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INTERPRETATION

As used in this annual information form (th&IF "), unless the context indicates or requires otligewthe terms
“Company’ or “Westaim’ refer to The Westaim Corporation.

Unless otherwise stated, the information containetlis AlF is as of February 29, 2012.

The Company’s accounts are maintained in Canadalard and all dollar amounts herein are expressed
Canadian dollars unless otherwise indicated.

FORWARD-LOOKING STATEMENTS

This AIF contains certain “forward-looking statert&mand “forward-looking information” which reflethe current
expectations of management regarding the Compaiwyise growth, results of operations, performanca a
business prospects and opportunities. Excepttéderments of historical fact, certain informatiantained herein
constitutes forward-looking statements. The wotdsy”, “could”, “would”, “will", “believes”, “intends”,
“anticipates”, “projected”, “estimated”, “explorifig“likely”, “expected”, “continuous”, “strategy”,“projected”,
“developing”, “potential” and words and expressiafssimilar import, are intended to identify forwialooking
statements, but the absence of these words doesgwmt that a statement is not forward-looking. hSfecward-
looking statements include but are not limited tatesments under “Risk Factors” in this AIF. Thesatements
reflect Westaim’s current beliefs with respectutufe events and are based on information curravtylable to the
Company. Forward-looking statements involve sigaift known and unknown risks, uncertainties and
assumptions. Many factors could cause the Compaastual results, performance or achievements todierially
different from any future results, performance ohiavements that may be expressed or implied bl sevard-
looking statements including, without limitatiohose listed in the “Risk Factors” section of thig=A Should one
or more of these risks or uncertainties materiatizeshould assumptions underlying the forward-ingkstatements
prove incorrect, actual results, performance oieagments could vary materially from those exprdsseimplied
by the forward-looking statements contained in #iB. These factors should be considered carefufig undue
reliance should not be placed on these forwardi@pktatements. Actual results could differ maiityifrom those
estimates. Although the forward-looking statemerastained in this AIF are based upon what the Gomp
currently believes to be reasonable assumptionsstAe cannot assure that actual results, perforenaorc
achievements will be consistent with these forwlanking statements. Other than as required byicegdge law,
Westaim disclaims any intention or obligation teiesv, revise or update any forward-looking statemeshether as
a result of new information, future developmentsotierwise. All forward-looking statements are regsly
qualified by this cautionary statement. Althouglestdim has attempted to identify important factbist could
cause actual actions, events or results to diffstenially from those described in forward-lookirtgtements, there
may be other factors that cause unanticipated ragtievents or results. There can be no assuraatdorward-
looking statements will prove to be accurate, asadaesults and future events could differ matlritom those
anticipated in such statements. The reader isorsad not to place undue reliance on forward-loglstatements.

DOCUMENTS INCORPORATED BY REFERENCE IN THIS AIF

Information has been incorporated by referencéhis AlF from documents filed with securities comsigs or
similar regulatory authorities in Canada, includiiythe management information circular datedriaby 26, 2010
(the “Information Circular ”); and (ii) the Form 51-102F4 Business Acquisition Repdthe ‘BAR") relating to
the Acquisition (as hereinafter defined). Copiéthese documents are available through the interm¢he System
for Electronic Document Analysis and RetrievaBEDAR”) at www.sedar.com. Upon request to the Chief
Financial Officer of Westaim at 212 King Street Weuite 201, Toronto, Ontario M5H 1K5, telephoA#6-203-
2253, the Company will promptly provide a copy @ifyacontinuous disclosure document free of chargarny
security holder of Westaim.



THE COMPANY

Name and Incorporation

Westaim was incorporated under tlBusiness Corporations AcfAlberta) (the ABCA”) by Articles of
Incorporation dated May 7, 1996 (therticles”), as a wholly-owned subsidiary of Viridian In¢Miridian ", which
includes Viridian Inc. and its predecessors). Prgcles were amended effective June 26, 1996 tooke the
private company restrictions on the transfer ofuséies, to create preferred share classes desidrag Class A
preferred shares and Class B preferred shareandrease the maximum number of directors todifte Restated
Articles of Incorporation were issued under the AB@n April 17, 2000 and the Articles were furthenended on
May 24, 2000 to permit meetings of shareholdersetdeld in certain specified cities outside of Atheor in any
other city in Canada or the United States and lmwathe board of directors of the Company (thigoard”) to
appoint additional directors between annual mestisgbject to certain limitations. The Articlesresmended
again on February 8, 2010 and February 26, 201ébimection with the creation of the Non-Voting S¥safas
hereinafter defined).

On June 26, 1996, Westaim, through a reorganizatgsued 75,000,000 of its common shares (Mestaim
Shares) to Viridian in exchange for cash and the assétiis specialty materials businesses and relaéedarch
and development activities. As a result of aniahipublic offering by prospectus dated June 28619Nestaim
became a public company. On July 8, 1996 and 8dyate16, 1996, Viridian distributed to holders tsfGommon
shares, as dividends-in-kind, an aggregate of B)248 Westaim Shares. Viridian subsequently dispas the
remainder of its Westaim Shares through marketssale

Westaim’s registered office is located at Fifth Aue Place, 425 - 1st Street SW, 12th Floor, Calgalbyerta T2P
3L8 and its head office is located at 212 King &tiest, Suite 201, Toronto, Ontario M5H 1K5.

Intercorporate Relationships

The following indicates the corporate structuréhef Company and its material subsidiary, the peaggnof voting
securities beneficially owned, or controlled orediied, directly or indirectly, and the jurisdictiohincorporation of
such entity:

The Westaim Corporation
Alberta
May 7, 1996

100%

Jevco Insurance
Company
Canada

April 10, 1980

Summary Description of the Business
Westaim is a financial holding company which isused on the property and casualty insurance indu¥tfestaim

invests, directly and indirectly, through acquits, joint ventures and other arrangements, wighdbijective of
providing its shareholders with capital appreciaimd real wealth preservation.

General Development of the Business

Westaim was established with a view to produceraatket products for global applications based sradvanced
industrial materials expertise. At the time ofiiigtial public offering, it had a portfolio of delopment stage new



business opportunities which included: cokingstsit coatings, electroluminescent flat panel digplthrough its
subsidiary, iFire Technology Inc. iFire”)), biomedical coatings (through its subsidiary GRYST
Pharmaceuticals Corp.Nucryst")), electronic ceramics and structural ceramics.

In February 2000, iFire entered into a US$25 millistrategic business arrangement with Japan-bafdd T
Corporation for technology collaboration and pradre of iFire™ flat panel displays. In addition,DK
Corporation purchased a 2.5% equity stake in iferéJS$7.5 million.

In a series of transactions completed in the seapmatter of 2000, Westaim purchased an equity éstein
Savvion, Inc. (Savvior’) for US$15.8 million through the purchase of ardnnation of outstanding shares and
treasury stock. At the time, Savvion was a priv&alifornia-based company in the e-business manage
software and services business.

In May 2001, Nucryst sold its North American bumesking business and entered into an exclusiveablizensing
agreement with Smith & Nephew plcS&N") for the sale and marketing of Acticoat™ burn andund care
dressings.

On May 29, 2002, Westaim announced its intentiortltse or sell non-core assets to increase thesfofits
management and financial resources on its two emglmsinesses, iFire and Nucryst.

In January 2003, the Board retained investment ér@nto undertake a review of its operations anddwase on
strategic alternatives. A special committee ofBloard was established for this purpose and ledatiew process.
The comprehensive review reaffirmed Westaim’s cotmant to iFire and Nucryst. In the fourth quam&r2005,

Nucryst completed an initial public offering of k®mmon shares which were also listed on the NASCRAark

Market and the Toronto Stock Exchange (th&X”). Following Nucryst's initial public offering, \Wstaim owned
approximately 75% of the outstanding common shafé&&ucryst.

In the third quarter of 2007, Nucryst signed amendgreements with S&N for the manufacture and séle
Acticoat™ products.

In April 2007, Westaim announced that it was uralérig a review of its business strategy and irstend quarter
of 2007, it announced a significant reduction affsand in research and development spending . iFi

In the fourth quarter of 2007, Westaim announced thwould actively seek a buyer for the iFire imess and
assets and would discontinue further developmeificé’s thick film dielectric electroluminescergahnology for
application in the flat panel television market.orforate management and administrative staff leirel&ort
Saskatchewan and Calgary were also reduced asfgghe broader reorganization.

In the first quarter of 2008, Westaim determinedt thaximum value would be realized by selling theividual
assets of iFire including buildings, equipment artéllectual property. On October 17, 2008, Westannounced
a purchase and sale agreement for the sale ofskgripment, patents and intellectual propertyhe Fale of the
iFire equipment was completed later in the fourtlarter of 2008 and the sale of the patents andleoteal
property was completed in the first quarter of 2009

On December 1, 2008, Westaim requisitioned a spewating of shareholders of Nucryst to consideeduction

of the stated capital of Nucryst for the purposelisfributing US$0.80 cash per common share tstaeeholders
of Nucryst. At a special meeting of shareholdefr$Nacryst held on February 12, 2009, Nucryst shaladrs

approved the return of capital totalling approxiematUS$14.7 million which was distributed to itsaséholders on
February 25, 2009.

On April 3, 2009, Westaim announced that it plant@cursue strategic investment opportunities desigto
maximize the value of its strong balance sheetrmmdcash resources. To implement this strategyst#ife entered
into a management services agreement (thSA”) with Goodwood Management Inc. Gbodwood
Management), an affiliate of Goodwood Inc., to manage the-te-day affairs of Westaim and to present strategi
investment opportunities for the Board to considEne MSA was amended on May 11, 2011. Pursuahetd1SA,



Goodwood Management agreed to provide the serwfaBeter H. Puccetti as a director of the Compahy,
Cameron MacDonald as a director and as PresidenCaref Executive Officer of the Company and the/iees of

an individual to fill the office of Chief Financi@fficer of the Company, to which office Jeffreyrfia has been
appointed. The MSA is in force until March 31, 30&nd will be automatically renewed from time tmei
thereafter for additional terms of three years ssletherwise terminated in accordance with its igfons. In
consideration of the services provided by Goodwdteghagement to the Company pursuant to the MSA, the
Company has agreed to pay to Goodwood Managemeervices fee, calculated and payable monthly, in an
amount determined by the human resources and cwat@em committee of the Board (thedR and
Compensation Committe&) based on a report prepared by an independenpensation consultant. Goodwood
Management is entitled to participate in any shemtn or long-term incentive plans or programs & @ompany,
and shall be entitled to participate in a shonntéonus program.

On November 10, 2009, Nucryst entered into an gasethase agreement with S&N under which it agteeskl

all of its operations and assets including all t$gto its proprietary nanocrystalline silver teclugy to S&N. The
sale transaction was completed on December 22,.288% on November 10, 2009, a wholly-owned sulasidof
Westaim, 1499642 Alberta Ltd. (499642), entered into an amalgamation agreement withrigtc Under the
agreement, Nucryst agreed to amalgamate with 1499@4e ‘Amalgamation”). Under the terms of the
Amalgamation, each holder of Nucryst common shgogker than Westaim) would receive one redeemable
preferred share in the capital of the amalgamatedpany, which would be redeemed for US$1.77 in agsin
completion of the Amalgamation. Pursuant to theafgamation, Westaim would receive all of the comrabares

of the amalgamated company. The Amalgamation wagpteted on February 8, 2010.

In November 2009, Westaim completed the sale ofially-owned subsidiary that held iFire’s land andlding.

In January 2010, all of the outstanding shareshéndapital of Savvion (including those held by Vder) were
acquired by Progress Software Corporation, a lgpslirftware provider.

On January 25, 2010, Westaim announced that ialgaged to purchase all of the issued and outstgratiares of
JEVCO Insurance CompanyJgvcd) from its parent company, Kingsway Financial Sees Inc. (KFS”), (the
“Acquisition”) and had arranged equity financing of $275 millifior the purpose of completing the Acquisition
(the “Financing”). Following the approval of Westaim shareholdatsa special meeting held on March 25, 2010
and the receipt of the necessary regulatory apfgottae Acquisition was completed on March 29, 20Ihe
aggregate purchase price paid by the Company toikF&spect of the Acquisition was approximately394 of the
book value of Jevco’s net assets at December 319, 2king $261.4 million, subject to certain clgsand other
adjustments. For further information concerning #cquisition, please refer to the BAR and the Idsare under
the heading “The Acquisition Agreement” in the Infation Circular.

JEVCO INSURANCE COMPANY

Jevco is a federal property and casualty insuranogpany existing under tHasurance Companies A¢Canada)
(the “ICA™) and authorized to carry on property, surety,oautbile and liability insurance business in alltioé

provinces and territories of Canada. The ICA imiistered, and the activities of Jevco are sugeti by the
Office of the Superintendent of Financial Institis (‘OSFI”). Jevco specializes in providing insurance piidu
covering non-standard auto, recreational vehiatesamercial auto, property and liability. Jevcooalsrovides
surety insurance primarily to participants in tren@dian construction industry.

Overview of Jevco's Business

Jevco provides specialty insurance for individuatgl businesses. Jevco’s primary business is thaiig of
drivers who do not qualify for standard automohilsurance coverage and providing insurance foreggwnal
vehicles such as motorcycles, snowmobiles ancatkin vehicles ATVS").

Jevco’s vision is to be a first choice specialtyuirer while striving to become a recognized altiveao the large
players in certain insurance markets. Establisined980, Jevco is an open market company that gesvi
specialized insurance.



Jevco operates in Canada, distributing its inswwgmoducts through a network of independent brokerboth

individual and corporate customers. The insurapoeducts offered by Jevco consist of. (a) non-sisthd
automobile insurance; (b) insurance for recreatiorhicles and motorcycles in Ontario, Quebec ailzeAa, and
ATV and snowmobile insurance in Quebec; (c) Quediendard automobile insurance; (d) commercial aatolie

insurance; (e) property and liability insuranced &f) surety products.

As at December 31, 2011, Jevco had approximatelyesbployees, the majority of which were employedhi@
underwriting and claims departments.

Commutation, Business Transfer and Assumption Reingance Transactions

Effective October 1, 2009, Jevco completed sevsigificant transactions that, together, resultedhimaterial
increase in the size of Jevco’s business. Fiesttd commuted its reinsurance treaties with twtesisompanies
owned by KFS, namely, Kingsway Reinsurance (Berrpudd. (“KRL") and Kingsway General Insurance
Company (KGIC "). Subsequent to the commutation of the reinsteareaties with KRL and KGIC, but effective
October 1, 2009, Jevco entered into a businessféraagreement (theBTA”) and an assumption reinsurance
agreement (theARA") with KGIC pursuant to which Jevco assumed adl golicy liabilities and supporting assets
of KGIC and purchased certain other assets of KGIC.

The transactions were effective as of October D92@ accordance with the terms of the BTA, the ARAd the
commutation and release agreement between Jevc&@ild, the commutation and release agreement betwee
Jevco and KRL and the commutation and release mgmatebetween KGIC and KRL.

Pursuant to the BTA, Jevco acquired various asseldiabilities including the broker agreementsoffice lease,
fixed assets, cash, tax receivables and a paripeirgbrest with respect to an office building. erbonsideration
paid for the assumed insurance business was thenptisn by Jevco of policy liabilities in an amowetual to the
value of the assets less a reinsurance commigsitve iamount of $5 million.

KGIC’s business was similar to the business of dedescribed herein and strengthened Jevco’s posiidhe
Ontario non-standard automobile insurance marketnotorcycle insurance business in Ontario anérdband in
other lines of business.

Except: (i) as otherwise specified in this AIF; diflin respect of information provided for or asa period prior to
October 1, 2009, information provided with respecievco includes information with respect to theusned assets
and liabilities of KGIC.

Industry Overview

The insurance industry is price competitive in @krkets in which Jevco competes. Jevco strivesntiploy
disciplined underwriting practices with the objeetiof rejecting underpriced risks including ternting or
repricing unprofitable business and focusing ondyoisks within specialty markets where limited caatifion
allows for a good spread of risk.

Although Jevco’s markets generally compete on prdexco believes that it is not in its best intevyés compete
solely on price. Overall Jevco competes on theshafsnumerous factors such as distribution stiengticing,
agency and broker relationships, service, reputatia financial strength.

Competitors include other companies that, like dewerve the independent broker market, as wetioagpanies
that sell insurance directly to customers. Jevitenocompetes with major insurers, many of whickehaore
financial, marketing, management, technical persband other resources than Jevco. Direct undemsriypically
operate in standard lines of personal automobilé pmoperty insurance where they have certain cathpet
advantages over brokerage underwriters. Thesentaty@s include increased name recognition obtdimexigh
extensive media advertising, loyalty of the custoimese to the insurer rather than to an indeperaigericy and,
potentially, reduced policy acquisition costs amctéased customer retention.



Jevco’s niche markets attract competition from thmdime from new entrants. In some cases, thasams may,
because of inexperience, desire for growth or athasons, price their insurance below the ratdslthaco believes
provide an acceptable premium for the related ridkvco believes that it is generally not in itsth@aterest to
compete solely on price, and may from time-to-tiexperience a loss of market share during periodsitefise
price competition or “soft” market conditions.

Jevco believes that its ability to compete sucediysh its industry is based on its:

» ability to identify specialty markets that are méikely to produce an underwriting profit;
» disciplined underwriting approach;

» diversified products and geographic platforms;

e prudent claims management;

e best practice approach to reserving for unpaidrdaand

e services and competitive commissions it providasstimdependent brokers.

Any new, proposed or potential legislative or intysievelopments could increase competition in desvmarkets
or reduce its ability to price risks appropriatelew competition from these developments couldsedbe prices
for insurance to fall, which would adversely aff@ewvco’s underwriting profitability.

Jevco’s underwriting philosophy stresses receidngdequate premium and spread of risks for thiméss that it
accepts. Rather than attempting to select indalidisks, Jevco seeks to set premium rates atdebelt should
generate profitable underwriting. Once Jevco leapremium rates that it believes are adequatepJdisvgenerally
willing to accept as much business within its umd@&mng guidelines as is available. Jevco reguylarionitors
premium adequacy and makes adjustments as requieacto generally does not reduce pricing when eitops
offer to underwrite certain classes of businesgramium rates that are below what Jevco believesaaceptable
levels. Instead, Jevco normally elects to mainf@iemium per risk rather than write a large numtierisks at
premiums that it considers inadequate. In suchamgs, premium volumes may decrease. Underwriting
profitability is primarily dependent on the clairmmounts incurred on the policies sold in relatomét premiums
earned. At the time premium levels are establishiegl claims amounts to be incurred on the polisiglsl are
unknown and the process for estimating claimshigiiently uncertain and imprecise.

Jevco regularly considers and implements varioilgiives to address adverse profitability trendsts business.
These initiatives vary, but include tightening ofiderwriting requirements, price increases, ternomatof

underperforming programs, policy non-renewals (whaermitted) and other administrative changes. yMarits

lines of insurance must have their premium ratgg@med by the applicable insurance regulatory aittho Once

these rates are approved, an insurance compamphgbiped from altering them without regulatory apyal for

new rates.

For most lines Jevco maintains an “open markett@ggh which allows brokers to place business watitd with
no minimum commitments and provides Jevco withaaby flexible and easily scalable distribution natv Jevco
focuses on developing and maintaining strong w@latiips with its independent brokers. Jevco srieeprovide
excellent service and to communicate with such ér®khrough a variety of channels as it looks fgpartunities to
increase efficiency and reduce operating costs.

Insurance Operations

Personal L ines

Personal Automobile

Jevco is a leading writer of personal non-standartdmobile insurance in the Province of Ontario emies non-
standard policies in Alberta and standard and nanesrd automobile insurance in the Province oftl@ae

Jevco began writing non-standard auto insuranc@rnitario effective October 1, 2009 after assuming pblicy
liabilities of KGIC. Non-standard automobile inaace is principally provided to individuals who dat qualify for



standard automobile insurance coverage becauskenfpgayment history, driving record, vehicle type other
factors. Such drivers typically represent higheant normal risks and pay higher insurance ratesdonparable
coverage.

Non-standard automobile insurance is generally mpemied by increased loss exposure, higher clakpsrince
and a higher incidence of consumer and serviceigeofraud. These factors, however, are mitigatedome
extent by higher premium rates, the tendency ofi-igk individuals to own low value automobilesdagenerally
lower limits of insurance coverage as insureds tengurchase coverage at the minimum prescribedslimin
addition, automobile insurance reform legislatiortended to control costs of accident benefits daiwas
introduced in Ontario effective September 1, 20A8.well, the insuring of non-standard drivers igaftransitory.
When their driving records improve, insureds maxldy to obtain insurance in the standard marketoater
premium rates. As a result, Jevco’s non-standatdnzabile insurance policies experience a retentaa that is
lower than that experienced for standard markédsrisMost of the insureds pay their premiums on antimy
installment basis and Jevco typically limits itskriof non-payment of premiums by requiring a depfusi future
insurance premiums and the prepayment of subsemstaliments.

Automobile insurers are generally required to paréite in various involuntary residual market pomtsl assigned
risk plans that provide automobile insurance coyere individuals or other entities that are unableurchase
such coverage in the voluntary market. For examipleOntario and Alberta every insurer is requitedbe a
member of those provinces’ Facility Association Ispavhich were created to ensure the availabilfteitomobile

insurance to every motorist. Facility Associatipools select designated carriers to provide coeeeayl claims
handling services to drivers who are unable to Imse insurance through private carriers, in refeman

administration fee. Participation in these poalsriost jurisdictions is in proportion to the wrgimf automobile
business in that jurisdiction.

Jevco sells both standard and non-standard auttenotsiurance in Quebec. Standard automobile insera
provides coverage for standard risk drivers of gtévpassenger automobiles. Premiums for thess tyfpgolicies
are usually lower than premiums charged in the standard market for comparable coverages. Thedrexy and
severity of accidents and other loss events, howere also typically lower. The retention on then-standard
business in Quebec is higher than in Ontario becdangQuebec, once a customer’s driving record awgs Jevco
can offer standard coverage.

Motorcycle

Jevco writes motorcycle insurance in the provinge®ntario, Alberta and Quebec and is the leadimigew of
motorcycle insurance in Canada. Motorcycle insceaconsists primarily of liability, physical damaaed personal
injury insurance coverages. Jevco also writesrarsze for ATVs and snowmobiles in the Province aéRec.

Effective October 1, 2009, Jevco assumed the pdiadyjlities associated with KGIC’s motorcycle bosss in
Ontario and Alberta. Also, on October 1, 2009,céeimplemented new underwriting and pricing metHogg
(consistent with current Jevco standards) for &I&® policy renewals. As a result, it is expectbdttlevco will
retain a portion, but not all of the policies assdnfrom KGIC. This was done in an effort to maimténe historic
underwriting profitability of this line of busine$sr Jevco.

The motorcycle insurance business is Jevco’'s ardganal business.

Commercial Lines

Surety

Jevco writes contract, commercial, fiduciary andgtoms and excise bonds. Contract bonds (whicludhecl
performance and labour and material) guarantepehflermance of a construction contract while conuia¢ibonds,

which are primarily license type bonds, satisfy tieeds of provincial governments who require cantrs to be

licensed in the province in which they operate.stéms and excise bonds provide security for theefiteof the
Canada Revenue Agency in the event there is adaiuremit payment of any duties and taxes.



Commercial Auto

Jevco focuses on specialty or niche types of prisdsach as taxi, driver training, light commerdilsiness
vehicles, short haul or trans-Canada trucking résid other specialty risks such as sand and graggling and tow
trucks. Its strategy is to operate as a niche mwiter of classes that are more difficult to unsiete. Jevco sells
largely through brokers who have larger books d@fifess with it or who sell other lines of businessh as surety
or property and liability.

Property and Liability

This business focuses primarily on insuring agadesinage to property and accidents that may occusuzh
property. It consists of risks that are eitheridifft to place due to class, age, location or oacey of the risk or are
associated with risks within Jevco’s core lineshe3e risks are characterized by high premiums aniet
coverage. Jevco’s specialty property businessidted insurance for restaurants, rental propentidgarages.

Investment Operations
Overview and Strategy

Jevco manages its investment portfolio to supgatliabilities of the insurance operations, to pres capital and
to generate investment returns. Jevco investsopmetantly in corporate and government bonds withtieely
short durations. In August 2011, the Company iteegesipproximately 10% of its investment portfolioGanadian
dividend paying common equities with the intentadrgenerating an attractive yield. The securitiesraanaged by
third-party investment management firms and Jevemitors their performance and their compliance wvtitith
their individual mandate and its investment poBciend guidelines. Jevco considers its financednioma
receivables to be a part of its investment poxtfoli

Jevco’s investment guidelines stress the preservafi capital, market liquidity to support paymentiabilities and
the diversification of risk.

Provision for Unpaid Claims

A provision for unpaid claims includes several comgnts: a provision for unpaid claims based onredéd

liability on individual reported claims (more comntp known as case reserves), an estimated provisioclaims

that have not yet been reported and expected futawelopment on case reserves, collectively knowrthe

incurred but not reported claims provisiohlBNR”). The provision for unpaid claims also includes estimate of
allocated loss adjustment expenses (primarily defeosts) and unallocated loss adjustment expépsesarily the

adjustment handling costs by claims personnel) wA&v/co expects to incur in the future.

The establishment of a provision for unpaid clamagresents management’s best estimate of the tdtinwst of

both reported but unsettled claims and unreportaidns. The provision for unpaid claims does ngiresent an
exact calculation of the liability but instead repents management’s best estimate at a given dompudate

utilizing actuarial and statistical procedures.eTnovision for unpaid claims represents the disteadi estimates of
the ultimate net cost of all unpaid claims and ladjgistment expenses plus provisions for adverg@titan.

Jevco’'s management regularly reviews its estimaied adjusts as experience develops and new infmat
becomes available. In establishing the provision dnpaid claims, Jevco also takes into accouritmattd
recoveries, reinsurance, salvage and subrogation.

The process for establishing the provision for uthpgdaims reflects the uncertainties and significarigmental
factors inherent in predicting future results offbknown and unknown claims. As such, the proéeg&sherently
complex and imprecise and estimates are constegfilyed. The process of establishing the provig@mmunpaid
claims relies on the judgment and opinions of gdamumber of individuals, including the opinionstloé¢ external
independent Appointed Actuary, Pierre Laurin of BosWwWatson & Co.



Factors affecting the provision for unpaid claimslide the continually evolving and changing retprkaand legal
environments, actuarial studies, professional aéspee and the expertise of Jevco’'s claims persoramel
independent adjustors retained to handle individlaims. A change in claims handling proceduras @ranges in
individuals involved in the reserving process cho affect the provision for unpaid claims. Thelbify of the data
used for projection purposes, existing claims manant practices, including claims handling andlesagnt
practices, the effect of inflationary trends onufet claims settlement costs, court decisions, enimeonditions
and public attitudes, all affect the provision fampaid claims. In addition, time can be a critipalt of the
provision’s determination, because the longer frenshetween the incidence of a loss and the payoreciaim
settlement, the more variable the ultimate settl@graenount can be.

Accordingly, short-tailed claims, such as propeaigims, tend to be more predictable than long-dadieims such
as general liability and automobile accident bergéims. Long-tailed claims are less predictablbereas short-
tailed claims are reported and settled quicklyuitesy in less estimation variability. Jevco doexd have exposure
to asbestos or environmental liability other thafiygion coverage for oil spills as required foudking insurance.
Its provision for unpaid claims is discounted tbeet the time value of expected future payoutslaims.

Any adjustments are reflected in the consolidatattment of operations in the period in which thegome known
and are accounted for as changes in estimatesn &ter such adjustments, ultimate liability or ceery may
exceed or be less than the revised estimates.aAgehthat increases the provision for unpaid clasnk®own as an
unfavourable development and will reduce net income

Management has the responsibility to ensure tlapthvision for unpaid claims, including IBNR, igmopriate.

Management establishes, maintains and evaluatessiggctive provisions for unpaid claims for statytreporting
purposes and evaluates all of its respective paayerages and paid and open claim level dataderién claim
frequency and severity trends, as well as the &ffécany, that inflation or changes in operatatgicture or process
may have on future loss settlements. Managemeigwe the information by its product and geograpbkgions to
monitor emergence of any patterns. Managementrpocates all of the above information to record btsst
estimate of the provision for unpaid claims. Magmagnt also uses actuarial and statistical procedorallocate
the IBNR by accident years and coverages, progeardfr segments.

The ICA requires Jevco to have an Appointed Actuafs stated above, Pierre Laurin, an external peddent
actuary from Towers Watson & Co., acts as the Apigai Actuary. The Appointed Actuary ascertains tibethe
provision for unpaid claims as established by mansnt is reasonably stated.

As part of the reserving process, the AppointeduAct performs various quarterly reviews throughbet calendar
year to assess whether the actual results of tetipg insurance company are materially diffetbah what was
expected based on loss development factors prdyiestablished.

Reinsurance

Jevco purchases reinsurance from third partiesderao reduce its liability on individual risks dits exposure to
catastrophic events. Reinsurance is insurancehpsiec by one insurance company from another foropdne risk
originally underwritten by the purchasing (cedingsurance company. The practice of ceding inswatac
reinsurers allows an insurance company to redsaexpposure to loss by size, geographic area amddfypsk or on
a particular policy. An effect of ceding insurarisgo permit an insurance company to write add#@iansurance
for risks in greater number or in larger amounemtit would otherwise insure independently, haviegard to its
statutory capital, risk tolerance and other factors

Reinsurance ceded does not relieve Jevco of itaatk liability to its policyholders in the evelhiat any reinsurer is
unable to meet its obligations under its reinsueacantracts. Jevco therefore enters into reinseranntracts with
only those reinsurers which it believes have sigfit financial resources to provide the requestederage.

Reinsurance treaties are generally subject to tlatioa by Jevco’s reinsurers or Jevco on the agnsiary date and
are subject to renegotiation annually. Jevco rebutvaluates the financial condition of its reinsts and monitors



the concentrations of credit risk to minimize itgpesure to significant losses as a result of tllirency of a
reinsurer. Jevco believes that the amounts itd@srded as reinsurance recoverables are appmgregtablished.

RISK FACTORS

The risks inherent Westaim’s operations are desdrib its Management’s Discussion and Analysistlier year
ended December 31, 2011 under the headiigk§ which is hereby incorporated by reference in thif and is
available on SEDAR at www.sedar.com.

DIVIDENDS

The Company has not declared dividends or disidghatfor any of its three most recently completisgdl years
and does not expect to declare dividends or digtabs in the foreseeable future. There are ntricdsns
preventing the Company from declaring dividendsitenNVestaim Shares provided that an equivalentddivl is
declared on the Non-Voting Shares, however, anyréupayment of dividends will be dependent uponetigmings
and financial condition of the Company and othetdes that the directors may deem appropriateeatithe.

DESCRIPTION OF CAPITAL STRUCTURE

The authorized capital of Westaim consists of alimited number of common shares, an unlimited numntfe
Class A preferred shares, issuable in series anthiimited number of Class B preferred shares,aiskuin series.
On February 26, 2010, the Company filed articlesawfendment to create a series of Class A prefehades
designated as Series 1 Class A non-voting, padtiicip, convertible preferred shares (thoh-Voting Shares).

As of the date hereof, the Company had issued atstamding 580,343,960/estaim Shares and 63,852,912 Non-
Voting Shares. No other series of Class A pretesigares and no Class B preferred shares havecbestied and,
other than the Non-Voting Shares, there are n@sind outstanding Class A preferred shares os@aweferred
shares.

Westaim Shares

Each Westaim Share carries one vote at all meetihghareholders, is entitled to receive divideadsand when
declared by the directors, and, subject to ther pighits of the holders of the Non-Voting Shareseititled to a pro
rata share of the remaining property and assetiseo€Company distributable to the holders of the tales Shares
and the Non-Voting Shares, upon any liquidatiossdiution or winding up of the Company.

Class A Preferred Shares

The Class A preferred shares of each series strdlequally with the Class A preferred shares efgwther series
with respect to dividends and return of capital] ahall be entitled to preference over the Clagseerred shares
and Westaim Shares and over any other shares mpjukiior to the Class A preferred shares with respepriority
in payment of dividends and in the distributionaskets in the event of the liquidating, dissolutonvinding-up of
the Company, or any other distribution of the assdtthe Company among its shareholders for theqaa of
winding-up its affairs. Except as required by laswaless provision is made in the Company’s asicle general,
the holders of the Class A preferred shares aass ahall not be entitled to receive notice ograttor vote at any
meeting of the shareholders of Westaim.

Non-Voting Shares

Any holder of Non-Voting Shares may, subject taaerrestrictions, convert any or all Non-Votingesés held by
such holder into Westaim Shares based on the thplicable exercise number which at the date heizahe
Westaim Share for each Non-Voting Share. No Wesgtiare may be issued upon the conversion of aVidbing
Share if the conversion would result in the holdegether with such holder’s “associates” and fiati#s” (as such
terms are defined in thgecurities AcfAlberta)), and any person or company acting jgiotl in concert with such
parties: (i) being the registered holder of; (igify the beneficial owner of; and/or (iii) exeraigi control or
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direction over, greater than 40% of the issued @dtanding Common Shares. The Non-Voting Shdesnk
equally with the Class A preferred shares of ewther series with respect to dividends and retficapital; (ii) are
entitled to such dividends as the directors mayader provided, however, that no dividend on thenNting
Shares shall be declared unless the directors dhelare an equal dividend on the Westaim Shares;(id) are
entitled to a preference as to $0.0001 per NonfdoBhare over the Class B preferred shares antlVéstaim
Shares and over any other shares ranking junitreédon-Voting Shares, following which the Non-\faji Shares
shall rank equally with the Westaim Shares wittpees to the distribution of assets in the everthefliquidation,
dissolution or winding-up of Westaim, whether vahny or involuntary, or any other distribution diet assets of
Westaim for the purpose of winding up its affaiisxcept as required by law, the holders of the Noting Shares
as a series shall not be entitled to receive natfcattend or vote at any meeting of the sharedrslef Westaim.
The other rights, privileges, restrictions and dbads applicable to the Non-Voting Shares are samimad in the
Information Circular under the headingtfe Financing — Non-Voting Shates

Class B Preferred Shares

Subject to the prior rights of the Class A prefdrehares, the Class B preferred shares of eaabssshall rank
equally with the Class B preferred shares of ewther series with respect to dividends and retdroapital, and
shall be entitled to preference over the Westairar&hand over any other shares ranking junior ¢oGlass B
preferred shares with respect to priority in payh@rdividends and in the distribution of assetshia event of the
liquidating, dissolution or winding-up of the Conmya or any other distribution of the assets of @empany
among its shareholders for the purpose of windipgdts affairs, but are subject to the preferencéhef Class A
preferred shares. Except as required by law agsgnprovision is made in the Company’s articlegyaneral, the
holders of the Class B preferred shares as a stz not be entitled to receive notice of, attemdsote at any
meeting of the shareholders of Westaim.

MARKET FOR SECURITIES
Trading Price and Volume
The Westaim Shares are listed and posted for ganlinthe TSX under the symbol “WED”. The followitaple

sets forth the reported high and low prices andatigregate volume of trading of the Westaim Sharethe TSX
for the periods indicated:

Month High Low Volume
2011

JANUAIY ...eeeectie ettt ettt et et $0.62 $0.55 1®5614
FEDIUAIY.....coitiiiciieece et e $0.62 $0.59 4, RUS,
MAICH ...t $0.61 $0.55 7,983
ADI oot $0.57 $0.50 44,499

Y T T $0.57 $0.50 BB
JUNE et $0.52 $0.50 342,024
JUIY e $0.52 $0.49 &BiH10
AUGUST e $0.54 $0.46 22 0146
SEPLEMDET ...viiiiiiiiieiciiee et et $0.52 $0.45 10,073,1
(@03 o] o =Y SRR $0.56 $0.43 3,803
NOVEMDET ..t $0.57 $0.51 15,948,82
DECEMDET ...ttt $0.56 $0.50 6,61870
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2012
January $0.51

$0.52

1,308
13,827

February

DIRECTORS AND OFFICERS
Name, Residency and Principal Occupation

The following table sets forth the names, residepeincipal occupation and position(s) with the Qamy of the
directors of Westaim and the period of service dgector. All directors hold office until the neannual meeting

of shareholders of the Company or until the direotsigns or a successor is duly elected or apgaint

Alberta, Canada

manager)

Name and Principal Occupation at Present Position(s) with the Company Period of Service
Residency as a Director
lan W. Delane¥y/ Chairman of Sherritt International Corporation Director and Chairman of the May 1996 to date
Ontario. Canada (“Sherritt”) (a diversified resource company) Board
Brian Gibsof * Senior Vice-President, Public Equities Alberta Istveent Director February 2010 to
Management Corporatigmstitutional investment fund date

John W. Gildnér 23
Ontario, Canada

Independent businessman

Director and Chair oftluit
Committee

May 2009 to date

J. Cameron
MacDonald

Ontario, Canada

President and Chief Executive Officer of Goodwoodl |
(an investment management company)

Director, President and Chief
Executive Officer

December 2008 to
date

Daniel P. Oweh? 3
Ontario, Canada

Chairman and Chief Executive Officer of Molin Haids
Limited (a capital investment management companyl)
Chairman of Heli-Lynx Helicopter Services Ire.
helicopter conversion and enhancement company)

Director and Chair of the HR and
Compensation Committee

May 1996 to date

Ontario, Canada

corporation)and Vice Chairman of Centerra Gold I&.
gold mining company)

Peter H. Puccetti Chairman and Chief Investment Officer of Goodwood Director December 2008 tg
Ontario. Canada Inc. (an investment management company) date
Bruce V. Waltet 22 | Chairman of WW Mines Inqa resource investment Director May 1997 to date

Notes:

1)
)
©)
4)

Messrs. Gildner, Owen and Walter are membetseofudit committee of the Board (th&udit Committee”).
Messrs. Gibson, Gildner, Owen and Walter arebers of the HR and Compensation Committee.
Messrs. Delaney, Gibson, Gildner, Owen and &ate members of the corporate governance conenuiftdhe Board.

Each of the directors has been engaged for thare5 years in his present principal occupatiesept for John Gildner and lan W.

Delaney. Prior to January 2009, Mr. Gildner wapleyed with CIBC World Markets Inc. (an investmetdaler) from 1983 to
December 2008, most recently as Managing Direatdr global head of the equity proprietary tradingugr. Prior to January 1,
2012, Mr. Delaney also served as the PresidenCainef Executive Officer of Sherritt.

The following table sets forth the names, residearny office of the executive officers of the Conygan

Name and Residency

Office with the Company

Principal Occupation During the Past Five Years

lan W. Delaney
Ontario, Canada

Chairman of the Board
(non-employee)

Chairman of Sherritt
(a diversified resource company)

Ontario, Canada

J. Cameron MacDonald

President and Chief Executive Officer
(non-employee)

President and Chief Executive Officer of Goodwood |
(an investment management company)

Jeffrey A. Sarfin
Ontario, Canada

Chief Financial Officer
(non-employee)

Chief Financial Officer of Marnlen Management Ltd.
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Shareholdings of Directors and Executive Officers

As at the date hereof, the directors and executffieers of the Company as a group beneficially edjndirectly or
indirectly, or exercised control or direction ov&,471,618 Westaim Shares or approximately 7.8%hehumber
of issued and outstanding Westaim Shares.

Cease Trade Orders, Bankruptcies, Penalties or Satiens

To the knowledge of the Company, no director orcetige officer of the Company is, as at the datéhcf AlF, or
was, within ten years before the date of this AdRjirector, Chief Executive Officer or Chief FingaldOfficer of
any company (including Westaim) that:

€) was the subject of a cease trade order, an ordglasito a cease trade order or an order that dethie
relevant company access to any exemptions undeaidizam securities legislation that was in effect dor
period of more than 30 consecutive days (ardér”), that was issued while the director or executive
officer was acting in the capacity as director,eElxecutive Officer or Chief Financial Officer; or

(b) was subject to an order that was issued afteritleetdr or executive officer ceased to be a dined@hief
Executive Officer or Chief Financial Officer and ieh resulted from an event that occurred while that
person was acting in the capacity as director, {Executive Officer or Chief Financial Officer.

To the knowledge of the Company, no director oiceff of the Company, or a shareholder holding dicseft
number of securities of the Company to affect niallgrthe control of the Company:

(a) is, as at the date of this AIF, or has been withia ten years before the date of this AlF, a dineor
executive officer of any company (including Westpitmat, while that person was acting in that capaci
or within a year of that person ceasing to achat tapacity, became bankrupt, made a proposal amge
legislation relating to bankruptcy or insolvency wmas subject to or instituted any proceedings,
arrangement or compromise with creditors or haecaiver, receiver manager or trustee appointeala h
its assets; or

(b) has, within the ten years before the date of thiE, Aecome bankrupt, made a proposal under any
legislation relating to bankruptcy or insolvency, lmecome subject to or instituted any proceedings,
arrangement or compromise with creditors, or hagkcaiver, receiver manager or trustee appointdublig
the assets of the director, executive officer @rsholder.

To the knowledge of the Company, no director orcekige officer of the Company, or a shareholderding a
sufficient number of securities of the Companyffea materially the control of the Company, hasibsubject to:

(a) any penalties or sanctions imposed by a courtinglab securities legislation or by a securitiegulatory
authority or has entered into a settlement agreemiéim a securities regulatory authority; or

(b) any other penalties or sanctions imposed by a amuregulatory body that would likely be considered
important to a reasonable investor in making aes$twent decision.

Conflicts of Interest

Certain of the Company’s directors and officersveeor may agree to serve as directors or officdrstber
companies or have significant shareholdings in rotloenpanies and, to the extent that such other aomp may
participate in ventures in which the Company magigipate, the directors and officers of the Comparay have a
conflict of interest in negotiating and concluditegms respecting the extent of such participatibnthe event that
such a conflict of interest arises at a meetinghef Company’s directors, a director who has sucirdlict will
abstain from voting for or against the approvalsoth participation or such terms. To the knowled§ehe
Company, other than as described under the sestitithed “General Development of the Business'hiis tAIF, and
in particular, with respect to the appointment eftain directors and officers of the Company unitlerMSA, there
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are no existing or potential conflicts of interésttween Westaim or any of its subsidiaries and dingctor or
officer of Westaim or any of its subsidiaries.

LEGAL PROCEEDINGS AND REGULATORY ACTIONS
Legal Proceedings

In the normal course of carrying on its businesscd becomes the subject of claims and is invoinedvrious legal
proceedings. However, Jevco is not currently inedhin any material legal proceedings, and the Comps not
aware of any pending or threatened proceedingdaomg for damages against Jevco where the amouatdwo
exceed 10% (exclusive of interest and costs) otthieent assets of the Company. The Company balighat it has
adequate reserves in respect of legal proceedinghith it is a party.

Regulatory Actions

During the financial year ended December 31, 2€1dre have been no: (a) penalties or sanctionssatpagainst
the Company by a court relating to securities lafjign or by a securities regulatory authority; @ther penalties or
sanctions imposed by a court or regulatory bodyratjghe Company that would likely be consideregantant to a
reasonable investor in making an investment detisimd (c) settlement agreements the Company entete
before a court relating to securities legislatiomiih a securities regulatory authority.

AUDIT COMMITTEE
The Audit Committee’s Charter

The responsibilities and duties of the Audit Conedtare set out in the Audit Committee’s chartee, text of
which is set forth in Appendix A to this AIF.

Composition of the Audit Committee

The Audit Committee consists of three members: Jeifaner, Chairman; Daniel Owen and Bruce Waltéach of
Messrs. Gildner, Owen and Walter is “independentd &financially literate” for the purposes of Natal
Instrument 52-110 Audit Committees

Relevant Education and Experience

The following is a description of the education amgerience of each member of the Audit Committest ts
relevant to the performance of his responsibiliies®a member of the Audit Committee:

John Gildner — Mr. Gildner holds a B.B.A. from Witf Laurier University, having specialized in Ecomos. Mr.
Gildner is currently a private investor. Prior2009, Mr. Gildner was a Managing Director of CIBG@kd Markets
Inc., an investment bank, where he worked for 2&rygat both CIBC World Markets Inc. and Wood Gundy
Limited, which was purchased by the Canadian Ingbé8ank of Commerce in 1988) in various roles witttie
trading operations. Most recently at CIBC Worldrkts Inc., Mr. Gildner was head of the firm’s dgudivision
proprietary trading groups, where he had oversafhthe firm’s equity-related proprietary investiagd trading
strategies and activities. Mr. Gildner also sereedseveral management, risk management, due miigeand
investment committees at the company. In thesaaitgs, Mr. Gildner has had extensive experiemadyaing and
evaluating financial results and the financial esta¢nts of public companies. In 2010 Mr. Gildnetagied the
Chartered Director (C.Dir.) designation from thedaiors College (a joint venture of McMaster Unsigrand The
Conference Board of Canada).

Daniel Owen — Mr. Owen holds a B.Sc. (Econ.) fréva London School of Economics and Political Scidméng
specialized in accounting. Mr. Owen is a privaieeistor and entrepreneur, currently Chairman aridf@&xecutive
Officer of a private investment management compailyairman of a helicopter conversion and enhancemen
company, and formerly a Senior Vice President dfy®ar Energy & Chemical Corporation (previouslyme
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Canada Development Corporation). Mr. Owen haseston the board of directors of a number of Camagdigblic
companies and on certain of the audit committeethade Canadian public companies and currentlyesemm the
audit committee of one public company, being Westai In these capacities, Mr. Owen has had extensive
experience analyzing and evaluating financial tesauhd financial statements.

Bruce Walter — Mr. Walter holds a B.A. from the Uaisity of Toronto, J.D. and M.B.A. degrees fromrko
University and a Ph.D. from the University of Capmwvn. Mr. Walter is currently Chairman of WW Mingg. (a

resource investment corporation), and Vice-Chairmf@enterra Gold Inc., a gold mining company. Mfalter

was formerly President and Chief Executive OffioéDynatec Corporation, a publicly-traded Canadiampany,

President and Chief Executive Officer of Plainti®gstems Inc., a Canadian company publicly-tradedadth

Canada and the United States; President of Shérdtt a publicly-traded Canadian company; and addéng

Director of BMO Nesbitt Burns Inc., an investmergnk. In these capacities, Mr. Walter has had exten
experience overseeing management responsibledgréparation of financial statements.

Audit Fees

The following table summarizes fees paid to the gamy’'s independent auditors, Deloitte & Touche LEd?,the
years ended December 31, 2011 and December 31, 2010

(in thousands of dollars) 2011 2010
Audit Fee§) $270.7 $345.0
Audit-Related Fedd 124.3 143.9
Tax Fee 99.0 228.6
Total Fees $494.0 $717.5
Notes:

(1) Includes reviews of quarterly consolidated ficial statements and review/audit of the Compasylssidiaries’ financial statements,
services related to regulatory filings, and audineolvement with prospectuses and securitiesddi
(2) Includes consultation on financial accounting aeporting standards.

(3) Includes fees for tax compliance and consuwitati
Audit Committee Oversight

At no time since the commencement of the Companyast recently completed financial year has a
recommendation of the Audit Committee to nominate@mpensate an external auditor not been accéyptede
Board.

Pre-Approval of Audit and Non-Audit Services by Independent Auditors

The Audit Committee pre-approves all audit servipesvided to the Company by its independent auslitofhe
Audit Committee’s policy or practice regarding the-approval of non-audit services is that all ssetvices shall
be pre-approved by the Audit Committee as a wholeycthe Chairman of the Audit Committee, who muegiort
all such pre-approvals to the Audit Committee atriext meeting following the granting thereof. oPrio the
granting of any pre-approval, the Audit Committeeits Chairman, as the case may be, must be salidffiat the
performance of the services in question will nanpoomise the independence of the independent asdito

Codes of Conduct

The Company has adopted a Code of Conduct andsEthicDirectors, Officers and Employees, as wellaas
Finance Code of Conduct for Chief Executive andi@eRinancial Officers. These Codes and any amemisn
thereto can be found on the Company’s website alvwwgstaim.com. During the most recently complédtscial
year, no amendments were made to these Codeshai@bmpany has granted no waivers of any of theigoms
of these Codes.
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INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANS ACTIONS

Management of the Company is unaware of any maiatexest, direct or indirect, of any of the follng persons
or companies in any transaction within the threestmrecently completed financial years or during therent
financial year that has materially affected ordagsonably expected to materially affect the Company

(a) a director or executive officer of the Company;

(b) a person or company that beneficially owns, or mdsitor directs, directly or indirectly, more th26% of
any class or series of the Company’s outstanditigg@ecurities; and

(c) an associate or affiliate of any of the personsoonpanies referred to in paragraphs (a) or (b).
TRANSFER AGENT AND REGISTRAR

The registrar and transfer agent for the Westaiaré&his Computershare Investor Services Inc., ddciat Calgary,
Alberta, Canada.

MATERIAL CONTRACTS

The only material contract entered into by the Canypduring the most recently completed financiaryer before
the most recently completed financial year thatilsin effect, other than contracts entered idtming the ordinary
course of business and required to be filed putstmriNational Instrument 51-102 Eontinuous Disclosure
Obligations was the MSA.

INTERESTS OF EXPERTS

The Company’s auditors are Deloitte & Touche LLPowitave prepared the Auditors’ Report to Shareheldated
February 28, 2012. Deloitte & Touche LLP has aonéd that it is independent with respect to the Gamy within
the meaning of the Rules of Professional ConducthefInstitute of Chartered Accountants of Albeffa. the
Company’s knowledge, Deloitte & Touche LLP has rgistered or beneficial interest, direct or indiréc any
securities or other property of the Company.

ADDITIONAL INFORMATION

Additional information, including directors’ andfafers’ remuneration and indebtedness, principatiérs of the
Company’s securities and securities authorizedsfrance under the Company’s equity compensatim, mhere
applicable, is contained in the management infolomatircular of the Company dated April 6, 2011hwiespect to
its most recent annual meeting of shareholders.ditisahal financial information relating to the Coamy is
contained in the Company’s comparative financiateshents and associated management’s discussicanatis
for its most recently completed fiscal year.

All of these documents as well as additional infation relating to the Company are available on SRD#
www.sedar.com.
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APPENDIX A - AUDIT COMMITTEE CHARTER

THE WESTAIM CORPORATION

AUDIT COMMITTEE CHARTER

(Revised March 2010)

Overview and Mandate

The Audit Committee (the “Committee”) is responsiltb the Board of Directors (the “Board”) of The
Westaim Corporation (the “Corporation”). The Corttee shall review the annual consolidated financial
statements of the Corporation and shall reportetirerto the Board before such annual consolidated
financial statements are approved by the Board,shadl oversee the accounting and financial repgrti
processes of the Corporation and the audits ofitla@cial statements of the Corporation. The Cotteai
also shall perform the duties as described undetié® and Responsibilities” below.

The Committee, in its capacity as a committee &f Board, shall be directly responsible for the
appointment, compensation, retention and oversiflihe work of any registered public accountingnfir
engaged (including for the resolution of disagrestshidbetween management and the auditor regarding
financial reporting) for the purpose of preparingssuing an audit report or performing other audiview

or attest services for the Corporation (the “autfitoand each auditor must report directly to the
Committee.

It is recognized that the Committee will be actordy within the terms of reference set out hereid & is
not intended that the Committee shall usurp anthefpowers or responsibilities of the Board asosiétin
theBusiness Corporations A¢Alberta) and/or the By-laws of the Corporation.

The Committee may engage independent counsel er atlvisors as it determines necessary to carry out
its duties.

The Corporation shall provide for appropriate furgdias determined by the Committee in its capasta
committee of the Board, for payment of:
€) compensation to any auditor;

(b) compensation to any independent counsel or adeisptoyed by the Committee pursuant to this
charter; and

(c) ordinary administrative expenses of the Commithed &re necessary or appropriate in respect of
the performance by the Committee of its duties.

Membership and Attendance at Meetings

The members of the Committee shall consist of eafef than three (3) members each of whom shall be a
director of the Corporation.

A majority of members of the Committee shall bédest Canadians.

Each member of the Committee shall have no direoidirect relationship with the Corporation which,
the view of the Board, could reasonably interfeih\the exercise of the member’s independent judgme
Each member shall otherwise satisfy the indeperaerquirements applicable to members of audit
committees under National Instrument 52-118wudit Committee®f certain of the Canadian Securities
Administrators and the requirements of any othgliagble legislation or stock exchange rules, stibje
any exemptions or relief that may be granted fraochsequirements.
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Each member of the Committee shall have, or skalliae within a reasonable time following appoiniine
to the Committee, the ability to read and undest@iset of financial statements that present adtiesnd
level of complexity of accounting issues that aeearally comparable to the breadth and compleXithe
issues that can reasonably be expected to be fays® Corporation’s financial statements.

The Chairman of the Committee shall be appointedheyBoard and shall be responsible for the overall
operation of the Committee.

Members shall serve one-year terms and may sengecative terms.

The auditor of the Corporation is entitled to reeenotice of every meeting of the Committee andhderd
thereat.

In its discharge of its responsibilities and dutiet out herein, the Committee shall have free and
unrestricted access at all times, either direatlthoough its duly appointed representatives, toréievant
accounting books, records and systems of the Catipar and shall discuss with the officers of the
Corporation such books, records, systems and athters considered appropriate.

Duties and Responsibilities

The Committee shall fulfil the following duties sirig from its mandate set out above:
Review and assess the adequacy of this chartem anraual basis, or more often if deemed appropriate

Review the annual consolidated financial statemeftie Corporation and the notes thereto followtmneg
examination thereof by the auditor and prior tdrthpproval by the Board and report to the Boaste¢bn.

Review and approve the quarterly financial statdmerotes thereto and quarterly management disussi
and analysis (MD&A) and related press releaseh@forporation prior to their release.

Review the annual MD&A, and other public disclosdozuments and related press releases, including an
prospectus prior to their approval by the directors

Review, and approve, the planned scope of the edation of the annual and quarterly consolidated
financial statements and all related audit actgitby the auditor of the Corporation, including exted
related audit fees.

Review the accounting principles and practicese@pplied and followed by the Corporation during th
fiscal year and any significant changes from theygalied and followed during the previous year.

Review the adequacy of the systems of internal @auing and audit policies, practices and controls
established by the Corporation, and discuss weteatiditor the results of its reviews and reports.

Review all litigation and claims involving or agatnthe Corporation which could materially adversely
affect its financial position and which the auditor any officer of the Corporation may refer to the
Committee.

Ensure the auditor’'s ultimate accountability to eard and the Committee as representatives of the
shareholders and as such representatives, to évdheaperformance of the auditor and review apdnte

to the directors regarding the nomination and gmuneration and other material terms of the engagem
of the auditor, and the performance by the audhereunder, and to recommend to the shareholders th
reappointment or replacement of the auditor.

Ensure that the auditor submits on a periodic lasilse Committee, a formal written statement dsdiing
all relationships between the auditor and the Cmatfpan, consistent with Canadian auditor independen
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standards, and to review such statement and teeicengage in a dialogue with the auditor withpess

to any disclosed or undisclosed relationships awises that may impact on the objectivity and
independence of the auditor, and to review thestant and the dialogue with the Board of Directord
recommend to the Board of Directors appropriateadb ensure the independence of the auditor.

Provide a line of communication between the auditod the Board, and communicate directly with the
auditor and with any internal auditor of the Cowgtan.

Meet with the auditor at least once per quarteheut management present to allow a candid disaussio
regarding any concerns the auditor may have amgdolve any disagreements between the auditor and
management regarding the Corporation’s financiabring.

Review and pre-approve non-audit services provimethe auditor.

Review and approve hiring policies regarding pagnemployees, and former partners and employees of
the present and former external auditors of thepQ@ation.

Review any internal audit plan and review all réparising from any such internal audit activity.

Approve the Corporation’s Disclosure Policy andieewvw and assess the adequacy of the policy on an
annual basis, or more often if deemed appropriate.

Review and approve all “related party” transactjcms defined by the rules of the applicable reguat
authorities.

Review the status of taxation matters of the Cafion and its major subsidiaries.

Review the short term investment strategies respgetite cash balance of the Corporation.
Review the hedging strategies of the Corporation.

Review the adequacy of all insurance policies na@metd by the Corporation.

Establish procedures for:

€) the receipt, retention, and treatment of complairgseived by the Corporation regarding
accounting, internal accounting controls, or anditinatters; and

(b) the confidential, anonymous submission by employd#ebe Corporation of concerns regarding
guestionable accounting or auditing matters.

Review regular reports from management and othétts nespect to the Corporation’s compliance with
laws and regulations having a material impact enfithencial statements of the Corporation.

Review annually the Corporation’s reserves witlpees to environmental, health and safety matters.

Conduct or undertake such other duties as maydéresl from time to time by any applicable regutgto
authorities, including the Toronto Stock Exchangarmy other stock exchange.

At least annually, undertake a self assessmetieo€bommittee’s performance of its duties.

Meetings

Meetings of the Committee are held as requiredaahelast quarterly.



Committee meetings may be called by the Committbai®an or by a majority of the Committee
members.

The procedures for calling, holding, conducting adjourning meetings of the Committee shall be the
same as those applicable to meetings of the Boahotwithstanding such procedures, a meeting of the
Committee may also be called by the external audito

A quorum for the transaction of business at anytmgeof the Committee is a majority of appointed
members.

The Committee may invite to a meeting any officersemployees of the Corporation, legal counsel,
advisors and other persons whose attendance itdesasnecessary or desirable in order to carryitsut
responsibilities.

Meetings may be held by way of telephone confereadle

A written resolution signed by all Committee mentbentitled to vote on that resolution at a meetiiig
the Committee is as valid as one passed at a Coeenmiteeting.

The Corporate Secretary will ensure that minutethefproceedings of all meetings of the Committee a
maintained and available to the Board when reqdeste

Reporting

The Committee shall report on its review of the imdl consolidated financial statements of the
Corporation to the Board prior to the approval mfafcial statements by the Board. In addition, the
Chairman of the Committee shall, when deemed nacgss when requested by the Chairman of the
Board, report to the Board from time to time on &leévities of the Committee.



