
 
 

 

INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
 

COASTAL CONTACTS INC. 
UNAUDITED 
FOR THE THREE MONTHS ENDED JANUARY 31, 2011 
 
(Canadian Dollars) 



 
 

 

COASTAL CONTACTS INC. 
CONSOLIDATED BALANCE SHEETS 
($000’s)  
 
 
 
 January 31, October 31, 
 2011 2010  
 (Unaudited) 
ASSETS 
Current 
Cash and cash equivalents [note 3]  $ 11,722 $ 18,266 
Accounts receivable  8,990 8,866 
Inventory 21,362 17,536 
Prepaid expenses 4,470 3,109 
Income taxes recoverable 358 - 
Future income tax 806 97 
Due from related parties [note 10] 206 204 
  47,914 48,078 
 
Property, equipment and leasehold improvements   6,094 5,558 
Intangible assets  8,977 8,908 
Goodwill  7,898 7,715 
 $ 70,883 $ 70,259 

 
LIABILITIES  
Current 
Accounts payable and accrued liabilities $ 27,415 $ 27,005 
Income tax payable - 44 
Deferred gain on sale of equipment  90 88 
Capital lease obligation [note 5] 921 811 
Lease inducement 81 7 
  28,507 27,955 
 
Deferred gain on sale of equipment  270 285 
Long-term debt [note 4] 1,500 - 
Capital lease obligation [note 5] 3,139 2,508 
Long-term lease inducement 443 140 
Future income tax 3,416 3,359 
 37,275 34,247 

 
SHAREHOLDERS’ EQUITY 
Share capital [note 6] 

Authorized: 
Unlimited common shares without par value 
Unlimited Class A preferred shares without par value 

Issued and outstanding: 
55,094,971 common shares [2010 – 55,396,171] 39,009 39,176 

Contributed surplus [note 7] 2,851 2,663 
Accumulated other comprehensive loss [note 8] (3,392) (3,783) 
Deficit (4,860) (2,044) 
 33,608 36,012 
 $ 70,883 $ 70,259 

 
See accompanying notes to the unaudited interim consolidated financial statements 
Contingencies [note 9]  
Subsequent event [note 13]



 
 

 

COASTAL CONTACTS INC. 
CONSOLIDATED STATEMENTS OF  
EARNINGS AND COMPREHENSIVE LOSS 
 
(Unaudited)($000’s, except share and per share amounts) 
 
 
Three months ended January 31  2011     2010 
 
Sales $ 40,612  $ 35,908 
Cost of sales  29,106  25,597 
Gross profit  11,506  10,311 
  28.3%  28.7% 
 
Advertising  5,556  3,991 
Selling, general and administration [Note 13]  8,005  4,642 
Share-based compensation  224  220 
Amortization on property, equipment     
   and leasehold improvements  438  282 
Amortization on intangible assets  186  399 
Foreign exchange (gain) loss  157  (18) 
Interest expense, net  61  14 
Earnings (loss) before income taxes  (3,121)  781 
Income tax expense (recovery)  (692)  31 
Net earnings (loss)  (2,429)  750 
 
Unrealized foreign exchange gain (loss) on translation 
  of financial statements of self-sustaining foreign operations  391  (1,115) 
Comprehensive loss  $ (2,038)  $ (365) 

  
Basic earnings (loss) per share  $ (0.04)  $ 0.01 
Diluted earnings (loss) per share  $ (0.04)  $ 0.01 

 
Weighted average number of common shares outstanding 

 
Basic  55,417,298  56,901,719 
Diluted   55,417,298  58,502,318 

 
See accompanying notes to the unaudited interim consolidated financial statements  



 
 

 

COASTAL CONTACTS INC. 
CONSOLIDATED STATEMENTS OF DEFICIT 
(Unaudited) ($000’s) 
 
 
 
Three months ended January 31 2011 2010 
  

Deficit, beginning of period $   (2,044) $   (3,897) 

Net earnings (loss) (2,429) 750  

Premium on purchase of common shares for cancellation [Note 6] (387) - 

Deficit, end of period $   (4,860) $   (3,147) 

 
See accompanying notes to the unaudited interim consolidated financial statements 



 
 

 

COASTAL CONTACTS INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Unaudited) ($000’s) 
 
 
 
Three months ended January 31      2011  2010 
 
OPERATING ACTIVITIES 
Net earnings (loss)  $ (2,429)  $ 750 
Non-cash items affecting earnings (loss): 

Amortization  624  674 
Share-based compensation  224  220 
Future income taxes  (504)  (71) 
Change in lease inducement  377  - 

Changes in non-cash working capital: 
Accounts receivable  (3)  (1,038) 
Inventory  (3,629)  607 
Prepaid expenses  (1,258)  338 
Accounts payable and accrued liabilities  2,263  1,419 
Income tax payable  (435)  (346) 

Cash provided by (used in) operating activities  (4,770)  2,553 
 
INVESTING ACTIVITIES 
Advances to related parties  (3)  (4) 
Disposition of property and equipment [Note 5]  343  - 
Acquisition of property and equipment  (939)  (15) 
Acquisition of intangible assets  (77)  (29) 

Cash used in investing activities  (676)  (48) 
 
FINANCING ACTIVITIES 
Issuance of share capital on exercise of options  98  - 
Purchase of common shares for cancellation  (3,011)  - 
Increase in long-term debt  1,500  - 
Increase in capital lease obligation  603  - 
Repayment of lease obligation  (204)  - 
Cash used in financing activities  (1,014)  - 
 
Effect of exchange rate changes  
    on cash and equivalents  (84)  (310) 
 
Increase (decrease) in cash and equivalents  (6,544)  2,195 
Cash and equivalents, beginning of period  18,266  11,532 
Cash and equivalents, end of period  $ 11,722  $ 13,727 

 
Supplemental disclosure of cash flow information: 
 
Non-cash financing and investing activities: 
Assets acquired under capital lease $ 343 $ - 
 
Income tax paid in cash  $  275 $ 385 
Interest paid in cash  $  40 $ -  

 
See accompanying notes to the unaudited interim consolidated financial statements 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

1. NATURE OF OPERATIONS AND BASIS OF PRESENTATION 
 
Coastal Contacts Inc. (“Coastal”) is a global retailer of contact lenses, eyeglasses and related vision care products 
sold primarily through its internet sites. Coastal has customers in North America, Europe and the Asia Pacific 
region. 
 
These unaudited interim consolidated financial statements have been prepared by Coastal in accordance with 
Canadian generally accepted accounting principles (“GAAP”) for interim financial statements, and accordingly, do 
not include all disclosures required for annual financial statements. These unaudited interim consolidated financial 
statements, which include accounts of Coastal and its wholly owned subsidiaries, reflect the same accounting 
principles and methods of application as those disclosed in the notes to Coastal’s audited consolidated financial 
statements for the year ended October 31, 2010 and should be read in conjunction with these statements. All 
intercompany transactions and balances have been eliminated. 
 
The preparation of these unaudited interim consolidated financial statements and the accompanying notes 
requires management to make estimates and assumptions that affect the amounts reported. In the opinion of 
management, these unaudited interim consolidated financial statements reflect all adjustments necessary to state 
fairly the results for the periods presented. Actual results could vary from these estimates and the operating 
results for the interim periods presented are not necessarily indicative of the results expected for the full year. 
 
 
2. FUTURE ACCOUNTING POLICIES 

Consolidated Financial Statements 

In January 2009, the CICA issued Section 1601, Consolidated Financial Statements, and Section 1602, Non-
Controlling Interests. These Sections replace Section 1600, Consolidated Financial Statements.  Section 1601 
establishes standards for the preparation of consolidated financial statements.  Section 1602 establishes standards 
for the accounting of non-controlling interests in a subsidiary in the consolidated financial statements subsequent 
to a business combination.  These Sections will apply to Coastal’s financial statements beginning on November 1, 
2011.  Coastal is currently evaluating the implications of these new Sections on the consolidated financial 
statements. 
 
Business Combinations 

In January 2009, the CICA issued Section 1582, Business Combinations.  This Section replaces Section 1581, 
Business Combinations.  Section 1582 establishes standards for the recognition of business combination.  This 
Section will apply to Coastal’s financial statements beginning on November 1, 2011.  Coastal is currently evaluating 
the implications of this new Section on the consolidated financial statements. 
 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

2. FUTURE ACCOUNTING POLICIES (Continued) 
 
Transition to International Financial Reporting Standards 
 
In accordance with the Canadian Institute of Chartered Accountants Accounting Standards Board (AcSB), Canadian 
publicly accountable enterprises will be required to prepare financial statements in accordance with International 
Financial Reporting Standards (IFRS). This changeover to IFRS from Canadian GAAP will apply to Coastal’s financial 
statements for the year beginning on November 1, 2011. Coastal will undertake the appropriate measures to 
ensure compliance with these new standards by the prescribed adoption date. Coastal is currently assessing the 
implications of these standards on the consolidated financial statements. 
 
 
3. CASH AND CASH EQUIVALENTS 
 
Coastal has the Canadian Dollar equivalent of $1.3 Million of cash on hand which is restricted pursuant to a letter 
of guarantee issued by a financial institution in favor of the Norwegian Customs and Excise Service to secure the 
payment of duty and value added tax collected by Coastal. 
 
Coastal also has $0.4 million in term deposits that are restricted for the purposes of providing security over certain 
debt facilities. 
 
 
4. OPERATING LOAN FACILITIES 
 
Coastal has access to a secured operating line of credit, totaling $5.0 million with interest payable at the lender's 
prime rate. 
 
A subsidiary of Coastal has access to a secured operating loan facility, totaling 25,000,000 Swedish Krona (Canadian 
dollar equivalent of approximately $3.9 million) with interest payable at a rate of 1% above the Stockholm 
Interbank Offered Rate. 
 
These operating loan facilities are used from time to time for working capital purposes.  As at January 31, 2011, 
$1.5 million was outstanding on the operating line of credit. It is classified as long term debt, as the balance is due 
for repayment on March 31, 2012.  There are no monthly repayment requirements.   
 
 
5. CAPITAL LEASE OBLIGATION 
 
During the three-month period ended January 31, 2011, Coastal sold equipment totaling $0.3 million to the lessor 
and subsequently leased the assets back. The resulting lease is classified as a capital lease.  The interest rate on the 
lease facility is fixed at 5.43% and is repayable over 48 monthly payments. Lease payments for the next year 
amount to $0.08 million. There is a bargain purchase option to purchase the equipment under each lease for $1 
when the lease term expires.   
 
 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

5. CAPITAL LEASE OBLIGATION (Continued) 
 
During the three-month period ended January 31, 2011, Coastal also increased its lease obligation by $0.6 million 
to finance the prepayment of certain equipment on order.  The interest rate on the lease facility is fixed at 5.43% 
and is repayable over 48 monthly payments commencing on the day the equipment is received.  There is a bargain 
purchase option to purchase the equipment under each lease for $1 when the lease term expires. 
 
 
6. SHARE CAPITAL 
 
(a)  Issued and outstanding common shares 
 
Authorized share capital comprises an unlimited number of common shares without par value and an unlimited 
amount of Class A preferred shares without par value, of which none are issued.  Common shares issued and 
outstanding are as follows: 
 
 Three Months Ended  

January 31, 2011 
 Three Months Ended  

October 31, 2010 
 # $000’s # $000’s 
 
Balance, beginning of period 55,396,171 39,176 56,913,546 40,346 
Issued on exercise of options 96,500 134 14,500 15 
Purchased and cancelled (397,700) (301) (1,531,875) (1,185) 
Balance, end of period 55,094,971 39,009 55,396,171 39,176 
 
 
On October 29, 2010 Coastal purchased 1,475,000 common shares pursuant to a Normal Course Issuer Bid 
(“NCIB”) for $2.3 million.  The cash for this repurchase was paid out on November 1, 2010.   
 
On January 11, 2011 Coastal renewed its NCIB with the TSX for maximum eligible purchases of 3,348,391 of 
Coastal’s common stock. For the three month period ended January 31, 2011, 397,700 shares were repurchased 
and cancelled under this NCIB for an average price of $1.73 per share.  The excess premium of the purchase price 
over the average stated capital of the shares has been charged to deficit. 
 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

6. SHARE CAPITAL (Continued) 
 
(b)  Share purchase options 
 
Coastal’s shareholders adopted a stock option plan (the “Option Plan”) for its directors, officers, employees and 
service providers. The Option Plan provides that options to purchase common shares may be granted to eligible 
persons on terms determined within the limitations set out in the Option Plan. The maximum number of common 
shares to be reserved for issuance at any one time under the Option Plan and any other employee incentive plan is 
10% of the then issued and outstanding common shares. The exercise price for a share purchase option granted 
under the Option Plan may not be less than that permitted by applicable regulatory authorities. Options granted 
may be subject to vesting requirements. Non-assignable options will be granted for a period which may not exceed 
five years from the date of the grant and will expire within 90 days upon the participant ceasing to be a director, 
officer, employee, or service provider. The Option Plan is administered by Coastal’s Compensation and Corporate 
Governance Committee.  
 
The following table contains information with respect to Coastal share options: 
 # $ 

 
Options outstanding, October 31, 2010 4,748,000 0.80 – 1.49 
Granted 780,000 1.62 
Exercised (96,500) 0.80 – 1.11 
Options outstanding, January 31, 2011 5,431,500 0.80 – 1.62 

 
The following table summarizes information about Coastal share purchase options outstanding as at January 31, 
2011: 
 
 Share purchase options Outstanding  Share purchase options Exercisable 

Range of exercise 
price 

$ 

Number of 
common 

shares 
issuable 

Weighted 
average 

remaining 
contractual 
life (years) 

Weighted 
average 
exercise 

price 
$ 

 Number of 
common 

shares 
issuable 

Weighted average 
exercise price 

$ 

 
$0.80 - $0.99 1,822,000 2.23 0.86 1,580,332 0.86 
$1.00 - $1.14 1,444,500 1.88 1.09 1,044,834 1.08 
$1.15 - $1.62 2,165,000 4.56 1.50 236,000 1.45 
 5,431,500 3.07 1.17 2,861,166 1.01  

 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

6. SHARE CAPITAL (Continued) 
 
The fair value of the option grants are estimated on the date of the grant using the Black-Scholes option-pricing 
model with the following weighted average assumptions: 
 January 31, January 31, 
 2011 2010 
 
Dividend yield 0% 0% 
Expected volatility 51.8% 59.5% 
Risk free interest rate 2.4% 2.7% 
Expected lives 5.0 years 5.0 years 

 
(c) Employee Share Ownership Plan 
 
Coastal offers certain employees the opportunity to participate in an employee share ownership plan (ESOP) 
whereby Coastal matches dollar contributions made by employees. The contributions are limited to 8% of gross 
salary and a maximum of $7,500 per participant per year. The contributions are used to purchase voting shares of 
Coastal on the open market. Approximately two thirds of Coastal employees are eligible to participate in the ESOP. 
 
Coastal’s share of contributions made during the three month period ended January 31, 2011 totaled $99,872 and 
$60,670 was contributed during the three month period ended January 31, 2010. 
 
 
7. CONTRIBUTED SURPLUS 
   
  $000’s 

Balance - October 31, 2010  2,663 

Share-based compensation  224 
Options exercised   (36) 

Balance – January 31, 2011  2,851 

 
 
8. ACCUMULATED OTHER COMPREHENSIVE LOSS 
   
  $000’s 

Balance - October 31, 2010  (3,783) 

Unrealized foreign exchange losses on translation of financial 
  statements of self-sustaining foreign operations   391 

Balance - January 31, 2011  (3,392) 

 
 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

9. CONTINGENCIES 
 
Coastal is engaged in certain legal actions in the ordinary course of our business and believes that the ultimate 
outcome of these actions will not have a material adverse effect on on-going operating results, liquidity or financial 
position. This includes certain legal actions by former employees for which an amount has been accrued as at 
January 31, 2011 as outlined in Note 13. 
 
 
10. RELATED PARTY BALANCES AND TRANSACTIONS 
 January 31, October 31, 
 2011 2010 
 $000’s $000’s 

 
Promissory notes receivable 206 204 

 
As at January 31, 2011, there were four promissory notes outstanding, ranging in value from $0.01 million to $0.1 
million and totalling $0.16 million. Accumulated interest totals $0.05 million. These loans are payable on demand 
and bear interest at a rate of 5% per annum. The debtors are principally officers of Coastal and are personally 
liable for the amounts owed. Coastal did not have any loans outstanding to its Chief Executive Officer, its Chief 
Financial Officer or any of its directors at January 31, 2011. 
 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

11. SEGMENTED INFORMATION 
 
Coastal operates in one business segment, the sale of contact lenses, glasses and related vision care products. 
Coastal ships product from North America and Europe to customers in North America, Europe and the Asia Pacific 
region. 
 
Geographical information is based on the location of the customers in which Coastal sells its products.  
Intercompany sales have been excluded.  Certain comparative figures have been adjusted to reflect this reporting. 
 
All figures below are presented in Canadian Dollars. 
      

 Canada Sweden Norway USA Other Total 
 $000’s $000’s $000’s $000’s $000’s $000’s 
 
Sales 
Three months ended January 31, 2011  10,136 7,669 4,568 5,990 12,249 40,612 
Three months ended January 31, 2010  7,219 6,769 4,647 5,638 11,635 35,908  
 
Property, equipment and  
   leasehold improvements 
As at January 31, 2011  4,386 1,708 - - - 6,094 
As at October 31, 2010  4,116 1,442 - - - 5,558 
 
Intangible assets 
As at January 31, 2011  891 3,193 - - 4,893 8,977  
As at October 31, 2010  913 3,150 - - 4,845 8,908 
  
Goodwill 
As at January 31, 2011  - 5,714 - - 2,184 7,898 
As at October 31, 2010  - 5,571 - - 2,144 7,715 

 
 

   Contact Lenses Glasses Total 
By Product Type    $000’s $000’s $000’s 
 
Three months ended January 31, 2011 
Sales     34,322 6,290 40,612 
Cost of sales     24,607 4,499 29,106 

Gross profit     9,715 1,791 11,506 

 
 
12. COMPARATIVE FIGURES 
 
Certain comparative figures have been reclassified to conform to the current period’s presentation. 
 
 
 
 



COASTAL CONTACTS INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 2011 
Unaudited  
 

 

13. SUBSEQUENT EVENT 
 
Subsequent to the end of the period ended January 31, 2011, the Company received the outcome of a labour 
related dispute settled through arbitration. The outcome of the arbitration resulted in an award for severance 
costs to a former employee of the Company.  Consequently the Company estimated and accrued for costs 
associated with this and other similar proceedings for which judgments have not yet been rendered in the first 
quarter 2011 financial statements. Included in selling, general and administrative costs is $1.8 million that has 
been accrued for these costs.  There were no such costs recorded in the same period in 2010 
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Management’s Discussion and Analysis of Financial Condition and Results of Operations for the 
three months ended January 31, 2011 

 
This “Management’s Discussion and Analysis of Financial Condition and Results of Operations” 
(MD&A) is dated as of March 10, 2011 and should be read in conjunction with Coastal Contacts Inc.’s 
(the “Company”, “our”, “we”, “us”, “Coastal” or “Coastal Contacts”) unaudited interim consolidated 
financial statements and notes thereto for the three months ended January 31, 2011.  We prepare 
our consolidated financial statements in accordance with Canadian generally accepted accounting 
principles (“GAAP”) and use Canadian dollars as our reporting currency.    
 
Forward-looking statements 

All statements made in this management’s discussion and analysis, other than statements of 
historical fact, are forward-looking statements. The words “may”, “would”, “could”, “will”, “intend”, 
“plan”, “anticipate”, “believe”, “estimate”, “expect”, “goal”, “target”, “should,” “likely,” “potential,” 
“continue,” “project,” “forecast,” “prospects,” and similar expressions typically are used to identify 
forward-looking statements.   Examples of such forward-looking statements within this document 
include statements relating to: our perception of the contact lens industry or market and anticipated 
trends in that market in any of the countries in which we do business; our anticipated ability to 
procure products, or the terms under which we may procure our products; our anticipated business 
operations, inventory levels, ability to handle specific order and call volumes, ability to fill and timely 
ship orders, ability to achieve greater marketing efficiency or similar statements; our ability to 
increase production capacity; our plans for capital expenditure plans; our relationships with 
suppliers, our anticipated results of operations, including but not limited to anticipated sales, 
revenues, earnings, tax benefits or similar matters; the effects of seasonality; sufficiency of cash 
flows; and our perceptions regarding volatility in and impact of foreign currency exchange rates. 

Forward-looking statements are based on the current expectations, beliefs, assumptions, estimates 
and forecasts about our business and the industry and markets in which we operate.   Forward-
looking statements are not guarantees of future performance and involve risks, uncertainties and 
assumptions which are difficult to predict. Assumptions underlying our expectations regarding 
forward-looking statements or information contained in this MD&A include, among others: that we 
will maintain our position in the markets we operate in and expand into other markets in a 
favourable manner; that we will have sufficient capital to continue making investments in 
advertising, inventory, equipment and personnel to support our business and new product lines, 
including our eyeglasses business; that we will be able to generate and maintain sufficient cash flows 
to support our operations; that we will be successful in complying with regulatory requirements in 
British Columbia, Canada, North America, Europe, Asia Pacific and other jurisdictions; that we will 
successfully defend any legal action brought against us; that we will be able to establish and/or 
maintain necessary relationships with suppliers; and that we will retain key personnel.  The foregoing 
list of assumptions is not exhaustive. 

Persons reading this MD&A are cautioned that forward-looking statements or information are only 
predictions, and that our actual future results or performance may be materially different due to a 
number of factors.  These factors include, but are not limited to: changes in the market; potential 
downturns in economic conditions; consumer credit risk; our ability to implement our business 
strategies; competition; limited suppliers; inventory risk; disruption in our distribution facilities; 
mergers and acquisitions; foreign currency exchange rate fluctuations; regulatory requirements; 
demand for products we sell; competition and dependence on the internet and other risks detailed in 
our filings with the Canadian and Swedish securities regulatory authorities. Reference should be 
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made to the section entitled “Risk Factors” contained in our most recently filed Annual Information 
Form dated January 28, 2011, which is available on SEDAR at www.sedar.com., for a detailed 
description of the risks and uncertainties relating to our business.  These risks, as well as others, 
could cause actual results and events to vary significantly.  Accordingly, readers should not place 
undue reliance on forward-looking statements and information, which are qualified in their entirety 
by this cautionary statement.  These forward-looking statements are made as of the date of this 
MD&A and we expressly disclaim any intent or obligation to update these forward-looking 
statements, unless we specifically state otherwise and except as required by applicable law. 
 
Overview 
  
Coastal Contacts is the world’s leading online retailer of contact lenses, eyeglasses, sunglasses and 
vision care accessories.  We serve our international customers from our distribution centres in North 
America and Europe.  Our value proposition delivers savings and convenience to our customers. 
 
We launched our business in the year 2000 retailing contact lenses online.  In 2004, we completed an 
initial public offering of shares in Canada.  From 2004 to 2008 we targeted a significant portion of our 
marketing investments in various international markets and acquired several businesses in Europe 
and Asia as part of our strategy to establish a globally diversified business platform.   
 
We have built a diversified international base of more than 2.9 million vision corrected customers 
and the largest market share of any online optical retailer in many key markets.  We have grown our 
business to approximately 1.7 million orders shipped and $158 million in sales in the twelve months 
ended January 31, 2011, by focusing on award winning customer service, delivering superior 
customer value, fast and reliable delivery, and building strong brands.   
 
During the first quarter of the 2011 fiscal year, we increased sales by 16% compared to the same 
period in 2010, excluding the effects of foreign currency exchange rate fluctuations. We shipped a 
total of 454,000 orders, a 31% increase over the same period last year. Approximately 30% of these 
orders were to new customers with the remaining amount representing reorders.  In certain markets 
we made strategic pricing decisions to acquire more vision corrected customers, particularly in our 
eyeglasses business, to counteract some of the impact of seasonality that we typically experience in 
the first quarter of our fiscal year. This contributed to our strategic goals of rapid expansion of the 
customer base and geographic reach of our eyeglasses business, and utilizing a higher percentage of 
our manufacturing capacity.  We combined these strategies with innovative promotional activities 
and were satisfied with the positive impact on our business as we shipped to 73,311 new eyeglasses 
customers.  
 
During the first quarter of the 2011 fiscal year, we continued to expand the eyeglasses business we 
launched in fiscal 2008 and have been pleased with the results.  Eyeglasses sales in the first quarter 
of 2011 totaled $6.3 million, a 65% increase over the same period last year.   We shipped a total of 
105,589 pairs of eyeglasses in the quarter and ended the quarter with approximately $1 million of 
eyeglasses orders which had not yet shipped.   
 
During the quarter we invested approximately $4 million in our growing eyeglasses business on 
related capital expenditures, eyeglasses advertising, warehouse personnel to support our customer 
acquisition promotions and related costs.  In addition, we increased the size and breadth of 
eyeglasses inventories and improved the functionality of our websites in response to the demand we 
are experiencing.  During the first quarter of 2011 we hired 50 new employees in our warehouse and 
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customer service facilities and we now stock over 1,200 eyeglasses frame styles.  We expect to 
continue to invest in inventory, capital equipment and personnel to address the direct-to-consumer 
eyeglasses segment in future periods.   
 
Results of Operations – for the three months ended January 31, 2011 compared to the three 
months ended January 31, 2010 
 

 Three months ended January 31, 

 ($000’s) 2011 2010 
    

Sales $40,612   $35,908 
    

Gross profit 11,506 10,311 
    

Income (loss) before taxes (3,121) 781 
    

Net income (loss) (2,429) 750 
    

Adjusted  EBITDA1 $   280 $ 1,678 
 
Sales increased by $4.7 million or 13.1% to $40.6 million (454,337 orders shipped) in the three 
months ended January 31, 2011 compared to $35.9 million (347,051 orders shipped) during the same 
period in 2010.  Excluding the impact of foreign exchange, our sales grew by 16%. More specifically, 
sales grew 31% due to an increase in shipped orders, decreased 15% due to a decrease in our 
average revenue per order, exclusive of foreign exchange and decreased 3% as a result of foreign 
currency exchange rates.  Contact lens sales grew in the first quarter of 2011 by 7% compared to the 
same period last year.  Our eyeglasses business contributed $6.3 million of sales during the first 
quarter of the 2011 fiscal year, a 64% increase compared to the $3.8 million in sales in the first 
quarter of 2010, with the majority of the sales growth occurring in North America.   
  
Our eyeglasses shipments grew 107% in the first quarter of 2011, as compared to the same period 
last year, with a significant number of our orders coming from low average order size promotional 
offers used to acquire new customers.  We shipped a total of 105,589 pairs of eyeglasses and added 
73,311 new eyeglasses customers to our growing database in the first quarter of 2011.  We 
experienced strong order and sales growth in the United States, Canada, and other geographies and 
in our online eyeglasses business. In particular, during the first quarter of 2011, we grew glasses sales 
in the United States by 68%, and the number of eyeglasses we sold grew 275%, compared to the 
same period last year, while glasses sales in Canada increased 59% compared to the same period last 
year.  Our experience to date indicates that a significant portion of the customers acquired through 
our low average order size promotions will return in future periods and purchase at higher average 
order sizes and profit margins. 

 

                                                           
1 Adjusted EBITDA is a non-GAAP measure that does not have a standardized meaning prescribed by Canadian GAAP and is therefore unlikely 
to be comparable to similar measures presented by other companies.  Refer to Supplemental Non-GAAP Measures 
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Gross profit increased to $11.5 million in the three months ended January 31, 2011 from $10.3 
million during the same period in 2010. As a percentage of sales, gross profit was relatively 
consistent in the quarter ended January 31, 2011 as compared to the first quarter of fiscal 2010.  Our 
gross profit as a percentage of sales decreased due to planned promotions to encourage market 
adoption of our eyeglasses business, strategic pricing decisions in some of our markets, and the 
decline in the Euro relative to the Swedish Krona.  These impacts were offset by retail price increases, 
the contribution of eyeglasses sales at regular retail pricing, and improvements in product cost in 
some of our markets.  Cost of sales also grew as we added staff in our eyeglasses laboratory and 
customer service facilities to support higher eyeglasses sales volumes.    
 
Advertising expenses increased to $5.6 million or 14% of sales in the first three months of 2011, 
compared to $4.0 million or 11% of sales in the first three months of the last fiscal year. We 
increased our advertising particularly in the eyeglasses segment.  Additionally, we increased our 
advertising investments in certain European markets to test the effectiveness of new advertising 
initiatives.  We are measuring the effectiveness of these initiatives and expect European marketing 
investments to return to lower levels in future periods. 
 
During the three months ended January 31, 2011, selling, general and administrative (“SG&A”) 
expenses increased to 14% of sales, excluding one-time European management change costs, 
compared to 13% of sales in the first quarter of 2010.  During the quarter we expanded our 
information technology, consultancy and marketing staff investments to support our eyeglasses 
offering and our European business.  Included in our first quarter 2011 SG&A, we incurred $2.3 
million in one-time professional fees and accrued severance costs in relation to management 
changes in our European business.  Subsequent to the end of the first quarter of 2011, a labour 
arbitrator in Sweden ruled that the former CEO of our European subsidiary is eligible for severance 
payments under his employment contract.  Consequently we have estimated and accrued for costs 
associated with this and other similar proceedings for which judgments have not yet been rendered 
in our first quarter 2011 financial statements.  There were no such costs recorded in the same period 
in 2010. 

 
Amortization for the fiscal quarter ended January 31, 2011 decreased to $0.6 million from $0.7 
million in the same period in 2010.     
 
We recorded a $0.7 million income tax recovery in the first quarter of 2011 compared to $0.03 
million expense to the same period of 2010.  Our taxable European business unit recorded a pretax 
loss in the period, predominantly in association with our management change costs, which is 
recoverable in Sweden.     
 
Liquidity and Capital Resources 

 
At January 31, 2011 we had cash and cash equivalents of $11.7 million, as compared to cash and cash 
equivalents of $18.3 million at October 31, 2010.    

 
Cash used in operations was $4.8 million during the first fiscal quarter of 2011. We grew our 
inventories by $3.6 million, predominantly in eyeglasses to support our growing eyeglasses order and 
sales volumes and our prepaid expenses grew $1.2 million, largely as a result of a prepayment on 
eyeglasses manufacturing equipment scheduled for delivery in the second quarter of 2011 and 
prepayments to suppliers of inventory.  Our accounts payable and accrued liabilities grew $2.3 
million predominantly in relation to our accrued one time management change expenses.  We expect 
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cash flows from changes in working capital to vary from quarter to quarter as our business changes 
and due to the timing of ordinary course receipts and payments.  

 
Cash used for investing activities was $0.7 million for the first quarter of 2011, compared to cash 
used of $0.05 million in the same quarter of 2010.  Our capital expenditures reflect investments in 
eyeglasses equipment and tenant improvements as we expand our growing eyeglasses facility. 
Certain of these additions were financed through capital leases.   We expect to continue to make 
capital expenditures to support our information technology infrastructure and our eyeglasses 
manufacturing operations over the remainder of fiscal 2011.   
 
We used $0.7 million in the first quarter of 2011 to purchase and retire 397,700 shares of our 
common stock at an average price of $1.73 pursuant to our Normal Course Issuer Bid (NCIB), which 
expires on January 10, 2012.  We are able to purchase 2,950,691 common shares pursuant to the 
NCIB over the remainder of the 2011 calendar year.  We also used $2.3 million in the first quarter of 
2011 to finance the October 29, 2010 purchase and retirement of 1,475,000 shares of our common 
stock at an average price of $1.57 pursuant to a previous NCIB.  This amount was recorded as 
accounts payable as at the end of the fourth quarter of 2010.  In the first quarter of 2011 we drew 
$1.5 million from our operating credit line to support working capital.     
 
We believe that existing available cash, operating loan facilities, available credit under capital lease 
facilities, and operational cash flow will be sufficient to support our capital expansion plans, stock 
purchases and operations through to the end of fiscal 2011.  We are actively expanding our product 
offerings, assessing strategic opportunities, and considering strategic acquisitions.  We may seek 
additional sources of funds for accelerated growth, acquisitions of companies or assets or other 
activities, and there can be no assurance that such funds will be available on satisfactory terms or at 
all. Failure to obtain such financing could delay or prevent our planned growth, which could 
adversely affect our business, financial condition and results of operations. 
 
Critical Accounting Estimates 
 
Coastal prepares its consolidated financial statements in accordance with Canadian GAAP.  The 
preparation of consolidated financial statements in conformity with GAAP 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 as well as the 
reported amounts of sales and expenses during the reporting period. Estimates are based upon 
historical experience and other assumptions that are believed to be reasonable under the 
circumstances. These estimates are evaluated on an on-going basis and form the basis for making 
decisions regarding the carrying value of assets and liabilities and the reported amount of sales and 
expenses.  Actual results may differ from these estimates under different assumptions.  
 
There were no changes in our critical accounting estimates from those disclosed in our MD&A for the 
fiscal year ended October 31, 2010. 
 
Future Accounting Policies 
 
Consolidated Financial Statements 
 
In January 2009, the CICA issued Section 1601, Consolidated Financial Statements, and Section 1602, 
Non-Controlling Interests. These Sections replace Section 1600, Consolidated Financial Statements.  
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Section 1601 establishes standards for the preparation of consolidated financial statements.  Section 
1602 establishes standards for the accounting of non-controlling interests in a subsidiary in the 
consolidated financial statements subsequent to a business combination.  These Sections will apply 
to Coastal’s financial statements beginning on November 1, 2011.  Coastal is currently evaluating the 
implications of these new Sections on the consolidated financial statements. 

 
Business Combinations 
 
In January 2009, the CICA issued Section 1582, Business Combinations.  This Section replaces Section 
1581, Business Combinations.  Section 1582 establishes standards for the recognition of business 
combination.  This Section will apply to Coastal’s financial statements beginning on November 1, 
2011.  Coastal is currently evaluating the implications of this new Section on the consolidated 
financial statements. 
 
Transition to International Financial Reporting Standards 
 
In accordance with the Canadian Institute of Chartered Accountants Accounting Standards Board 
(AcSB), Canadian publicly accountable enterprises will be required to prepare financial statements in 
accordance with International Financial Reporting Standards (IFRS). This changeover to IFRS from 
Canadian GAAP will apply to the Coastal’s financial statements for the year beginning on November 
1, 2011. Coastal will undertake the appropriate measures to ensure compliance with these new 
standards by the prescribed adoption date. Coastal is currently assessing the implications of these 
standards on the consolidated financial statements. 
 
Common Shares 
 
As at March 10, 2011, we had 55,094,971 common shares and 5,256,500 share purchase options 
outstanding. 
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Quarterly Financial Information  
(in $000’s, except per share amounts) 
 

Quarter 
ended  

Jan. 31, 
2011 

Oct. 31, 
2010 

July 31, 
2010 

Apr. 30, 
2010 

Jan. 31, 
2010 

Oct. 31, 
2009 

July 31, 
2009 

Apr. 30, 
2009 

         

Sales 
 

$40,612 
 

$40,485 
 

$39,455 
 

$37,318 $35,908 $37,716 $37,511 $33,301 
         
Adjusted 
EBITDA 

 
280 

 
2,017 

 
2,315 

 
1,773 1,678 2,828 1,967 1,387 

         
Foreign 
exchange 
(gain) loss 

 
 

157 

 
 

(173) 

 
 

(5) 

 
 

293 (18) (121) 252 (39) 
         
Management 
change costs 
and listing 
costs 

 
 
 

2,335 

 
 
 

273 

 
 
 

915 

 
 
 

596 - 906 - - 
          
Net earnings 
(loss) 

 
(2,429) 

 
1,441 

 
529 

 
382 750 648 603         528 

          
Weighted 
average # of 
shares – basic 
(000’s) 

 
 
 

55,417 

 
 
 

56,816 

 
 
 

56,982 

 
 
 

56,962 56,902 56,902 57,057 57,975 
          
Weighted 
average # of 
shares – 
diluted (000’s) 

 
 
 

55,417 

 
 
 

57,878 

 
 
 

57,964 

 
 
 

58,324 58,502 57,705 57,374 57,988 
          
Basic earnings 
(loss) per 
share 

 
 

(0.04) 

 
 

0.03 

 
 

0.01 

 
 

0.01 0.01 0.01 0.01 0.01 
          
Diluted 
earnings (loss) 
per share 

 
 

 (0.04) 

 
 

0.02 

 
 

0.01 

 
 

0.01 0.01 0.01 0.01        0.01 
 
Seasonality may impact our sales distribution throughout the year.  Our sales are generally stronger 
during the spring, summer and fall months.  Our industry generally experiences lower sales and 
profits during the holiday season as customers choose to divert discretionary funds towards holiday 
purchases. 
 
1 Adjusted EBITDA is a non-GAAP measure that does not have a standardized meaning prescribed by Canadian GAAP and is therefore unlikely 
to be comparable to similar measures presented by other companies. Refer to Supplemental Non-GAAP Measures



 

8 

Related Party Transactions 
 
As at January 31, 2011, there were four promissory notes outstanding, ranging in value from $0.01 
million to $0.1 million and totaling $0.16 million. Accumulated interest totals $0.05 million. These 
loans are payable on demand and bear interest at a rate of 5% per annum. The debtors are 
personally liable for the amounts owed. Coastal did not have any loans outstanding to its Chief 
Executive Officer, its Chief Financial Officer or any of its directors at January 31, 2011. 
 
Contingent Liability 
 
Coastal is engaged in certain legal actions in the ordinary course of our business and believes that the 
ultimate outcome of these actions will not have a material adverse effect on our on-going operating 
results, liquidity or financial position. This includes certain legal actions by former employees for 
which an amount has been accrued as at January 31, 2011. 
 
Off-Balance Sheet Arrangements 
 
Coastal does not have any off-balance sheet arrangements as defined by applicable securities 
regulations in Canada at January 31, 2011 that have, or are reasonably likely to have, a current or 
future material effect on our results of operations or financial condition. 
 
Critical Suppliers 
 
We currently purchase significant amounts of inventory from a limited number of major suppliers.  
We believe that alternative suppliers are available should those suppliers refuse or be unable to 
provide us with products.    
 
Disclosure Controls and Procedures 
 
Disclosure controls and procedures are designed to provide reasonable assurance that all relevant 
information is gathered and reported to senior management, including the Chief Executive Officer 
(“CEO”) and Chief Financial Officer (“CFO”), on a timely basis so that appropriate decisions can be 
made regarding public disclosure. 

 
During the first quarter of 2011, management did not make changes to its system of internal controls 
that materially affect internal controls over financial reporting.   
 
Supplemental Non-GAAP Measures and Definitions 
 
Our reorder rate is defined as the percentage of orders in the quarter shipped to customers that we 
estimate have ordered from us in the past. 
 
We report our results in accordance with Canadian GAAP, however, we present Adjusted EBITDA as 
we believe that our investors may use these figures to make more informed investment decisions 
about us.    

 
Adjusted EBITDA is a non-GAAP measure that does not have any standardized meaning prescribed by 
Canadian GAAP and is therefore unlikely to be comparable to similar measures presented by other 
companies.   Adjusted EBITDA should be considered in addition to, and not as a substitute for, net 
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income, cash flows and other measures of financial performance and liquidity reported in accordance 
with Canadian GAAP.    

 
Adjusted EBITDA is a measure we believe is useful in assessing performance and highlighting trends 
on an overall basis.   Adjusted EBITDA differs from the most comparable GAAP measure, net 
earnings, primarily because it does not include interest, income taxes, amortization and share-based 
compensation expense foreign exchange gain or loss and management change costs. 
 
The following table provides a reconciliation of net income to Adjusted EBITDA: 
 
 For the three months ended January 31, 
 ($000’s)  2011 2010 

    

Net earnings (loss)  $(2,429) $750 

Amortization  624 681 

Interest expense, net  61 14 

Income tax expense (recovery)  (692) 31 

Share-based compensation  224 220 

Foreign exchange (gain) loss  157 (18) 

Management change cost  2,335 - 

Adjusted EBITDA   $    280 $ 1,678 
 
Additional Information  
Additional information relating to Coastal, including Coastal’s most recently filed annual information 
form, dated January 28, 2011, can be found on SEDAR at www.sedar.com. 
 
 
 

http://www.sedar.com/�
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