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MANAGEMENT’S DISCUSSION & ANALYSIS
October 28, 2008
1. PREAMBLE

The following Management Discussion and Analysis (“MD&A”") should be read in conjunction
with the Company’s audited consolidated financial statements and notes thereto for the years
ended July 31, 2008 and 2007. The Company’s audited annual consolidated financial
statements and notes thereto are prepared in accordance with Canadian generally accepted
accounting principles and using Canadian dollars as its reporting currency. The significant
accounting policies upon which these financial statements and information are based are
detailed in Note 2 of our audited annual consolidated financial statements. Selected annual
information for the three most recently completed financial years and a summary of quarterly
results for each of the eight most recently completed quarters is included in this report.
Additional information relating to the Company, including the Company’s Proxy Circular, can be
found on SEDAR at www.sedar.com.

Where “IBEX” or the “Company” is used, it is referring to IBEX Technologies Inc. and its wholly-
owned subsidiaries, unless otherwise indicated. All amounts are in Canadian dollars, unless
otherwise indicated. Solely for the convenience of the reader, selected financial results have
been translated into U.S. dollars at the July 2008 month-end rate C$1.00 = US$ 0.9766. This
translation should not be construed as an application of the recommendations relating to the
accounting for foreign currency translation, but rather as supplemental information for the
reader.

2. FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements that reflect the Company’'s current
expectations regarding future events. Any such statements are subject to risks and uncertainties
that could cause actual results to differ materially from those projected in these forward-looking
statements. For more information on the Company’s risks and uncertainties relating to these
forward-looking statements, please refer to the risk factors section of the MD&A.

3. INTRODUCTION TO IBEX

IBEX (TSX Venture:IBT) is a biopharmaceutical company utilizing proprietary technology to
manufacture and market products to manage and improve patient lives.

Revenue is derived from a group of proprietary glycobiology enzymes (heparinases and
chondroitinases) and novel arthritis assays which are used in pharmaceutical research.

IBEX sells its products, enzymes and diagnostic kits, either directly or through distributors.


http://www.sedar.com/
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3.1 Glycobiology / Haematology Enzymes

IBEX has focused on the isolation, characterization and high-level expression of
glycosaminoglycan GAG lyase enzymes derived from Flavobacterium heparinum, a non-
pathogenic soil organism. The Company has developed a proprietary Flavobacterium
heparinum production system. This system allows the economic production of high purity
recombinant forms of these GAG lyases. These enzymes and their uses are protected by an
extensive patent suite.

IBEX produces heparinase 1, heparinase IlI, heparinase Ill, chondroitinase AC and
chondroitinase B. These enzymes are sold through its distributors for research purposes, and
directly by IBEX to manufacturers of medical devices.

Of these enzymes, Heparinase | IBEX is the most important. Its potential lies in its ability to
cleave heparin and low molecular weight heparins and thereby neutralize the effects of heparin
and heparinoids, drugs commonly used in hospitals. Heparinase | IBEX recognizes and cleaves
a pentasaccharide sequence which occurs in both heparin and the low molecular weight
heparins thereby neutralizing their anticoagulant activity.

IBEX produces its enzymes at its own site and, when demand warrants, at larger size third party
outside manufacturing facilities monitored by IBEX personnel.

IBEX and its partners have developed several diagnostic applications of Heparinase | IBEX,
principally in the point-of-care market. Key customers include Abbott Point of Care, Medtronic,
Siemens, Haemoscope and Pentapharm.

The Company will also work with third parties in the development of new applications for its
glycobiology enzymes.

3.2  Arthritis Assays

IBEX arthritis assays enable the study of both the synthesis and degradation of cartilage
components and are powerful tools when used together since they can provide a direct
measure of joint damage.

IBEX Arthritis Diagnostic kits and services are marketed and sold to pharmaceutical companies,
clinical research organizations and academic institutions for research use only ("RUQ"). The
marketing of these diagnostic kits is done directly in North America and through a distributor in
Europe.
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4. SELECTED ANNUAL INFORMATION

The following table is a summary of selected consolidated financial information of the Company
for each of the three most recently completed financial years:

(in thousands of dollars, excluding

per share amounts and outstanding July 31, 2008 | July 31,2007 | July 31, 2006

shares)

Revenue® $ 2,327 $ 2,024 $ 1,967

Net profit (loss) @ $ 348 $ (7,410) $ (2,880)

Basic and fully diluted net profit $ 0.01 $ (0.32) $ (0.12)

(loss) per common share

Total assets @ $ 2,527 $ 2,552 $ 10,100

Total long-term liabilities $— $— $—

Cash dividends declared per share $— $— $—

Outstanding shares at report date: 24.703.244 24.703.244 23,070,058
Common shares

Notes:

@ In 2007, IBEX wrote down the full amount of its intangible assets ($3,817) and loan receivable plus accrued
interest ($1,061).

2 |n 2007, IBEX wrote down the full amount of its intangible assets ($3,817).

®) Research tax credits formerly presented as revenue are now presented as a reduction to research & development
expenses. The revenues presented exclude research tax credits for all three years.

5. RESULTS OF OPERATIONS : FISCAL 2008

In 2008, IBEX successfully completed its transition from a therapeutic and diagnostic oriented
research-driven organization to a specialty reagent and assay manufacturing company.

As a result of this reorientation, IBEX generated a net profit of $348,319 (US$340,168), or $0.01
per share, compared to a net loss of $7,409,662, or ($0.32) per share, for fiscal year 2007.

This was driven by both sales gains (+15%) and a significant reduction in operating expenses
(-79%).

51 Revenue

Revenue for the year ended July 31, 2008 totaled $2,326,744 (US$2,272,298) compared to
$2,023,624 for the prior year, representing an increase of 15%. Sales revenue of enzymes for
the year increased by 7% while arthritis sales increased by 38% when compared to the year
ending July 31, 2007.

While the Company reports in Canadian dollars, the US dollar is the Company’s selling
currency. As such, fluctuations in the US / Canadian exchange rate have a significant impact on
the reported sales figures. The strength of the Canadian dollar decreased the average
exchange translation rate for the year, resulting in a decrease of $187,770 in reported Canadian
revenues.
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Of the US$490,890 increase in sales, US$302,985 can be attributed to volume, US$166,358 to
price and US$21,547 to new products, offset by the $187,770 negative exchange impact.

Sales variations 2008 vs. 2007 2007 vs. 2006
Variation due to volume increase $302,985 $ 54,469
Variation due to price increase $166,358 $ 47,362
Variation due to new product (s) $ 21,547 $ 3,120
Total increase in USD $490,890 $104,951
Currency effects ($187,770) ($48,214)
Total change in CAD $303,120 $ 56,737

5.2 Cost of Goods Sold

Cost of goods sold (COGS) consists principally of the costs of supplies, royalties and
manufacturing costs.

Historically, when IBEX was an R&D company, certain tasks were performed by the Research
Department in connection with the making of active ingredients which were later incorporated
into goods which were sold. Since this material was expensed as material made for R&D
purposes, it was expensed at the time of making, and neither the cost of the material nor the
overhead associated with R&D were captured in inventory and, subsequently, in the COGS if
any of the material was later sold.

For the year ended July 31, 2008, cost of goods sold decreased by $146,372 (-14.7%) to
$844,960 from $991,332, and margin increased from 51.0% to 63.6%. The increase in margin is
attributable to a combination of product mix and cost reduction measures.

Cost of Goods Sold

Year Ended July 31, 2008 July 31, 2007
Sales $2,326,744 $2,023,624
Cost of Goods $844,960 $991,332
Gross Margin % 63.6% 51.0%

5.3 Selling, General & Administrative Expenses

Selling, general and administrative expenses for the year ended July 31, 2008 were $1,252,076
(US$1,222,778) versus $2,473,564 in the same period a year ago.
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The primary contributors to the decrease in expenses in the year ended July 31, 2008 were the
absence of consulting and legal expenses and other diligence costs associated with the
Garvinci transaction which occurred in the prior year period, and the cost reductions which
stemmed from the completion of the restructuring plan.

Selling, General, Administrative and Other Expenses

Year Ended July 31, 2008 July 31, 2007
Write-down $- $4,877,664
SG&A $1,252,076 $2,473,564
Amortization $70,148 $137,115
Gain on disposal ($62,117) $-
Financial expenses ($43,012) ($90,203)
Total $1,217,095 $7,398,139

5.4 Research & Development Expenses and Research Investment Tax Credits

IBEX did not incur any R&D expenses in fiscal year of 2008; however, the Company revised its
estimate of R&D tax credit from a prior year and recorded an amount of $76,548 in the
statement of income.

Investment tax credits recorded are based on our best estimates of amounts expected to be
recovered. Actual investment tax credits received are based on the ultimate determination of the
taxation authorities. Accordingly, actual amounts may vary from recorded amounts.

In the prior year, Research and Development (R&D) net expenses were $1,254,883 (gross R&D
expenses totaled $1,631,295 offset by tax credits of $376,413 which was presented as a
reduction of R&D expenses).

Research and Development expenses July 31, 2008 July 31, 2007
Research & Development $76,548 $1,254,883

6. RESULTS FOR THE QUARTER

Net profit for the fourth quarter of fiscal year 2008 was $189,697 (US$185,258), or $0.01 per
share, compared to a net loss of $5,508,725, or ($0.32) per share, for fiscal year 2007.

In addition to sales gains, the Company’s profit improvement can be traced to the absence of
write-down vs. the same quarter year-ago, as well as significantly reduced operating costs due
to a cost reduction program which included, among other things, the decision to terminate the
research and development activities related to its arthritis and cancer programs.
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6.1 Summary of Quarterly Results

The following table is a summary of selected quarterly consolidated financial information of the
Company for each of the eight most recently completed quarters ending at July 31, 2008.

. First Second Third Fourth
(in thousands of dollars,

" Quarter Quarter Quarter Quarter
SENIINE) [SEr SENE EMETs) October 31 | January 31 April 30 July 31
Fiscal Year 2008
Revenue $ 555 $ 549 $ 713 $ 510
Net gain (loss ) $ (188) $ 88 $ 259 $ 189
Basic and fully diluted net gain
(loss) per Common Share $ (0.01) $ 0.00 $ 0.01 $ 0.01
Fiscal Year 2007
Revenue™ $ 428 $ 474 $ 552 $ 570
Net loss @ $ (775) $ (311)| $ (816) $ (5,508)
Basic and fully diluted net loss
per Common Share $ (0.03) $ (0.01) $ (0.04) $ (0.24)

Notes:
@ Research tax credits formerly presented as revenue are now presented as a reduction to research &
development expenses. The revenues presented exclude research tax credits for all eight quarters.
Included in the Net loss of the fourth quarter of fiscal year 2007 are amounts of $3,817,000 as write down
for impaired intangible assets and $1,061,000 as write down for an unrecoverable loan plus accrued
interest.

@

6.2 Quarterly Results Overview
6.2.1 Revenues

Revenues for the three-month period ended July 31, 2008 totaled $509,944 (US$498,011)
compared to $569,512 in the fourth quarter of fiscal 2007, representing a decrease of 10%.

6.2.2 Cost of Goods Sold
For the three months ended July 31, 2008, cost of goods sold decreased by $146,200 (-57.1%)

to $109,642 (US$107,076) from $255,843 for the preceding fiscal year. The relative increase in
margin (from 55.0% to 78.5%) can be traced principally to a change in product mix.

Cost of Goods Sold

Quarter Ended July 31, 2008 July 31, 2007
Sales $509,944 $569,512
Cost of Goods $109,642 $255,843
Gross Margin % 78.5% 55.0%
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6.2.3 Selling, General and Administrative Expenses

Selling, general and administrative expenses for the three-month period ended July 31, 2008
were $325,876 (US$318,250) versus $6,578,189 in the same period a year ago.

The primary contributor to the decrease in expenses in the three month period ended July 31,
2008 was a combination of both operational and restructuring issues. The fourth quarter of 2007
contained both the write-down of intangibles (due to the 2007 restructuring), and the write-down
of the Garvinci loan. In addition, the fourth quarter of 2007 contained one-time consulting and
legal expenses and other diligence costs associated with the Garvinci transaction.

Selling, General and Administrative Expenses

Quarter Ended July 31, 2008 July 31, 2007
Write-down Assets $ - $3,816,924
Write-down Loan $ - $1,060,740
SG&A $325,876 $1,700,525
Total SG&A $325,876 $6,578,189

6.2.4 Research and Development Expenses

The investment tax credits recorded are based on our best estimates of amounts expected to be
recovered. Actual investment tax credits received are based on the ultimate determination of the
taxation authorities. Accordingly, actual amounts may vary from recorded amounts.

The Company recorded an amount of $37,121 in the fourth quarter. This amount represents the
previously non recorded R&D tax credit revenue as per its policy.

Research and Development expenses July 31, 2008 July 31, 2007
Research & Development $37,121 $268,078
7. LIQUIDITY AND CAPITAL RESOURCES

7.1 Overview

As of July 31, 2008, IBEX had $1,567,264 in cash, cash equivalents and marketable securities.
This compares to cash, cash equivalents and marketable securities of $1,448,425 as at July 31,
2007. The Company manages liquidity risk by maintaining adequate cash balances to discharge
its liabilities when due.

As of July 31, 2008, the Company had a net working capital of $1,832,492 compared to net
working capital of $1,629,408 as at April 30, 2008 and $1,403,321 as at July 31, 2007.

As at: July 31, 2008 April 30, 2008 | July 31, 2007
Cash, cash equivalents and

Marketable Securities $1,567,264 $1,398,745 $1,448,425
Working Capital $1,832,492 $1,629,408 $1,403,321
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7.2 Contractual Obligations

Contractual Obligations are currently limited to lease payments under IBEX's contractual
obligations as of July 31, 2008 as follows:

U trellsene s o Total 2009 | 2010 | 2011 | 2012 | 2013 | 2014
dollars)

Operating leases $ 553 $171| $79| $80| $81| $81| $61
TOTAL $553| $171| $79| $80| $81| $81| $61

8. LOOKING FORWARD

IBEX has been successful in bringing its existing business to profitability and is now turning its
attention to growth opportunities, including opportunities to maximize shareholders’ value
through discussions with companies interested in the IBEX infrastructure and its accumulated
tax loss carry-forwards.

On an operational basis however, IBEX continues to focus on developing value from its enzyme
and arthritis business. Notable items in 2009 are expected to be:

8.1 Glycobiology

e increased sales from current enzyme customers
¢ the commencement of sales of third party glycobiology reagents as the Company expands
its product line

8.2 Arthritis Assays

o the development of additional assays using third party resources

e sales of current assays at around the level of 2008 (the arthritis assay business is volatile
and cyclical, depending as it does on the timing of major studies and there can be no
assurance that 2009 sales will reach the level of 2008)

8.3 Other

o the benefits from a strengthening US dollar
e reduced occupancy costs as the benefits of the prior year reorganization begin to flow
through

9. RISKS AND UNCERTAINTIES

9.1 General Risk Factors

IBEX products are sold to device makers, pharmaceutical companies for pre-clinical research
and contract research organizations for clinical studies. As such, IBEX is dependent on the

successful marketing by the device makers and the frequency and size of pre-clinical and
clinical studies.
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IBEX products are sold in US$ and as such, the Company is highly exposed to currency
fluctuations.

9.2 Market Demand

Changes in market demand could affect sales of the Company’s enzyme reagents and sales of
its arthritis tests into research applications. A decrease in demand for such products could have
a material adverse effect on the Company.

9.3 Regulatory Approval

The current line of IBEX products are not subject to regulatory approval. However, there is no
guarantee that this may not change in the future. Any such changes may have the effect of
significantly increasing the cost of doing business for IBEX.

9.4 Intellectual property

IBEX places great importance on the protection of its intellectual property and has a portfolio of
patents and patent applications that it intends to enforce. However, unauthorized parties may
infringe on the Company’s patents or obtain information that is proprietary, and there can be no
assurance that the Company’s patent applications will be approved or that it will be able to
successfully defend its existing patents in the case of infringement. Further, it is not clear
whether the patents issued or patents that may be issued to IBEX will provide the Company with
any competitive advantages, or if any such patents will be the target of challenges by third
parties, whether the patents of others will interfere with IBEX's ability to market its products or
whether third parties will circumvent IBEX's patents by means of alternate processes. It may be
possible for others to develop products that have the same effect as IBEX’'s products on an
independent basis.

9.5 Competition

The impact of competition from other companies developing novel heparin reversal agents or
arthritis assays may negatively affect IBEX's anticipated revenue streams. Certain of the
companies which could be considered IBEX's competitors have substantially more financial and
technical resources, more extensive research and development capabilities and greater
marketing, distribution, production, and human resources than IBEX does.

9.6 Financial Resources

IBEX has limited financial resources and limited opportunities to raise additional capital should
the occasion warrant. There can be no assurance that IBEX will be able to improve or maintain
a positive cash flow if events in the market place change materially.

9.7 Reliance on Key Personnel

IBEX relies upon a small staff of key employees who possess the knowledge and know-how to

continue the Company’s operations. There is no assurance that the Company will be able to
maintain its personnel, or readily replace those who may leave.
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9.8 Contingencies

In the normal course of operations, claims may arise against the Company pertaining to
undesired side effects with respect to products which have been sold in the past. The Company
recognizes liabilities for such contingencies when management determines that it is probable
that a loss has been incurred and the amount of the loss can be reasonably estimated. The
Company is currently not party to any such litigation proceedings that are expected to have a
material adverse effect on the Company'’s results of operations or financial position.

9.9 Other Risks

The Company is exposed to market risks related to volatility in interest rates for the Company’s
investment portfolio and foreign currency exchange rates related to sales revenue and
purchases of supplies and services made in US dollars. In addition, the Company’s share price
is subject to equity market risk, which may result in significant speculation and volatility of
trading due to the uncertainty inherent in the Company’s business and in the biotechnology
industry in general. The expectations of the Company made by securities analysts could also
have a significant impact on the trading price of IBEX's common shares.

10. RELATED PARTY TRANSACTIONS

During the year ended July 31, 2008, the Company had the following related party transactions
which were measured at the exchange amount as they were in the ordinary course of business:

- IBEX paid management consulting fees to a member of the Board of Directors relating to
consulting services provided on intellectual property matters. The total fees charged to the
Company were $4,375.

- The Company received rental income from a member of the Board of Directors for office
space occupied by that Director at the Company’s business address. The amount of rental
income received or to be received totals $34,711.

11. CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in accordance with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses during
the reporting period. Actual results can differ from those estimates. We have identified the
following areas which we believe require management’s most subjective judgments, often
requiring the need to make estimates about the effects of matters that are inherently uncertain
and may change in subsequent periods.

11.1 Valuation and Amortization of Technology

The Company’s intangible assets are comprised of purchased diagnostics and therapeutics
technologies. The cost of the Company’s technology is amortized over an estimated useful life
of 18 years. The Company assesses its technology for recoverability whenever indicators of
impairment exist. When the carrying value of an asset is greater than its net recoverable value
as determined on an undiscounted basis, an impairment loss is recognized to the extent that its
fair value is below the asset’s carrying value.

-10-
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11.2 Refundable Investment Tax Credits

Should the Company incur research and development expenditures which are eligible for
refundable investment tax credits from the province of Quebec, the investment tax credits will be
recorded based on our best estimates of amounts expected to be recovered. Actual investment
tax credits received are based on the ultimate determination of the taxation authorities.
Accordingly, actual amounts may vary from recorded amounts.

11.3 Valuation Allowance for Future Tax Assets

The Company has recorded a valuation allowance on future tax assets primarily related to the
carry-forward of operating losses, research and development expenses and federal research
and development income tax credits. The Company has determined that it is more likely than
not, at this time, that these carry-forward amounts will not be realized based on historical results
and estimated future taxable income. The generation of future taxable income or the
implementation of tax planning strategies could result in the realization of some or all of the
carry-forward amounts, which could result in a material change in our net income (loss) through
the recovery of future income taxes.

11.4 Stock Based Compensation

When the Company issues stock options to certain employees, directors and officers of the
Company, a fair value is derived for the stock options using the Black-Scholes pricing model.
The application of this pricing model requires management to make assumptions regarding
several variables, including the expected life of the options, the price volatility of the Company’s
stock over a relevant timeframe, the determination of a relevant risk free interest rate and an
assumption regarding the Company'’s dividend policy in the future.

12. ADOPTION OF NEW ACCOUNTING PRONOUNCEMENTS
12.1 Capital Disclosures

During the year ended July 31, 2008, the Company early adopted CICA Handbook Section
1535, “Capital Disclosures”, as permitted by the standard. The standard requires the disclosure
of both qualitative and quantitative information that enables the users of the financial statements
to evaluate the Company’s objectives, policies and processes for managing capital.

The adoption of this Section did not have an impact on the Company’s financial position,
earnings or cash flows, however it did result in expanded disclosure.

12.2 Financial Instruments

During the year ended July 31, 2008, the Company adopted the Canadian Institute of Chartered
Accountants (“CICA”) Handbook Section 1530, “Comprehensive Income”; Section 3251,
“Equity”; Section 3855, “Financial Instruments — Recognition and Measurement”; Section 3862,
“Financial Instruments — Disclosures”; Section 3863, “Financial Instruments — Presentation”; and
Section 3865, “Hedges”. These standards provide accounting guidelines for the recognition,
measurement, disclosure and presentation of financial assets, financial liabilities and non-
financial derivatives, as well as the introduction of a new statement of comprehensive income.
Section 3865 did not have an impact on the Company as it does not use hedge accounting. The
Company elected to early adopt Sections 3862 and 3863, as permitted by the standards.

-11-
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The Company’s adoption of these new financial instrument standards resulted in changes in the
accounting for financial instruments, as well as the recognition of certain transitional
adjustments that have been recorded in opening deficit as described below. The principal
changes in the accounting for financial instruments due to the adoption of these accounting
standards are as follows:

a)

b)

Comprehensive income (loss)

Comprehensive income (loss) is defined as the change in equity from transactions and
other events and circumstances from sources other than shareholders, and is
composed of the Company’s net earnings (loss) and other comprehensive income
(loss). Other comprehensive income (loss) refers to revenues, expenses, gains and
losses that are recognized in comprehensive income (loss) but excluded from net
earnings (loss). The Company does not have any components that qualify as other
comprehensive income (loss).

Financial assets and financial liabilities

Financial assets and financial liabilities, including derivatives, are recognized on the
consolidated balance sheet when the Company becomes a party to the contractual
provisions of the financial instrument or non-financial derivative contract. Financial
instruments are initially recognized at fair value and are classified into one of five
categories: held for trading, held to maturity, available for sale, loans and receivables,
or other financial liabilities. They are subsequently accounted for based on their
classification as described below. The classification depends on the purpose for which
the financial instruments were acquired and their characteristics. Except in very limited
circumstances, the classification is not changed subsequent to initial recognition.
Transaction costs are expensed as incurred.

Held for trading

Financial instruments classified as held for trading are carried at fair value at each
balance sheet date with the changes in fair value recorded in net earnings (loss) in the
period in which the changes arise.

Available for sale

Financial instruments classified as available for sale are carried at fair value at each
balance sheet date with the changes in fair value recorded in other comprehensive
income (loss) in the period in which the changes arise. Securities that are classified as
available for sale and do not have a readily available market value are recorded at
cost. Available-for-sale securities are adjusted to fair value through earnings (loss)
whenever it is necessary to reflect other than temporary impairment. Upon
derecognition, all cumulative gains or losses are then recognized in net earnings (loss).

Held to maturity, loans and receivables, and other financial liabilities

Financial instruments classified as held to maturity, loans and receivables, and other
financial liabilities are carried at amortized cost using the effective interest method, and
interest income or expense is included in net earnings (loss) over the expected life of
the instrument.

-12-
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Management has selected the following classifications and bases of accounting for the
Company’s financial instruments:

Asset / Liability Classification Basis of Accounting
Cash and cash equivalents Held for trading Fair value
Marketable securities Held to maturity Amortized cost
Accounts receivable Loans and receivables Amortized cost
Accounts payable and Other Financial liabilities Amortized cost

Accrued liabilities
c¢) Embedded derivatives

All derivative instruments are recorded in the consolidated balance sheet at fair value
at each balance sheet date. Derivatives may be embedded in other financial
instruments (the “host instrument”). Prior to the adoption of the new standards, such
embedded derivatives were not accounted for separately from the host instrument.
Under the new standards, embedded derivatives are treated as separate derivatives if
their economic characteristics and risks are not clearly and closely related to those of
the host instrument, the terms of the embedded derivative are the same as those of a
stand-alone derivative, and the combined contract is not held for trading or designated
at fair value. These embedded derivatives are measured at fair value at each balance
sheet date with subsequent changes recognized in net earnings (loss) in the period in
which the changes arise. The Company selected August 1, 2002 as its transition date
for embedded derivatives, which is the latest date allowed by the accounting standard.

The Company enters into certain contracts for the sale of non-financial items that are
denominated in currencies other than the Canadian dollar, the Company’s functional
currency. In cases where the foreign exchange component is not leveraged, does not
contain an option feature and the contract is either denominated in the functional
currency of the counterparty, the non-financial item is routinely denominated in the
currency of the contract or the currency of the contract is commonly used in the
economic environment in which the transaction takes place, the embedded derivative
is considered to be closely related and is not accounted for separately. The fair value
of financial instruments is determined using recognized valuation models using
observable market-based inputs.

Embedded foreign currency derivatives gave rise to a transitional adjustment for the
cumulative impact of adopting these new standards for prior years, which was
recognized as an adjustment directly to opening deficit. No other transitional
adjustments were recorded as a result of the adoption of the new standards. The
impact of the adoption was a one-time increase of $4,711 to deficit and accounts
payable and accrued liabilities.

During the year ended July 31, 2008, the impact of the change in the fair value of the
derivatives related to sales contracts is recorded in foreign exchange gain and the
balance of $11,502, as at July 31, 2008, is recorded in accounts receivable.
The Company operates internationally and its sales are contracted in US dollars. A change in
the currency exchange rate between the Canadian dollar and the US dollar could have a

-13-
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material effect on its consolidated results of operations, financial position or cash flows. The
Company has not hedged its exposure to currency fluctuations.

The Company is exposed to foreign exchange risk primarily as a result of sales revenues and
expenses denominated in US dollars. Monetary balances denominated in foreign currencies as
at July 31, 2008 and 2007 were as follows:

2008 2007

$ US$ $ Us$

Cash and cash equivalents 309,507 302,253 245,702 230,317
Accounts receivable 283,936 277,280 318,815 298,852
Accounts payable and accrued liabilities 103,859 101,425 158,086 148,187

The impact on the Company’s financial instruments of a 5% decrease in the US dollar exchange
rate would be a $24,000 foreign exchange loss recorded in net earnings for the year ended
July 31, 2008.

Interest rate risk

Financial instruments that potentially subject the Company to interest rate risk consist of
marketable securities, which consist of AAA-rated corporate discount notes with fixed interest
rates and maturities at the date of purchase of four months or less. Therefore, the Company
considers the interest rate risk to be low. A 0.5% change in interest rates would not have a
material impact on net earnings for the year ended July 31, 2008.

Credit risk

Financial instruments that potentially subject the Company to credit risk include cash and cash
equivalents, marketable securities and accounts receivable. Cash and cash equivalents consist
of bank balances maintained at financial institutions with high credit ratings. Marketable
securities consist of AAA-rated corporate discount notes. The Company'’s practice is to invest in
AAA-rated investments with maturities at the date of purchase of four months or less. Therefore,
the Company considers the risk of non-performance for cash, cash equivalents and marketable
securities to be low.

The Company performs ongoing credit reviews of its debtors and records an allowance for
doubtful accounts when accounts are determined to be uncollectible. No allowance for doubtful
accounts was recorded as at July 31, 2008.

The aging of trade accounts receivable as at July 31, 2008 was as follows:

$ %

Current 241,481 85
Past due 0-30 days 31,804 11
Past due 31-90 days 9,134 3
Past due over 90 days 1,517 1
283,936 100
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The Company’s exposure to credit risk for trade accounts receivable for customers with greater
than 10% of the total balance was as follows:

2008 2007

% %

Customer 1 47 41
Customer 2 18 10
Customer 3 13 11

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial liabilities when
due. The Company’s financial liabilities include its accounts payable and accrued liabilities
presented on the consolidated balance sheet, which are due within the next 12 months. The
Company manages liquidity risk by maintaining adequate cash balances to discharge its
liabilities when due.

Fair value of financial instruments

The Company has evaluated the fair value of its financial instruments based on the current
interest rate environment, related market values and current pricing of financial instruments with
comparable terms. The carrying value of its financial instruments is considered to approximate
fair value.

13. NEW ACCOUNTING STANDARDS ISSUED AND NOT ADOPTED
13.1 General Standards of Financial Presentation

The CICA amended section 1400 of the CICA Handbook, “General standards of Financial
Statement Presentation”, to include a requirement that management make an assessment of an
entity’s ability to continue as a going concern when preparing financial statements. In making its
assessment, when management is aware of material uncertainties related to events or
conditions that may cast significant doubt on the Company’'s ability to continue as a going
concern, those uncertainties must be disclosed. Management does not expect this Section to
have an impact on the Company’s financial statements.

13.2 Inventories

In January 2007, the CICA published section 3031 of the Handbook, “Inventories”, which
prescribes the accounting treatment for inventories. Section 3031 provides guidance on the
determination of costs and its subsequent recognition as an expense, and provides guidance on
the cost formulas used to assign costs to inventories.

These standards must be adopted for the Company’s fiscal year beginning on August 1, 2008.

The Company is currently assessing the impact of these new recommendations on its financial
statements.
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13.3 Goodwill and Intangible Assets

In October 2007, the CICA Handbook Section 3064, “Goodwill and Intangible Assets” replaces
the existing Handbook Section 3062, “Goodwill and Other Intangible Assets” and 3450
“Research and Development Costs”. This standard is effective for interim annual financial
statements relating to fiscal years commencing on or after October 2008. The standard provides
guidance on the recognition, measurement and disclosures of goodwill and intangible assets.
IBEX is currently assessing the impact of these new recommendations on its financial
statements; it does not expect the recommendations to have a significant impact on its financial
position, earnings or cash flows.

13.4 International Financial Reporting Standards (“IFRS")

The CICA plans to converge Canadian GAAP with IFRS over a transition period expected to
end in 2011. The Company is in the process of determining the impact of the transition to IFRS
on its consolidated financial statements.

14. DISCLOSURE CONTROLS AND PROCEDURES

The Chief Executive Officer and Controller, together with other members of management, after
evaluating the effectiveness of the Company’s disclosure controls and procedures as of July 31,
2008, have concluded that the Company’s disclosure controls and procedures were adequate
and effective to ensure that material information relating to the Company and its consolidated
subsidiaries would have been known to them.

15. INTERNAL CONTROLS OVER FINANCIAL REPORTING

The Chief Executive Officer and Controller, together with other members of management, after
having designed internal controls over financial reporting to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial reporting in
accordance with the issuer's GAAP as of July 31, 2008, have identified certain weaknesses in
internal controls over financial reporting which are as follows:

i) due to the limited number of staff at the Company, it is not feasible to achieve
complete segregation of incompatible duties;
i) due to the limited number of staff, the Company does not have a sufficient number of

finance personnel with all the technical accounting knowledge to address all non-
routine accounting transactions that may rise.

Management and the Board of Directors work to mitigate the risk that results from these
weaknesses as follows:

i) increased oversight and diligence by the CEO, Controller and the Board to ensure
that the risk of a misstatement resulting from this weakness is minimized;
i) the Company will, as necessary, engage qualified consultants to assist with the

accounting for any complex and non-routine accounting transactions that my arise.
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16. OUTSTANDING SHARE DATA

16.1 Authorized:

At October 28, 2008, the Company’s authorized capital stock consists of an unlimited number
of:

- Cumulative, redeemabile first preferred shares, issuable in series. The first series
consisted of 150,000 shares, convertible into common shares at a rate of 188.68 voting
common shares for each preferred share

- Cumulative, redeemable convertible second preferred shares, issuable in series

- Third preferred shares, issuable in series

- Voting common shares

16.2 Issued and Outstanding:
The following details the issued and outstanding equity securities of the Company:

16.2.1 Common shares

As of October 28, 2008 the Company had 24,703,244 common shares outstanding.

16.2.2 Stock options

As of October 28, 2008 the Company had 1,279,385 stock options outstanding with exercise
prices ranging from $0.06 to $0.70 and expiry dates ranging from June 2010 to March 2018. At

October 28, 2008, on an if-converted basis, these stock options would result in the issuance of
1,279,385 common shares at an aggregate exercise price of $363,730.

HH#
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	IBEX has focused on the isolation, characterization and high-level expression of glycosaminoglycan GAG lyase enzymes derived from Flavobacterium heparinum, a non-pathogenic soil organism. The Company has developed a proprietary Flavobacterium heparinum production system. This system allows the economic production of high purity recombinant forms of these GAG lyases. These enzymes and their uses are protected by an extensive patent suite.
	IBEX produces heparinase I, heparinase II, heparinase III, chondroitinase AC and chondroitinase B. These enzymes are sold through its distributors for research purposes, and directly by IBEX to manufacturers of medical devices.
	Of these enzymes, Heparinase I IBEX is the most important. Its potential lies in its ability to cleave heparin and low molecular weight heparins and thereby neutralize the effects of heparin and heparinoids, drugs commonly used in hospitals. Heparinase I IBEX recognizes and cleaves a pentasaccharide sequence which occurs in both heparin and the low molecular weight heparins thereby neutralizing their anticoagulant activity.
	In 2008, IBEX successfully completed its transition from a therapeutic and diagnostic oriented research-driven organization to a specialty reagent and assay manufacturing company.
	As a result of this reorientation, IBEX generated a net profit of $348,319 (US$340,168), or $0.01 per share, compared to a net loss of $7,409,662, or ($0.32) per share, for fiscal year 2007.
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