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November 30, 2007 
 
 
INFORMATION CONCERNING LUXELL TECHNOLOGIES INC. FOR THE 4th QUARTER 
AND YEAR ENDING AUGUST 31, 2007 AND 2006 
 
This Management’s Discussion and Analysis (“MD&A) of the financial condition and results of 
operations should be read in conjunction with the audited consolidated financial statements of 
Luxell Technologies Inc. (the “Company” or “Luxell”) and the accompanying notes for the year 
ended August 31, 2007 which are presented in accordance with Canadian generally accepted 
accounting principles. Except as otherwise indicated, all financial information has been reported 
according to Canadian generally accepted accounting principles (GAAP). All amounts are stated 
in Canadian dollars unless otherwise stated. All references to a “Fiscal Year” mean the twelve-
month period commencing on September 1 and ending on August 31 of the following year. This 
MD&A has been prepared with all information available up to and including February 26, 2007. 
Additional information relating to the Company, including the Company's annual information 
form, is available on SEDAR at www.sedar.com 
 
It is reported that the Company has accumulated a deficit of $61,384,959 as at August 31, 2007 
and for the 12 months ended August 31, 2007, the Company incurred a loss of $4,294,533 and 
negative cash flow from operations of $4,908,688. 
 
Most significantly, on August 28, 2006, Luxell filed a Notice of Intention to make a Proposal 
(the “Proposal”) to its creditors under the Bankruptcy and Insolvency Act (Canada). BDO 
Dunwoody was appointed as Trustee under the Notice of Intention. On October 18, 2006, the 
Proposal was approved by the creditors and subsequently by the court. It is noted that the 
financial statements of the Company have been prepared on the basis that the Company is 
continuing as a going concern. 
 
Despite several new financial arrangements being entered into, the Company continues to 
experience a shortage of working capital that will allow it to execute its business plan in full.  
This results in several additional risks to the Company that are more completely articulated under 
Operation Risks in the Risk Management section of the MD&A. 
 
This report was prepared as of November 20, 2007, and includes our management’s discussion and 
analysis (MD&A), financial statements and notes for the year and the three-month period ended August 
31, 2007. We have written it to help the reader understand our business, performance and financial 
condition for fiscal 2007. 
 
This report includes the information that management believes is material to investors after 
considering all circumstances, including potential market sensitivity. We consider something to 
be material if it results in, or would reasonably be expected to result in, a significant change in 
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the market price or value of our shares, or if it is quite likely that a reasonable investor would 
consider the information to be important in making an investment decision. 
 
 
FORWARD-LOOKING STATEMENTS 
 
This report includes forward-looking statements about our markets, future financial performance, 
business strategy, plans, goals and objectives. Forward-looking statements normally contain 
words like believe, expect, anticipate, intend, continue, estimate, may, will, should, plan, 
forecast, project, target and similar expressions. We have based these statements on estimates 
and assumptions that we believed were reasonable when the statements were prepared. Our 
actual results could be substantially different because of the risks and uncertainties associated 
with our business such as shifts in customer demand, product shipment schedules, competitive 
products and pricing, technological changes, currency fluctuations, working capital conditions 
and other variables or because of events that are announced or completed after the date of this 
report. 
 
The reader will find more information about the risks and uncertainties associated with our 
business in the business risk and uncertainty section in this MD&A. As we do not update or 
revise forward-looking information even if new information becomes available unless legislation 
requires us to do so, the reader should not place undue reliance on forward-looking statements. 
 
 
OVERVIEW OF THE COMPANY 
 
The Company is engaged in the development design and production of ruggedized flat panel 
displays (R-FPD) and the employment of advanced flat panel display technologies and solutions 
for the defence and avionics marketplaces. It is also focused on developing patentable 
technology and production techniques to advance the design and production of ruggedized 
displays and components. The Company currently derives all of its revenues from this business.  
 
The Company’s research and development capabilities are based on a patented Black Layer™ 
high-contrast flat panel technology which is designed to be applied to inorganic Thin Film 
Electro-luminescent (“TFEL”) and Organic Light-Emitting Diode (“OLED”) display 
technologies. In addition, the Company also possesses valuable properties capable of being 
applied to other existing and emerging flat panel display technologies. The Black Layer™ 
products deliver industry leading display-enhancing and performance enabling features that 
include higher contrast, better image, lower cost, lower power consumption, longer life, less 
mass, and a thinner display. The Company continues to manage its IP portfolio while seeking 
new business opportunities whether through technology partnerships, joint-ventures and or new 
OLED product development projects. 
 
The Company continues to seek out practical opportunities to realize a Black Layer enhanced 
OLED product for production and sale.  It is this management’s view that the business potential 
of the Company’s Black Layer Technology will remain directly linked to the successful adoption 
of the OLED technology into the mainstream marketplace. This is starting to occur in a variety 
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of electronics products and is expected to begin to mature in the flat panel display market within 
the 2009 – 2010 time frame.  
 
 
A REVIEW OF THE PAST YEAR’S HIGHLIGHTS 
 
In the post-Proposal filing period and as part of its on-going operations, the Company continued 
to be faced with significant cash requirements to finance production of new orders and a 
subsequent financing was planned. The Company completed a $3.75 million non-brokered 
private placement to retire and refinance existing debt as well as a $1.2 million private placement 
for debt and working capital purposes. 
 
In an effort to successfully implement the restructuring and financial recovery plans of the 
company, the Company hired a restructuring CEO in September 2006 who in turn hired a new 
CFO in December 2006, a new vice president for design/engineering in January 2007, and a new 
vice president of business development in January 2007. In June, 2007 the CEO and CFO 
resigned substantially due to differences in opinion with the Board pf Directors and since, 
following 4 months with Director David Pasieka acting as Interim CEO and conducting a formal 
CEO recruiting process, the senior vice president of Business Development, Jean Louis Larmor, 
was named permanent CEO.  A suitable CFO continues to be sought and in their place, 
accounting management services are being provided by a senior accountant of John MacDonald 
& Associates, a firm owned by a Director, John MacDonald.  It should be noted that throughout 
the period from June 2007 to current, sales have continued to grow as anticipated and new 
financial arrangements have continued to be executed that have contributed to the positive 
restructuring of the Company’s balance sheet. 
 
Management’s financial target for fiscal 2008 is for the Company to achieve positive earnings 
before interest taxes depreciation and amortization and to achieve positive net earnings the year 
following. To complete this, the Company has engaged in an aggressive pursuit and growth of 
the R-FPD business.  The Company has also initiated a stringent cash cost control program 
whereby all expenditures are made only upon approval of the President or his designate and only 
those expenditures the assist in deriving greater revenues are made.  This has assisted in lowering 
overall expenses relative to revenues. 

 
On the technology side of the business, while the Company substantially reduced it’s OLED and 
Black Layer R&D work, it continues to seek out practical opportunities to realize Black Layer 
enhanced OLED products. It is the market’s view that the business potential of the Company’s 
Black Layer technology remains directly linked to the successful commercialization of the 
OLED technology, which is now expected to begin to mature within the 2009 – 2010 time frame. 
The Company is currently examining the practicality of specific OLED products with the 
possibility of inserting the Black Layer technology. 
 
 
A REVIEW OF THE PAST YEAR’S HIGHLIGHTS 
 
The Company obtained its revenue solely by delivering custom, high-performance display 
system solutions to customers in the defense and aerospace sectors. 
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Highlights of the past year include: 
 

• Total revenues for the year reached $ 3,736,933 as compared to $3,328,352 reported for 
the year ended August 31, 2007, a 12.3% increase. The Company’s total fiscal 2007 
revenues are now derived from product sales and production. 

 
• Expenses for the year actually decreased by $1,912,020 or just over 15.8% from 

$12,103,938 in fiscal 2006 to $10,191,918 this year. The net loss also decreased by 
$4,481,053 or 51.1% from $8,775,586 in fiscal 2006 to $4,294,533 this year. 

 
• On November 7, 2006, the Ontario Court of Justice approved a Proposal to creditors for a 

restructuring of liabilities (originally filed in early September 2006) under the 
Bankruptcy and Insolvency Act (Canada). Under the Proposal, creditor claims were 
classified and given different priorities for payment. Ordinary Creditors with proven 
claims less than or equal to $1,000 would receive payment in full while ordinary creditors 
with claims exceeding $1,000 could elect to accept $1,000 in full satisfaction of their 
proven claims or receive a promissory note equal to 50 percent of their proven claim. The 
promissory notes to be issued would be non-interest bearing and payable in equal 
monthly payments over a 24-month period, with the first payment being issued on the 1st 
day of September 2008.  The Company has the right to convert the promissory notes into 
common shares of the Company at a price of $0.40 per common share.  Such conversion 
is at the discretion of the Company and subject to any required regulatory and 
shareholder approvals. 

 
The Company presently remains under court protection and expects to complete its 
obligations during the current year. 
 

• The Company consolidated its Aktelux product and Luxell Research divisions into one 
brand, being the Luxell Technologies brand. This included flattening its operating 
structure and moving the business and research activities into product departments under 
the Luxell brand. 

 
• Immediately following the filing of the Proposal in September 2006, the Company was 

advised by the Toronto Stock Exchange (“TSX”) that its listing was subject to review, 
which is stayed until such time as the Trustee is discharged by the court. The Company 
expects that the TSX will then advise the Company of its plan to implement the review 
process and this can take up to 90 days to be completed. 

 
• Successful completion of a $3.75 million non-brokered private placement to 

retire/refinance existing debt and provide additional working capital. 
 
• Due to the delayed filing of the 2007 second quarter financial statements, a management 

cease trade order was imposed and then lifted as the Company came into full compliance 
with its filing requirements. 
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• In September 2006, the Company recruited a new CEO, Alec Couckuyt, and he in turn, 

built a new senior management team comprised of individuals with significant industry  
experience  in engineering (Richard Pepperall) operations  (Anthony Pierro) and business 
development (Jean-Louis Larmor).  

 
• Richard Pepperall joined Luxell from L3 Canada where he had acquired over 20 years of 

experience with Flat Panel Display projects and design programs while Jean-Louis 
Larmor brought more than 2 decades of global experience in flat panel display sales and 
marketing with companies such as Aerospatiale and Thales. 

 
• In June, 2007 the Company announced the resignations of its CFO and subsequently, its 

restructuring CEO.  The Company also announced that the search for a new CFO was 
already under way and that it had appointed David Pasieka, a member of its Board of 
Directors since November 2005, as interim CEO. At the end of September 2007, the 
appointment of a new CFO was announced but it was shortly determined that there was 
not an ideal fit, which led to the departure of the CFO. On October 22, 2007, the 
Company announced it had appointed Jean-Louis Larmor, its former Sr. Vice-President 
Business Development as the Company’s new CEO.  This appointment was made after 
engaging an executive search firm to do an exhaustive scan of flat panel leadership talent 
in the North American market.  The board unanimously endorsed Jean-Louis’s 
appointment as the best candidate to lead the company into its next stage 

 
• As described in more detail under the heading Significant Transaction, on November 30, 

2007 the Board of Directors elected to exercise its Option to reacquire its intellectual 
property that it had sold to the Variable Interest Entities in 2006.  While this decision 
meant foregoing future cash payments to the company, it also allowed the company to 
raise additional capital for the company at a crucial period and to embark on a plan that 
will see all of the prior debts of the company being either extinguished or repaid during a 
reasonable period. 

 
• The Company held its Annual General Meeting (“AGM”), originally scheduled to be 

held on May 17, 2007, on June 4, 2007. At the meeting, John MacDonald stepped down 
as Board Chairman and was replaced by Anthony DeCristofaro. 

 
• In July 2007, the Company closed a private placement financing for gross proceeds of 

$1,200,000. 
 
• Throughout the third quarter, and as a result of its continued marketing efforts to target 

systems integrators (“Integrators”) who supply Tier One Companies with fully integrated 
systems, the Company received a significant number of requests for (1) information 
(“RFI”), (2) proposals (“RFP”), and (3) quotations (“RFQ”) from existing customers and 
also from completely new prospective customers. 

 
These Integrators are increasingly pursuing alternate sources for their flat panel display 
components due to: (1) increasing product complexity, (2) decreased time-to-market time 
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frames and (3) long term support requirements. The Company believes it is ideally 
positioned to play a major role in supporting these Integrators and is committed to 
building its business model around these three critical success factors. Its participation in 
various industry exhibitions such as the Canadian Defense and Security Industries 
Association exposition, the Paris Air Show, National Business Aviation Association 
show was specifically geared towards the promotion of that positioning strategy. 

 
• The Company is also pursuing strategic relationships in its key North American and 

European markets. Its goal is to extend the sales and service capabilities as well as to 
acquire additional product marketing opportunities. Subsequent to the end of the year, the 
Company announced that it had negotiated agreements with VECTr Systems Inc. for 
moving map systems and Symbolic Displays Inc., a leading supplier of flight and 
simulation systems. 

 
FORECAST 
 
In management’s view, while the first two quarters were a period of immense challenges, the 
results of the third quarter continue to support Management’s confidence in its business plan and 
that it will continue to see revenues increase in the fourth quarter and through the balance of 
calendar 2007. The Company continues to produce against existing contracts and has a high 
degree of confidence that it will be able to add additional orders from its existing Client base as 
well as through completely new customers. 
 

The Company fully anticipates the flat panel display products (formerly Aktelux) will drive the 
Company’s growth during fiscal 2008. Elements to its growth plan and expectations are based 
upon: 

• growth in core markets; 

o focusing on North America and Europe; 

o focus on systems integrators and the growing trend in outsourcing of display 
products; 

o aging technologies (i.e., CRT) and growing demand for insertion of new 
technologies; 

o increasing sales coverage and product offerings through strategic 
collaboration and teaming agreements; 

o expanding markets by leveraging expertise in flat panel display technologies 
and ruggedization of flat panel displays into commercial aerospace, industrial 
and related niche market segments. 

• strengthening relationships with customers; 

• maintaining technological leadership in display technologies and ruggedizing know-
how; 

o employ Luxell IP to initiate OLED display product development programs 
with select partner(s); 
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• focus on product design, quality, value and customer service/support; 

• continued focus on cost control and efficiency. 
 
While there have been several interruptions on the way, the Company has nearly completed its 
development of a new senior management, operations and engineering team. It continues to build 
its administrative support team in finance and IT to ensure it is able to achieve rigorous control 
over its business operations data and costs. 
 
 
SIGNIFICANT TRANSACTION 
The following was reported in the 2006 MD&A: 
 
Luxell is the primary beneficiary of two variable interest entities (VIEs) in accordance with the 
CICA Accounting Guideline (AcG) 15 “Consolidation of Variable Interest Entities” that have 
been included in these consolidated financial statements. 
 
On November 10, 2005 the Company completed a transaction whereby Luxell’s patented and 
non-patented intellectual properties and contracts (collectively “Luxell IP”) were transferred to 
the Lux Operating Limited Partnership (“LUX OLP”) in exchange for promissory notes with a 
face value of $26 million and $3 million in cash. The promissory notes were a direct obligation 
of the investors in the Lux Investor Limited Partnership (“LUX ILP”), the sole investor in LUX 
OLP. Many LUX ILP investors were also shareholders of Luxell, and subsequent to the 
transaction, at the 2005 annual meeting, shareholders approved the appointment of 2 new 
shareholders to the Board of Directors of the corporation who had participated as investors in 
the Limited Partnership.  Luxell and LUX OLP have a Support Agreement in place whereby 
Luxell provides the management, production, sales, and administrative support necessary for 
LUX OLP to continue the business of developing, licensing and manufacturing of flat panel 
display technology. Luxell is the only service provider for LUX OLP and only provides services 
to LUX OLP. 
 
Luxell also entered into agreements that grant Luxell the right, but not the obligation, to 
reacquire the LuxOLP, directly or indirectly, at fair market value up to January 31, 2008; a Call 
Option Agreement with LUX ILP, and a Right of First Refusal Agreement with LUX OLP. These 
rights are extended to December 31, 2008 in the event that Luxell is able to obtain $10,000,000 
of third party financing. Luxell has the right to fund the acquisition using common shares and 
convertible debentures to the extent the fair market value exceeds the $26 million face value of 
the notes described above. 
 
The original investment by the partners in LUX ILP consisted of $6 million in cash, and $26 
million (face value) in notes (“ILP Investor Notes”) repayable in five equal annual installments 
of $5.2 million commencing on January 2008. The net cash received of $5,140,000 was reflected 
as contributed surplus of the Company as follows: 

Cash proceeds of subscription for Lux ILP units  $6,000,000 
Transaction costs on close         (860,000) 
Net cash received      $5,140,000 
Issuance of Warrants          (378,493) 



 8

Net Equity Financing allocated to Contributed _________ 
Surplus      $4,761,507 

 
Under terms of the Support Agreement, LUX OLP is the beneficiary of the revenues from the 
Luxell OP. LUX OLP is also responsible for certain direct costs and management fees for the 
provision of services by Luxell under the agreement. In the event of ongoing losses, LUX OLP 
can reimburse Luxell in the form of Service Notes issued by the limited partnership. 
Under AcG 15, investors in LUX OLP and LUX ILP would be the beneficiary of any profits 
earned from, or appreciation in the value of, the Luxell IP. However, Luxell has directly 
provided the funding of both the acquisition of the Operating Property (in the form of loans to 
the LUX ILP investors) and funding of ongoing losses (in the form of Service Notes from LUX 
OLP). 
 
Under AcG 15, this funding eliminates the partners “equity at risk” and the net impact is that 
Luxell will be exposed to the ongoing losses from the Luxell OP until such time as it reacquires 
the property, or the investors repay the notes. As such, Luxell is the primary beneficiary as 
defined under AcG 15. 
 
As Luxell is the primary beneficiary under AcG 15, the accounts of LUX OLP and LUX ILP 
(collectively, “the LLPs” or “VIEs”) are consolidated in the financial statements of the 
Company. The consolidated financial statements include the elimination of transactions between 
the LLPs and Luxell, and recognition of the sale of the Luxell OP in return for LUX ILP Notes 
has been eliminated until the final consideration for the Luxell OP sale, if any, is determined. 
 
During the second half of fiscal 2007, the Company decided to seek additional capital for the 
company.  Since the Company could not reasonably add new debt to its balance sheet, a strong 
consideration was given toward bringing capital into the company in the form of common equity.  
Several Directors of the company held discussions with representatives from a variety of 
institutions and it soon became abundantly apparent that with a lack of profit history in the 
Company, the primary asset of the Company was its Intellectual Property. 
 
With Luxell not directly owning its Intellectual Property, it was determined that the Company’s 
ability to raise new capital was severely impaired.  In addition, the terms of the agreements with 
the VIE’s,  as disclosed above, stipulated that Luxell had a free option to reacquire its Intellectual 
Property only until January 31, 2008 which could only be extended until December 31, 2008 if 
Luxell successfully raised $10 million or more.  Since the Company could not be guaranteed to 
successfully raise $10 million before January 31, 2008, on 15th May 2007 the Board of Directors 
voted unanimously to endorse the recommendations of an Independent committee of the board to 
exercise its Option to reacquire its IP.  Subsequent to this decision, the Company successfully 
raised gross proceeds of $1.2 million in common equity. 
 
In exercising the Option, the potential of annual installment payments of $5.2 million was 
weighed against the certainty of failure without immediate working capital to build and ship 
increasing orders.  The Director’s determined that in order to better control the destiny of the 
Company the decision to exercise the Option was a prudent.  Further, the Directors concluded 
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that the entire transaction, while complex, had  been a very fair and successful as Luxell had 
received benefits from the transaction as follows: 
 

• Cash Payment of $5.0 million between November-January 2006 at the outset of the 
transaction 

• Monetarization of$33M of tax loss carryforwards due to expire between 2006 and 2010. 
Upon the exercise of the Option, the Intellectual property will be reacquired as a Capital 
Asset, eligible for Capital Cost Allowance.  This is of benefit to the Company since CCA 
can be deducted at the discretion of the company without time limit. 
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RESULTS OF OPERATIONS  
Analysis of Revenues and Expenses: 

 
 
 
Revenues 
Revenues for the year ended August 31, 2007, increased 12.3% to $3,736,933 as compared to 
$3,328,352 for the year ended August 31, 2006. Of major significance to the Company’s longer 
term outlook in this year was the stabilization and maintenance of the flat panel display sales and 
production. Specific products were shipped for programs such the Eurofighter, Airbus A400M, 
BAE Hawk fighter aircraft, the PS Maritime Patrol Aircraft, CH-47 Chinook heavy-lift 
helicopter and the Westland Lynx battlefield and maritime helicopter. The Company’s Black 
Layer licensing program did not generate revenues in the current fiscal year ended August 31, 
2007 but interest in the technology from third parties has increased somewhat. 
 
Expenses 
Despite the increase in Revenues, total expenses decreased by 15.8% to $10,191,918 in fiscal 
2007 from $12,103,938 in fiscal 2006. Direct labour and materials expenditures decreased in 
fiscal 2007 by 9.1% to $ 2,765,977 compared to $3,043,225 in fiscal 2006.  Despite additional 
inventory write down, gross margins improved as reflected in the lower increase in direct 
expenses versus sales. The company believes it is now well balanced between manpower and 
operations.   Research and development expenditures net of government assistance decreased by 
48.1% to $ 2,314,502 from  $4,457,878 in fiscal 2006 which reflected a concerted effort by 
management to lower costs in areas of the business that are not providing a direct short term 
revenue benefit. 
 
General and administrative expenditures increased by 28.1% to $ 3,054,632 from $2,384,057 in 
fiscal 2006.  This resulted primarily due to increases in legal and consulting fees associated with 
financings and personnel changes within the company.   
 
 

2007 2006 $ Change % Change
Statement of Loss (consolidated)

REVENUES $ 3,736,933   3,328,352   408,581     12.3%

EXPENSES
 Direct labour and materials 2,765,977   3,043,225   (277,248)    -9%
 Research and development 2,314,502   4,457,878   (2,143,376) -48%
 General and administrative 3,054,632   2,384,057   670,575     28%
 Sales, marketing and royalty 476,850      537,890      (61,040)      -11%
 Production support and quality assurance 135,342      381,524      (246,182)    -65%
 Loss/(gain) on sale of property and equipment 158,715      426,685      (267,970)    -63%
 Foreign exchange (gain) loss (32,940)       (34,765)       1,825         -5%
 Interest expense 1,099,434   95,971        1,003,463  1046%
 Amortization of property and equipment 203,898      795,501      (591,603)    -74%
 Amortization of licence 15,508          15,972          (464)             -3%
       $ 10,191,918   12,103,938   (1,912,020)   -16%
NET LOSS BEFORE THE FOLLOWING $ (6,454,985)    (8,775,586)    2,320,601    -26%
Gain on Compromise of Debt 2,160,452     -                2,160,452    100%
NET LOSS (4,294,533)    (8,775,586)    4,481,053    -51%
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Sales, marketing and royalty expenditures decreased by 11.3% to $476,850 from $537,890 in 
fiscal 2006. This reflected lower overall commissions resulting from higher repeat sales and sales 
being generated from internal sales personnel with lower reliance on more expensive external 
agents.   
 
Production support and quality assurance decreased a significant 64.5% in fiscal 2007 to $ 
135,342 from $381,524 in fiscal 2006, which reflects a concentration of repeat sales across a 
smaller product line.  
 
The Company recorded a foreign exchange gain of $32,940 versus a gain of $34,765 in fiscal 
2006.  The Company maintains a US accounts payable which result in partial offsetting of 
exchange impacts against sales into the US. About half of the Company’s foreign currency sales 
are to the US while the other half is predominantly Euro based.  
 
Depreciation and amortization expense in fiscal 2007 was $ 219,406 compared to $811,473 last 
year. This 73.0% decrease is attributable to most assets having become fully depreciated or 
amortized. It should be noted that the company believes that there is substantial useful life 
remaining in the capital equipment despite it having become fully amortized and that no 
significant new capital expenditures are required to maintain the existing level of sales.  As sales 
continue to grow, some capital additions may be required for different types of equipment but no 
major replacements are currently required. 
 
Interest expense increased by 1045% in fiscal 2007 to $1,099,434 from $95,971 in fiscal 2006. 
Only $56,250 of the amount of interest cost was paid in cash and the balance was paid through 
the issuance of common shares.  The dramatic increase in total interest expense resulted from the 
substantial new high cost debt undertaken by the company as part of its restructuring and through 
working capital financing (primarily factoring of receivables) to assist in funding current 
operations.  The company was successful in raising some new equity in fiscal 2007 to offset 
some of these debt costs and anticipates further equity funding to replace debts in fiscal 2008 as 
the financial restructuring is complete.   
 
Loss for the period and loss per share 
The net loss for fiscal 2007 was $ 4,294,533 ($0.09) compared to a loss of $8,775,586 ($0.20 per 
share) compared to for fiscal 2006.  This represents a reduction in losses of 51.1%.  The loss 
before interest, taxes, depreciation and amortization (EBITDA) and gain on compromise of debt 
for 2007 was $5,136,145 compared to a loss of $7,868,142 in 2006.  This represents a reduction 
in losses from operations of 34.7%. 
  
 
 
Annual Financial Information on Segmented Basis and Economic Dependence 
 
The Company has two operating segments, “Luxell Research” and “Aktelux” as defined by the 
chief decision makers of the Company. 
• Luxell Research is involved in the research, development, commercialization and licensing of 
technology, intellectual property rights and know-how for the flat panel display industry. 
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• Aktelux is involved in the manufacture and distribution of electroluminescent (EL) products, 
liquid crystal display (LCD) and solutions for the defense and aerospace markets.  
 
The Company has two operating segments, “Luxell Research” and “Aktelux”, as identified by 
the chief decision makers, which are segregated based on product offerings: 

• Luxell Research is involved in the research, development, commercialization and licensing 
of technology, intellectual property rights and know-how for the flat panel display industry. 

• Aktelux is involved in the manufacture and distribution of electroluminescent (EL) 
products and solutions for the defense and aerospace markets.    

• Substantially all of the Company’s assets and employees are located in Canada. In fiscal 
2006, export sales accounted for 93% (2006 –77%) of total sales. 

•  In fiscal 2006, the Company’s contract with three of its customers accounted for 65% 
(2006 – 63%) of total revenues. 

The results of the Lux LLPs are included in the Aktelux operating segment. 

 

 

 

Year Ended
Luxell 

Research Aktelux Total

Revenues -                3,736,933            3,736,933            
Expenses
  Depreciation and amortization 
  of property and equipment 173,641         30,256                 203,897               
  Amortization of licence 15,508           -                       15,508                 
  Other expenses 6,712,627            6,712,627            
  Net interest expense -                1,099,434            1,099,434            

Net Loss (189,149)$     (4,105,384)$        (4,294,533)$        

Total Assets 28,432$         3,650,149$          3,678,581$          

31-Aug-07

Year Ended
Luxell Research Aktelux Total

Revenues -                   3,328,352               3,328,352          
Expenses
  Depreciation and amortization 
  of property and equipment 383,139           412,362                  795,501             
  Amortization of licence 15,972             -                          15,972               
  Other expenses 2,566,364        8,630,130               11,196,494        
  Net interest expense -                   95,971                    95,971               

2,965,475$      9,138,463$             12,103,938$      
Net Loss (2,965,475)$     (5,810,111)$            (8,775,586)$       

Total Assets 520,677$         4,021,197$             4,541,874$        

31-Aug-06
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Quarterly Financial Information 

 
 
Foreign Currency Translation 
 
The Company recognizes “Foreign Currency Translation” gains and losses on monetary items 
denominated in a foreign currency in income as incurred. The following table reflects the period 
end foreign exchange rates between the two foreign currencies in which Luxell conducts 
business. Significant changes in these foreign exchange rates impact the reported amounts of the 
Company’s revenues and expenses. 
 
Period End Foreign Exchange Rates 

    
Year Ended August 31, 2007 August 31, 2006 Change 

1 US Dollar to 1 
Canadian Dollar 

 
1.0564 

 
1.1064 

 
-4.52% 

 
Active currencies: 
Fiscal 2007; sales: U.S. dollar & Canadian dollar, expenses: U.S. dollar & Canadian dollar 
Fiscal 2006; sales: U.S. dollar & Canadian dollar, expenses: U.S. dollar & Canadian dollar 
Recorded foreign exchange gains (losses) for fiscal 2007 was (51,306) loss and fiscal 2006 and a $ 34,765 gain. 
 
Commitments and Obligations 
 
Royalty commitments: 
Under the technology license agreement with the National Research Council of Canada (NRC), 
the Company is obligated to pay royalties on products and services that incorporate NRC 
technology, subject to minimum annual obligations.  The royalty expense for the fiscal year 2006 
amounted to $75,000 (2005 - $75,000). The future minimum royalty payments to the NRC are 
$75,000 for each of the years ending June 30, 2005 through June 30, 2009. 
 
Operating lease: 
The Company signed a two year lease extension in March 2006 for its head office and 
production facilities that was to expire on August 31, 2008. The minimum obligations  under the 
lease were $380,386 in both 2007 and 2008. 
 
In September 2006, Luxell disclaimed its lease obligation in accordance with the bankruptcy and 
Insolvency Act. An agreement was subsequently reached that the landlord would submit a claim 
of $599,438 as an ordinary creditor for the remaining lease obligation as part of the Proposal 
Negotiations are ongoing for a new lease between the Company and the landlord.  
Leasehold reconstruction obligation: 
 
Effective September 1, 2004, the Company adopted CICA Handbook Section 3110  Asset 

 Unaudited  
 ($ thousands)  2007 2006 2007 2006 2007 2006 2007 2006
 Total revenues  1,315        838         894         703         801         1,493       727           294         
 Net operating gain (loss) for the period  (1,473)      (3,237)      (1,213)      (1,877)      (1,678)      (1,610)      (2,091)      (2,052)      
 Operating Gain (Loss) per share $  (0.03)        (0.07)      (0.03)      (0.04)      (0.04)      (0.04)       (0.04)        (0.05)      

 4th Quarter   3rd Quarter   2nd Quarter   1st Quarter  
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Retirement Obligations”, retroactively with restatement. The effect of the retroactive  adoption of 
this accounting policy was a leasehold reconstruction obligation of $200,000. The Company has 
not recognized any accretion expense in the current year for this obligation  
 
Liquidity and Capital Resources 
 
In fiscal 2006 The Company filed a Notice of Intention to make a Proposal to its creditors under 
the Bankruptcy and Insolvency Act (Canada). On August 31, 2006, the Company obtained 
Debtor in Possession Financing from investors in the amount of $1,000,000 of which $200,000 
was outstanding at year-end. Interest on the outstanding principal balance is calculated at a rate 
of 20% per annum. Interest is paid monthly in arrears and the principal was due on March 31, 
2007.  Directors MacDonald, Pasieka and Vitali participated in this financing. 
 
In December 2006 the Company obtained Bridge Financing from investors in the amount of 
$1,500,000. Interest on the outstanding principal balance is calculated at a rate of 6% per annum. 
Under the terms of the agreement, in further consideration for the financing, the company will 
issue common stock to the principals in an amount equal to 10% of the weighted average value 
of the loan outstanding every 90 days. Interest and principal was due on March 31, 2007. The 
Company is in negotiations to extend the Bridge Financing amount up to a maximum of 
$3,000,000. .  Directors MacDonald, Pasieka and Vitali participated in this financing. 
 
In April 2007, the company successfully completed a $3.75 million non-brokered private 
placement to retire/refinance existing debt and provide additional working capital.  .  Directors 
MacDonald, Pasieka and Vitali participated in this financing. 
 
In July 2007, the Company closed a private placement financing for gross proceeds of 
$1,200,000 to provide additional working capital. .  Directors MacDonald, Pasieka, Vitali and 
Carl participated in this financing. 
 
 
Transactions with related parties  
 
In 2006, the Company entered into a series of financing and business transactions with 
shareholders or entities that are deemed to be related parties in accordance with Section 3860 of 
the CICA Handbook. The Company provides services under terms of a Support Agreement to 
the LUX OLP partnerships. The Chairman of the Board of Luxell also manages the general 
partner of both LUX OLP and LUX ILP. Compensation of $60,000 to the general partner was 
determined on arm’s length terms by the investors in the partnership as discussed in the 
foregoing “Significant Transaction” section. 
 
Financing arrangements with Oakville Investment Corporation (OIC), which is controlled by 
Director John MacDonald, are as follows.  
 
1) On September 30, 2005, the Company signed a promissory note for financing in the amount of 
$600,000 with OIC. Interest on the outstanding principal balance was calculated at a rate of 
prime plus 2.5% per annum. Principal and interest payments in respect of the Note were repaid in 
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full on November 10, 2005. 
 
2) On August 31, 2006, the Company obtained Debtor in Possession Financing (the “Loan”) 
from a group of shareholders and investors, arranged by OIC, in the amount of $1,000,000 of 
which $200,000 was outstanding at year-end. Interest on the outstanding principal balance is 
calculated at a rate of 20% per annum and is paid monthly in arrears with principal due on 
December 31, 2006. The Loan is secured by the Company’s accounts receivable. Subsequent to 
year end, the loan was extended until March 31, 2007. 
 
3) In December 2006 Luxell obtained Bridge Financing from a group of shareholders and 
investors, arranged by OIC, in the amount of $1,500,000. Interest on the outstanding principal 
balance is calculated at a rate of 6% per annum. Under the terms of the agreement, in further 
consideration for the financing, the company will issue common stock to the principals in an 
amount equal to 10% of the weighted average value of the loan outstanding every 90 days. 
Interest and principal is due on March 31, 2007. The Company is in negotiations to extend the 
bridge financing amount up to a maximum of $3,000,000. The Loan is secured by the 
Company’s accounts receivables.  
 
The company also entered into financing arrangements with shareholders, not involving OIC of 
Luxell, as follows: 
 
1) On March 18, 2005, the Company signed promissory notes (the "Notes") with shareholders of 
the Company (the "Lenders") for term financing totaling $600,000. Interest is charged at a rate of 
6% per annum. The Notes were secured by a second charge over all existing and newly acquired 
undertaking and property of the Company. In fiscal 2006, in return for extending the loan from 
September 14, 2005 to November 10, 2005, the Lenders received 200,000 common shares of the 
Company at a fair market value of $60,000. Principal and interest payments in respect of the  
 
Description of Securities 
The Company has authorized an unlimited number of common shares. As at August 31, 2007 
there were 59,036,610 common shares issued and outstanding (2006 – 44,713,663). 
 
There are no other classes of shares issued. The increase of common shares resulted from the 
following: 
 

• On March 7, 2006, the Company issued an aggregate of 200,000 common shares with a 
value of $60,000 to the shareholder note holders as a condition of extending the due date 
of the shareholder notes to November 10, 2005. 

• On October 23, 2006, the Company issued an aggregate of 531,280 common shares with 
a value of $53,128 to a shareholder note holder in exchange for their note. 

• On May 1, 2007, the Company issued an aggregate of 750,000 common shares with a 
value of $112,500 in connection with the finder’s fee for the $3,750,000 in series A 
notes. 

• On June 29, 2007, the Company issued an aggregate of 7,070,000 common shares with a 
value of $651,072,  for cash, net of fees of $77,328, in connection with a private 
placement financing. 
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• On July 18, 2007, the Company issued an aggregate of 2,930,000 common shares with a 
value of $421,534, for cash, net of fees of $50,066, in connection with a private 
placement financing. 

• On August 30, 2007, the Company issued an aggregate of 3,041,667 common shares with 
a value of $365,000 in connection with a 10% coupon on the Class A Notes  

 
 
Risk Management 
 
Operations Risk 

While the Company is successfully increasing revenues and reducing costs, the Company 
remains challenged due to insufficient cash to implement its full business plan.  This has 
created a need to conserve cash wherever possible and has put stress on the supplier 
relationships and staff of the Company that is not normally associated with a profitable 
company.  These risks include:  

1) No history of profits – Luxell has not earned profits to date, and there is no assurance 
that it will earn profits in the future, or that profitability, if achieved, will be 
sustained.  With the emphasis of the company strategy solely focused on building and 
servicing Flat Panel displays and de-emphasizing its efforts in Black Layer R&D, 
Management is committed to achieving its profitability goals for 2008.  Significant 
progress towards this objective has been achieved in Q4 2007 and Q1 2008. 

2) Uncertainty of financing –The Company is currently seeking additional financing to 
retire $3.75M of notes due in January 2008 and augment its existing working capital.  
These notes bear 6% cash coupon and an equity component equivalent to 10% of the 
face value Management is actively engaged in this fund raising process and if 
confident that given the level of interest in the Company’s progress and quality of its 
Business Development activities it will be able to raise the necessary funds to execute 
its business plans. 

3) Critical Shortage of Working Capital  - while the Company continues to produce flat 
panel display products to complete existing orders, follow-on orders, new orders and 
is working to near capacity to respond to new requests for information and proposals, 
it is accepted that the cash generated from its present and future operations will be not 
be sufficient to satisfy its liquidity requirements and that it will need to continue to 
raise capital by selling additional equity, selling some of its assets or by obtaining 
credit facilities.  

5) Reliance on Key personnel – The Company is dependent on a number of key 
personnel to execute its plan.  In Q4 2007, the Board revisited the compensation 
structure of the top 12 managers within the organization. A new bonus structure was 
implemented and additional (initial) stock options were added to these critical 
employee compensation plans.  Management is confident that these important 
changes will have the desired impact on ensuring critical personnel remain focused 
and engaged in the profitable turn-around of Luxell. 

6) Dependence on supplier of key suppliers – Luxell relies on its suppliers to deliver 
important components necessary for the construction of its products.  Through the 
BIA process, a number of suppliers were financially affected by the restructuring of 
company debt.  Consequently a number of suppliers are now demanding more 
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significant payment terms then before.  Management has increased its supplier 
management program by introducing more frequent discussions and meeting to insure 
critical congruence.  For critical parts, the company is establishing alternative sources 
of supplier to ensure that there is no disruption in the delivery process.    

7) Operational support systems - During the second quarter, the Company began an in-
depth review of its data management systems and examined steps it could take to 
streamline its production processes and cost control mechanisms. While the Company 
subsequently selected an ERP software solution provider to assist it in designing and 
implementing a data management system for production processes, inventory control 
and financial processes, the project is incomplete due to personnel changes. Working 
with internal resources and an external IT resource the company is prioritizing its 
efforts to address critical and urgent systems support. 

 8)  Market Acceptance of products - The Company's future capital requirements will 
depend on many factors, including, but not limited to the market acceptance of its 
products, services, and technology.  No assurance can be given that the necessary 
additional funding will be available or that, if available, it can be obtained on terms 
favorable to the Company. 

  
The Company's future capital requirements will depend on many factors, including, but not 
limited to the market acceptance of its products, services, and technology.  No assurance can be 
given that the necessary additional funding will be available or that, if available, it can be obtained 
on terms favorable to the Company. 
 
 
 
Credit Risk 
The Company is subject to minimal credit risk on its accounts receivable due to the fact that the 
Company deals predominately with large defense contractors. Contracts with risky foreign 
countries are insured through the Export Development Corporation (EDC), and contracts are 
negotiated with large advances in order to minimize any credit risk. 
 
Currency Risk  
The Company is exposed to currency risk as export sales in the current year, primarily in U.S. 
dollars, account for greater than 78% of total sales. Any decline or 
strengthening of the Canadian dollar against the U.S. dollar has a significant impact on our 
business model, as sales are transacted in U.S. dollars and the majority of costs are transacted in 
Canadian dollars. 
 
Fair Value of Financial Instruments 
The carrying value of cash and cash equivalents, accounts receivable, accounts payable and 
accrued liabilities, technical development program payable, leasehold reconstruction obligation 
and due to shareholders approximate fair value. The determination of the fair value of 
government loans is not practicable as considerable judgment is required to develop estimates of 
fair value. 
 
 
 



 18

Derivative Financial Instruments 
The Company does not utilize any derivative financial 
instruments or hedging instruments. 
 
 
Stock-Based Compensation 
 
The Company’s stock option plan is designed to help the Company attract and retain the best 
employees, and to better align employee interests with those of our shareholders. On May 17, 
1996, the Company adopted a stock option plan (the “1996 Plan”) authorizing the granting of 
options to directors, officers and employees of the Company to purchase common shares. Under 
the 1996 Plan, including its amendments, options to purchase an aggregate of up to 3,800,000 
common shares may be granted. These options will expire if not exercised within a period not 
exceeding ten years commencing from the date they are granted. As at August 31, 2007 there 
were options outstanding.   During the fiscal year, the Board of Directors approved additional 
options as described in the companies AIF. 
 
Critical Accounting Estimates 
Critical accounting estimates used in the preparation of the Company's financial statements 
includes estimates used in the calculation of the fair value of stock-based compensation, 
inventory obsolescence and allowance for doubtful accounts. 
 
The Company uses the Black-Schools option pricing model to determine the fair value of stock 
options granted during the period. This model requires the Company to make reasonable 
assumptions in order to derive parameters such as expected volatility of the Company's shares, 
the expected life of the option and interest rates, all of which are based on historical information. 
 
Future behaviors of these parameters are beyond the Company's control, and thus, may be 
significantly different from the Company's estimates. Management has reviewed the inventories 
at year end and has provided for obsolescence and slow moving items. This review involves 
estimates with regards to general economic conditions, customer demand and market acceptance 
of our finished goods. The failure to estimate correctly 
could result in the value of the inventory being either higher or lower than the determined value 
as of the date of the balance sheet. 
 
In reviewing the allowance for doubtful accounts management bases estimates and assumptions 
on historical experience and on other factors that we believe to be reasonable under the 
circumstances, the result of which form the basis for making judgments about the carrying values 
of assets and liabilities that are not readily apparent from other sources. Actual results could 
differ from these estimates. 
 
Disclosure Control Risks 
Disclosure control and procedures have been designed to ensure that information required to be 
disclosed by the Company is accumulated and communicated to the Company’s management to 
allow timely decisions to be made regarding disclosure of said matters in the Company’s 
financial reporting products. The Company’s Chief Executive Officer and Chief Financial 
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Officer have concluded, based on their evaluation of the effectiveness of the Company’s 
disclosure controls and procedures as of the date of this Management’s Discussion and Analysis, 
that the disclosure controls and procedures in place provide reasonable assurance that material 
information is made known to them by others within the Company. Certain weaknesses have 
been identified and the Company’s Chief Executive Officer and Chief Financial Officer do not 
expect that the disclosure controls and procedures will prevent or detect, on a timely basis, all 
errors and fraud that may arise. A control system, no matter how well conceived or operated, can 
provide only reasonable, not absolute, assurance that the objectives of the control system are 
met. Management believes that the disclosure controls and procedures that are presently in place 
are effective. 
 
Internal Control Risks 
The Chief Executive Officer and the Chief Financial Officer of the Company are responsible for 
designing internal controls over financial reporting, or causing them to be designed under their 
supervision, in order to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of the Company’s consolidated financial statements for external 
reporting purposes in accordance with Canadian GAAP. The design of the Company’s internal 
control over financial reporting was assessed as of the date of this Management’s Discussion and 
Analysis. 
 
The weaknesses in the Company’s internal control over financial reporting, discussed below, 
result in a more than remote likelihood that a material misstatement may not be prevented or 
detected on a timely basis. Management and the board of directors, including the audit 
committee thereof, work to mitigate the risk of any potential material misstatement in the 
Company's financial reporting however, there can be no assurance that the risk can be reduced to 
less than a remote likelihood of a potential material misstatement. 
 
1. Segregation of duties 
Segregation of duties in the structure of internal control over financial reporting reduces the 
likelihood of errors and irregularities when one individual does not have responsibility for more 
than one of the three components of financial reporting -selecting and applying accounting 
policies, recording transactions and preparing financial statements, including the notes thereto. 
When the work of one employee is not checked by another and when the responsibility for 
recording transactions is not separate from the responsibility for preparing the financial 
statements, including the notes thereto, there is no appropriate segregation of duties. The absence 
of such segregation of duties over financial reporting limits the ability of the internal control over 
financial reporting to prevent and detect errors on a timely basis and deter improper activities. 
Further, such absence of segregation of duties in the structure of internal control over financial 
reporting could increase the risk of senior management override of the internal control system in 
place. 
 
In assessing the design of the internal control over financial reporting in place the Company has 
concluded that certain duties within the finance and administration departments are not properly 
segregated due to the small number of individuals employed in those areas. In addition, the 
Company has identified instances where certain employees have the ability to initiate 
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transactions and accounting entries within certain financial reporting applications that are 
incompatible with their other roles and responsibilities. 
At present, the Chief Executive Officer and the Chief Financial Officer oversee all material 
transactions and related accounting records. In addition, the audit committee of the board of 
directors reviews, on a quarterly basis, the consolidated financial statements of the Company and 
queries management about significant transactions. The result is that the Company is highly 
reliant on the performance of mitigating procedures during its financial close process and in 
order to ensure the financial statements present fairly in all material respects. Management will 
review the current assignment of responsibilities and where possible improve on segregation. 
 
 
 
2. Information Technology General Controls 
The Company has determined that many of its information systems are subject to general control 
deficiencies. Although these have not resulted in a misstatement of the consolidated financial 
statements, when aggregated, these deficiencies represent a material weakness in the Company’s 
control environment because of the pervasiveness and significance of the deficiencies. 
Specifically these deficiencies are as follows: 
• Change management procedures are not well defined and implemented. 
• Access controls are not well maintained. 
• Business Continuity Plan incomplete and insufficiently documented 
 
The company has recently hired an Information Technology Manager and is currently 
interviewing software providers to assist in rectifying the situation. 
 




















































