note 20) and other contractual commitments of $276 in 2009.

Contingencies
The Company and its subsidiaries are party to legal proceedings in the ordinary course of their businesses.
Management does not expect the outcome of any of these proceedings to have a material effect on the
Company's financial position or operating results.
16 FINANCIAL INSTRUMENTS
Fair value of financial instruments and financial risk management
a) Financial instruments
The carrying value of the Company’s interest in financial instruments approximates their fair value. The

estimated fair value approximates the amount for which the financial instruments could currently be
exchanged in an arm’s length transaction between willing parties who are under no compulsion to act.
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16 FINANCIAL INSTRUMENTS (continued)

Certain financial instruments lack an available trading market and, therefore, fair value amounts should not
be interpreted as being necessarily realizable in an immediate settlement of the instrument.

The Company has classified its financial instruments as follows:

December 31, 2008 December 31, 2007

Financial assets:
Cash and cash equivalents, measured at fair value

(held-for-trading) $ 46,768 $ 30,993
Accounts receivable, measured at amortized cost

(loans and receivables) $ 6272 $ 14,931
Long-term investments - ABCP - measured at fair

value (held-for-trading) $ 4262 $ 5,968
Financial liabilities:
Accounts payable and accrued liabilities, measured at

amortized cost (other liabilities) $ 6,956 $ 7,018

The carrying value of cash and cash equivalents, accounts receivable and accounts payable and accrued
liabilities approximates fair value due to their short-term nature.

There is no active market for ABCP and the Company has estimated the fair value of its investment in
ABCP considering the best available public information regarding market conditions and other factors that
a market participant would consider for such investments (note 7).

The Company is required to identify and measure embedded derivatives that require separation from the
related host contract and measure those embedded derivatives at fair value. Subsequent changes in fair
value of embedded derivatives are recognized in the statement of operations in the period the change
occurs. The Company did not have any embedded derivatives in 2008 or 2007.

b) Financial risk management

The Company has exposure to credit risk, liquidity risk and market risk. The Company’s Board of
Directors has the overall responsibility for the oversight of these risks and reviews the Company’s policies
on an ongoing basis to ensure that these risks are appropriately managed.

i) Creditrisk

Credit risk is the risk of financial loss to the Company if a customer, partner or counterparty to a
financial instrument fails to meet its contractual obligations, and arises principally from the Company’s
cash and cash equivalents, and accounts receivable. The carrying amount of the financial assets
represents the maximum credit exposure.

The Company manages credit risk for its cash and cash equivalents by maintaining bank accounts with
major Canadian and U.S. banks and investing only in highly rated Canadian Government securities or
Canadian and U.S. financial institutions with debt securities that are traded on active markets and are
capable of prompt liquidation. The Company also has investments in ABCP discussed in note 7.
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16 FINANCIAL INSTRUMENTS (continued)

The Company has a concentration of credit risk through its reliance on one customer for Nucryst’s
wound care products. This risk is limited due to the long-term contractual relationship with this
customer. The Company has not experienced any losses related to uncollectible accounts and therefore
does not carry an allowance for doubtful accounts. Trade accounts receivable past due more than 60
days represented 9.8% of total receivables at December 31, 2008 (11.0% at December 31, 2007).

ii) Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
come due. The Company manages its liquidity risk by continuously monitoring forecasts and actual
cash flows and has secured a line of credit with a major Canadian bank (note 11).

iii) Market risk

Market risk is the risk that changes in market prices, such as interest rates, foreign exchange rates, and
equity prices will affect the Company’s income or the value of its financial instruments.

The Company is subject to interest rate risk on its cash and cash equivalents. The Company does not
believe that the results of operations or cash flows would be affected to any significant degree by a
sudden change in market interest rates relative to interest rates on the investments, owing to the
relative short-term nature of the investments. For the year ended December 31, 2008, a 100 basis
points decrease in interest rates on investments, excluding ABCP (note 7) would have reduced
earnings before income taxes by approximately $293. Conversely, a 100 basis points increase in
interest rates would have increased earnings before income taxes by a similar amount.

Financial instruments potentially exposing the Company to foreign exchange risk consist principally of
cash and cash equivalents, accounts receivable and accounts payable and accrued liabilities. The
Company manages foreign exchange risk by holding U.S. dollar cash receipts in U.S. cash on hand to
support U.S. forecasted cash outflows. The Company believes that the results of operations and cash
flows would be affected by a sudden change in foreign exchange rates, but that this change would not
impair or enhance the Company’s ability to pay its U.S.-denominated obligations. For the year ended
December 31, 2008, a 10% increase in the U.S. dollar to the Canadian dollar exchange rate would have
increased earnings before income taxes by approximately $1,908. Conversely, a 10% decrease in the
U.S. dollar to Canadian dollar exchange rate would have reduced earnings by a similar amount.

The Company does not trade in equity instruments of other corporations.

17 CAPITAL DISCLOSURES

The Company’s objectives when managing capital are:

to safeguard the Company’s ability to continue as a going concern;

to ensure that the Company’s business plans are developed so that research and development costs do
not overextend the Company’s financial resources; and

to maintain flexibility in order to preserve the Company’s ability to meet financial obligations with a
long term view of maximizing shareholder value.

On an ongoing basis, the Company reviews and assesses its capital structure.
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17 CAPITAL DISCLOSURES (continued)
The Company defines its capital as follows:

e shareholders’ equity; and
e long-term debt.

The Company’s capital at December 31, 2008 and December 31, 2007 is as follows:

December 31, 2008  December 31, 2007

Shareholders’ equity $ 50,002 $ 56,371
Long-term debt - -
Net capital $ 50,002 $ 56,371

The Company’s strategy has been to develop the independent technical operating, and marketing
capabilities of its investments through the early years of product introduction and commercialization with
the objective of taking these technologies public through initial public offerings. In December 2005,
Nucryst completed an initial public offering of its common shares.

The Company has no debt and is not subject to any regulatory or financial covenants and has maintained a
policy of not paying dividends in order to retain its cash reserves to finance capital projects and business
growth.

In order to preserve capital, the Company significantly reduced operations at iFire and its corporate offices
throughout 2007 and 2008. In the fourth quarter of 2007, the Company announced its intention to seek a
buyer for the iFire business or assets. The majority of these assets were sold in the fourth quarter of 2008
and the first quarter of 2009.

At December 31, 2008, the Company had consolidated cash and cash equivalents of $46,768, including
$28,819 of Nucryst cash and cash equivalents which is not accessible by the Company to fund its own or
iFire operations. The Company also has ABCP with an estimated fair value of $4,262 as well as a line of
credit of $6,300 that is currently not utilized (note 11).

18 EARNINGS PER COMMON SHARE

In calculating earnings per share under the treasury stock method, the numerator remains unchanged from
the basic earnings per share calculation as the assumed exercise of the Company's stock options does not
result in an adjustment to income. The reconciliation of the denominator in calculating diluted earnings per
share is as follows:

Year ended
Dec. 31, 2008 Dec. 31, 2007

Weighted average number of common shares
outstanding — basic and diluted earnings per share 94,207,494 94,069,547

The impact of all dilutive securities on earnings per common share was anti-dilutive for the years ended
December 31, 2008 and 2007.
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18 EARNINGS PER COMMON SHARE (continued)

Options to purchase 4,098,597 common shares were outstanding at December 31, 2008 (2007 — 4,448,598).
Of these options outstanding in 2008, 3,841,397 (2007 — 4,151,398) were excluded in the calculation of
diluted earnings per common share because the exercise price of the options was greater than the weighted
average market value of the common shares in the year.

19 SEGMENTED INFORMATION

The Company had two operating segments, Nucryst and iFire, which have been determined based on the
nature of the products produced. In November 2007, the Company announced its intention to sell iFire
and, as a result, the iFire segment is reported as a discontinued operation (note 3).

The Nucryst segment researches, develops and commercializes wound care products and pharmaceutical
products based on noble metal nanocrystalline technology.

The accounting policies of the reportable segments are the same as those described in note 2. Included in
other non-cash assets of $5,669 at December 31, 2008 (2007 — $6,403) are assets that cannot be allocated to
a particular segment. Non-cash assets excludes assets held for sale.

Depreciation Non-cash
Year ended Operating and Capital Assets
December 31, 2008 Revenue Loss Amortization  Expenditures  Dec.31, 2008
Nucryst $22397 $ (6,391) $ 1,937 $ 1,243 $ 22,370
Other - (5,068) — — 4,600
$22397 $ (11,459) $ 1,937 $ 1,243 $ 26,970
Depreciation Non-cash
Year ended Operating and Capital Assets
December 31, 2007 Revenue Loss Amortization  Expenditures  Dec.31, 2007
Nucryst $31,830 $ (635) $ 1,760 $ 2,083 $ 32,923
Other — (10,805) 333 293 6,403
$31,830 $ (11,440) $ 2,093 $ 2,376 $ 39,326

All of Nucryst's revenues are earned through a long-term exclusive licensing agreement with an
international wound care company, Smith & Nephew plc ("Smith & Nephew"), which expires in 2026.
Nucryst exports manufactured products to this company for their resale in international markets.

20 AGREEMENTS WITH SMITH & NEPHEW

On September 30, 2007, Nucryst and Smith & Nephew signed amended agreements for the sale to Smith &
Nephew of Acticoat™ wound care dressings manufactured by Nucryst. The new agreements amended the
criteria for the achievement of sales milestones that resulted in a U.S. $5,000 sales milestone being earned
by Nucryst in the third quarter of 2007. The cost recovery structure was also amended such that the parties
will annually come to an agreement on the direct costs and fixed overhead costs for manufacturing these
products. Nucryst will receive the amount of fixed overhead cost incurred during the year regardless of
volume of product sold to Smith & Nephew. The cost to manufacture Acticoat™ products was previously
fully reimbursed to Nucryst. Under the amended agreements, Nucryst is obligated to provide Smith &
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20 AGREEMENTS WITH SMITH & NEPHEW (continued)

Nephew with a manufacturing cost rebate of U.S. $4,500 in the fourth quarter of the years 2007, 2008 and
2009. The manufacturing cost rebate is recorded as a reduction to wound care product revenue evenly over
the course of the year. After 2009, the parties have agreed to renegotiate the product pricing provisions of
the agreements.

Wound care product revenue for the year ended December 31, 2008 was reduced by $4,802 (2007 - $4,565)
with respect to the 2008 manufacturing cost rebate.

No milestone revenue was earned in 2008. Milestone revenue in 2007 was $10,143.
21 OPERATIONAL RESTRUCTURING

In 2007, the Company announced an operational restructuring in which staffing levels at iFire and at the
Company's corporate offices were reduced. These initiatives continued in 2008 and all expected remaining
severance costs have been accrued as at December 31, 2008.

Operational restructuring costs relating to employee severance amounted to $3,303 for the year ended
December 31, 2008 (2007 - $8,798) of which $2,844 (2007 — $3,904) is included in discontinued
operations and $459 (2007 - $4,894) is included in corporate costs in the consolidated statement of
operations. Included in accounts payable and accrued liabilities at December 31, 2008 are accrued
severances and transition costs of $1,765 (December 31, 2007 — $2,430) relating to the operational
restructuring. Accounts payable and accrued liabilities held for sale include accrued severance costs of
$895 at December 31, 2008 (December 31, 2007 — $284).

22 SUBSEQUENT EVENT

On January 21, 2009, Nucryst mailed to its shareholders an information circular and proxy materials for a
Special Meeting of its shareholders held on February 12, 2009. At that meeting, the shareholders approved
a special resolution to reduce stated capital of the common shares of Nucryst for the purpose of distributing
U.S. $0.80 cash per common share to the shareholders of Nucryst. Nucryst will distribute approximately
U.S. $14,700 to shareholders on February 25, 2009. This will reduce the Company’s consolidated cash
position by approximately $4,600 representing the amount to be paid to Nucryst minority shareholders.
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