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UPFRONT
Bio-Extraction has announced that it will be building its first extraction facility in 
Saskatchewan, which will be operational in Q1/09. There is huge upside potential if 
management can successfully execute its game plan.

RECOMMENDATION
We are maintaining our 1-year Target Price of $0.75 per share, but have increased our 5-year 
Target Price from $2.50 to $3.00. The 5-year target is contingent on the Company successfully 
executing its facility build-out strategy as outlined in our assumptions to our forecast. The 
shares continue to be rated a Speculative Buy, suitable for risk-tolerant investors. 

PROFILE
Bio-Extraction Inc. is involved in the development and commercialization of the Company’s 
extraction technology, which it intends to use to extract various active ingredients (including 
oil and protein from oilseeds) from organic and inorganic materials, either for resale or on 
a toll-processing basis for industrial customers. 

HIGHLIGHTS
• Commenced building a 40,000 metric ton-per-year canola processing facility in 

Saskatoon, Saskatchewan.
• Raised over $13 million by way of private placement to fund the development of the 

new facility.
• Continued strong global demand for canola oil from the U.S., which imports 

approximately 60% of Canada’s canola oil.  Good supply of canola seed feedstock 
in Saskatchewan. 

• Patented technology, proven at smaller scales and now ramping towards commercial-
scale production. 

• Low-temperature extractions preserve value of proteins (and other sensitive plant 
compounds) to provide an incremental revenue opportunity to the Company - not 
generally available to companies employing conventional extraction technologies.

• Experienced management team. 
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 THE COMPANY

Bio-Extraction Inc. was founded in 2003, and is based in Toronto, Ontario. The Company has 
developed and patented extraction technology which enables low-cost, high-yield extractions of 
valuable active ingredients (canola oil, canola meal and protein concentrate) from organic biomasses 
and inorganic feedstock, as a service to industrial customers.

This patented technology will be of interest to the pharmaceutical, nutraceutical, food processing, 
alternative fuel and recycling industries. The technology is designed to provide lower extraction 
costs, higher-quality extracted materials and incremental revenue opportunities, as the extractions 
can substantially retain the value of inherent proteins and sensitive compounds. In addition, the 
technology completes the extraction process in an environmentally friendly manner. 

The Company has a wholly-owned subsidiary, MGA Holdings Inc., a Channel Islands corporation, 
which is the registered holder of certain of the patents used by the Company in its extraction 
process. 
 

OPERATIONS 

Introduction 

Bio-Extraction is involved in developing and commercializing extraction technology, which it intends 
to use initially to extract canola oil, animal feed and protein concentrate from canola seeds. 

Since 2003, the Company’s main activities have focused on research and development, specifi cally 
on its patented extraction technology and its unique and proprietary extraction process. The Company 
has invested over $4 million to date in these efforts.

Bio-Extraction’s patented technology has two major applications: (1) the extraction of organic 
materials from biomass such as plant, fi sh, and animal materials, and (2) the cleansing of industrial 
materials. The Company’s target markets include extraction in pharmaceutical, nutraceutical, fi xed 
oils (including bio-fuels) and industrial cleansing (e.g., specialty steels, plastics and glass).

The Company is building an oil-extraction facility located in Saskatchewan, which will have the 
capacity to process 40 million kilograms (40,000 metric tons) of canola oilseeds per year. At full 
capacity, the facility will be able to produce the following annually: 

• 17.5 million litres of crude degummed canola oil ( for further refi nement into edible oil or 
biodiesel);

• 13 million kg of animal feed; and
• 11 million kg of protein concentrate, at a standard purity level of 65%. 

Other conventional extraction processes use higher heat during the extraction process, making it 
diffi cult to derive valuable proteins.  Bio-Extraction’s process extracts virtually all of the oil from 
the oilseeds at lower temperatures, and the process is expected to be a less expensive way to produce 
protein concentrate with higher yields.  

Legacy Technologies

There are two primary legacy technologies that exist for extracting naturally derived oils from 
oilseeds and pharmaceutical/nutraceutical ingredients from plants, and for industrial cleaning. 
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1. The fi rst technology is generically referred to as Organic Solvent Extraction (OSE). Utilized 
for both oil (food and industrial) and naturally derived pharmaceutical products extraction, 
this method relies on the use of environmentally dangerous, and in many cases, toxic solvents 
such as hexane or methanol. This is the oldest existing technology and, although it is relatively 
cost-effi cient at larger scales, it can be labour-intensive, damaging to the environment, and 
generally cause degradation of both the extracted materials and the residual spent biomass. 
Due to its undesirable operating aspects, certain countries are beginning to refuse to grant 
operating permits for new OSE facilities. 

2. The other technology that is used for both oil and naturally derived pharmaceutical extractions 
is called Supercritical Fluid Extraction (SFE), also known as Supercritical CO2. While 
environmentally friendly, SFE operates at extremely high pressures and temperatures, making 
it expensive in terms of both operating and capital cost. 

COMMENT: Supercritical CO2 extraction technology is not nearly as effective or effi cient as 
Bio-Extraction’s technology in extracting oils from plant matter or industrial materials.

Bio-Extraction believes that its technology combines the best elements of each of these extraction 
methods. The Company’s technology is protected by three patents, registered in the name of MGA, 
covering its proprietary use of certain solvents in the extraction process. The patents have been 
issued in the U.K, Canada and the U.S., cover all Patent Co-operation Treaty countries, and expire 
in 2020 and 2021.

Bio-Extraction’s patented technology offers many benefi ts compared with traditional extraction 
methods, including: 

• low capital cost and low operating cost;
• higher quality and greater purity of extracts;
• retains nutritional value of biomass (e.g., proteins and fat lipids); and
• environmentally friendly (low energy consumption and no carbon emissions).

The following table outlines some of the aspects of Bio-Extraction’s technology compared with 
those of SFE and OSE:

Table 1: Bio-Extraction Technology

Source: Company Reports

Supercritical Fluid Organic Solvent
Feature Bio-Extraction Extraction (SFE) Extraction (OSE)
Purity of Extracts High High Low
Operating Cost About 50% of SFE High High
Capital Cost About 50% of SFE High About 50% of SFE
Biomass Requirements Dry/Wet Dry Dry
Automation Full Full Labour Intensive
Environmental: Safe Safe Hazardous
   Solvents in Plant Non-flammable Non-volatile Volatile
   Air Emissions Non-toxic Non-toxic Potentially Toxic
   Solid Waste Clean Clean Hazardous
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Research and Development

Bio-Extraction has continued to focus on research and development in order to maintain and 
grow its competitive market position. The Company has developed a good relationship with the 
University of Prince Edward Island. As a result, Bio-Extraction is the sole corporate sponsor of the 
Food Technology Centre in Charlottetown, PEI, a $5 million state-of-the-art federal R&D facility.  
The Food Technology Centre is registered as an ISO 9001 facility that includes an instrumentation 
laboratory, microbiological and chemical laboratories and a product development laboratory. The 
centre is staffed by a team of scientists and technicians and is housed in a new 10,000-square-foot 
addition to an existing research centre located on the University of PEI campus in Charlottetown. At 
this facility, extensive lab testing and extraction analytics validate the effi cacy of the Bio-Extraction 
science, and all intellectual property developed remains the property of Bio-Extraction.  

The Company also operates an “intermediate-size” extraction facility in Charlottetown, exclusively 
to run advanced commercial-grade product trials and validate new process improvements. Once 
newly tested technologies and applications leave the lab, Bio-Extraction is able to run extraction 
cycles in small commercial quantities at this facility, to allow customers to take product on a scale 
suitable for introduction to their own manufacturing/processing environment. The Company conducts 
all of its own research and development programs, but outsources analytical testing to independent 
labs for the validation of its test results.

Table 2: Potential Uses and Markets for Products 

Source: Company Reports

GROWTH DRIVERS 

The Company’s growth strategy involves the following: 

• Build, own, and operate extraction facilities.  The fi rst facility is being built in Saskatoon, 
Saskatchewan and is expected to be completed by January 2009.  

• Each facility will be between 40 and 80 million tons in capacity and will be relatively smaller 
than other facilities in the market today. The facilities will be capable of processing multiple 
feed stocks.

• The Company’s facility should reduce cost, increase quality and revenue, and mitigate 
environmental liability. 

Product Uses Potential Customers

Oil - low in saturated fat Cooking oil, baked goods, processed foods P&G, Bunge, Cargill, Skretting, Ewos

Meal High-grade animal feed Shafer Commodities

Protein concentrates Aquafeed, swine meal, baby livestock Skretting, Ewos, Big Sky, Sunteera, Helm

Super concentrates Baked goods, processed foods

P&G, Kraft. Heinz, Schneiders, Danone, 
ADM, George Weston, ConAgra, Helm, 
DMV

Protein isolates

Nutritional supplements, power bars, 
energy drinks, vegetarian products 
(cheese), baby formula

GNC, Unilever, Nestle, Kellogs, Kerry 
Ingredients, Parmalat, PepsiQTG, Helm, 
DMV
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MILESTONES ACHIEVED IN 2008

• The Company completed an $11.0 million private placement in January 2008 to fund the 
Saskatoon plant. 

• In February 2008, Bio-Extraction hired Gordon Maclennan as Plant manager for the Saskatoon 
plant. Mr. Maclennan is a veteran of the Canadian canola processing industry, having spent 
over 15 years with Bunge Canada at its processing plant in Nipawin, Saskatchewan. 

• In February 2008, Bio-Extraction was named as a recipient of the 2008 Frost and Sullivan 
North American Technology Innovation Award in the fi eld of oilseed extraction. Frost and 
Sullivan’s Technology Innovation Award is bestowed, on an unsolicited basis, to companies 
or individuals that have carried out new research that is expected to bring signifi cant 
contributions to an industry in terms of adoption, change and competitive posture. 

• Bio-Extraction entered into a long-term supply agreement in May 2008 with Viterra to 
supply canola seed to the Saskatoon extraction facility.  Viterra is Canada’s largest handler 
of grains and oilseed, with over 40% market share and about 100 elevators. One of those 
elevators is located about eight kilometres from the Saskatoon facility.  

• In May 2008, the Company closed the purchase of approximately 4.5 acres of greenfi eld land 
in the North Corman Industrial Park on the northern boundary of Saskatoon. The Company 
subsequently received approval of a Development Permit application from the Regional 
Municipality of North Corman. 

• Bio-Extraction awarded a fi xed-price building construction contract to Miners Construction 
Company Ltd.(MCCL), based in Saskatoon. Incorporated in 1911, MCCL is one of the oldest 
construction fi rms in Saskatchewan. MCCL has experience in constructing light-to-medium 
commercial and industrial facilities, similar to Bio-Extraction’s proposed facility.

• In May 2008, the Company fi led a U.S. patent application on its processes for the production 
of specialty canola protein products, ranging from 60% (concentrates) to more than 90% 
(isolates) protein by weight. The development work behind the patents was completed jointly 
between the Company’s R&D facility in Charlottetown and POS Pilot Plant Corp, a contract 
R&D facility in Saskatoon.. 

• Bio-Extraction completed a $3.5 million private placement, which closed on June 28, 
2008.

• The Company announced that it had completed a purchase and sale agreement with Shafer 
Commodities Inc., based in Vancouver, B.C., to purchase and distribute all of the meal to 
be produced at the canola processing facility under construction in Saskatoon. The price is 
expected to be at a premium to standard canola meal prices. 
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INDUSTRY OUTLOOK 

There is a slow but determined shift occurring from a petroleum-based world to a plant-based 
world, primarily in the West.  Western society and industry are dependent on fossil reserves of 
coal and hydrocarbons for raw materials and energy. The global petrochemical industry relies on 
output from oil refi neries for the manufacture of products (e.g., fuels, plastics, textiles, paints and 
chemicals).  It is recognized that the imported oil utilized by both the European Union and North 
America creates huge external dependence on the relatively few exporting countries and contributes 
substantially to a trade imbalance.

Fossil reserves are fi nite, with near-exhaustion of economically viable petroleum supplies predicted 
within 50 years. There is a growing global consensus that petroleum will become far more diffi cult 
to obtain, as the world population grows and standards of living improve in developing countries. In 
addition, many petroleum-rich countries are politically unstable, making supply stability and price 
problematic. Fossil fuel demand will further increase, costs will rise, and the ready availability and 
persistent low price of petrochemical resources will cease. 

Renewable plant resources are one way to supplement hydrocarbon resources and meet increasing 
worldwide needs for consumer goods. Signifi cantly, mankind prospered mainly under a plant-based 
economy for tens of thousands of years, and only became dependent on petroleum reserves within the 
past century. The evolution to a renewable plant-based economy is desirable for its positive impact 
on the environment and to provide a sustainable basis for production.  For example, petroleum-
derived plastics make up a signifi cant volume of landfi lls that are reaching their capacity, and they 
are clearly recognized as a signifi cant detriment to our marine environment. Scientists around the 
world recognize that the consumption of fossil fuels contributes to the increase of greenhouse 
gasses in the atmosphere.

Products that have historically been derived from petroleum are increasingly being derived from 
plants.  Each such application will require an extraction process, creating tremendous future 
opportunities for Bio-Extraction. 

There is strong momentum, through government incentives in particular, to develop the biofuel 
(ethanol) and biodiesel sectors.  Demand is increasing rapidly, driven by a broad range of pervasive 
economic and environmental forces. However, because arable land is generally fully planted, society 
and industry is being forced to choose: crops for food or crops for fuel.  This dilemma has driven 
up crop prices, which have begun to drive up prices of food and fuel. The Company’s patented 
low-temperature technology addresses exactly this issue.  

COMMENT: Bio-Extraction’s technology can extract canola oil from oilseed crops (such as canola 
and soybeans) while optimally retaining the nutritive value of the inherent proteins. This allows the 
same crop to be used for fuel and nutrition, thus enabling a fundamental change in the economics 
of an important global issue.

COMPETITION 

Bio-Extraction will be competing with major global players (mostly private companies), which will 
be opening or expanding existing canola crushing facilities in the Canadian market.   Most these 
facilities are located in Saskatchewan. Bio-Extraction’s business strategy is to build and operate 
smaller, easier-to-manage facilities, initially in the 40,000-80,000-ton capacity range. After Bio-
Extraction gains some experience with these types of facilities over the next fi ve years, the Company 
expects to progress to building larger facilities in the 250,000-ton area. 
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The following four major global companies have announced new or expansion of existing canola 
crushing facilities:

Louis Dreyfus Corporation is part of the Louis Dreyfus Group, an organization of companies 
owned and controlled by Paris-based Louis Dreyfus S.A.S. The principal activities of the group, 
which was founded in 1851, consist of worldwide processing, trading and merchandising of a broad 
range of agricultural and energy commodities, manufacturing, telecommunications, real estate 
development and shipping. Active in the Canadian commodity market for over 60 years, Louis 
Dreyfus owns and operates a network of newly constructed elevators across western Canada. The 
company recently  announced a $90 million canola crushing investment in Yorkton, Saskatchewan. 
The 850,000-ton/year facility will be come operational by March 31, 2009. On July 23, 2008, 
SaskPower announced the construction of a 138 kilovolt (kV) transmission line to the Louis Dreyfus 
canola crushing plant. 

James Richardson International Limited (JRI), a subsidiary of James Richardson & Sons, 
Limited, is the largest privately-owned Canadian agribusiness. It handles all major grains, oilseeds 
and special crops, and sells crop inputs and related services through farm service centres throughout 
Canada. JRI, which has 1,100 employees, is also actively involved in food processing through its 
subsidiary Canbra Foods Ltd. It has a strong history of growth and profi table operations.  James 
Richardson & Sons, Limited, established in 1857, is a privately-owned Canadian corporation. 
Headquartered in Winnipeg, the fi rm is involved in the international grain trade, real estate, energy, 
fi nancial services and investments.

On May 31, 2008, JRI announced that it will begin construction of new plant in Yorkton, 
Saskatchewan. The plant was fi rst proposed in September 2006, but was delayed because of 
construction costs in western Canada. The facility, whose opening is targeted for 2010, will be capable 
of processing 840,000 tonnes of canola per year. Interestingly, JRI estimates that it controls about 
10.5% of Canadian canola oil production. The Yorkton plant will likely increase that percentage to 
20%, assuming that rival projects proceed as announced.  

Cargill Limited is one of Canada’s largest agricultural merchandisers and processors, with interests 
in meat, eggs, malt and oilseed processing, livestock feed, salt manufacturing, as well as crop input 
products, grain handling and merchandising. The company employs approximately 6,000 across 
Canada, and has sales of $3.5 billion assets of and $1.2 billion. Cargill Limited is a subsidiary of 
Cargill, Incorporated, an international marketer, processor and distributor of agricultural, food, 
fi nancial and industrial products and services, with 98,000 employees in 61 countries. Headquartered 
in Minneapolis, Cargill provides distinctive customer solutions in supply chain management, food 
applications, and health and nutrition. Cargill recently announced that it plans to build a second 
canola processing plant adjacent to its existing operation in Clavet, Saskatchewan. The new plant 
is scheduled to start production in November 2008.  The investment will double oilseed processing 
capacity to 1.5 million tons annually

Bunge Limited is a leading public global agribusiness and food company, founded in 1818 and 
headquartered in White Plains, New York. Bunge, with over 22,000 employees in over 30 countries, 
improves the global agribusiness and food production chain. The company (i) supplies fertilizer 
to farmers in South America; (ii) originates, transports and processes oilseeds, grains and other 
agricultural commodities worldwide; (iii) produces food products for commercial customers and 
consumers; and (iv) supplies raw materials and services to the biofuels industry. In January 2006, 
Bunge announced that it was expanding its oilseed crusher and oil refi nery in Nipawin, Saskatchewan. 
The construction of the plant was completed in November 2007; the facility has signifi cantly 
increased the crush capacity (currently 365,000 tons/annually) and doubled its refi ning capacity.
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COMMENT: The above-noted companies will add about 2 million tons per year of new and 
expanded capacity over the next two years. According to Statistics Canada’s bulletin The Daily, 
farmers  expect to produce 10.4 million tonnes of canola in 2008, based on area seeded and 
anticipated yield. This would exceed the previous record production of 9.5 million tones, achieved  
in 2007. The Daly notes that the increase in production is the result of an anticipated above-average 
yield of 29.3 bushels per acre and an expected strong (increased) harvest area of 15.6 million acres. 
Among the factors thought to be driving the increase in canola planting are (i) demand for biodiesel, 
(ii) higher prices at planting time, and (iii) increased crushing capacity.

FINANCIAL REVIEW AND OUTLOOK

Revenue/Income: Bio-Extraction is an early-stage development company and does not currently 
generate any revenues, cash fl ow or earnings. The Company will continue to report net losses until 
it commissions its fi rst extraction plant.  

Cash: Bio-Extraction had a cash balance of $11,481,350 as of June 30, 2008.  A private placement, 
which closed on June 25, 2008, raised $3.5 million as part of this sum.
   
Debt: The Atlantic Canada Opportunities Agency advanced $500,000 to the Company as a 
provisionally repayable contribution. The contribution is repayable provided that “project success”, 
as defi ned in the contribution agreement, is achieved. The defi nition of “project success” includes 
any action which indicates the Company is proceeding to establish a full-scale extraction facility. 
Management has entered into an agreement for the construction of an extraction facility in May 
2008. Payments will commence six months after project success has, in the opinion of the agency, 
been achieved. When this occurs, 71 consecutive monthly installments of $6,945, followed by one 
fi nal installment of $6,905, will be due. In addition, the Company has an available overdraft facility 
in the amount of $100,000 that is unused. The security on this facility includes a pledge from the 
President of the Company. The amount outstanding as at June 30, 2008 was $300,000. 

Burn Rate: Bio-Extraction incurred non-discretionary expenditures - i.e., selling, general and 
administrative expenses - of $1,642,530 for the six-month period ended June 30, 2008, which 
translates into a burn rate of $274,000 per month. We are forecasting a burn rate of approximately 
$208,000 a month for the 2008 fi scal year.  
 
Capital Expenditures: Bio-Extraction is expected to spend approximately $10,000,000 on capital 
expenditures in 2008 and a further $10,000,000 in 2009. 

Capital Structure: The Company currently has 109.6 million common shares outstanding. At 
recent share prices, the Company’s market capitalization is approximately $44 million. As at July 
31, 2008, 13,682,505 common shares remain in escrow until 2010. 
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Warrants and Options: The Company has the following options and warrants outstanding: 

Table 3: Warrants and Options

Source: Company and eResearch

1. Warrants

Exercise Expiry Potential
Number Price Date Comment Equity
1,490,218 $0.58 31-Aug-08 Out-of-the-Money $864,326

78,090 $0.38 31-Aug-08 In-the-Money $29,674
1,125,259 $0.30 31-Aug-08 In-the-Money $337,578

473,625 $0.25 1-Sep-08 In-the-Money $118,406
3,495,928 $0.25 29-Jul-09 In-the-Money $873,982

700,000 $0.40 25-Dec-09 In-the-Money $280,000
22,139,500 $0.40 29-Jan-10 In-the-Money $8,855,800
28,985,292 $11,359,767

2. Options

Exercise Expiry Potential
Number Price Date Comment Equity

680,900 $0.10 31-Dec-08 In-the-Money $68,090
65,075 $0.19 31-Dec-08 In-the-Money $12,364
50,000 $0.30 11-May-09 In-the-Money $15,000

200,000 $0.28 13-Aug-09 In-the-Money $56,000
75,000 $0.30 14-Sep-09 In-the-Money $22,500
25,000 $0.30 26-Sep-09 In-the-Money $7,500

336,000 $0.25 19-Jul-11 In-the-Money $84,000
1,772,038 $0.25 15-Dec-11 In-the-Money $443,010
1,498,592 $0.30 11-May-12 In-the-Money $449,578

300,000 $0.25 7-Feb-13 In-the-Money $75,000
3,575,000 $0.30 19-Feb-13 In-the-Money $1,072,500

300,000 $0.40 25-Apr-13 In-the-Money $120,000
100,000 $0.40 19-Jun-13 In-the-Money $40,000

8,761,605 $2,336,541

COMMENT: The entries in italics expire within our 12-month forecast period, and are either “in-
the-money” or have exercise prices that are less than our projected Target Price. Collectively, this 
will increase the number of shares outstanding by 6,168,877 and add $1,511,094 to shareholders’ 
equity. We use these additional shares in our calculation of the Company’s intrinsic value. 

Financial Statements and Forecast: The table set out below shows abridged fi nancial statements 
of income/(loss); cash fl ow; and the balance sheet and forecasts for 2008 and 2009.  The forecasts 
for 2010 to 2015 are shown in the valuation section of the report. 
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Table 4: Selected Financial Information

Source: Company and eResearch

12 months ending
Three Months Ending June 30: Dec-31

Statement of Income/(Loss): 2007 2008 2006 2007 2008e 2009e
Revenues -                     -                      -                   -                   -                     9,739,000      
Cost of Sales (6,720,000)     
Gross Profit 3,019,000      
Gross Margin 31.0%
Operating expenses:  
Operating Costs (522,949)        (656,411)        (649,608)      (708,536)      (1,500,000)     (1,150,000)     
Net Research & Development (35,527)          (321,154)        307,805       (513,111)      (500,000)        (300,000)        
Stock-Based Compensation (249,820)        (664,965)        (555,519)      (402,926)      (500,000)        (250,000)        
Operating Profit (EBITDA) (808,296)        (1,642,530)     (897,322)      (1,624,573)   (2,500,000)     1,319,000      
Interest & Other Income 9,503             141,835         4,128           35,801         200,000         120,000         
Amortization (58,091)          (42,871)          (132,919)      (123,262)      (90,000)          (100,000)        
Interest Expense -                     -                     -                   -                    (291,000)        
Net Income/(Loss) (before taxes) (856,884)        (1,543,566)     (1,026,113)   (1,712,034)   (2,390,000)     1,048,000      
Minority Interest 5,351             (3,387)            -                   2,006           (5,000)            (4,000)            
Income Taxes -                     -                     -                   -                   -                     -                     
Net Income (Loss) (851,533)        (1,546,953)     (1,026,113)   (1,710,028)   (2,395,000)     1,044,000      

Shares Outstanding 53,861,626    109,254,019  17,926,523  54,248,360  113,083,186 126,929,114
Average Shares (fully diluted) 39,327,146    86,116,016    43,275,885  50,952,288  105,985,267 120,006,150
Earnings (Loss) Per Share ($0.02) ($0.02) ($0.02) ($0.03) ($0.02) $0.01

  
Statement of Cash Flow:
Net Loss (851,533)        (1,546,953)     (1,026,113)   (1,710,028)   (2,395,000)     1,044,000      
All Non-Cash Items 308,698         711,223         648,170       530,320       500,000         400,000         
Cash Flow from Operations (542,835)        (835,730)        (377,943)      (1,179,708)   (1,895,000)     1,444,000      
Capital Expenditures (Properties) (102,639)        (895,144)        (109,086)      (89,318)        (10,000,000)   (10,000,000)   
Other Investing Items -                     (269,558)        189,027       (86,267)        (50,000)          (75,000)          
Free Cash Flow (645,474)        (2,000,432)     (298,002)      (1,355,293)   (11,945,000)   (8,631,000)     
Working Capital Changes 173,657         (140,855)        (481,100)      (192,936)      (300,000)        (300,000)        
Debt Financing 15,447           (4,926)            (100,000)      1,572,509    1,500,000      -                     
Equity Financing 1,456,741      13,417,285    865,500       68,534         13,500,000    5,974,982      
Dividends -                     -                     (6,000)          -                   -                     -                     
Change in Cash 1,000,371      11,271,072    (19,602)        92,814         2,755,000      (2,956,018)     

      
Cash, Beginning of the Period 117,464         210,278         137,066       117,464       210,278         2,965,278      
Cash, End of the Period 1,117,835      11,481,350    117,464       210,278       2,965,278      9,260             

 
For the period ended For the period ended

30-Jun 30-Jun Dec-31
Balance Sheet: 2007 2008 2006 2007 2008e 2009e
Cash 1,117,835      11,481,350    117,464       210,278       2,965,278      9,260             
Accounts Receivable 39,263           41,531           112,881       46,336         50,000           25,000           
Other Current Assets 436,193         919,983         605,051       644,833       600,000         600,000         
Current Assets 1,593,291      12,442,864    835,396       901,447       3,615,278      634,260         
Capital Assets 364,655         1,508,365      319,353       243,404       10,243,404    20,243,404    
Intangible Assets 216,532         255,858         217,286       242,346       300,000         300,000         
Other Assets 151,531         369,205         151,531       173,033       160,000         160,000         
Total Assets 2,326,009      14,576,292    1,523,566    1,560,230    14,318,682    21,337,664    

Accounts Payable 218,171         616,728         288,990       146,395       250,000         250,000         
Other Current Assets -                     85,315           46,235         38,891         70,000           70,000           
Current Liabilities 218,171         702,043         335,225       185,286       320,000         320,000         
Long-Term Debt 500,000         300,305         500,000       322,223       1,822,223      1,822,223      
Other Liabilities 75,053           55,231           59,606         72,691         91,429           91,429           
Total Liabilities 793,224         1,057,579      894,831       580,200       2,233,652      2,233,652      
Minority Interest 121,829         128,561         -                   125,174       125,174         125,174         
Shareholders' Equity 1,410,956      13,390,152    630,735       854,856       11,959,856    18,978,838    
Total Liabilities & Equity 2,326,009      14,576,292    1,525,566    1,560,230    14,318,682    21,337,664    

Book Value (S.E.) Per Share $0.03 $0.12 $0.04 $0.02 $0.11 $0.15
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FORECAST ASSUMPTIONS

Gross revenues: We have assumed that the Company will complete the construction of fi ve facilities 
over the next fi ve years. 

We have assumed the fi rst facility will (i) be opened by the end of Q1/09, (ii) be located in 
Saskatchewan, and (iii) have capacity of 40 million tons. For our forecast, we have used 75% 
capacity for 2009 and 100% in subsequent years. We have assumed the cost of the facility will be 
$8 million. 

We have assumed the second facility will be (i) opened by Q1/10 and (ii) have capacity of 50 million 
tons. For our forecast, we have used 50% capacity in 2010 and 100% in subsequent years. We have 
assumed the cost of the facility will be $10 million, of which $5 million would be fi nanced with 
equity at $0.50 per share and the remainder with debt.

We have assumed the third facility will (i) be opened in Q1/11 and (ii) have capacity of 75 million 
tons. For our forecast, we have used 60% capacity in 2011 and 100% in subsequent years. We have 
assumed the cost of the facility will be $15 million, fi nanced with debt and cash fl ow.

We have assumed the fourth facility will (i) be opened in Q1/12 and (ii) have capacity of 75 million 
tons. In our forecast, we have used 70% capacity in 2012 and 100% in subsequent years. We have 
assumed the cost of the facility will be $15 million, fi nanced with debt and cash fl ow.

We have assumed the fi fth facility will be (i) opened in Q1/13 and (ii) have capacity of 75 million 
tons. In our forecast, we have used 70% capacity in 2013 and 100% in subsequent years. We have 
assumed the cost of the facility will be $15 million, fi nanced with debt and cash fl ow.
  
Gross Margin: We assumed the following gross margins:

2008  30%
2009  31%
2010  32%
2011  33%
2012  34%
2013  35%
2014  35%
2015  35%

Interest Costs:  We have assumed an interest rate of 6.25% for 2008, 6.50% for 2009 and 6.75% 
thereafter. 

Depreciation Rate: We have assumed a depreciation rate of 25% on a declining balance basis.

Tax Rate: We assumed a tax-loss carry-forward of approximately $2 million and tax rate of 
32%. 

RISKS TO THE FORECAST

Competition
Bio-Extraction competes with many other suppliers of extraction products and services. Many of 
its competitors have greater fi nancial, operational, and sales and marketing resources, as well as 
more experience in research and development than Bio-Extraction. These companies could, in 
the future, develop new technologies that would compete with Bio-Extraction’s products or even 
render its products obsolete. 



Bio-Extraction Inc. Update Report

13August 27, 2008

Capital Requirements
In the future, the Company will need to incur additional debt or issue equity in order to fund working 
capital, capital expenditures for the new facilities contemplated, and research and development 
requirements. If the Company is unable to obtain additional debt or equity fi nancing on acceptable 
terms, or if it is limited with respect to incurring additional debt or issuing equity, it may be unable 
to address gaps in its product offerings or improve its technology. There can be no assurance that 
the Company will be able to raise additional funds to fi nance its operations.

Intellectual Property
Bio-Extraction’s success depends to a signifi cant degree upon its ability to develop, maintain and 
protect proprietary products and technologies. The Company has fi led patent applications in the 
United States, Canada and Europe. Patents, however, provide only limited protection for Bio-
Extraction’s intellectual property. The Company cannot provide assurances that patents will be 
granted with respect to any of its pending patent applications. The Company’s current patents could 
be successfully challenged, invalidated or circumvented, which could result in patent rights failing 
to create an effective competitive barrier. 

Commercial-Scale Facility Risks
Bio-Extraction has never constructed or operated a commercial-scale extraction facility, only an 
intermediate-sized facility, roughly one-tenth the size of a commercial-scale facility - even then 
only for a limited period of time. The Company believes the risks associated with constructing and 
operating larger facilities are manageable and not material; however, there can be no assurance that 
the Company will be able to successfully construct and operate large-scale facilities for extended 
periods of time, with the performance levels and economics required to earn a profi t and to meet 
the needs of markets and customers. 

Product Expansion Risks
The Company has tested the effi cacy of its extraction technologies on a limited number of products, 
and only in laboratory and small-scale environments. While Bio-Extraction believes its technologies 
are commercially applicable to a broad range of markets, products and applications, its future 
growth is dependent on its ability to successfully address new extraction markets by applying its 
technologies to new products. 

Reliance on Third Parties
Bio-Extraction relies on third-party manufacturers to supply many of its raw materials and product 
components, in particular those components required for the construction and operation of its 
extraction facilities. Some of these components are only available from a single supplier or a 
limited group of suppliers. This could result in an inability to obtain an adequate supply of required 
components, delays and long lead times in receiving materials from vendors - as well as reduced 
control over quality and pricing of components.

VALUATION

Discounted Cash Flow

With an absence of revenues to date, we have undertaken a valuation of Bio-Extraction shares 
using a discounted cash fl ow (DCF) approach. Table 5 shows our DCF projections for a 10-year 
horizon out to 2015. Using our model to project revenues, earnings and free cash fl ow through 
2015, we performed a sensitivity analysis using a range of terminal values (5.0x, 6.5x, 8.0x) and 
discount rates (20%, 25%, 30%). Our current 12-month Target Price of $0.75 per share is based on 
a terminal value of 6.5x net earnings and a discount rate of 25%. We believe that a terminal value 
of 6.5x is conservative, based on the long-term growth rates of companies in the agri-food sector. 
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We have used a lower discount rate of 25%, which refl ects Bio-Extraction plans to begin generating 
revenues in 2009 from its fi rst oil extraction facility.

Table 5: Bio-Extraction Inc. DCF models to 2015 

Source: eResearch

       Bio-Extraction Inc. 
Discounted Cash Flow Analysis (through 2015)

Terminal Value Multiples
5.0x 6.5x 8.0x

Discount
Rates

Present Value of Free Cash Flows $42,129 $42,129 $42,129
Present Value of December 31, 2015 Terminal Value* 64,565 83,935 103,304
Present Value of Enterprise (Debt & Equity) 106,694 126,063 145,433
% Value in Terminal Value 60.5% 66.6% 71.0%

20.0%

Plus:  Current Cash Position 1,359 1,359 1,359
Equity Valuation as of August 27, 2008 108,053 127,423 146,792
Equity Valuation Per Share $0.90 $1.06 $1.22

Present Value of Free Cash Flows $29,464 $29,464 $29,464
Present Value of December 31, 2015 Terminal Value* 47,833 62,183 76,533
Present Value of Enterprise (Debt & Equity) 77,297 91,647 105,997
% Value in Terminal Value 61.9% 67.9% 72.2%

25.0%

Plus:  Current Cash Position 1,359 1,359 1,359
Equity Valuation as of August 27, 2008 78,656 93,006 107,356
Equity Valuation Per Share $0.66 $0.78 $0.89

Present Value of Free Cash Flows $19,946 $19,946 $19,946
Present Value of December 31, 2015 Terminal Value* 35,856 46,613 57,370
Present Value of Enterprise (Debt & Equity) 55,802 66,559 77,316
% Value in Terminal Value 64.3% 70.0% 74.2%

30.0%

Plus:  Current Cash Position 1,359 1,359 1,359
Equity Valuation as of August 27, 2008 57,162 67,919 78,676
Equity Valuation Per Share $0.48 $0.57 $0.66

(*) Terminal Value = 2015 Projected Net Income * Multiple

2006E 2007 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E
Total Revenue $0 $0 $0 $19,099 $70,029 $105,043 $139,851 $210,712 $238,230 $242,994

Cash From Operating Activities (1,108)    (1,180)    (1,895)    $3,796 $14,664 $22,136 $30,932 $49,330 $55,696 $56,068
Less: Capital Expenditures -             -             (10,000)  (10,000)  (15,000)  (15,000)    (15,000)    (750)         (750)         (750)         

 =  Free Cash Flow to Equity (1,108)    (1,180)    (11,895)  (6,204)    (336)       7,136        15,932      48,580      54,946      55,318       
Terminal Year Net Income 49,300 
Current Share Base (000s) 120,006

Period Calculation: Fractional Year Calendar
Today 27-Aug-08 Beginning Year Date 1-Jan-06
Terminal Date 31-Dec-15 Present Date 27-Aug-08
Days 2,682 Days 969
Year Fraction 7.35 Year Fraction -2.65
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Bio-Extraction Inc.
Forecast
Long-Range Valuation

2013

EBITDA $70,749
Per Share $0.46

Net Income $39,797
EPS $0.26

Avg. Shares 154,276,744     

P/EBITDA 7.5x
P/EBITDA 10.0x

Target Prices Based On
P/EBITDA $3.44
P/E $2.58
Average Target $3.01

Investment Conclusion

• We are optimistic that Bio-Extraction will be able to build and operate its fi rst facility in 
2009, based on the experienced management team that the Company has. 

• Our Discounted Cash Flow valuation provides an intrinsic value of $0.78 using a 25% 
discount rate. The discount is refl ective of the fact that the Company expects to generate 
revenues in 2009 and make a profi t the same year.

• We are maintaining our 1-year Target Price of $0.75 per share, which represents appreciable 
upside potential from the current share price of $0.40.

• Our maintained Recommendation is Speculative Buy, and Bio-Extraction is suitable only 
for risk-tolerant investors.

Long-Term Target

• We have used our Discount Cash Flow valuation to estimate a value of Bio-Extraction for 
2013. 

• We have used a P/E multiple of 10x and P/EBITDA multiple of 7.5x, which are at a substantial 
discount to the P/E multiple of 16.5x and P/EBITDA multiple of 14.4x of the large agri-
business companies. 

• We have arrived at a 5-year Target Price of $3.00 (up from our previous 5-year Target Price 
of $2.50).

• Our Target Price is contingent on the Company successfully executing its facility build-out 
strategy as outlined in our assumptions to the forecast. 

• We are assuming that the global demand for canola oil and meal will continue to be strong 
and that canola oil prices will remain stable or increase over the next fi ve years. 
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APPENDIX 1: MANAGEMENT

Christopher D. Carl, President 
Christopher Carl has 23 years’ experience in project fi nance, plant construction and mill management, 
with both a large Fortune 500 Company and a startup of which he was a co-founder. Both situations 
involved successfully commercializing laboratory-scale technology into multiple operating plants, 
with the startup progressing from concept to a 180-employee company that successfully raised 
US$250 million to construct and operate two facilities in North America.  Mr. Carl holds an Honours 
Bachelor of Commerce degree from Queen’s University (1984).

Chris Schnarr, Chief Financial Offi cer 
Chris Schnarr was a co-founder of Wireless Matrix Corporation, where he served as Treasurer, 
Chief Financial Offi cer, Executive Vice President, President, and a Director.  Mr. Schnarr oversaw 
the growth of this wireless technology developer and service provider to annual revenues of over 
$30 million, over 100 employees, and providing services on fi ve continents. He has a post-graduate 
degree in fi nance (MBA) from the University of British Columbia (1990), and a Bachelor of Business 
Administration degree and a minor in Economics from Wilfrid Laurier University (1989).

Laurence Parslow, Vice President Technology 
Laurence Parslow has almost 20 years of industry experience in the practical applications of active 
ingredient extraction, including work as an analytical chemist, operations manager of an extraction 
company, and designer and operator of new extraction methods.  Mr. Parslow has worked extensively 
with Organic Solvent Extraction.  He holds both a B.Sc. in Chemistry from the University of PEI 
and a B.Sc.Eng. in Chemical Engineering from the University of New Brunswick. 

Samah Garringer, Director of Sales and Marketing 
Samah Garringer has had a career of over 20 years, focused on business development, sales, 
administration and fi nance of retail companies, technology and manufacturing start-ups in Canada 
and Brazil. She has served as Director, Financial Operations with Consumers Distributing (Canada) 
and General Manager of Colormatrix (Brazil). Mrs. Garringer holds a B.A. in Economics from the 
American University of Cairo, with post-graduate studies in Business and Finance.  

Ilja Troitschanski, Vice President Business Development 
Ilja Troitschanski has extensive experience in international project development. He has served as 
Vice President of Global Sales for Optex Handels GmbH in Germany. Mr. Troitschanski has also 
been involved in fi nancing several start-up technology companies in the renewable energy and 
resource sectors. He holds a Bachelor of Business Administration degree.
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APPENDIX 2: CANOLA OIL PRICING

Table 6: Historical Canola Pricing and Economics 

Source: Cereals and Oilseeds Review -  Statistics Canada

Oil Meal Seed
Year ($ per tonne) ($ per tonne) ($ per tonne)
1988 469.16 179.16 303.35
1989 533.08 194.33 337.03
1990 537.35 155.75 303.72
1991 553.36 133.32 287.72
1992 534.96 127.53 274.85
1993 585.46 168.06 321.72
1994 750.42 178.70 392.10
1995 836.64 148.48 419.59
1996 770.61 205.19 432.33
1997 725.58 244.46 440.25
1998 819.22 178.58 419.99
1999 754.27 142.10 372.43
2000 568.84 156.27 287.82
2001 485.46 205.05 289.91
2002 633.10 222.80 356.96
2003 813.70 214.38 415.39
2004 811.17 240.76 390.57
2005 688.51 166.22 310.79
2006 638.03 156.81 277.10
2007 1045.00 175.00 425.00

Averages
20 year 678.70 179.65 352.93
15 year 728.40 186.86 370.13
10 year 725.73 185.80 354.60
5 year 799.28 190.63 363.77

April 2008 Canola Average Prices

Oil ($/tonne):    $1,409.80
Meal ($/tonne):   $273.41
Seed ($/tonne):   $632.12 

Source: Canola Council of Canada (www.canola-council.org)
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APPENDIX 3: HISTORY OF THE COMPANY

Bio-Extraction Inc. was incorporated and organized as a Capital Pool Company (formerly 
Lifesciences Capital Corp.) pursuant to Policy 2.4 of the TSX Venture Exchange Inc. The Company 
was incorporated on March 17, 2006. The Company completed an initial public offering.  On 
incorporation, 800,000 common shares were acquired by the directors and offi cers of the Company 
at a price of $0.125 per share. The Company completed an initial public offering of 7,600,000 
common shares at $0.25 per share for gross proceeds of $1,900,000 on July 14, 2006.  The common 
shares of the Company were listed for trading on the TSX Venture Exchange on September 1, 2006. 
On October 10, 2006, the Corporation signed a Letter of Intent to purchase all of the issued and 
outstanding securities of Bio-Extraction Ltd., as its Qualifying Transaction under Policy 2.4 of the 
Exchange. Bio-Extraction Ltd. was a private company incorporated in Prince Edward Island on 
January 10, 2003.

On May 9, 2007, the Qualifying Transaction was closed and the name of the Company was changed 
to Bio-Extraction Inc. The Company issued 45,404,626 common shares to acquire 17,443,190 
of the 17,926,523 outstanding common shares of Bio-Extraction Ltd. The common shares of the 
Company were posted for trading on the TSX Venture Exchange under the new symbol BXI on 
May 16, 2007.
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Strong Buy: Expected total return within the next 12 months is at least 40%. 

Buy: Expected total return within the next 12 months is between 10% and 40%.
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