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SUMMARY FINANCIAL INFORMATION AND MANAGEMENT’S DISCUSSION AND 

ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION 

 

November 29, 2010 (as amended on March 28, 2011) 

 

The following “Summary Financial Information and Management’s Discussion and Analysis of 

Results of Operations and Financial Condition” (“MD&A”) was prepared by management of Feronia 

Inc. (“Feronia” or the “Company”) and approved by the board of directors of the Company (the 

“Board of Directors”). Throughout this MD&A, unless otherwise specified, “Feronia”, “Company”, 

“we”, “us” and “our” refer to Feronia Inc. and its subsidiaries.  

 

This interim MD&A is an update of management’s discussion and analysis provided in the 

Company’s listing application (the “Listing Application”) dated August 27, 2010 and filed on 

www.sedar.com and includes a discussion of the results of operations and cash flows for the three and 

nine months ended September 30, 2010. Such discussion and comments on liquidity and capital 

resources of the Company should be read in conjunction with the interim unaudited financial 

statements for the three and nine months ended September 30, 2010.  All amounts are in U.S. dollars 

unless otherwise stated. 

 

Management is responsible for ensuring that processes are in place to provide sufficient knowledge to 

support the representations made in the public filings. The Company’s Audit Committee and Board of 

Directors provide an oversight role with respect to all public financial disclosures by the Company, 

and have reviewed this MD&A and the accompanying financial statements. 

 

The Chief Executive Officer and Chief Financial Officer of the Company, in accordance with 

National Instrument 52-109 – Certification of Disclosure in Issuers’ Annual and Interim Filings (“NI 

52-109”), have both certified that they have reviewed the interim financial statements and this MD&A 

(the “interim Filings”) and that, based on their knowledge having exercised reasonable diligence, that 

(a) the interim Filings do not contain any untrue fact or omit a material fact required to be stated or 

that is necessary to make a statement not misleading in light of the circumstances under which it was 

made; and (b) the interim financial statements together with the other financial information included 

in the interim Filings fairly present in all material respects the financial condition, results of 

operations and cash flows of the issuer, as of the date of and for the periods presented in the interim 

Filings. 

 

Investors should be aware that inherent limitations on the ability of certifying officers of a venture 

issuer to design and implement on a cost effective basis Disclosure Controls and Procedures 

(“DC&P”) and Internal Controls over Financial Reporting (“ICFR”) as defined in NI 52-109 may 

result in additional risks to the quality, reliability, transparency and timeliness of interim and annual 

filings and other reports provided under securities legislation.  

 

Forward Looking Statements 

 
Certain statements in this MD&A may constitute forward-looking statements, including those 

identified by the expressions such as “anticipate”, “believe”, “estimate”, “expect”, “foresee”, 

“intend”, “plan”, or similar expressions to the extent that they relate to the Company or its 

management.   The forward-looking statements are not historical facts but reflect the Company’s 

current assumptions and expectations regarding future events.  There can be no assurance that such 

statements will prove to be accurate, and actual results and future events may differ materially from 

those anticipated in such statements. These forward-looking statements are subject to a number of 

risks and uncertainties that could cause actual results or events to differ materially from current 

expectations and assumptions. Please see “Risk Factors” in the Listing Application available at 

www.sedar.com for a more complete discussion of these and other risks.  Readers are cautioned not to 

place undue reliance on forward-looking statements.  We undertake no obligation to update or revise  
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any forward-looking statements, whether as a result of new information, future events or otherwise, 

except as required by applicable law.   

 

Selected Financial Information 

 

The following selected financial information has been derived from our unaudited consolidated 

financial statements for the three months and nine months ended September 30, 2010 and 2009 and 

our financial positions as at September 30, 2010 and December 31, 2009: 

 

Balance Sheet Data 

(US$) 

As at September 30, 2010 

(unaudited) 

(US$) 

As at December 31, 2009 

(audited) 

(US$) 

Current Assets 15,963,205 1,993,555 

Total Assets 25,514,902 8,217,257 

Total Liabilities 13,626,719 11,522,060 

Shareholders’ Equity 11,888,183 (3,304,803) 

 
Statement of 

Operations, 

Comprehensive Loss 

and Deficit 

(US$) 

Three Months 

Ended September 

30, 2010 

(unaudited) 

(US$) 

Three Months 

Ended September 

30, 2009 

(unaudited) 

(US$) 

Nine Months 

Ended September 

30, 2010 

(unaudited) 

(US$) 

Nine Months 

Ended September 

30, 2009 

(unaudited) 

(US$) 

Revenue 1,290,793 359,734 3,027,263 359,734 

Cost of sales 1,366,622 294,616 2,798,455 294,616 

Gross margin (75,829) 65,118 228,808 65,118 

Operating expenses 1,873,421 529,408 5,045,658 1,011,138 

Income (loss) from 

continuing operations 
(1,949,250) (464,290) (4,816,850) (946,020) 

Other income (loss) (1,040,651) (10,559,941) (1,572,896) (10,559,941) 

Net income (loss) (2,989,901) (11,024,231) (6,389,746) (11,505,961) 
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Recent Developments 

On September 9, 2010, the Company completed a reverse takeover transaction (the “RTO”) with 

Feronia CI Inc. (formerly Feronia Inc.) (“Feronia CI”), by way of an exchange offer and merger of 

Feronia CI with Feronia PHC Limited, a wholly-owned subsidiary of the Company. Prior to the 

completion of the RTO, the Company filed articles of continuance to continue under the laws of the 

Province of Ontario and articles of amendment to consolidate its common shares (the “Common 

Shares”) by a ratio of 3.5:1 and to change its name from “G.T.M. Capital Corporation” to “Feronia 

Inc.” As consideration for the acquisition of all of the outstanding securities of Feronia CI, the 

Company issued one Common Share for each one common share of Feronia CI and one warrant to 

purchase Common Shares for each one warrant to purchase common shares of Feronia CI.  

 

Description of Business 

Feronia is a large-scale commercial farmland and plantation operator in the Democratic Republic of 

the Congo (“DRC”). The Company uses modern agricultural practices to operate and develop its oil 

palm plantations and arable farming business division. Feronia believes in the immense agricultural 

potential of the DRC for high-quality foodstuffs and edible oils given its ideal climate, excellent soil 

and highly skilled and experienced workforce. Feronia’s management team is comprised of senior 

agriculturalists with extensive experience in managing both plantations and large-scale mechanized 

farming operations in emerging markets.  Feronia is committed to sustainable agriculture, 

environmental protection and providing support for local communities. 

Feronia currently owns and operates oil palm plantations in the DRC, having acquired 76.17% of the 

shares of Plantations et Huileries Du Congo S.C.A.R.L (“PHC”) from subsidiaries of Unilever plc on 

September 3,
 
2009.  In 2010, PHC was the main operating unit of Feronia, and has concessions of 

approximately 101,455 hectares (ha) located in the provinces of Equateur and Orientale in the DRC. 

As at September 30, 2010, PHC consisted of the following: 

 

(1) 12,125 ha of oil palms in production; 

(2) 3,160 ha of immature palms; 

(3) 45,149 ha of surveyed plantable reserves; 

(4) two working palm oil mills; 

(5) a workforce of 3,875 employees and 33 managers; and 

(6) supporting infrastructure of roads, houses, offices, hospitals and clinics. 

Since its acquisition of the shares of PHC, Feronia has embarked on a program of rehabilitation of the 

palm oil mills and the internal road system, increasing production at the plantations on a month by 

month basis. In fiscal 2009, PHC produced approximately 3,788 tonnes of Crude Palm Oil (“CPO”). 

Feronia is in the process of establishing a large scale arable farming operation. The first farm was 

established in the western region of the DRC in the third quarter of 2010. The first crops are 

scheduled to be sown in the fourth quarter of 2010 and the first harvest is expected to occur in January 

or February 2011. 

Overall Performance 

Third Quarter and Year-to-Date 2010 Financial Highlights: 

 Revenue increased 13% over the previous quarter to $1,290,793. 

 EBITDA was negative $2,798,684 for the quarter and negative $5,915,429 YTD. 

 Net loss was $2,989,901 for the quarter and $6,389,746 YTD. 

 RTO costs of $1,395,331 were fully expensed in the third quarter. 
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 Diluted EPS for the nine-month period was negative $0.10. 

 Cash balance as at September 30, 2010 was $14,669,222. 

 

Revenue 

During the third quarter of 2010, Feronia’s revenue was $1,290,793 ($359,734 in the third quarter of 

2009), an increase of 13% from $1,143,668 in the second quarter. The YTD sales of $3,027,263 

consist principally of palm oil ($2,758,098) and seeds ($267,654). 

 

During the third quarter, Feronia produced approximately 6,200 tonnes of palm fruit which were 

processed to produce 1,228 tonnes of CPO, representing an increase of approximately 253% on a 

year-over-year basis. As at September 30, 2010, Feronia had 15,285 hectares of oil palm planted, an 

increase of 896 hectares since the beginning of the year. 

 

Selling, General and Administration Expenses 

SG&A expenses increased to $2,748,174 in the third quarter of 2010 ($11,088,171 in the third quarter 

of 2009, which amount includes excess of purchase price over fair value of acquired assets of 

$10,569,288), compared to $1,636,800 in the second quarter of 2010.  This increase from the second 

quarter of 2010 was mainly due to the RTO costs of $1,395,331 being expensed in the quarter.   

 

Net Loss for the Period 

The net loss for the period increased to $2,989,901 in the three months ended September 30, 2010 

($11,024,231 for the three month period ended September 30, 2009, which amount includes excess of 

purchase price over fair value of acquired assets of $10,569,288), compared to $1,457,144 in the 

second quarter.  However, excluding the costs of $1,395,331 associated with the RTO, the loss would 

have been $1,594,570. 

 

Capital Expenditures 

Capital expenditures in the third quarter of 2010 totalled $1,425,418 and the major items were as 

follows: 

 

(1) $1,079,490 invested in the rehabilitation of the palm oil mills.  The total cost of this 

project is $2,180,000. 

(2) $320,790 invested in the replanting programme. 

 
Significant Projects 

Feronia has one significant project, being the establishment of the arable farming operations at Lovo 

in Bas Congo, DRC. The plan is to establish a farm of 2,000 ha by 2011, complete with mechanized 

farming equipment, buildings and grain processing and drying facilities. The farm will be sited in an 

area where the soil and rainfall are expected to permit three crops and three harvests per year. Ground 

clearing commenced in July 2010; the first crop is scheduled to be planted in December 2010 for 

harvest in January/February 2011; the second crop of edible beans is scheduled to be sown in March 

2011 and harvested in May 2011; and the third crop of beans or millet is scheduled to be planted in 

May 2011 and harvested in July 2011. By 2012, the Company plans to expand the farm to 10,000 ha. 

Factors Causing Changes 

For our oil palm operations, salaries and wages account for 54% of the operational costs. Wages are 

paid in DRC Francs, and the DRC Franc devalued by 10% against the US$ in the nine months ended 

September 30, 2010. All other operating costs are in US$ and subject to prevailing trends in global 

costs. 

The price of the main product CPO increased by 13% during the nine months ended September 30, 

2010. 
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Seasonality 

The current business of Feronia has some seasonality. While oil palms produce fruit throughout the 

year, production follows an annual cycle with the highest production typically occurring in May 

(accounting for approximately 14% of production) and the lowest production typically occurring in 

October (accounting for approximately 6% of production). This annual production cycle has a limited 

effect on costs, as the only costs which vary directly with production are fuel and fruit transport costs. 

Labour is salaried with relatively small production incentive bonuses. Once the rehabilitation of the 

palm oil mills has been completed, it is expected that fuel costs will decrease as more biofuels will be 

recovered from crop residues. 

The arable farming operations will be more seasonal, as there are three distinct sowing and harvesting 

periods per year. In 2010, the first sowing is scheduled to occur in December. A number of purchases 

have been made in the third quarter of 2010 in preparation for the first sowing and has given rise to an 

increased work in progress for the period ended September 30, 2010. 

Commitments, Events, Risks and Uncertainties Affecting Future Performance 

Feronia has a commitment to rehabilitate the Palm oil mills (POMs) at Lokutu and Boteka plantations, 

and in November 2009 entered into a contract with Vita Engineering Sdn Bhd to undertake this work. 

The work is scheduled for completion in April 2011 and is expected to bring both POMs up to full 

capacity, thus enabling all PHC fruit to be processed and potentially increasing oil extraction rates 

from approximately 16% to 22%. 

Feronia’s business is agriculture and is subject to the main risks and uncertainties faced by all 

businesses in the sector. The selling prices of Feronia’s products and the buying prices of inputs such 

as fuel, fertilizer and agrochemicals are ultimately set by global markets and the events, risks and 

uncertainties of all of these markets will affect the future performance of Feronia. Presently, the 

global market for CPO appears to be strong and prices are expected to be consistent for the next 

twelve months. However, as Feronia will sell most of its production into local markets, economic 

growth in the DRC is another factor. Various sources indicate that GDP grew by 6.8% in 2008, 2.7% 

in 2009, and in 2010, estimates of growth rates range between 2.7% and 5%. The improvements in 

commodity prices are expected to have a positive effect on the DRC’s GDP, reserves of foreign 

exchange and consumers’ disposable incomes. 

Inflation and Price Changes 

The major price change affecting revenues, net sales and income/loss was the price of CPO. The 

average price received by PHC in 2009 was $635/tonne. PHC’s last sale of CPO realized $814/tonne. 

Personnel costs, which currently account for 54% of PHC’s total costs, are paid in local currency 

(DRC Francs), which has devalued by 10%  in the nine months ended September 30, 2010.  

Liquidity and Capital Resources 

Feronia has financed its operations to date through the issuance of equity and debt. In September 

2010, the Company completed its listing of the Common Shares on the TSX Venture Exchange, 

raising net proceeds of $15.8 million. Feronia continues to seek capital through various means 

including the issuance of equity and/or debt. As at September 30, 2010, Feronia had net assets of 

$11,888,183 ($(3,304,803)) as at December 31, 2009) and its working capital amounted to 

$11,122,583 ($(1,202,555)) as at December 31, 2009). 

The financial statements have been prepared on a going concern basis which assumes that Feronia 

will be able to realize its assets and discharge its liabilities in the normal course of business for the 

foreseeable future. The continuing operations of Feronia are dependent upon its ability to continue to 

raise adequate financing and to commence profitable operations in the future. There can be no 
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assurance that the Company will be able to continue raising adequate financing or commence 

profitable operations in the future. See the section entitled “Risk Factors” in the Listing Application. 

As at September 30, 2010, there is one commitment for capital expenditures with Vita Engineering 

sdn Bhd for works, equipment and machinery in connection with the rehabilitation of the palm oil 

mills in the amount of $2,180,000.  

Off Balance Sheet Arrangements 

There are currently no off balance sheet arrangements. 

Transactions with Related Parties 

Included in general and operating expenses in the statement of operations are consultancy and 

reimbursement of expenses of $948,970 (period ended September 30, 2009 - $384,287) paid to 

officers, directors and consultants who were spouses of certain directors and officers.  Included in 

interest paid on the statement of operations are $12,460 (period ended September 30, 2009 - nil) to a 

consultant who is a spouse of a director.  Included in fixed assets on the balance sheet are $12,341 

(December 31, 2009 - nil) paid to officers and directors.  Included in accounts payable and accrued 

liabilities is $78,468 (December 31, 2009 - $191,830) owing to these related parties at September 30, 

2010.  These amounts are unsecured, interest free and with no fixed terms of repayment. 

During the nine month period ended September 30, 2010, 196,000 Common Shares were issued to 

officers and a director of the Company in settlement of consulting fees of $49,000. 

During the nine month period ended September 30, 2010, 8,894,344 Common Shares were issued to a 

director of the Company in settlement of a 20% non-controlling interest in Feronia JCA Ltd and a 

business asset.  The business asset consisted of a farm business, the fair value of the assets acquired 

being $604,619.  The excess of the value of the shares issued in exchange for land being $1,618,967 

has been transferred to the deficit for the period.   

The related party transactions were in the normal course of operations and were measured at the 

exchange amount, which is the amount of consideration established and agreed to by the related 

parties. 

Subsequent Events 

Subsequent to the period ended September 30, 2010, the Company received a tax assessment with 

regard to prior accounting periods. Upon receipt of the tax assessment, the Company requested an 

analysis to consider its response and to date this analysis has not been received. Until such time as 

further information has been obtained, the Company considers that no reliable assessment can be 

made of any potential tax liability for the preceding periods. 

Critical Accounting Estimates 

The preparation of Feronia’s financial statements requires management to make judgments, estimates 

and assumptions that affect the reported amounts of revenue, expenses, assets and liabilities at the 

reporting date. However, uncertainty about these assumptions and estimates could result in outcomes 

that could require a material adjustment to the carrying amount of the asset or liability affected in the 

future. In the process of applying Feronia’s accounting policies, management has made the following 

judgments which have had the most significant effect on the amounts recognized in the financial 

statements: 
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Fair Value at Acquisition 

 

On acquisition the value of the assets acquired was made by the management across the different class 

of assets and liabilities at the acquisition date. The judgment and the experience of the management 

team was relied upon when making this assessment and the values will continue to be reviewed over 

the forthcoming year to assess their accuracy. 

Inventory 

 

Raw materials, supplies and finished goods are valued at the lower of cost and net realizable value.  

Estimations have been made by the management in ascertaining these values. 

Property & Equipment 

 

Property and equipment is stated at acquisition cost less amortization. Estimations have been made on 

assessing the useful lives of the assets.  When events or circumstances indicate potential impairment, 

assets are written down to their estimated fair value if the net carrying amount of the asset exceeds the 

net recoverable amount. 

Changes in Accounting Policy including Initial Adoption 

In preparing the financial statements, Feronia has adopted accounting policies that are in accordance 

with Canadian GAAP. Outlined below are those policies considered particularly significant: 

 

(a) Use of estimates 

 

 The preparation of consolidated financial statements in conformity with Canadian 

generally accepted accounting principles requires management to make estimates and 

assumptions that affect the reported amounts of assets and liabilities and disclosure of 

contingent assets and liabilities at the date of the financial statements and reported 

amounts of revenues and expenses during the reporting period.  Such estimates and 

assumptions affect the carrying value of assets.  Significant estimates made by Feronia 

include impairment of inventory, valuation of goodwill, assets under construction, 

provisions for litigation, income taxes, valuation of employee incentive liability and 

provisions for doubtful debts.  Feronia regularly reviews its estimates and assumptions, 

however, actual results could differ from these estimates and these differences could be 

material.   

(b) Basis of consolidation 

 

The consolidated financial statements include the accounts of Feronia and its subsidiaries. 

All material intercompany balances and transactions have been eliminated. 

(c) Inventory 

 

Finished goods are stated at the lower of average production cost and net realizable value. 

Production costs include materials, direct and indirect costs, including amortization of 

plant and equipment. 

Raw materials and supplies are valued at the lower of average cost and replacement cost. 
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When the circumstance that caused inventories to be written down below cost no longer 

exist or when there is clear evidence of an increase in net realizable value because of 

changed economic circumstances, the amount of the write-down is reversed. 

(d) Property and equipment 

 

Property and equipment are recorded at cost less accumulated amortization.   Amortization 

is provided at rates and periods designed to amortize the costs of the assets over their 

estimated useful lives as follows: 

 Furniture: straight line basis over 7 years 

 Buildings: straight line basis over 33 years 

 Plantations: straight line basis over 33 years 

 Equipment: straight line basis over 10 years 

 Motor vehicles: straight line basis over 4 years 

 

The recoverability of long-term assets is assessed when an event occurs indicating 

impairment. Recoverability is based on factors such as future asset utilization and the 

future undiscounted cash flows expected to result from the use or sale of the related assets. 

An impairment loss is recognized in the period when it is determined that the carrying 

amount of the asset will not be recoverable. At that time the carrying amount is written 

down to fair value. 

(e) Stock-based compensation 

 

Feronia records compensation cost based on the fair value method of accounting for stock-

based compensation. The fair value of stock options is estimated using the Black-Scholes 

option pricing model. The fair value of the options is recognized over the vesting period as 

compensation expense and contributed surplus. When options are exercised, the proceeds 

received, together with any related amount in contributed surplus, will be credited to 

capital stock. The fair value of shares issued as compensation is based on the market price 

of the shares. In the absence of a market for such shares, the fair value is estimated based 

on the value of the shares in the most recent transaction in which a value of the shares can 

be determined.  

(f) Loss per common share 

 

Basic loss per share is calculated using the weighted average number of shares 

outstanding. Diluted loss per share is calculated using the treasury stock method. In order 

to determine diluted loss per share, the treasury stock method assumes that any proceeds 

from the exercise of dilutive stock options and warrants would be used to repurchase 

common shares at the average market price during the period, with the incremental 

number of shares being included in the denominator of the diluted loss per share 

calculation. The diluted loss per share calculation excludes any potential conversion of 

options and warrants that would decrease loss per share. As at March 31, 2010 and 

December 31, 2009 and 2008, Feronia did not hold any convertible securities; therefore, 

diluted loss per share was equal to basic loss per share. 

(g) Foreign currency translation 

 

The functional and reporting currency of Feronia is the United States dollar. Transactions 

in foreign currencies are translated into the currency of measurement at the exchange rates  
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in effect on the transaction date. Monetary balance sheet items expressed in foreign 

currencies are translated into United States dollars at the exchange rates in effect at the 

balance sheet date. The resulting exchange gains and losses are recognized in operations. 

Feronia’s integrated foreign subsidiaries are financially or operationally dependent on 

Feronia. Feronia uses the temporal method to translate the accounts of its integrated 

operations into United States dollars. Monetary assets and liabilities are translated at the 

exchange rates in effect at the balance sheet date. Non-monetary assets and liabilities are 

translated at historical rates. Revenues and expenses are translated at average rates for the 

period, except for amortization, which is translated on the same basis as the related asset. 

The resulting exchange gains or losses are recognized in operations. 

(h) Income taxes 

 

Feronia follows the asset and liability method of accounting for income taxes.  Under this 

method, future income tax assets and liabilities are determined based on differences 

between the financial statement carrying values and the income tax bases of assets and 

liabilities, and are measured using the substantively enacted income tax rates and laws that 

are expected to be in effect when the temporary differences are expected to reverse.  The 

effect on future income tax assets and liabilities of a change in income tax rates is 

recognized in operations in the period that includes the date of enactment or substantive 

enactment of the change.  When the future realization of income tax assets does not meet 

the test of being more likely than not to occur, a valuation allowance in the amount of the 

potential future benefit is taken and no net asset is recognized. 

(i) Revenue recognition 

 

Revenue is earned through the sale of products to customers. Revenue is recognized once 

an order is placed, an invoice is prepared, risks and rewards of ownership have transferred 

and collection is reasonably assured.  

Rental income is recognized on an accrual basis. 

(j) Allowance for doubtful accounts 

 

In assessing the valuation of allowance for doubtful accounts, management reviews the 

collectability of accounts receivable on an individual customer basis to determine if events 

such as subsequent collections, discussion with management of the debtor companies, or 

other activities lead to the conclusion to either increase or decrease the calculated 

allowance.  Any increase or decrease to the allowance is expensed to the consolidated 

statement of operations as a bad debt expense. 

(k) Financial instruments 

 

Financial assets and liabilities, including derivative instruments, are initially recognized 

and subsequently measured based on their classification as "held-for-trading", "available-

for-sale" financial assets, "held-to maturity", "loans and receivables", or "other" financial 

liabilities. Held-for-trading financial instruments are measured at their fair value with 

changes in fair value recognized in operations for the period. Available for-sale financial 

assets are measured at their fair value and changes in fair value are included in other 

comprehensive income until the asset is removed from the balance sheet or until 

impairment is assessed as other than temporary. Held-to-maturity investments, loans and  
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receivables and other financial liabilities are measured at amortized cost using the 

effective interest rate method. Derivative instruments, including embedded derivatives, are 

measured at their fair value with changes in fair value recognized in net income for the 

period, unless the instrument is a cash flow hedge and hedge accounting is applied, in 

which case changes in fair value are recognized in other comprehensive income (loss). 

(l) Comprehensive income/(loss) 

 

Comprehensive income/(loss), composed of net income/(loss) and other comprehensive 

income/(loss), is defined as the change in shareholders' equity from transactions and other 

events from non-owner sources. Other comprehensive income/(loss) (“OCI”) includes 

unrealized gains and losses on available-for-sale securities and changes in the fair market 

value of derivatives designated as cash flow hedges, all net of related income taxes. The 

components of comprehensive income/(loss) are disclosed in the statement of operations 

and comprehensive income/(loss). Cumulative changes in other comprehensive 

income/(loss) are included in accumulated other comprehensive income/(loss) ("AOCI") 

which is presented as a new category in shareholders' equity. Feronia does not currently 

have any OCI items or AOCI. Therefore, comprehensive loss is equal to net loss for the 

period ended September 30, 2010.  

(m) Asset retirement obligations 

 

The fair value of asset retirement obligations are recorded as liabilities on a discounted 

basis when they are incurred.  Amounts recorded for the related assets are increased by the 

amount of these obligations.  Over time, the liabilities will be accreted for the change in 

their present value and the initial capitalized costs will be depleted and amortized over the 

useful lives of the related assets.  Feronia did not have any asset retirement obligations as 

at September 30, 2010.  

(n) Business acquisitions and goodwill 

 

Business acquisitions are accounted for using the purchase method and accordingly, the 

results of operations of the acquired business are included in the consolidated statements 

of operations effective from their respective dates of acquisition. Goodwill is the residual 

amount that results when the purchase price of an acquired business exceeds the sum of 

the amounts allocated to the fair value of identifiable assets acquired, less liabilities 

assumed, based on their fair values. Goodwill recorded on acquisition is not amortized, but 

is instead tested for impairment annually or more frequently if events or changes in 

circumstances indicate that goodwill may be impaired by comparing the fair value of a 

particular reporting unit to its carrying value. Any impairment loss will be charged against 

current period earnings and shown as a separate item in the consolidated statement of 

operations. 

(o) Employee benefits  

 

Feronia’s subsidiary, PHC, has an employee incentive plan covering substantially all of its 

employees whereby PHC will pay a terminal bonus to all employees on reaching the age 

of 65, or on death. Workers of PHC accrue benefits under the employee incentive plan up 

to 52 days pay plus 13 days pay for every year of service provided. Managers of PHC 

accrue benefits under the employee incentive plan up to 10 months pay plus one month’s 

salary for every year of service provided. The employee incentive plan is funded by 

Feronia. Employee incentive plan obligations will be determined using the projected 

benefit method prorated on services and management’s best estimate assumptions. Net 

periodic benefit cost, which is included in cost of sales, general and operating expenses on 
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the consolidated statements of operations, represents the cost of benefits earned by 

employees as services are rendered.  

(p) Adoption of new accounting standards: 

 

(i) Goodwill and Intangible Assets: 

Effective January 1, 2009, Feronia adopted new accounting standards issued by CICA 

Handbook Section 3064, Goodwill and Intangible Assets, replacing Section 3062 

“Goodwill and other intangible assets” and Section 3450 “Research and development 

costs”. This standard contains revised guidance for the recognition, measurement, 

presentation and disclosure of goodwill and intangible assets. The adoption of this 

standard did not have a material impact on Feronia's financial statements.  Feronia has 

made all of the relevant disclosures as a result of the implementation of this new standard. 

(ii) Credit risk and the fair value of financial assets and financial liabilities: 

In January 2009, the CICA approved EIC 173 Credit Risk and the Fair Value of Financial 

Assets and Financial Liabilities. This guidance clarified that an entity's own credit risk and 

the credit risk of the counterparty should be taken into account in determining the fair 

value of financial assets and financial liabilities including derivative instruments. This 

guidance is applicable to fiscal periods ending on or after January 12, 2009. Feronia is 

continually evaluating its counterparties and their credit risks. The adoption of this 

guidance did not have a significant impact on Feronia’s consolidated financial statements.  

(iii) Fair value hierarchy 

In June 2009, the Canadian Accounting Standards Board issued an amendment to CICA 

Section 3862, "Financial Instruments Disclosures" in an effort to make Section 3862 

consistent with IFRS Section 7 - Disclosures ("IFRS 7"). The purpose was to establish a 

framework for measuring fair value In Canadian GAAP and expand disclosures about fair 

value measurements. To make the disclosures an entity shall classify fair value 

measurements using a fair value hierarchy that reflects the significance of the inputs used 

in making the measurements. The fair value hierarchy shall have the following levels: (a) 

quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1); (b) 

inputs other than quoted prices included in Level 1  that are observable for the asset or 

liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices) (Level 2); 

and (c) inputs for the asset or liability that are not based on observable market data 

(unobservable inputs) (Level 3). The adoption of the new standard resulted in additional 

disclosures in the notes to the consolidated financial statements. 

(q) Future accounting changes: 

 

(i) International Financial Reporting Standards (“IFRS”): 

In January 2006, the CICA's Accounting Standards Board ("AcSB") formally adopted the 

strategy of replacing Canadian GAAP with IFRS for Canadian enterprises with public 

accountability. On February 13, 2008 the AcSB confirmed that the use of IFRS will be 

required in 2011 for publicly accountable profit-oriented enterprises. For these entities, 

IFRS will be required for interim and annual financial statements relating to fiscal years 

beginning on or after January 1, 2011.  

Feronia is currently assessing the impact of IFRS on its consolidated financial statements. 

The Company has commenced its transition plan and has retained the services of an 

accounting consultant to assist in the transition process. The transition plan consists 

primarily of three phases: assessment, planning and implementation. The Company is in 

the assessment and planning phases of its conversion program, which includes scoping to 
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identify significant accounting policy differences and their impacts on systems, procedures 

and financial statements and planning their implementation.  

(ii) Business combinations, consolidated financial statements and non-controlling 

interests: 

In January 2009, the CICA issued Section 1582, Business Combinations, Section 1601,  

Consolidated Financial       Statements, and Section 1602, Non-controlling interests, which 

replace section 1581, Business Combinations and Section 1600, Consolidated Financial 

Statements. Section 1582 establishes standards for the accounting for business 

combinations that is equivalent to the business combination accounting standard under 

International Financial Reporting Standards (“IFRS”). Section 1582 is applicable for 

business combinations with acquisition dates on or after January 1, 2011. Early adoption 

of this section is permitted. Section 1601 together with Section 1602 establishes standards 

for the preparation of consolidated financial statements. Section 1601 is applicable for 

Feronia’s interim and annual consolidated financial statements for fiscal years beginning 

on or after January 1, 2011. Early adoption of this section is permitted. If Feronia chooses 

to early adopt any one of these sections, the other two sections must also be adopted at the 

same time. Feronia is currently assessing the impact of these new accounting standards on 

its consolidated financial statements. 

(iii) Multiple deliverable revenue arrangements: 

In December 2009, the CICA issued EIC 175 – “Multiple Deliverable Revenue 

Arrangements” replacing EIC 142 – “Revenue Arrangements with Multiple Deliverables”. 

This abstract was amended to: (1) provide updated guidance on whether multiple 

deliverables exist, how the deliverables in an arrangement should be separated, and the 

consideration allocated; (2) require, in situations where a vendor does not have vendor-

specific objective evidence (“VSOE”) or third-party evidence of selling price, that the 

entity allocate revenue in an arrangement using estimated selling prices of deliverables; (3) 

eliminate the use of the residual method and require an entity to allocate revenue using the 

relative selling price method; and (4) require expanded qualitative and quantitative 

disclosures regarding significant judgments made in applying this guidance. The 

accounting changes summarized in EIC 175 are effective for fiscal years beginning on or 

after January 1, 2011, with early adoption permitted. Adoption may either be on a 

prospective basis or by retrospective application. If the Abstract is adopted early, in a 

reporting period that is not the first reporting period in the entity’s fiscal year, it must be 

applied retroactively from the beginning of the company’s fiscal period of adoption. 

Feronia expects to adopt EIC 175 effective January 1, 2011. 
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Summary of Outstanding Share Data 

The authorized share capital of the Company consists of an unlimited number of Common Shares, of 

which 99,345,740 Common Shares are issued and outstanding as of the original date of this MD&A. 

In addition, the Company has warrants outstanding to purchase up to an aggregate of 29,222,512 

Common Shares, broker warrants outstanding to purchase up to 3,266,701 Common Shares, and 

options outstanding to purchase up to 8,851,528 Common Shares. Assuming the exercise of all of the 

outstanding warrants, broker warrants and options, an aggregate of 140,686,481 Common Shares will 

be issued and outstanding on a fully diluted basis. 

Risk Factors Affecting Future Results 

There are a number of risk factors that could cause future results to differ materially from those 

described herein. Please refer to our Listing Application for a full discussion of these risk factors. 

 

Additional information relating to the Company may be found at www.sedar.com. 

 

 


