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What a year for beer. What a great year for Brick. In 1984 we pioneered our way onto the beer scene as the first craft

brewery in Eastern Canada, and today I’m pleased to report that we have never had a more successful year. Our mis-

sion has always been to quench the thirst of beer drinkers by having them enjoy our high quality beers at great value,

while striving to be innovative and creative, and continuously break new ground in how we compete.

There is no question the beer market is changing. Beer drinkers now expect more choice, more variety and better

value. Brick continues as one of the leading influencers affecting change in the industry, by listening to, and giving

beer drinkers what they want. Our success is measured by the increasing numbers of cases of Brick beer consumers

are enjoying with friends and family. 

We are also keenly aware of the needs of our shareholders who want us to quench the thirst of our beer

drinkers… profitably. To this end, we will continue to develop our financial and manufacturing strategy to reward our

stakeholders, by managing costs and investing in capacity infrastructure that complement our facilities in Waterloo and

Formosa. Our new distribution and packaging centre is now up and running, with the capacity to service the growing

demand for our beers this season. We anticipate we will experience immediate efficiency benefits from our new centre,

with the ability to further expand as our needs require.  

Our Laker family of beers continues to exceed our goals and expectations in the value segment of the market. Our 

commitment to value is more than just providing beer at lower than mainstream pricing; it is about providing quality

beer. While the value segment of the industry shows no sign of slowing down, we will also focus and invest in our

unique premium portfolio of Brick award winning beers, with a renewed commitment to maintain our stake as a market

leader in the craft beer segment.

We must also recognize the important role the Provincial Government has played in our success, with taxation

policies that have helped smaller Ontario breweries, such as Brick, become viable entities. It is with their continued

partnership and support that we will have the ability to grow, prosper and re-invest in our operations. 

Who we are and what we do best is simply summed up by our goal to excel as an innovative brewer, growing

profitably by serving beer drinkers affordable, quality beers in an array of interesting styles. Doing this with unwavering

passion is key and our employees’ passion for beer and success is unquestionable. To this end, I would like to toast

all our staff and their families and thank them for a milestone year!

J IM BRICKMAN 



L E T T E R  T O  S H A R E H O L D E R S  F R O M  T H E  P R E S I D E N T  A N D  C E O

BRICK BREWING CO. LIMITED ANNUAL REPORT 20064

Fiscal 2006 was a successful and exciting year for your company and our numerous strategic and financial accomplishments position Brick very
well for Fiscal 2007. Last year in my letter to you I described in some detail the strategies for moving Brick forward on a new strategic path.
This year was about the execution of that strategic program.

Thus, our theme in this year’s annual report is EXECUTING OUR STRATEGY BRICK BY BRICK – emphasizing management’s commitment to
realizing our previously communicated strategic goals. Let me assure you that in 2006 your Brick Brewing management team executed very,
very well. We made progress in virtually every area I outlined to you last year. Let me recap just a few highlights: 

1. We continued to aggressively grow the Laker brand despite increased competition in the value beer category throughout the course of
the fiscal year. At year end we achieved total market share at retail in the TBS channel in excess of 5% of the Ontario market and the volumes
of Laker family grew by a collective 39% for the year. We led the industry in launching Laker in 355ML cans and aggressively priced the 
product to drive the value beer category in cans. As anticipated, competition has imitated these plans and helped to propel critical mass in
this emergent category. Value priced cans are a category which has historically been very underdeveloped in Ontario and we believe has the
potential to drive substantial growth for Brick Brewing. 

2. Volumes of our remaining core brands consisting of PC, Red Cap and Formosa Springs grew collectively by an impressive 62% 
during Fiscal 2006, underscoring that Brick’s re-emergence is not just about selling beer at floor prices. Each of these brands bring 
a diversity of unique packages, pricing and flavours to serve the rapidly growing value conscious beer market in Ontario. 

3. We acquired a partnership with High Falls Brewing Company and developed an improved selling program which drove the renewed
growth of their Genesee brands in the Ontario LCBO channel. These selling efforts allow us more critical mass and relevance in this crucially
important channel and provide us a quality American value brand in our overall value beer portfolio. 

4. We acquired a 50% ownership in our sales agency Direct Cellars, ensuring that our sales objectives in the licensee and LCBO channels
will be executed consistent with our strategic needs. 

5. We commenced a comprehensive, costly and complicated manufacturing strategy for Brick which we anticipate will lead to a 
substantial reduction of annual operating costs. During the fiscal year, consistent with this plan, we built a new central distribution warehouse,
expanded our brewing capacity in both Waterloo and Formosa, increased our direct TBS distribution capabilities to reduce transfer costs, 
invested in a customer service function to better manage service and field inventories, and built a new high speed bottling line for 
commissioning in early Fiscal 2007. 

6. Lastly, but probably most importantly, we developed and implemented a comprehensive HR plan which improved communication, pay,
benefits and working conditions for virtually every employee in the company. 

These strategic accomplishments position Brick well for 2007. They will allow Brick to strive to continue to be a profitable and growing
regional brewer. A brewer with a diverse portfolio of brands placed in high growth niches of an otherwise mature market. A brewer with a cost
base which allows for good margins at attractive consumer price points. A brewer with strong capabilities in sales and distribution. These are
accomplishments which were beyond our imagination, just two years ago. 

The end result of a well executed plan is of course, record financial performance and in this area we did not disappoint. Brick Brewing grew
net revenue by 33%, gross margin by 33%, and EBITDA by 15% despite substantial investments in operational overheads, sales and marketing. 

Our plans for Fiscal 2007 and the year ahead are a continuation of the foundations laid in the previous two years. We have funded an
enhanced investment in sales and marketing activities and as a result we anticipate that our value brand portfolio will continue to provide
market share growth due to new packaging, product and pricing initiatives, better field sales execution and greater awareness resulting from
targeted media spending and improved distribution. 

One of the most exciting of these new initiatives is the planned re-launch of our premium Brick brands under the brand name 
J.R. Brickman – Founders collection. This program is the first element of our premium brand strategy and will reinforce the craft brewing 
heritage of Brick Brewing, the passion of our Founder for unique beer styles and the commitment we have to the craft brewed quality of these
products. Look for these brands in the TBS, LCBO and selected licensee accounts starting May 15. 

The single most critical component to our Fiscal 2007 plan is the start-up of the Kitchener packaging line. As built, and once fully 
commissioned, this line has the capability to bottle up to 650 bottles per minute and up to 400,000 hectolitres annually. We expect to complete
this commissioning by the spring of 2006. This $5 million investment will be critical to achieving and permanently lower operating costs for
effluent, shunting and packaging labor to successfully compete over the long run with the multitude of brewers seeking market share in the
value beer category. With a very competitive packaging operation, lower overheads and unique marketing propositions, Brick will have created
the core foundation for sustained profitability and growth.

I’d like to close by thanking the shareholders, board members and employees of our company for their continuing support for these 
new initiatives in the past year. I truly appreciate the opportunity to help lead and shape the future of Brick over the coming years and 
to make Brick widely known for its pioneering spirit, innovation and consistent profitability. 

DOUG BERCHTOLD

Dear Shareholder
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Laker Lager

Laker Light

Laker Red

Laker Strong

Laker Honey

Laker Ice

Bambay

DOUG BERCHTOLD
President and CEO 

Brick Brewing Co. Limited

Our theme in this year’s annual

report is  

EXECUTING OUR 
STRATEGY BRICK 

BY BRICK –
emphasizing management’s com-

mitment to realizing our previ-

ously communicated strategic

goals. Let me assure you that in

2006 your Brick management team

executed very, very well.
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Growth

The Company’s overall volumes increased by 39% for the year. We continued to aggressively grow the Laker brand. At year end we

achieved a total market share at retail in the TBS channel in excess of 5% of the Ontario market. The Company also executed a

comprehensive manufacturing strategy to increase its brewing capacity from 220 to 350 thousand hectolitres and increase packaging

capacity from 220 to 575 thousand hectolitres. Capacity the Company intends to fully utilize in the future. 

Operational efficiencies

We commenced a comprehensive, costly and complicated manufacturing strategy for Brick which will lead to the reduction of annual

operating costs by more than $2.5 million. During the fiscal year, consistent with this plan, we built a new central distribution

warehouse, expanded our brewing capacity in both Waterloo and Formosa, increased our direct TBS distribution capabilities to

reduce transfer costs, invested in a customer service function to better manage service and field inventories, and built a new high

speed bottling line for commissioning in early Fiscal 2007.

Brand development

While the volumes of Laker family grew by a collective 39% for the year. Our remaining core brands consisting of PC, Red Cap and

Formosa Springs grew collectively by an impressive 62% during fiscal 2006, underscoring that Brick’s re-emergence is not just about

selling beer at floor prices. Each of these brands brings a diversity of unique packages, pricing and flavours to serve the rapidly

growing value conscious consumer in Ontario.

One of the most exciting new initiatives is the planned re-launch of our premium Brick brands under the brand name 

J.R. Brickman–Founders collection see insert page 10. This program is the first element of our premium brand strategy and will

reinforce the craft brewing heritage of Brick Brewing, the passion of our Founder for unique beer styles and the commitment we have

to the craft brewed quality of these products. These brands launch in the TBS, LCBO and selected licensee accounts starting May 15. 

Our plans in the coming year ahead are a continuation of the foundations laid in the previous two years. We have funded

enhanced investments in sales and marketing activities and as a result we are confident that our value brand portfolio will continue

to provide significant market share growth due to new packaging, product and pricing initiatives, better field sales execution and

greater awareness resulting from targeted media spending and improved distribution.

The summarized plan has three distinct phases:

1. Growth – “Growing the volumes”

2. Operational efficiencies – “Reducing the costs”

3. Brand development – “Investing in our brands”

Brick’s Focused Management 
Team is executing well on its long 

term strategic plan.
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Kevin Meens – “Upon 

partnering with High Falls

Brewing Company we have

developed selling programs

which have driven renewed

growth of their Genesee

brands in the LCBO. This

partnership provides us a

quality American value brand

in our overall beer portfolio” 

Craig Prentice – “In the last year we

have made targeted investments in our 

sales organization to support our partners

brands and in anticipation of launching 

our new premium brands in the LCBO 

and licensee channels”

Norm Pickering – “The new 

J.R. Brickman Founder’s collection of 

premium brands will reinforce the craft

brewing heritage of Brick Brewing, 

the passion of our founder for unique

beer styles and the commitment we 

have to the craft brewed quality of 

these products”

Mike Baumken – “The capital investments

to our Kitchener packaging facility 

will increase our capacity and is 

expected to provide significantly 

lower costs of manufacturing when 

fully operational” 

Graydon Moore – “The execution of our

strategy provided record financial

performance last year. We have also made

significant investments in both our brands

and operations to sustain future growth

and profitability” 

Doug Berchtold – “This year was

about execution on our strategic

goals and let me assure you that 

we executed very, very well”
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The following management’s discussion and analysis (“MD&A”) provides a review of the activities, results of operations and financial

condition of Brick Brewing Co. Limited for the twelve months ended January 31, 2006 (“fiscal 2006”) in comparison with the twelve

months ended January 31, 2005 (“fiscal 2005”). These comments should be read in conjunction with the financial statements and

accompanying notes included herein. The comments were prepared as of April 25, 2006. Additional information relating to the

Company, including its annual information form, is available at www.sedar.com or in the investor relations section of the

Company’s website at www.brickbeer.com. 

FORWARD-LOOKING STATEMENTS

Except for the historical information contained herein, the discussion in this MD&A contains certain forward-looking statements

that involve risks and uncertainties, such as statements of the Company’s plans, objectives, strategies, expectations and intentions

and include the statements concerning expected volumes, EBIDTA and costs. Undue reliance should not be placed on these forward-

looking statements which reflect the Company’s views as of April 25, 2006 with respect to future events and are subject to certain

risks, uncertainties and assumptions, which may cause actual performance and financial results to differ materially from such

forward-looking statements. The statements regarding expected volumes, EBIDTA and costs are based on the following material

factors and assumptions: revenues in the current fiscal year ending January 31, 2007 (“fiscal 2007”) will continue to increase, no

significant changes in consumer preferences, increased competitive activity from other brewers, continued reduced production tax

rates for microbreweries for fiscal 2007, no significant change to the regulatory environment in which the Company operates and

no significant supply and quality control issues with vendors. Readers are urged to consider the foregoing factors and assumptions

when reading the forward-looking statements. The Company disclaims any intention or obligation to update or revise any forward-

looking statements as a result of new information, future events or otherwise.

DESCRIPTION OF THE BUSINESS

The Company produces, sells, markets and distributes bottled and draft premium beer under the Brick and Waterloo brand names,

value beer under the Laker brand name and mainstream beer under the Red Cap, Formosa and Red Baron brand names. As well,

the Company imports the Laker brands in cans from High Falls Brewing Co. (“High Falls”) of Rochester, New York. The Company

also produces, sells, markets and distributes various beer products under the licensed PC® trademark on behalf of Loblaws Inc.

which are available in Ontario and Quebec. The Company also represents and sells products in Ontario for Big Rock Brewery (“Big

Rock”) of Calgary, Alberta and High Falls.

The Company’s products are sold primarily in Ontario, although certain products are available in Alberta, British Columbia and Nova

Scotia. Through a sales agency agreement, Big Rock represents and markets certain Brick brands in Alberta and British Columbia.

The Company also engages in certain co-packing business, which involves producing and packaging flavoured alcoholic beverages

for other customers. 

In Ontario, distribution of bottled beer occurs primarily through The Beer Store (“TBS”) and the Liquor Control Board 

of Ontario (“LCBO”). The Company also distributes draft beer products directly to licensed establishments (bars and restaurants) 

in Ontario.

The Company’s brewing facilities are located in Waterloo and Formosa, Ontario. The Company’s packaging facility is located in

Formosa. The Company has warehouses in Kitchener, Ontario and Laval, Quebec. The Company’s head office is in Waterloo. 
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SELECTED ANNUAL INFORMATION

The following table summarizes certain consolidated financial information of the Company for the years indicated below:

Three Year Summary

Year Ended January 31

2006 2005 2004

(in thousands of dollars, except per share amounts)

Income Statement Data

Gross Sales $ 62,277 $ 42,129 $ 21,255

Net Sales (after production taxes and distribution fees) $ 30,219 $ 22,665 $ 15,438

Earnings before interest, income taxes, depreciation and

amortization, non-recurring items and equity earnings $ 3,926 $ 3,413 $ 1,332

Net earnings $ 4,799 $ 1,885 $ 92

Earnings per Share

Basic $ 0.24 $ 0.12 $ 0.01

Fully diluted $ 0.24 $ 0.11 $ 0.01

Balance Sheet Data

Total Assets $ 32,926 $ 24,391 $ 17,924

Total Long Term Debt $ 3,465 $ 2,850 $ 2,844

RESULTS OF OPERATIONS

Results for the year ended January 31, 2006

Year ended

2006 2005

(in thousands of dollars, except per share amounts)

Net revenue $ 30,219 $ 22,665 

Cost of goods sold 19,725 14,878 

Gross margin 10,494 7,787 

34.7% 34.4%

Selling marketing and administrative expenses 6,485 4,286 

Earnings before the undernoted 4,009 3,502 

Depreciation and amortization (1,153) (1,363)

Interest and other income/(expense) (160) (253)

Earnings/(loss) before provision for income taxes 2,695 1,885 

Recovery for income taxes 2,104 –

Net earnings $ 4,799 $ 1,885 

Net earnings per share:

Basic $ 0.24 $ 0.12 

Diluted 0.24 0.11 

Net earnings/(loss) per share before tax adjustment:

Basic $ 0.14 $ 0.12 

Diluted 0.13 0.11 

Net Revenue Growth 33.3% 46.8%

Volume Growth 38.6% 218.0%
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NET REVENUE

Net revenues for fiscal 2006 were $30.2 million as compared to $22.7 million for fiscal 2005, an increase of 33.3%. Gross revenues have

increased 48% to $62.3 million for the year ended January 31, 2006, compared to $42.1 million for the year ended January 31, 2005.

However, the Company’s per unit production taxes have significantly increased in fiscal 2006 due to the higher marginal rates of tax payable

on the increased volumes and the $929 thousand one-time reduction in Ontario production taxes in fiscal 2005 that was not available to

the Company in fiscal 2006. The higher marginal production taxes have caused reduced per unit net revenues in the year compared to the

same period last year. This trend will continue until the Company no longer benefits from the Ontario small brewer tax reduction.

In the year ended January 31, 2006, the Company’s overall beer volumes have increased by 39% over the same period last year.

The Company’s volumes of its mainstream brands have increased 49%. Volumes of licensed brands have increased 59% during the

year, due largely to continued growth of the PC brands following their launch in the second quarter of fiscal 2005. The Company’s

Laker brand volumes have increased 39% in the year compared to last year. During the year the Company’s premium brand volumes

declined 5%, due to limited promotional support. The increased volumes are attributable to growth in the value priced brands and

increased promotional activities resulting in improved distribution of the Company’s products. At January 31, 2006 the Company’s

total market share of TBS retail sales in Ontario was approximately 5%.

Looking ahead, the Company expects net revenues to increase again in fiscal 2007, however the rate of growth will moderate from

fiscal 2006. 

COST OF GOODS SOLD

Cost of goods sold were $19.7 million for the year ended January 31, 2006, up from $14.9 million last year. The per unit cost of

producing and distributing beer has been reduced by 13% in the year compared to the previous year. 

SELLING, MARKETING AND ADMINISTRATION

Selling, marketing and administration expenses for the year ended January 31, 2006 increased $2.2 million to $6.5 million from $4.3

million for the same period last year. As a percentage of sales, selling, marketing and administration expenses were 21.7% for the

year, as compared with 19.5% for the same period last year. Additional management and related compensation expenses, increased

advertising spending and increased selling expense in the LCBO channel are the primary reasons for the increased expenditures.

DEPRECIATION AND AMORTIZATION

For the year ended January 31, 2006, total depreciation and amortization expense was $1.2 million compared to $1.4 million last

year. Depreciation of property, plant and equipment increased from $890 thousand last year to $1.1 million this year. Amortization

of deferred costs and other assets was $46 thousand this year compared to $474 thousand last year. In fiscal 2005 the Company

took a charge of $150 thousand against deferred finance charges as a result of a refinancing and a $244 thousand charge against

deferred program costs related to the termination of a co-pack program.

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S
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OTHER INCOME AND EXPENSES

For fiscal 2006, interest on long term debt was $222 thousand, compared to $174 thousand for fiscal 2005. The increase can be

attributed to an increase in the Company’s long term debt outstanding in fiscal 2006. In fiscal 2006, the Company recorded $38

thousand in equity earnings from the investment in Direct Cellars Beverage Co. (“Direct Cellars”) made on February 1, 2005. 

During fiscal 2006 the Company incurred $83 thousand in legal expenses related to its bottle dispute with TBS compared to $88

thousand in fiscal 2005. Examinations for discovery have been completed and the matter has been set down for trial. A trial date

has not yet been set by the court.

During the fourth quarter of fiscal 2006, the Company realized a recovery for future income taxes of $2.1 million. It was determined

that the future tax assets should be recorded. The Company determined that it has met the “more likely than not test” required by

the CICA Handbook section 3465 “Income Taxes” for these assets to be recorded. The Company changed its estimate after it

established a strong earnings history and other evidence to support a more likely than not conclusion that the benefit of the tax

losses will be realized in the future. This change in estimate of the future income tax asset valuation allowance was reflected as a

recovery of income taxes in the year.

NET EARNINGS 

For the year ended January 31, 2006, net earnings were $4.8 million compared to net earnings of $1.9 million for the same period

last year. Basic and diluted earnings per share for the year ended January 31, 2006 were $0.24 and $0.24 per share respectively,

compared with $0.12 and $0.11 last year. 

As at January 31, 2006 the Company had 19,861,072 common shares outstanding, 809,000 stock options outstanding and exercisable for

the same number of common shares, 1,723,250 common share purchase warrants outstanding and exercisable for the same number of

common shares and 138,000 compensation options outstanding and exercisable for the same number of common shares.

LIQUIDITY AND CAPITAL RESOURCES

Financial Position

At January 31, 2006, cash and cash equivalents were $507 thousand. This represents a decrease of $2.0 million from $2.5 million

at October 31, 2005 and a reduction of $2.6 million from $3.1 million at January 31, 2005. Cash generated from operations during

the quarter was $219 thousand.

The Company’s working capital position was $3.3 million at January 31, 2006 compared to $5.9 million at January 31, 2005. The

Company intends to replenish its working capital position with supplemental term financing in the next quarter. 

The current liabilities increased by $1.2 million in the quarter. This increase is due primarily to increased capital spending related

to the brewing capacity expansion in the Formosa facility. 

Current assets decreased by $1.4 million in the fourth quarter of fiscal 2006. Cash and marketable securities were reduced by $2.0

million as the Company continued to acquire equipment for its new packaging facility in Kitchener and tank farm expansion in

Formosa. The investment in the Formosa tank farm will be approximately $750 thousand and will increase annual brewing capacity

by 75,000 hectolitres. It is anticipated to be completed in the first quarter of fiscal 2007. Accounts receivable increased by $270

thousand due to increased shipments to the LCBO. In the quarter inventories increased by $423 thousand primarily due to

improved inventory position of finished goods. Prepaid expenses were reduced by $96 thousand in the quarter. 
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Cash Flow

The Company generated $3.5 million in cash from operating activities in the year ending January 31, 2006, compared to using $1.6

million for the same period last year. Cash flow from earnings was $4.0 million compared to $3.4 million last year. 

Financing activities generated $1.4 million in cash during the year, compared to $5.6 million in the previous year. During the year

the Company has increased its long term debt obligations by $615 thousand and received $657 thousand in proceeds from the

issue of capital stock from the exercise of options and warrants previously granted.  

As a direct result of strong and sustained consumer demand for its products, the Company initiated its plans to expand its packaging

capabilities for the upcoming fiscal year. The total capital expenditures for the year were $6.9 million. The Company has incurred

capital expenditures to provide for future packaging capabilities for its new Kitchener facility to be completed in the spring of

2006. Also during the year the Company invested in capital expansions for its Waterloo brewing operations and more recently its

Formosa brewing operations. These upgrades when completed will provide the Company with an additional 150,000 hectolitres of

brewing capacity in the next fiscal year bringing total brewing capacity to 350,000 hechtolitres. These capital expenditures will be

funded through a combination of cash from operating activities, selected operating leases, the Company’s current cash or

marketable securities balances or by utilizing the Company’s term debt facility.

The Company had cash of $506 thousand at January 31, 2006 compared to $3.1 million a year ago. 

The Company also utilizes several operating leases to finance office and computer equipment and software, warehouse equipment,

cars, vans, forklifts, trucks, trailers and bottles. These assets typically have a shorter life expectancy and become obsolete very

quickly. The Company also leases a building in Kitchener where it has warehousing and packaging operations. By entering into

operating leases, the Company is able to update its equipment more frequently, and not utilize its cash to invest in these assets

and in so doing lower its overall average cost compared with purchasing the assets. During fiscal 2006 the Company entered into

new leases valued at approximately $7.9 million. All leases are evaluated at inception for appropriate accounting treatment. The

total of the Company’s future lease payments can be found in note 13 to the Company’s 2006 audited financial statements.

The Company has agreements to purchase materials from certain suppliers. These agreements do not have minimum or maximum

purchase commitments. 

A summary of the Company’s contractual obligations for the next five years is as follows:

Payments due by fiscal year in ($000)

Contractual Obligation 2007 2008 2009 2010 2011 Total

Long Term Debt 476 491 507 524 417 2,415

Capital Leases 100 86 18 – – 204

Operating Leases 1,367 1,228 1,191 1,141 913 5,840

Total Contractual Obligations 1,943 1,805 1,716 1,665 1,330 8,459

Brick does not currently pay dividends on its common shares. The Board of Directors of the Company believes that the cash flow of

the Company at the current time should be reinvested to finance current activities which will drive future growth and shareholder

value. Dividend policy is reviewed from time to time.

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S



M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S

BRICK BREWING CO. LIMITED ANNUAL REPORT 200618

The Company has approximately $6.2 million in loss carry-forwards and temporary timing differences available to reduce income

tax expense in future years, as compared to $9.1 million at the end of the same period last year. Of this amount approximately

$4.4 million consists of non-capital loss carry-forward for which $1.3 million will expire in 2010 if unused and $3.1 million will

expire in 2013. 

RISK FACTORS, STRATEGIES AND OUTLOOK

The Company anticipates continued growth in beer volumes, however the rate of growth is expected to continue to moderate due

to slower industry growth in the value category and increased competitive activity from other brewers. 

Various permits, licenses and approvals necessary for the operation of the Company are required from agencies, including the LCBO

and Canada Revenue Agency-Excise. Management believes that the Company is currently in compliance with all license and permit

terms and conditions, and that the Company has the necessary approvals for current operations.

Quality controls in the manufacturing process are maintained to prevent defects or failures. Despite the vigorous quality control

procedures and testing done by the Company, there is the risk that the Company could be party to a product liability claim by its

customers. The Company maintains errors and omissions and product liability insurance to protect itself from such litigation, but

any such claim could have an adverse effect on the Company’s business. Currently, there are no such claims outstanding.

The Company’s revenues are generally seasonal and the second quarter, which covers the summer months, has historically been the

strongest quarter for the Company, representing approximately 34% of total revenues, followed by the third quarter (approximately

27% of total revenues) which covers late summer and fall. The first and fourth quarters usually see a reduction in revenues as

beer consumption is lower in the cooler winter months.

Value priced brands have shown sales trends that are not as seasonal in nature as premium brands. With the recent significant

growth of volumes of the Company’s value brands, management anticipates that the Company’s revenues should have less

seasonal fluctuations than in previous fiscal years.

The Company considers its main competitors to be other participants in the Canadian brewing industry, which include imported,

specialty and value priced beers brewed and represented by both small regional brewers and the national brewers. The market for

beer sales in Ontario is increasingly competitive and the Company believes it will continue to be competitive in the future, as the

Company anticipates that volumes in the Canadian beer industry will grow only moderately over the next few years due to slightly

more favourable demographic factors. Growth opportunities appear to be in the value priced and premium beer sectors. Existing

regional breweries and craft brewers are increasing their production capacities and marketing programs to take advantage of this

opportunity. National brewers are aggressively promoting and pricing their own specialty and value brands as well as premium

import brands. The Company must compete effectively with these competitors in its key focus areas of quality and innovation to

continue to grow volumes and profitability. In addition, the Company must continue to develop and invest in new innovative

product/packaging and strategic marketing programs to maintain and grow market share.

The Company will continue to focus on fiscal controls to maximize profitability in fiscal 2007 and beyond. The Company will

continue to review and, where feasible, reduce distribution costs and administrative and operating overheads to ensure both the

capabilities and costs of these functions meet the strategies of the Company. 
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The Company will utilize its improved access to capital to upgrade its manufacturing and distribution capabilities. The Company

has developed a manufacturing strategy which contains a series of actions to reduce costs and increase capacity over the course

of the next two fiscal years. The plan will seek to drive a significant improvement in EBITDA1 via variable operating cost reductions

at current volumes over the next year.

During the third quarter the Company moved into its new building in Kitchener under a long term lease agreement. The building 

is now being used to consolidate the Company’s existing warehousing. As at April 25, 2006, the packaging line is still being

commissioned. As built, and once fully commissioned, this line has the capability to bottle up to 650 bottles per minute and up 

to 400,000 hectolitres annually. It is anticipated that this facility will contribute significantly to reducing the Company’s variable

operating costs. During the start up of this new packaging line the Company’s existing packaging operations will not be affected

and will serve as a backup to the commissioning of the new line. Due to the magnitude of this project for the Company and the

uncertainties associated with its startup, both from a timing and performance standpoint, there is potential that the financial

performance of the Company in the first quarter of fiscal 2007 could be temporarily adversely affected due to higher than normal

manufacturing overheads and temporary costs associated with the commissioning.

During fiscal 2006, management finalized and began to implement a three year plan to grow the Company’s premium brand

portfolio. Management believes there are opportunities to pursue targeted investments in the Company’s current premium brands

and selected new branding opportunities and options to represent selected complementary imported brands. The Company will

also investigate low risk, potential high return geographical expansion opportunities outside of its core Ontario markets. 

In fiscal 2006 the Company entered into a partnership with High Falls and developed an improved selling program which drove the

renewed growth of High Falls’ Genesee brands in the LCBO channel. These selling efforts allow the Company a quality American

value brand in the overall beer portfolio and simultaneously bring critical mass to the selling efforts in the LCBO channel. The

Company continues to seek similar additional strategic partnerships to grow its business. 

Effective October 2005, the Government of Ontario increased the “social reference price” of beer to $26.40 per case of 24 bottles

including deposit. This is the minimum price at which brewers can sell beer to consumers. This increased floor price will provide

enhanced price and margin stability for the Company’s value priced products in the future. 

In Ontario, microbreweries such as the Company are entitled to reduced rates for production taxes. The financial impact to the

Company of these reduced production taxes is $2.5 million annually. A microbrewery is defined as a brewer having a trailing five

year average production volume of less than 150,000 hectolitres. Given current volume trends, the Company anticipates that fiscal

2007 will be the last year the Company will be entitled to the reduced tax rates for microbreweries. Management believes that the

current plans for the packaging line in the Kitchener facility will provide a permanent reduction in certain variable production costs

to seek to offset these increased production taxes when they take effect.

1 EBITDA is a non-GAAP earnings measure, therefore it does not have any standardized meaning prescribed by Canadian generally accepted accounting
principles and may not be similar to measures presented by other companies. EBITDA represents earning before interest, income taxes, depreciation and
amortization. Management uses this measurement to evaluate the operating results of the Company. This measure is also important to management
since it is used by the Company’s lenders to evaluate the ongoing cash generating capability of the Company and therefore the amounts those lenders
are willing to lend to the Company. 

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S
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SUMMARY OF QUARTERLY RESULTS

$(000’s) Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1

2006 2006 2006 2006 2005 2005 2005 2005

Net Revenue 6,392 8,643 8,232 6,951 5,265 6,950 6,468 3,982

Selling, general & administration 1,594 1,678 1,883 1,382 926 1,282 1,225 870

EBITDA (152) 1,375 1,659 1,045 436 1,406 1,152 451

Net Income\(Loss) 1,664 1,033 1,350 752 220 684 832 149

EPS (Basic) 0.09 0.05 0.07 0.04 0.01 0.04 0.05 0.01

EPS (Diluted) 0.09 0.04 0.06 0.03 0.01 0.04 0.05 0.01

SIGNIFICANT FOURTH QUARTER EVENTS

In the fourth quarter of fiscal 2005, the Company received a one time Ontario production tax reduction of $379 thousand that was

not available to the Company in fiscal 2006. In Ontario small brewers pay reduced rates for production taxes and the applicable

marginal rates increase as a brewer’s annual production reaches certain thresholds. Effective June 21, 2004, the Government of

Ontario increased production taxes and at the same time reset the production base for small brewers, resulting in a one-time

decreased marginal tax rate for the Company. No such production tax reset occurred in the current fiscal quarter.

In the fourth quarter of fiscal 2006, the Company reduced distribution fees paid to LCBO and TBS by 15% or $386 thousand over

the fourth quarter of fiscal 2005. Previously the Company’s products were shipped primarily to TBS warehouses and the Company

was charged a transfer fee for TBS retail store delivery. Due to a management initiated commitment to increase direct shipments 

to TBS retail stores, the Company has substantially reduced these TBS transfer fees.

During the fourth quarter of 2006, the Company consolidated and increased its customer service activities in order to streamline

and better execute delivery of its products directly to TBS and LCBO stores. This investment is expected to help improve the

availability of the field inventories for the Company’s products and reduce distribution fees in future quarters.

In the fourth quarter of 2006, a distributor billed the Company for the cost of bottles returned over the previous 15 months. The cost

incurred for the return of these bottles was in excess of management’s estimates and the Company recorded a one-time write-down

of its bottle inventory of $369 thousand. Management has revised its estimates going forward for the cost of bottle returns.

The Company’s performance in the fourth quarter was adversely affected by various transitional costs pertaining to the transition

of production to the new Kitchener packaging facility. These costs were primarily driven by increases in overheads prior to the

realization of targeted variable cost reductions. As a result of a management philosophy focused on a careful start-up with an

emphasis on continuity of supply, duplicate overheads of approximately $400 thousand were incurred in the quarter. They include

duplications in manufacturing overhead, utilities and project management costs that will be eliminated when the production

transition has been more fully implemented.

Selling and marketing activities increased $400 thousand as the Company provided additional advertising support for its Laker

brands and invested in its sales and customer service functions to provide better execution in the LCBO and TBS channels. 
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EBITDA was a loss of $152 thousand in the fourth quarter of fiscal 2006, compared to $358 thousand in the fourth quarter of

fiscal 2005. Adjusted normalized EBITDA would have been $217 thousand in the quarter except the Company incurred a one-time

write-down of bottle inventory. In the fourth quarter of fiscal 2005, adjusted normalized EBITDA would have been a loss of $21

thousand, except that the Company incurred a one time tax gain from reduced production taxes of $379 thousand. With these

adjustments, normalized EBITDA improved by $238 thousand in the quarter over the fourth quarter of fiscal 2005. Year to date

EBITDA increased 15% from $3.4 million last year to $3.9 million for the year ended January 31, 2006. 

EBITDA for the year was $3.9 million versus the previously communicated target of $5.0 million. The previous target did not

include any impact for the packaging line start-up costs on the short term EBITDA performance. EBITDA performance for the year

was adversely affected by the fourth quarter EBITDA, which, as described above, was affected by the transition costs of the new

Kitchener packaging facility, the bottle inventory write-down and increased advertising and sales costs. 

Given that the continued commissioning of the new packaging facility will continue into the first quarter of fiscal 2007, and that

additional start-up costs will be incurred, management expects earnings in the first quarter of fiscal 2007 to be lower than

earnings reported in the first quarter of fiscal 2006.

IMPACT OF NEW ACCOUNTING PRONOUNCEMENTS

The Company’s accounting policies are discussed in detail in note 1 to the Company’s fiscal 2006 audited financial statements.

The CICA has implemented a new financial instruments accounting framework encompassing five new CICA handbook sections

(Section 3855, Section 3865, Section 1530, Section 3861 and Section 3251). These new standards are effective for the first interim

and annual periods beginning on or after October 1, 2006. Early adoption is permitted only as of the beginning of a fiscal year on

or after December 31, 2004. An enterprise must concurrently adopt each of these new standards.

Section 3855 “Financial Instruments – Recognition and Measurement” establishes standards for recognizing and measuring financial

assets, financial liabilities and non-financial derivatives. The standard introduces a new definition of a derivative and requires all

derivatives to be reported on the balance sheet at fair value and re-measured at fair value at each reporting date. Changes in the

fair value of derivatives are reported in net income.

Section 3865 “Hedging Relationships” establishes standards for when and how hedge accounting may be applied. The standard

retains most of AcG-13 “Hedging Relationships” such as formal documentation, designation of specific hedging relationship

components, and assessing of hedge effectiveness.

Section 1530 “Comprehensive Income” establishes guidance for the reporting of comprehensive income. The standard introduces a

new financial statement, the Statement of Comprehensive Income, requiring presentation with equal prominence as the Balance

Sheet, Income Statement and Statement of Cash Flows. Comprehensive income is the change in equity of an enterprise during a

period from transactions and other events from non-owner sources.

Section 3861 “Financial Instruments – Disclosure and Presentation” establishes standards for presentation of financial instruments

and non-financial derivatives, and identifies the information that should be disclosed about them. This section replaces Section

3860 “Financial Instruments – Disclosure and Presentation”.

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S
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Section 3251 “Equity” establishes standards for the presentation of equity and changes in equity during the reporting period. This

standard replaces Section 3250 “Surplus”.

The Company has not yet assessed the impact of the above new accounting standards and intends to adopt the new standards in

the 2008 fiscal year. 

RELATED PARTY TRANSACTIONS

The Company’s related party transactions are discussed in note 14 to the Company’s fiscal 2006 audited financial statements. 

The Company rented warehouse space until September 2005 from a company controlled by Scott Uffelman, a member of the Board

of Directors. The rental charges were $189 thousand in fiscal 2006 and $227 thousand in fiscal 2005 and the space is used for

warehousing various inventories. All charges were at fair market value. 

During the year, an account receivable in the aggregate of $224 thousand for advances previously made to Jim Brickman, the

Executive Chairman, and a company controlled by Mr. Brickman, was paid.

During the year, charges for services amounting to approximately $50 thousand (Nil –fiscal 2005) were made to a company

controlled by Jim Brickman, the Executive Chairman. 

On February 1, 2005 the Company acquired a 50% interest in Direct Cellars Beverage Co. (“Direct Cellars”). Direct Cellars provides sales

agency services to the Company. The cost of services was $495 thousand and $234 thousand for the years ended January 31, 2006 and

2005, respectively. At January 31, 2006, Direct Cellars owed the Company $90 thousand (January 31, 2005-nil). This amount is included in

accounts receivable. During the year ended January 31, 2006, the Company recorded income of $38 thousand from this affiliate.

CRITICAL ACCOUNTING ESTIMATES

The Company amortizes returnable containers using accounting estimates. Returnable containers are recorded at cost net of

deposit liabilities and are amortized over their useful lives. To estimate the useful life, management takes into account return rates

and number of uses. The Company estimates useful lives using historical trends and internal studies. There is uncertainty in these

estimates in that actual experience may vary from these estimates. The Company is not aware of any facts that would cause it to

believe that the estimates used are materially incorrect.

In 2002 there was an accounting change for indefinite life intangible assets. As a result, the Company no longer amortizes these

assets. However, each year the Company assesses these assets for impairment in order to determine if a write-down is required.

The Company undertakes an impairment analysis test in the fourth quarter each year. This involves using discounted cash flows 

to value the assets. There is uncertainty in these estimates as the related cash flows are projected for future years based on

underlying assumptions such as volume growth, inflation factors and industry trends which may not materialize. Management 

uses its best estimates to forecast these amounts, but the actual amounts may vary from estimates. Should future cash flows

differ from management’s estimates, an impairment of these assets and a related write-down may result. The Company believes

that these estimates are materially correct. 
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In the 2006 fiscal year, the Company recorded an income tax asset. The Company has determined it has met the “more likely than

not test” required by the CICA Handbook section 3465 “Income Taxes” for these assets to be recorded. The Company changed its

estimate after it established a strong earnings history and other evidence to support a more likely than not conclusion that the

benefit of the tax losses will be realized in the future. This change in estimate of the future income tax asset valuation allowance

was reflected as a recovery of income taxes in the 2006 fiscal year.

The Company recognizes compensation expense when options with no cash settlement feature are granted to employees and 

directors under the option plan. Stock based compensation expense recognized during the year ended January 31, 2006 was 

$192 thousand (fiscal 2005-$160 thousand), based on the Black-Scholes option pricing model, with the following weighted average

assumptions: risk free interest rate of 4.0%, dividend yield of nil, expected volatility of 58.9% and expected hold period to 

exercise of 5 years. 

DISCLOSURE CONTROLS AND PROCEDURES

The Company’s management, with the participation of the Chief Executive Officer and Chief Financial Officer, is responsible for

establishing and maintaining disclosure controls and procedures as defined under Multilateral Instrument 52-109 for the Company.

Management has designed such disclosure controls and procedures, or caused them to be designed under their supervision, to

provide reasonable assurance that material information relating to the Company is made known to management by others within

the Company. Management has evaluated the effectiveness of the Company’s disclosure controls and procedures as at January 31,

2006 and has concluded that such procedures are effective.

FINANCIAL INSTRUMENTS

The Company does not enter into contractual agreements involving financial instruments to hedge underlying exposures to foreign

exchange, interest rates and commodity markets. 

An insignificant portion of the Company’s purchases are in U.S. dollars. The Company does not sell any of its products in U.S. funds.

The Company uses significant quantities of malt and hops. The Company uses fixed price contracts of less than one year to reduce

the price exposures on these commodities.

M A N A G E M E N T ’ S  D I S C U S S I O N  A N D  A N A LY S I S
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To the shareholders of Brick Brewing Co. Limited

We have audited the consolidated balance sheets of Brick Brewing Co. Limited as at January 31, 2006 and 2005 and the consoli-

dated statements of earnings and deficit and cash flows for the years then ended. These financial statements are the responsibility

of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we plan

and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit

includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also

includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall

financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the

Company as at January 31, 2006 and 2005 and the results of its operations and its cash flows for the years then ended in accor-

dance with Canadian generally accepted accounting principles.

Chartered Accountants

Waterloo, Canada

March 24, 2006
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January 31, 2006 and 2005 

2006 2005

Assets

Current assets:

Cash $ 506,874 $ 3,107,880

Accounts receivable 3,248,198 1,980,981

Inventories (note 2) 5,110,799 4,207,490

Prepaid expenses 434,102 163,495

9,299,973 9,459,846

Property, plant and equipment (note 3) 15,518,419 9,510,725

Deposits on equipment – 128,175

Long-term investment (note 4) 103,390 –

Trademarks and listings fees 5,253,526 5,108,794

Deferred costs (note 5) 373,871 183,096

Other assets (note 6) 272,500 –

Future income taxes (note 12) 2,103,865 –

$ 32,925,544 $ 24,390,636

Liabilities and Shareholders’ Equity

Current liabilities:

Accounts payable and accrued liabilities $ 5,410,546 $ 3,274,529

Current portion of long-term debt (note 8) 476,400 300,000

Current portion of obligations under capital leases (note 9) 100,462 30,599

5,987,408 3,605,128

Long-term debt (note 8) 2,988,700 2,550,000

Obligations under capital leases (note 9) 103,798 37,876

Shareholders’ equity:

Share capital (note 10) 27,717,122 27,060,076

Contributed surplus 413,700 222,070

Deficit (4,285,184) (9,084,514)

23,845,638 18,197,632

Commitments (note 11)

$ 32,925,544 $ 24,390,636

See accompanying notes to consolidated financial statements.

On behalf of the Board:

Director Director
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Years ended January 31, 2006 and 2005 

2006 2005

Revenue:

Gross Revenue $ 62,276,752 $ 42,129,255

Less: Production taxes and distribution fees (32,057,701) (19,464,121)

Net Revenue 30,219,051 22,665,134

Cost of goods sold 19,356,335 14,877,972

Write down of bottle inventory 369,072 –

Gross margin 10,493,644 7,787,162

Selling, marketing and administration 6,484,562 4,285,622

Earnings before the undernoted 4,009,082 3,501,540

Other income (expenses):

Bottle dispute (82,502) (88,420)

Interest on long-term debt (222,097) (173,886)

Other interest income 106,720 8,947

Amortization (1,153,291) (1,363,472)

Equity earnings on long-term investment 37,553 –

(1,313,617) (1,616,831)

Net earnings before provision for income taxes 2,695,465 1,884,709

Future income tax recovery (note 12) 2,103,865 –

Net earnings 4,799,330 1,884,709

Deficit, beginning of year (9,084,514) (10,969,223)

Deficit, end of year $ (4,285,184) $ (9,084,514)

Net earnings per share (note 16):

Basic $ 0.24 $ 0.12

Diluted 0.24 0.11

See accompanying notes to consolidated financial statements.



C O N S O L I D AT E D  S TAT E M E N T S  O F  C A S H  F L OW S

BRICK BREWING CO. LIMITED ANNUAL REPORT 2006 27

Years ended January 31, 2006 and 2005 

2006 2005

Cash provided by (used in):

Operations:

Net earnings $ 4,799,330 $ 1,884,709

Items not involving cash:

Amortization 1,153,291 1,363,472

Stock-based compensation 191,630 160,300

Equity earnings on long-term investment (37,553) –

Recovery of future income taxes (2,103,865) –

Change in non-cash operating working capital (498,020) (4,974,894)

3,504,813 (1,566,413)
Financing:

(Decrease) in-bank indebtedness – (807,232)

Repayment of long-term debt (384,900) (3,265,477)

Repayment of long-term sales tax payable – (648,195)

Financing costs (5,000) (185,346)

Issue of capital stock 657,046 7,505,077

Issuance of long-term debt 1,000,000 3,000,000

Proceeds from sale of bottle inventory 224,337 –

Repayment of obligations under capital leases (87,418) (6,540)

1,404,065 5,592,287
Investments:

Equipment deposits – (128,175)

Purchase of property, plant and equipment and listing fees (6,908,215) (789,819)

Pre-operating costs (235,832) –

Purchase of other assets (300,000) –

Purchase of long-term investment (65,837) –

(7,509,884) (917,994)

Increase/decrease in cash (2,601,006) 3,107,880

Cash, beginning of year 3,107,880 –

Cash, end of year $ 506,874 $ 3,107,880

Supplemental cash flow information:

Cash paid for interest $ 219,509 $ 206,726

Non-cash investing and financing activities:

Acquisition of equipment through capital leases 223,203 75,015

See accompanying notes to consolidated financial statements.
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Years ended January 31, 2006 and 2005

Brick Brewing Co. Limited (the “Company”) operates two breweries serving primarily the Ontario market. The Company’s primary

business is the brewing and marketing of bottled beer as well as draught beer in kegs. The Company’s products are marketed

through the facilities of The Beer Store, the Liquor Control Board of Ontario, and to licensed establishments.

1. Significant accounting policies:

(a) Revenue recognition:

The Company recognizes revenue when products are shipped and the customer takes ownership and assumes risk of loss,

collection of the relevant receivable is probable, persuasive evidence of an arrangement exists and the sales price is fixed

or determinable.

(b) Investments in marketable securities:

Interest-bearing financial assets intended to be held to maturity are carried at amortized cost. Interest is recognized on an

effective yield basis. These investments are written down to their estimated realizable value when this amount is less than

amortized cost, unless the Company has reason to believe it will be able to recover the carrying amount. Other short-term

investments are carried at the lower of cost or market value.

(c) Inventories:

Raw material, supplies, and promotional items are valued at the lower of cost, on a first-in, first-out basis, and replacement

cost. Work-in-process and finished goods are valued at the lower of average cost (including direct materials, labour and

overhead costs) and net realizable value. Returnable containers are recorded at cost net of amortization over their esti-

mated useful lives.

(d) Property, plant and equipment:

Property, plant and equipment are recorded at cost. Expenditures which significantly increase the life of an asset are capi-

talized, while expenditures for maintenance and repairs are expensed as incurred.

Amortization is provided using the following method and annual rates:

Asset Basis Rate

Buildings Straight-line 3% – 5%

Storage tanks Straight-line 3% – 6%

Equipment Straight-line 3% – 20%

Computer equipment Straight-line 30% – 50%

Vehicles Straight-line 30%

Assets under capital leases Straight-line 30% – 50%

(e) Long-term investments:

The investment in a significantly influenced company is accounted for using the equity method. Under the equity method,

the original cost of the shares is adjusted for the Company’s share of post acquisition earnings or losses less dividends.

The excess of the cost of the shares of the associated company over the net book values of its net assets on the date of

acquisition amounted to $140,000.
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(f ) Impairment of long-lived assets:

Long-lived assets, including property, plant and equipment are reviewed for impairment whenever events or changes in

circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held

and used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows

expected to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an

impairment charge is recognized by the amount by which the carrying amount of the asset exceeds the fair value of the

asset. Assets to be disposed of would be separately presented in the balance sheet and reported at the lower of the

carrying amount or fair value less costs to sell, and are no longer depreciated.

(g) Intangible assets:

Intangible assets, acquired either individually or with a group of other assets are initially recognized and measured at cost.

Costs incurred in the maintenance of the service potential of an intangible asset are expensed as incurred.

Management has determined that trademarks and listing fees are indefinite life intangible assets. As such, the assets are

not amortized and are tested for impairment annually, or more frequently, if events or changes in circumstances indicate

that the asset might be impaired. The impairment test compares the carrying amount of the intangible asset with its fair

value, and an impairment loss is recognized in income for the excess, if any. 

The Company performed the annual impairment test, as required under the CICA Handbook Section 3062, in the fourth

quarter of 2006 and concluded that there was no impairment on trademarks and listing fees. As a result, the second step

of the annual impairment test under Section 3062 was not required to be performed.

(h) Revenue recognition:

Revenue is recognized upon delivery of product to the customer. Included in Gross revenues include applicable federal and

provincial production, environmental and excise taxes, plus third party agency and distribution fees. 

Net revenue represents the Gross revenues, less applicable federal and provincial production, environmental and excise

taxes and less distribution service charges levied by applicable provincial liquor boards and government approved 

distribution agents.

(i) Deferred financing costs:

Deferred financing costs represent the cost of issuance of long-term debt. Amortization is provided on a straight-line basis

over the term of the debt.

(j) Deferred pre-production costs:

Deferred pre-production costs represent costs incurred in establishing new production lines which require time to reach

commercial production capability. Amortization is provided on a straight line basis at 20% per year. 

(k) Net earnings per share:

Basic net earnings per share have been calculated by dividing net earnings by the weighted average number of common

shares outstanding during the year. Diluted net earnings per share have been calculated similar to basic net earnings per

share except that the weighted average shares outstanding are increased to include additional shares from the assumed

exercise of warrants and stock options, if dilutive. The number of additional shares is calculated by assuming that outstanding

warrants and stock options were exercised and that the proceeds from such exercises were used to acquire common shares

at the average market price during the period.

(l) Stock-based compensation:

The Company accounts for all stock-based payments to employees and non-employees, using the fair value based method.

Consideration paid by employees on the exercise of stock options is recorded as share capital.

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L S TAT E M E N T S
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Under the fair value based method, stock-based payments to non-employees are measured at the fair value of the 

consideration received, or the fair value of the equity instruments issued, or liabilities incurred, whichever is more reliably

measurable. The cost of stock-based payments to non-employees that are fully vested and non-forfeitable at the grant date

are measured and recognized at that date.

Under the fair value based method, compensation cost attributable to awards to employees, is measured at fair value at

the grant date and recognized over the vesting period. For awards that vest at the end of the vesting period, compensation

cost is recognized on a straight-line basis; for awards that vest on a graded basis, compensation cost is recognized on a

pro-rata basis over the vesting period. 

(m) Measurement uncertainty:

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires

management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure

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

expenses during the year. Actual results could differ from those estimates.

The Company’s accounts which involve a greater degree of uncertainty include the carrying values of inventory, trademarks

and listing fees, deferred costs, other assets and future income tax assets.

2. Inventories:

2006 2005

Promotional items $ 124,680 $ 247,069

Returnable containers 2,465,047 1,901,972

Raw materials and supplies 1,344,766 946,991

Work-in-process and finished goods 1,176,306 1,111,458

$ 5,110,799 $ 4,207,490

3. Property, plant and equipment:

2006 2005

Accumulated Net book Net book 

Cost amortization value value 

Land $ 275,000 $ – $ 275,000 $ 275,000

Buildings 2,866,429 1,179,410 1,687,019 1,473,497

Storage tanks 1,074,030 588,000 486,030 515,349

Equipment 20,746,676 7,978,497 12,768,179 7,138,562

Computer equipment 676,915 552,842 124,073 44,872

Vehicles 188,815 188,815 – –

25,827,865 10,487,564 15,340,301 9,447,280

Property under capital leases:

Assets under capital leases 298,218 120,100 178,118 63,445

$ 26,126,083 $ 10,607,664 $ 15,518,419 $ 9,510,725

Amortization of plant and equipment totalled $1,107,166 (2005 – $889,648).
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4. Long-term investments:

On February 1, 2005, the Company acquired a 50% interest in Direct Cellars Beverage Co., a sales agency in the alcohol based

products industry, for cash consideration of $60,000. The Company is accounting for the investment using the equity method. 

5. Deferred costs:

2006 2005

Accumulated Net book Net book 

Cost amortization value value 

Financing costs $ 190,346 $ 20,874 $ 169,472 $ 183,496

Pre-production costs 235,832 – 235,832 –

Gain on disposal of assets (32,800) (1,367) (31,433) –

$ 393,378 $ 19,507 $ 373,871 $ 183,496

Deferred costs include deferred financing costs, net of amortization, of $169,472 (2005 – $183,096) which relate to costs associated

to financing from the Company’s current lender. Amortization of deferred financing costs totaled $18,264 (2005 – $183,440). 

Deferred pre-production costs represent costs associated with establishing a new production line until it attains commercial

production capability. The Company incurred costs of $235,832 (2005 – NIL). Amortization of deferred pre-production costs was

NIL (2005 – $282,825). 

Deferred gain on disposal of assets, net of amortization, of $31,433 (2005 – NIL) which relate to a gain on the sale of bottles

and financed with an operating lease. The gain will be amortized over four years the term of the current lease. Amortization of

the deferred gain on disposal of assets was $1,367 (2005 – NIL).

6. Other assets:

Other assets include $300,000 paid to a third party to offset the costs of upgrades to a waste treatment facility. In the agree-

ment the Company will receive reduced fees for the treatment of its waste water effluent for a period of ten years. Other assets

costs are being amortized over the term of the agreement. Amortization for the year was $27,500 (2005 – NIL).

7. Bank indebtedness:

The Company has a bank operating line of credit with interest at prime plus .25%. The operating line is secured by a general

security agreement over all assets other than real property and a collateral mortgage in the amount of $5,500,000 over 

real property.

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L S TAT E M E N T S
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8. Long-term debt:

2006 2005

Mortgage payable, bearing interest at the lender’s floating base rate plus 

2.75% (6.76% at January 31, 2006), with monthly interest payments for 

12 months of the year and six monthly principal payments of $50,000 

from May to October, maturing on October 15, 2013. $ 2,550,000 $ 2,850,000

Mortgage payable, bearing interest at the lender’s floating base rate plus 

2.75% (6.76% at January 31, 2006), with monthly interest and principal 

payments, maturing on July 15, 2010. $ 915,100 $ –

3,465,100 2,850,000

Current portion of long-term debt 476,400 300,000

$ 2,988,700 $ 2,550,000

The mortgages are secured by a general security agreement over all assets (subject to a secondary priority on accounts receivable

and inventory in favour of the company’s operating lender – see note 5), a collateral mortgage in the amount of $3,500,000 over

real property, a first position assignment of trademarks and a first position security interest in processing plant and equipment.

The aggregate maturities of long term debt obligations are summarized as follows:

2007 $ 476,400

2008 490,800

2009 507,000

2010 524,400

2011 416,500

Thereafter 1,050,000

$ 3,465,100

9. Obligations under capital leases:

The following is a schedule of the future minimum lease payments of the capital leases expiring on various dates, together with

the balance of the obligations:

2006 2005

2006 $ – $ 34,107

2007 112,865 28,993

2008 94,949 11,159

2009 13,965

221,779 74,259

Less amount representing interest ranging from 3% to 9% (17,519) (5,784)

Present value of net minimum lease payments 204,260 68,475

Less current portion of capital lease payments 100,462 30,599

$ 103,798 $ 37,876



N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L S TAT E M E N T S

BRICK BREWING CO. LIMITED ANNUAL REPORT 2006 33

10. Share capital:

(a) The Company has authorized an unlimited number of preferred shares. No preferred shares are issued. 

The Company has authorized an unlimited number of common shares. 

Common share transactions are summarized as follows:

Number of Number of Stated Number of Number of Stated

shares warrants value shares warrants value

2006 2006 2006 2005 2005 2005

$ $

Issued, beginning 

of year 19,261,412 1,840,000 27,060,076 12,445,130 – 19,558,215

Shares issued from 

private placements – – – 6,791,282 1,840,000 7,484,111

Shares issued from employee 

stock purchase plan 20,110 – 39,818 – – –

Shares issued upon exercise

of employee stock options 380,000 – 238,000 25,000 – 17,750

Shares issued upon exercise 

of compensation options 82,800 – 145,728 – – –

Shares issued under exercise 

of warrants 116,750 (116,750) 233,500 – – –

19,861,072 1,723,250 27,717,122 19,261,412 1,840,000 27,060,076

On November 4, 2004, the Company issued 6,791,282 shares from a private placement. Also issued as a result of this

private placement were 1,840,000 warrants entitling the holder thereof to purchase one common share at any time

prior to November 4, 2006 at an exercise price of $2.00 per warrant share. On January 31, 2006 there were 1,723,250

warrants outstanding.

(b) Stock option and share purchase plans:

The Company has issued stock options to certain directors, officers and key employees. The options may be exercised

during periods of up to five years following the date of issue, at a price equal to the weighted average closing market price

during the five days immediately preceding the date granted.

(i) A summary of the status of the Company’s employee plans as at January 31, 2006 and 2005 is presented below:

Weighted Weighted

average average

exercise price exercise price

Options 2006 Options 2005

Outstanding, beginning of year 994,000 $ 0.84 619,000 $ 0.64

Granted 145,000 2.28 400,000 1.15

Exercised (380,000) 0.63 (25,000) 0.71 

Outstanding, end of year 759,000 $ 1.22 994,000 $ 0.84

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L S TAT E M E N T S
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(ii) A summary of options outstanding under the plan is presented below:

Number Weighted Number

outstanding as of average exercisable at

Exercise January 31, remaining January 31,

price 2006 contractual life 2006

$ 0.44 50,000 .17 50,000

0.50 19,000 .32 19,000

0.73 145,000 2.58 145,000

0.84 300,000 3.25 300,000

2.07 100,000 3.83 100,000

2.28 145,000 4.25 145,000

0.44 to 2.35 759,000 3.11 759,000

There were 145,000 options granted on April 22, 2005 at a price of $2.28 per share. The fair value of each option granted

was estimated using the Black-Scholes fair value option pricing model with the following assumptions: risk free interest

rate of 4.0%, nil dividend yield, expected lives of five years and volatility of 58.9%. The fair value of these options when

granted was $1.23.

(c) Employee share purchase plan:

Employees are eligible to purchase an allotted number of common shares at a discount of 10% from the average closing

market price during the five days immediately preceding the date of January 15, 2006. During 2006, 20,110 shares were

issued under the plan.

(d) Compensation options:

In addition to the above options, as part of the private placement on November 4, 2004, 220,800 compensation options

were issued entitling the holder to purchase one common share at any time up to November 4, 2006 at an exercise price

of $1.76. During the year 82,800 compensation options were exercised leaving 138,000 outstanding at January 31, 2006. 

On September 12, 2005, 50,000 options were granted to the two principle shareholders of Direct Cellars Beverage Co. at a

price of $2.35 per share. The options vest after two years from date of grant. The fair value of each option granted was

estimated using the Black-Scholes fair value option pricing model with the following assumptions: risk free interest rate of

4.0%, nil dividend yield, expected lives of 5 years and volatility of 59.4%. The fair value of these options when granted

was $1.28.

11. Segment information:

Management has determined that the Company operates in a single industry segment which involves the production and sale

of beer and other alcohol based products. Over 90% of the Company’s operations, assets, sales revenue and employees are

in Canada.
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12. Income taxes:

Income tax expense differs from the amount that would be computed by applying the federal and provincial statutory tax rates

of 36.1% (2005 – 36.1%) to earnings before income taxes. The reasons for the differences and related tax effects are as follows:

2006 2005

Computed tax expense $ 973,063 $ 680,380

Manufacturing and processing deduction (53,879) (37,317)

Other non-deductible expenses 108,623 110,511

Adjustment to future taxes for enacted changes in tax rates – (29,887)

Change in valuation allowance (3,131,672) (723,687)

Income tax recovery $ (2,103,865) $ –

Tax effects of temporary differences that give rise to significant portions of the future tax assets and liabilities at January 31, 2006

and 2005 are presented below:

2006 2005

Future tax assets:

Differences between tax and accounting values of property, 

plant and equipment $ 579,819 $ 2,612,179

Differences between tax and accounting values of trademarks 

and listing fees 249,122 (144,504)

Differences between financing costs deducted for tax 

over accounting 139,800 200,282

Non-capital loss carry-forwards 1,563,674 437,039

Other 69,694 26,676

Total gross net future income tax assets 2,103,865 3,131,672

Less valuation allowance – (3,131,672)

Net future income tax asset $ 2,103,865 $ –

The Company has deductions for tax in excess of those available for accounting of approximately $ 6,200,000 which can be

applied against future taxable income. Of this amount, approximately $ 4,400,000 consists of non-capital loss carry-forwards for

which $1,300,000 will expire in 2010 if unused and $3,100,000 will expire in 2013.

13. Commitments:

The Company is committed under long term operating leases to rent equipment and premises at the following annual rates:

2007 $ 1,366,708

2008 1,227,914

2009 1,191,251

2010 1,140,613

2011 913,429

Thereafter 4,442,880

$ 10,282,795

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L S TAT E M E N T S
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14. Related party transactions:

All related party transactions are in the normal course of operations and are measured at the exchange amount, which is the

amount of consideration established and agreed to by both parties.

(a) During the year, rental charges amounting to approximately $188,810 (2005 – $226,600) were made to a company controlled

by a member of the Board of Directors. 

(b) In 2005 accounts receivable included an amount of $ 223,540 (2006 – NIL) due from the Executive Chairman and from a

related company controlled by him. This amount was repaid during the year.

(c) During the year, charges for services amounting to approximately $50,000 (2005 – NIL) were made to a company controlled

by a member of the Board of Directors.

(d) Direct Cellars Beverage Co. is a significantly influenced investee, provides sales services to the Company. The cost of these

services, aggregating to $495,532 were incurred by the Company. These transactions are in the normal course of opera-

tions. At January 31, 2006 Direct Cellars Beverage Co. owed the Company $90,000 (2005 – nil) via a shareholder loan with

no fixed repayment terms. 

15. Fair value of financial assets and financial liabilities:

All financial assets and financial liabilities are recorded at amounts which approximate their fair market value.

The maximum credit risk, being the risk of default on accounts receivable is $3,340,134 (2005 – $1,980,981) which represents

the current carrying value. The Beer Store and the Liquor Control Board of Ontario are the largest customers with accounts

receivable totalling approximately $1,889,187 (2005 – $1,473,783). 

16 Earnings per share:

The computations for basic and diluted earnings per share are as follows: 

2006 2005

Net Earnings $ 4,799,330 $ 1,884,709

Average number of shares outstanding

Basic 19,568,013 15,974,532

Effect of warrants and stock options 513,534 1,060,628

Diluted 20,081,547 17,035,160

Earnings per share:

Basic $ 0.24 $ 0.12

Diluted $ 0.24 $ 0.11

17. Comparative figures:

Certain 2005 comparative figures have been reclassified to conform with the financial statement presentation adopted for the

current year.
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