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PART I - FINANCIAL INFORMATION 

Item 1.  Financial Statements. 
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COUNTERPATH SOLUTIONS, INC. 
INTERIM CONSOLIDATED BALANCE SHEETS 

 (Stated in U.S. Dollars) 
 

 October 31,  April 30, 
 2006  2006 

ASSETS  (Unaudited)   
Current assets:    

Cash  $ 1,085,368  $ 2,369,021
Accounts receivable (net of allowance for doubtful accounts of  
$53,915 and $38,646, respectively)  2,000,826

 
 477,814

Prepaid expenses and deposits  132,477   104,927
Total current assets  3,218,671   2,951,762

    
Deposits – Note 7  73,187   -
Equipment (net of accumulated depreciation 
of $521,921 and $383,975, respectively)  289,881

 
 300,077

Other assets  12,611   8,165
TOTAL ASSETS $ 3,594,350  $ 3,260,004
    

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable and accrued liabilities $ 1,055,845  $ 754,589
Due to related parties – Note 3  21,731   34,929
Unearned revenue  243,027   115,214
Customer deposits  59,858   138
Warranty payable   94,061   71,011

Total current liabilities  1,474,522   975,881
    
Convertible debenture – Note 4  1,922,175   1,887,582

Total liabilities  3,396,697   2,863,463
    
Stockholders’ equity:    
Common stock, $0.001 par value – Note 5    

Authorized: 415,384,500 
Issued and outstanding:  

 
 

October 31, 2006 – 37,940,983; April 30, 2006 – 37,915,462  37,941   37,915
Additional paid-in capital  3,255,140   2,750,494
Accumulated deficit  (3,030,380)   (2,317,589)
Accumulated other comprehensive loss – currency translation 
adjustment  (65,048)

 
 (74,279)

Total stockholders’ equity  197,653   396,541
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 3,594,350  $ 3,260,004
      



 

See accompanying notes to the consolidated financial statements 
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COUNTERPATH SOLUTIONS, INC. 
INTERIM CONSOLIDATED STATEMENTS OF OPERATIONS  

AND COMPREHENSIVE LOSS 
 (Stated in U.S. Dollars) 

(Unaudited) 
 

             
  Three Months Ended 

October 31, 
 Six Months Ended 

October 31, 
  2006  2005 2006  2005 
            
Revenue:             

Software   $ 1,276,065  $ 731,164  $ 2,685,784  $ 1,441,842
Service   396,728   354,937   747,890   471,555

Total revenue   1,672,793   1,086,101   3,433,674   1,913,397
Cost of revenue:           

Software    204,364   109,546   458,241   178,903
Service   149,000   76,333   339,971   116,831

Total cost of revenue   353,364   185,879   798,212   295,734
Gross profit    1,319,429   900,222   2,635,462   1,617,663

Operating expenses:           
Sales and marketing   436,329   277,729   754,937   373,400
Research and development   539,910   518,948   1,294,844   1,050,870
General and administrative   535,545   362,367   1,225,217   762,401

Total operating expenses   1,511,784   1,159,044   3,274,998   2,186,671
Loss from operations    (192,355)   (258,822)   (639,536)   (569,008)

Interest and other income (expense), net   (42,294)   97   (73,255)   479
Net loss  $ (234,649)  $ (258,725)  $ (712,791)  $ (568,529)
Other comprehensive income (loss):          
Foreign currency translation adjustments   9,985   (3,900)   9,231   (5,635)
Comprehensive loss  $ (224,664)  $ (262,625)  $ (703,560)  $ (574,164)
Net loss per share:          

Basic and diluted  $ (0.01)  $ (0.01)  $ (0.02)  $ (0.02)
Weighted average common  

shares outstanding:   37,940,983   37,915,462   
 

37,933,711   37,915,462
            



 

See accompanying notes to the consolidated financial statements 
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COUNTERPATH SOLUTIONS, INC. 
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS 

 (Stated in U.S. Dollars) 
(Unaudited) 

 
(Unaudited) 

 
 

 Six Months Ended 
October 31, 

   2006   2005 
      
Cash flows from operating activities:      

Net loss for the period $ (712,791)  $ (568,529)
Adjustments to reconcile net loss to net cash used in 
operating activities: 

   

Depreciation and amortization  143,354   109,846
Stock-based compensation (Note 5)  494,718   116,398
Accretion of convertible debenture discount (Note 4)  34,593   -
Write-off of trademark  -   594

Changes in assets and liabilities:    
Accounts receivable  (1,523,012)   (261,417)
Prepaid expenses and deposits  (27,550)   7,583
Accounts payable and accrued liabilities  301,256   197,611
Unearned revenue  127,813   102,106
Customer deposits  59,720   128,800
Warranty payable  23,050   5,030

Net cash used in operating activities  (1,078,849)   (161,978)
    
Cash flows from investing activities:    

Purchase of equipment, net of disposals  (133,158)   (134,676)
Deposits  (73,187)   (8,804)
Increase in other assets  (4,446)   (2,733)

Net cash used in investing activities  (210,791)   (146,213)
    
Cash flows from financing activities:    

Common stock issued  9,954   -
Decrease in due to related parties  (13,198)   (10,729)

Net cash used in financing activities  (3,244)   (10,729)
    
Foreign currency translation effect on cash  9,231   (5,635)
    
Decrease in cash during the period  (1,283,653)   (324,555)
    
Cash, beginning of the period  2,369,021   1,244,906
Cash, end of the period $ 1,085,368  $ 920,351
    
Supplemental disclosure of cash flow information    
 Cash paid for:    
 Interest $ 34,419  $ -
      

 



 

See accompanying notes to the consolidated financial statements 
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COUNTERPATH SOLUTIONS, INC. 
INTERIM CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY 

for the Six Months Ended October 31, 2006 
(Stated in U.S. Dollars) 

(Unaudited) 
 
 

     Accumulated  

 Number  Additional  Other  

 Of  Paid-in Accumulated Comprehensive  

 Shares Par Value Capital Deficit Loss Total 

       

Balance, May 1, 2006 37,915,462 37,915 2,750,494 (2,317,589) (74,279) 396,541
Shares issued for cash:  
 Exercise of stock options - at $0.39 25,521 26 9,928 - - 9,954
Stock-based compensation - - 494,718 - - 494,718
Net loss for the period - - - (712,791) - (712,791)
Foreign currency translation adjustment - - - - 9,231 9,231
  
Balance, October 31, 2006 37,940,983 $ 37,941 $ 3,255,140 $ (3,030,380) $ (65,048) $ 197,653
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

 (Stated in U.S. Dollars) 
(Unaudited) 

 
Note 1 Nature of Operations 
 

CounterPath Solutions, Inc. was incorporated in the State of Nevada on April 18, 2003.  The 
Company’s common shares are quoted for trading on the NASD Over-The-Counter Bulletin Board in 
the United States of America. 
 
The Company provides Voice over Internet Protocol software and related services to customers in 
North America, South America, Europe, Asia and other areas of the world including Australia, New 
Zealand and Africa.  

 
Note 2 Significant Accounting Policies 
 

These interim consolidated financial statements have been prepared in accordance with generally 
accepted accounting principles in the United States of America and are stated in U.S. dollars except 
where disclosed.  Because a precise determination of many assets and liabilities is dependent upon 
future events, the preparation of financial statements for a period necessarily involves the use of 
estimates, which have been made using careful judgement. Actual results may vary from these 
estimates. 

 
The interim consolidated financial statements have, in management’s opinion, been properly prepared 
within the framework of the significant accounting policies summarized below: 

 
a) Basis of Presentation 

 
These interim consolidated financial statements include the accounts of the Company and its 
wholly owned subsidiary, CounterPath Solutions R&D Inc., a company incorporated by the 
Company on May 10, 2004 in British Columbia, Canada.  All inter-company transactions and 
balances have been eliminated. 

 
b) Interim Reporting 

 
The information presented in the accompanying interim three months and six months 
consolidated financial statements are without audit pursuant to the rules and regulations of 
the Securities and Exchange Commission.  Certain information and footnote disclosures 
normally included in the financial statements prepared in accordance with generally 
accepted accounting principles have been condensed or omitted pursuant to such rules and 
regulations, although the Company believes that the disclosures are adequate to make the 
information presented not misleading.  These statements reflect all adjustments, which are, 
in the opinion of management, necessary to present fairly the financial position, results of 
operations and cash flows for the interim periods presented in accordance with accounting 
principles generally accepted in the United States of America.  These interim financial 
statements follow the same accounting policies and methods of their application as the 
Company’s April 30, 2006 annual consolidated financial statements.  All adjustments are of 
a normal recurring nature.  It is suggested that these interim financial statements be read in 
conjunction with the Company’s April 30, 2006 annual financial statements. 

 
Operating results for the three and six months ended October 31, 2006 are not necessarily 
indicative of the results that can be expected for the year ending April 30, 2007. 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 2 Significant Accounting Policies – (cont’d) 
 

c) Change in Accounting Policy 
 
Beginning May 1, 2006, the Company adopted the recommendations of the Statement of Financial 
Accounting Standards (“SFAS”) No. 123R, “Accounting for Stock-based Compensation”, and has 
applied the recommendations of this standard using the modified prospective method.  Under this 
application, the Company is required to record compensation expense, based on the fair value of 
the awards, for all awards granted after the date of adoption and for the unvested portion of 
previously granted awards that remain outstanding as at the date of adoption.  
 
The adoption of SFAS 123R had a significant impact on the consolidated statement of operations, 
although it had no material impact on the Company’s overall financial position. During the three 
and six months ended October 31, 2006, the Company recognized $184,720 and $442,781, 
respectively, related to employee stock-based compensation. The amounts classified in the 
Company’s unaudited consolidated statements of operations are as follows: 

  
  Three Months Ended 

October 31, 2006 
 Six Months Ended 

October 31, 2006 

 Cost of revenue $ 17,210  $ 30,950

 Sales and marketing 15,359   19,617

 Research and development 76,784   151,429

 General and administrative 75,367   240,785

 Total stock-based compensation $ 184,720  $ 442,781
 

Prior to the adoption of SFAS 123R, the Company elected to apply the intrinsic value method of 
Accounting Principles Board (“APB”) No. 25, “Accounting for Stock Issued to Employees” and 
related interpretations in accounting for stock options granted to employees and directors.  Under 
APB No. 25, compensation expense is only recorded to the extent that the exercise price is less 
than the market value of the underlying stock on the measurement date, which is usually the date 
of grant.  Any stock-based compensation for employees was recognized on a straight-line basis 
over the vesting period of the individual options.  

 
Stock options granted to non-employees were accounted for under SFAS No. 123 “Accounting for 
Stock-Based Compensation” and were measured at the fair value of the options as determined by 
an option pricing model on the measurement date and recognized as the related services are 
provided and the options earned.     

 
The Company did not record compensation expense on the granting of stock options to employees 
or directors prior to April 30, 2006 as none of the options granted to employees during that time 
had exercise prices less than the market value of the underlying common stock on the grant date. 
In accordance with SFAS 148, “Accounting for Stock-Based Compensation - Transition and 
disclosure and amendment of FASB Statement No. 123” the following table illustrates the effect on 
net loss and net loss per share as if the Company had applied the fair value provisions of SFAS 
123 to all options prior to May 1, 2006: 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 2 Significant Accounting Policies – (cont’d) 

 
c) Change in Accounting Policy – (cont’d) 

 
 

  Three Months Ended 
October 31, 2005 

 Six Months Ended 
October 31, 2005 

 Net loss for the period,  as reported $ (258,725)  $ (568,529)

 Stock based employee compensation expense 
included in reported net loss - 

 
 -

 Stock based compensation expense  
determined using the fair value based method 
for all awards (149,164) 

 

 (275,977)

 Pro forma loss for the period $ (407,889)  $ (844,506)

 Basic and diluted loss per share, as reported 
and pro-forma $ (0.01) 

 
$ (0.02)

 
The fair value of the share purchase options outstanding at October 31, 2005 was determined 
using the Black-Scholes option pricing model with the following weighted average assumptions: 
 

 
  

October 31, 
2005 

 Risk-free interest rate 4.2%
 Expected volatility 71.1%
 Expected life 9.3 yrs
 Dividend yield 0%

 
d) New Accounting Pronouncements 
 

In February 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 155, 
“Accounting for Certain Hybrid Financial Instruments – an Amendment of FASB Statements No. 
133 and 140.” Among other things, the SFAS No. 155 permits the election of fair value 
measurement for certain hybrid financial instruments that would otherwise require bifurcation under 
Statement 133, “Accounting for Derivative Instruments and Hedging Activities”. These hybrid 
financial instruments would include both assets and liabilities. SFAS No. 155 is effective for fiscal 
years beginning after September 15, 2006.  The Company is currently evaluating the impact of the 
provisions of SFAS No. 155. 
 
In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. SFAS 157 defines 
fair value, establishes a framework for measuring fair value in accordance with generally accepted 
accounting principles, and expands disclosures about fair value measurements. The provisions of 
SFAS 157 are effective for fiscal years beginning after November 15, 2007. The Company is 
currently evaluating the impact of the provisions of SFAS 157. 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 2 Significant Accounting Policies – (cont’d) 
 

d) New Accounting Pronouncements – (cont’d) 
 

In June 2006, FASB issued interpretation No. 48, “Accounting for Uncertainty in Income Taxes-
an interpretation of FASB Statement No. 109 (FAS No. 109)” (“FIN 48”). This interpretation 
prescribes a recognition threshold and measurement attribute for tax positions taken or expected to 
be taken in a tax return. This interpretation also provides guidance on de-recognition, 
classification, interest and penalties, accounting in interim periods, disclosure and transition. The 
evaluation of a tax position in accordance with this interpretation is a two-step process. In the first 
step, recognition, the Company determines whether it is more-likely-than-not that a tax position 
will be sustained upon examination, including resolution of any related appeals or litigation 
processes, based on the technical merits of the position. The second step addresses measurement 
of a tax position that meets the more-likely-than-not criteria. The tax position is measured at the 
largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate 
settlement. Differences between tax positions taken in a tax return and amounts recognized in the 
financial statements will generally result in a) an increase in a liability for income taxes payable or 
a reduction of an income tax refund receivable, b) a reduction in a deferred tax asset or an increase 
in a deferred tax liability or c) both a and b. Tax positions that previously failed to meet the more-
likely-than-not recognition threshold should be recognized in the first subsequent financial 
reporting period in which that threshold is met. Previously recognized tax positions that no longer 
meet the more-likely-than-not recognition threshold should be de-recognized in the first 
subsequent financial reporting period in which that threshold is no longer met. Use of a valuation 
allowance as described in FAS No. 109 is not an appropriate substitute for the de-recognition of a 
tax position. The requirement to assess the need for a valuation allowance for deferred tax assets 
based on sufficiency of future taxable income is unchanged by this interpretation. This 
Interpretation is effective for fiscal years beginning after December 15, 2006. The Company is 
currently evaluating the impact FIN 48 will have on the Company’s consolidated balance sheet 
and statement of operations.  
 
On September 13, 2006, the Securities and Exchange Commission (“SEC”) issued Staff 
Accounting Bulletin (“SAB”) No. 108 which provides interpretive guidance on how the effects of 
the carryover or reversal of prior year misstatements should be considered in quantifying a current 
year misstatement. SAB 108 is effective for fiscal years ending after November 15, 2006. The 
Company is currently evaluating the effect, if any, that this pronouncement will have on its 
financial results.  

 
e) Comparative Figures 

 
Certain comparative figures have been reclassified to conform to the current period’s presentation. 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (continued) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 3 Related Party Transactions  

 
During the three and six months ended October 31, 2006 and 2005, the Company incurred the 
following expenses to a company with a director in common with the Company and to a company 
controlled by the spouse of a significant shareholder of the Company: 
 

  Three Months Ended 
October 31, 2006 

 Six Months Ended 
October 31, 2006 

  2006  2005  2006  2005 

 Interest on convertible debenture $ 25,556  $ -  $ 51,111  $ -

 Rent         -   4,453   -   18,777

  $ 25,556  $ 4,453  $ 51,111  $ 18,777
 
The above transactions are in the normal course of operations and are recorded at amounts established 
and agreed to between the related parties. The amounts due to related parties at October 31, 2006 and 
April 30, 2006 are unsecured, non-interest bearing and have no stated terms of repayment. 
 

Note 4 Convertible Debenture 
 
 On December 13, 2005, the Company completed the issuance of a convertible debenture in the 

principal amount of $2,000,000 to a company controlled by the spouse of a significant shareholder of 
the Company.  The convertible debenture is unsecured, bears interest at 5% per annum with interest 
payable at maturity or on such other date as agreed to by the Company and the investor and matures on 
November 21, 2007.  The debenture is senior to the Company’s other existing and future indebtedness 
as long as 25% of the principal amount is outstanding.  The Company can prepay the outstanding 
principal and accrued interest at any time with the consent of the lender. The lender may convert the 
debenture at any time, and from time to time, in whole or in part into common shares of the Company 
at a conversion price of $0.40 per share.   

 
 Included with the issuance of the convertible debenture were 2,500,000 share purchase warrants 

entitling the holder to purchase one common share for each warrant held at $0.80 per share until 
November 21, 2007.  

  
 The proceeds raised from the issuance of the convertible debenture was allocated between the 

convertible debenture, share purchase warrants and beneficial conversion feature on the basis of their 
relative fair values in accordance with EITF 00-27, “Application of Issue No. 98-5 to Certain 
Convertible Instruments” (“EITF 0027”).  The Company used the Black-Scholes option pricing model 
to determine the fair value of the share purchase warrants using the Company’s historical prices and 
the following assumptions (i) risk-free interest rate of 4.32%, (ii) expected volatility of 75.0%, (iii) 
expected life of 2 years, and (iv) a dividend yield of Nil.   At the date of issuance of the debenture, the 
Company allocated $1,862,631 to the convertible debenture $137,369 to the share purchase warrants 
and $nil to the beneficial conversion feature.  The amount allocated to the share purchase warrants 
represents a discount on the debt financing which is accreted to income over the term of the debt.   
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 4 Convertible Debenture – (cont’d) 

 
The convertible debenture and debt discount are summarized as follows: 

 
   Face 

 Amount  Discount  
Carrying 

Value 
           
 Convertible debenture at April 30, 2006  $ 2,000,000  $ 112,418  $ 1,887,582
 Accretion of debt discount   -   (34,593)   34,593
 Convertible debenture at October 31, 2006  $ 2,000,000  $ 77,825  $ 1,922,175

 
During the three and six months ended October 31, 2006, the Company recorded an accretion expense 
of $17,491 (2005 - $nil) and $34,593 (2005 - $nil) respectively on this discount.  
 

 
Note 5 Common Stock  
 

During the six months ended October 31, 2006, the Company issued 25,521 shares of common stock at 
$0.39 per share for cash proceeds of $9,954 pursuant to the exercise of stock purchase options. 

 
Stock Options 
 
The Company has a stock option plan under which options to purchase common shares of the 
Company may be granted to employees, directors and consultants.  Stock options entitle the holder to 
purchase common stock at a subscription price determined by the Board of Directors at the time of the 
grant.  The options vest in the amount of 12.5% on the date which is six months from the date of grant 
and then beginning in the seventh month at 1/42 per month for 42 months, at which time the options 
are fully vested.  The maximum number of shares of common stock authorized by the stockholders and 
reserved for issuance by the Board of Directors under the stock option plan is 16,000,000. 
 
As discussed in note 2(c) the Company adopted SFAS No. 123R starting in its fiscal first quarter of 
2007, which began on May 1, 2006. Effective with the adoption of SFAS No. 123R, the Company has 
elected to use the Black-Scholes option pricing model to determine the fair value of stock options 
granted. In accordance with SFAS No. 123R for employees, the compensation expense is amortized on 
a straight-line basis over the requisite service period which approximates the vesting period. 
Compensation expense for stock options granted to non-employees is amortized over the contract 
services period or, if none exists, from the date of grant until the options vest.  Compensation 
associated with unvested options granted to non-employees is remeasured on each balance sheet date 
using the Black-Scholes option pricing model. 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 5 Common Stock – (cont’d) 
 

Stock Options – (cont’d) 
 
The expected volatility of options granted has been determined using the method described under 
SFAS No. 123R using the historical stock price. The expected term of options granted to employees in 
the current fiscal year has been determined utilizing the “simplified” method as prescribed by SAB No. 
107, Share-Based Payment.  For non-employees, the expected term of the options approximates the 
full term of the options.  The risk-free interest rate is based on a treasury instrument whose term is 
consistent with the expected term of the stock options. The Company has not paid and does not 
anticipate paying dividends on its common stock; therefore, the expected dividend yield is assumed to 
be zero. In addition, SFAS No. 123R requires companies to utilize an estimated forfeiture rate when 
calculating the expense for the period, whereas prior to the adoption of SFAS No. 123R the Company 
recorded forfeitures based on actual forfeitures and recorded in the period when the awards are 
forfeited. As a result, based on the Company’s experience, the Company applied an estimated 
forfeiture rate of 15% in the first six months of fiscal 2007 in determining the expense recorded in the 
accompanying consolidated statement of operations.   
 
The weighted-average fair value of options granted during the three and six months ended October 31, 
2006 were $0.28 and $0.31 respectively.  The weighted-average assumptions utilized to determine 
such values are presented in the following table: 
 

 
 

Six Months Ended 
October 31, 2006

Year Ended 
April 30, 2006

 Risk-free interest rate 4.83% 4.24%
 Expected volatility 83.5% 73.1%
 Expected term 5.8 yrs 9.5 yrs
 Dividend yield 0% 0%
 Weighted average fair value  $ 0.35 $ 0.34
 Total options outstanding 14,193,933 11,145,000
  

The following is a summary of the status of the Company’s stock options as of October 31, 2006 and 
the stock option activity during the six months ended October 31, 2006: 
 
 

 
Number of 

Options 

Weighted-average 
Exercise Price 

 per Share 
 

Outstanding at April 30, 2006 11,145,000 $0.45 
   
 Granted 3,678,100 $0.49 
 Forfeited (482,083) $0.39 
 Cancelled (121,563) $0.39 
 Exercised (25,521) $0.39 
 Outstanding at October 31, 2006 14,193,933 $0.46 
   
 Exercisable at April 30, 2006 1,919,861 $0.61 
 Exercisable at October 31, 2006 3,411,140 $0.56 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 5 Common Stock – (cont’d) 
 
 Stock Options – (cont’d) 

    
The following table summarizes information regarding stock purchase options outstanding as of 
October 31, 2006. 
 

 
Exercise 

Price   

Number of 
Options 

Outstanding Expiry Date  

Number of 
Options 

Exercisable
 $0.30  255,000 August 1, 2016  15,938 
 $0.38  740,000 October 1, 2011  15,417 
 $0.39  9,465,833 Sept. 7, 2010 to February 1,  2,542,381 
 $0.43  1,200,000 September 7, 2016  50,000 
 $0.56  250,000 February 20, 2016  41,667 
 $0.59  300,000 July 26, 2016  18,750 
 $0.61  983,100 May 23, 2016  102,407 
 $0.67  275,000 June 13, 2010 to July 11, 2010  91,665 
 $0.68  100,000 April 10, 2016  14,582 
 $0.75  50,000 March 3, 2016  8,333 
 $1.07  150,000 March 29, 2010  120,000 
 $1.17  175,000 February 22, 2010  140,000 
 $1.58  150,000 October 25, 2009  150,000 
 $1.87  100,000 July 21, 2009  100,000 

 14,193,933  3,411,140 
 
The following table summarizes information regarding the non-vested stock purchase options 
outstanding as of October 31, 2006. 

 
 

 Number of Options 

Weighted Average 
 Grant-Date Fair 

Value
 Non-vested options at April 30, 2006 9,225,139 $0.31 
 Granted 3,678,100 $0.35 
 Vested (1,638,363) $0.32 
 Forfeited (482,083) $0.30 
 Non-vested options at October 31, 2006 10,782,793 $0.32 

 
As of October 31, 2006, there was $3,194,120 of total unrecognized compensation cost related to 
unvested share-based compensation awards. This unrecognized compensation cost is expected to be 
recognized over a weighted-average period of 2.9 years. 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 5 Common Stock – (cont’d) 
 
 Stock Options – (cont’d) 

 
The stock-based compensation amounts classified in the Company’s unaudited consolidated statements 
of operations for the three and six months ended October 31, 2006 and 2005 are as follows: 

 
  Three Months Ended 

 October 31, 
 Six Months Ended 

 October 31, 

   2006   2005   2006   2005 

             
 Cost of revenue $ 17,210  $ -  $ 30,950  $ -
 Sales and marketing  17,240   628   41,958   628
 Research and development  78,101   1,260   153,816   1,995
 General and administrative  115,738   41,924   267,994   113,775

 Total stock-based 
compensation $ 228,289  $ 43,812  $ 494,718  $ 116,398

 
 

 
Note 6 Segmented Information 
 

Revenue by geographic region for the three and six months ended October 31, 2006 and 2005 are as 
follows: 
 

  Three Months Ended 
 October 31, 

 Six Months Ended 
 October 31, 

   2006   2005   2006   2005 

             
 North America $ 627,959  $ 678,365  $ 1,441,267  $ 1,387,377
 Europe  703,146   70,715   1,579,143   181,186
 Asia  234,128   144,775   281,078   285,049
 South America  101,493   175,101   120,585   42,383
 Other  6,067   17,145   11,601   17,402

  $ 1,672,793  $ 1,086,101  $ 3,433,674  $ 1,913,397
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
Note 6 Segmented Information – (cont’d) 
  

Revenue from significant customers for the three and six months ended October 31, 2006 and 2005 is 
summarized as follows: 
 

  Three Months Ended 
 October 31, 

 Six Months Ended 
 October 31, 

   2006   2005   2006   2005 
 Customer A  18%   -%   -%   -% 
 Customer B  14%   -%   20%   -% 
 Customer C  12%   -%   13%   -% 
 Customer D  -%   -%   -%   14% 
 Customer E  -%   19%   -%   11% 
 Customer F  -%   -%   -%   18% 

   44%   19%   33%   43% 
 
Accounts receivable balances for Customers A, B, and C were $255,000, $423,332 and $347,222 as at 
October 31, 2006 as compared with $nil, $nil and $nil, at April 30, 2006, respectively. 
 
 

Note 7 Commitments 
 
 On July 10, 2006, the Company entered into a lease for office premises commenced on December 1, 

2006 and ending on September 29, 2011 for which a deposit of $73,187 was made.  Total rent payable 
over the term of the lease for the years ended April 30 is as follows: 

 
 2007 $ 86,771
 2008  216,348
 2009  222,133
 2010  238,330
 2011  249,899
 2012  104,125
  $ 1,117,606

 
Note 8 Contingent Liability 
 
 On February 17, 2006, a competitor filed a statement of claim in the Supreme Court of British 

Columbia claiming among other things, general, punitive and aggravated damages of unspecified 
amounts with respect to alleged business ethics matters.  Management of the Company believes that 
the claim is without foundation or merit. 
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COUNTERPATH SOLUTIONS, INC. 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS – (cont’d) 

(Stated in U.S. Dollars) 
(Unaudited) 

 
 
Note 9 Subsequent Event 
 
 On November 30, 2006, the Company completed a non-brokered private placement of convertible 

debentures in the principal amount of $4,000,000 to a group of investors including a company 
controlled by the spouse of a significant shareholder of the Company.  The debentures are unsecured, 
bear interest at 5% per annum with interest payable quarterly and mature on November 30, 2008.  The 
investors may convert the debentures at any time, and from time to time, in whole or in part into 
common shares of the Company at a conversion price of $0.40 per share.  The outstanding $2 million 
convertible debenture held by one of the investors (Note 4) represented $2 million of the purchase 
price by that investor and was cancelled on closing.  In addition, the outstanding share purchase 
warrants for the purchase of up to 2.5 million shares of common stock at a price of $0.80 per share, 
which were issued in connection with the outstanding convertible debenture, were cancelled on 
closing. The new debentures rank senior to the Company’s other existing and future indebtedness as 
long as they remain outstanding.  Under the terms of the private placement, the investors also acquired 
share purchase warrants for the purchase of up to 5 million shares of the Company’s common stock, 
exercisable for three years at a price of $0.80 per share. 
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Item 2.  Management’s Discussion and Analysis or Plan of Operation. 

The following discussion and analysis should be read in conjunction with the financial statements and 
related notes and the other financial information appearing elsewhere in this quarterly report. This discussion and 
analysis contains forward-looking statements that involve risk, uncertainties and assumptions. In some cases, you 
can identify forward-looking statements by terminology such as “may”, “will”, “should”, “expects”, “plans”, 
“anticipates”, “believes”, “estimates”, “predicts”, “potential” or “continue” or the negative of these terms or 
other comparable terminology.  Our actual results could differ materially from those anticipated in the forward-
looking statements as a result of many factors, including those identified below, in "Risk Factors" and elsewhere in 
this report.  Except as required by applicable law, including the securities laws of the United States, we do not 
intend to update any of the forward-looking statements to conform these statements to actual results.  

Our financial statements are stated in United States dollars and are prepared in accordance with United 
States Generally Accepted Accounting Principles.  All references to “common shares” refer to our shares of 
common stock. As used in this quarterly report, the terms “we”, “us” and “our” mean CounterPath Solutions, Inc., 
unless otherwise indicated.  

Overview 

Background 

We were incorporated under the laws of the State of Nevada on April 18, 2003.  Following incorporation, 
we commenced the business of operating an entertainment advertising website.  

On April 30, 2004, we changed our business following the merger of our company with Xten Networks, a 
private Nevada company.  Xten Networks was incorporated under the laws of the State of Nevada on October 28, 
2002.  As a result of the merger, we acquired all of the 9,000,000 issued and outstanding shares in Xten Networks in 
exchange for agreeing to issue 18,000,000 shares of our common stock to the stockholders of Xten Networks. The 
stockholders of Xten Networks were entitled to receive two shares of our common stock for each one share of Xten 
Networks.  

On August 26, 2005, we entered into an agreement and plan of merger with Ineen, Inc., our wholly-owned 
subsidiary, whereby Ineen merged with and into our company, with our company carrying on as the surviving 
corporation under the name CounterPath Solutions, Inc. 

Business of CounterPath Solutions 

Our business focuses on the design, development and sale of multimedia application software.  Our 
software applications are based on session initiation protocol (SIP) which is the recognized standard for interactive 
end points that involve multimedia elements such as voice, video, instant messaging, presence (the ability to monitor 
a person's availability), online games and virtual reality. Users of our software in combination with voice over 
internet protocol (VoIP) service are able to communicate and make voice and video calls from a device running our 
software. Our software has been designed to run in multiple operating environments such as Windows 2000, 
Windows XP, Mac OS X, Linux and Windows Mobile 5 (used for personal digital assistants or PDA's). 

  
We are focused on the development of technology that takes advantage of the market known as the voice 

over internet protocol (VoIP) market. Voice over internet protocol (VoIP) is a general term for technologies that use 
internet protocol for transmission of packets of data which include voice, video, text, fax, and other forms of 
information that have traditionally been carried over the dedicated circuit-switched connections of the public 
switched telephone network (PSTN). General industry and analyst consensus shows that the voice over internet 
protocol (VoIP) market is being adopted by the public and growing at a considerable rate. Our strategy is to sell our 
software to our customers to allow such customers to deliver session initiation protocol (SIP) and voice over internet 
protocol (VoIP) services.  Customers that we are targeting include large global incumbent telecom providers, cable 
carriers, large equipment providers, internet telephone service providers (ITSP's) and content providers.  Our 
software enables voice communication from the end user through the network to another end user and enables the 
service provider to deliver other streaming content to end users such as video, radio or the weather. 
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Revenue  

We derive revenue from the sale of software licenses and software development kits (SDKs) and services 
associated with software such as technical support services, implementation and training.  We recognize software 
and services revenue at the time of delivery, provided all other revenue recognition criteria have been met. 

We offer our products and services directly through our sales force and indirectly through distribution 
partners. Our distribution partners include networking and telecommunications equipment vendors throughout the 
world. Our distribution partners generally purchase our products after they have received a purchase order from their 
customers and do not maintain an inventory of our products in anticipation of sales to their customers. 

The amount of product configuration and customization, which reflects the requested features, determines 
the price for each sale.  The number of software licenses purchased will have a direct impact on the average selling 
price.  Services may vary depending upon a customer’s requirements for technical support, implementation and 
training.  

        We believe that our revenue and results of operations may vary significantly from quarter to quarter as a result 
of long sales and deployment cycles and variations in customer ordering patterns.  

Cost of Revenue 

Cost of product revenue primarily consists of payments to third party vendors for 
compression/decompression software known as codecs, salaries and benefits related to personnel, and related 
overhead and amortization of capitalized software that is implemented into our products. 

Cost of service revenue consists primarily of (a) salaries and benefits related to professional services and 
technical support personnel, (b) billable and non-billable travel, lodging, and other out-of-pocket expenses, (c) 
related overhead, and (d) warranty expense.  

Gross Profit 

Our gross profit has been, and will be, affected by many factors, including (a) the demand for our products 
and services, (b) the average selling price of our products, which in turn depends in part on the type and volume of 
products sold, (c) new product introductions, (d) the costs of our software products and (e) the costs of our 
professional services and technical support. 

Operating Expenses  

Operating expenses consist of sales and marketing, research and development, and general and 
administrative expenses. Personnel-related costs are the most significant component of each of these expense 
categories.  We expect to continue to hire significant numbers of new employees to support our growth.  

Sales and marketing expense consists primarily of (a) salaries and related personnel costs including stock-
based compensation, (b) commissions, (c) travel, lodging and other out-of-pocket expenses, (d) marketing programs 
such as trade shows, and (e) other related overhead. Commissions are recorded as expense when earned by the 
employee.  We expect increases in sales and marketing expense for the foreseeable future as we further increase the 
number of sales professionals and, increase our marketing activities with the intent to grow our revenue. We expect 
sales and marketing expense to decrease as a percentage of total revenue, however, as we leverage our current sales 
and marketing personnel as well as our distribution partnerships.  
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Research and development expense consists primarily of (a) salaries and related personnel costs including 
stock-based compensation, (b) payments to suppliers for design and consulting services, (c) costs relating to the 
design and development of new products and enhancement of existing products, (d) quality assurance and testing, 
and (e) other related overhead. To date, all of our research and development expense has been expensed as incurred. 
We intend to continue to invest in our research and development efforts, which we believe are essential to 
maintaining our competitive position. We expect research and development expense to increase for the foreseeable 
future and to decrease as a percentage of total revenue in the future. 

General and administrative expense consists primarily of (a) salaries and personnel costs including stock-
based compensation related to our executive, finance, human resource and information technology organizations, (b) 
accounting, legal and regulatory fees, and (c) other related overhead. We expect general and administrative expense 
to continue to increase for the foreseeable future as we invest in personnel to support continued growth and incur 
expenses related to being a publicly traded company. 

Application of Critical Accounting Policies and Use of Estimates 

Our consolidated financial statements are prepared in accordance with accounting principles generally 
accepted in the United States. The preparation of these financial statements requires that we make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the 
reporting period. We base our estimates on historical experience and on various other assumptions that we believe to 
be reasonable under the circumstances. We evaluate our estimates and assumptions on an ongoing basis. Our actual 
results may differ significantly from these estimates under different assumptions or conditions. There have been no 
material changes to these estimates for the periods presented in this quarterly report.  

We believe that of our significant accounting policies, which are described in note 2 to our annual financial 
statements, the following accounting policies involve a greater degree of judgment and complexity. Accordingly, 
these are the policies we believe are the most critical to aid in fully understanding and evaluating our financial 
condition and results of operations.  

Revenue Recognition  

We recognize revenue in accordance with SOP 97-2 and related interpretations.  

In all of our arrangements, we do not recognize any revenue until we can determine that persuasive 
evidence of an arrangement exists, delivery has occurred, the fee is fixed or determinable, and we deem collection to 
be probable. In making these judgments, we evaluate these criteria as follows: 

• Evidence of an arrangement.  We consider a non-cancellable agreement signed by the customer and us to 
be representative of pervasive evidence of an arrangement.  

• Delivery has occurred.  We consider delivery to have occurred when product has been delivered to the 
customer and no post-delivery obligations exist. In instances where customer acceptance is required, 
delivery is deemed to have occurred when customer acceptance has been achieved.  

• Fees are fixed or determinable.  We consider the fee to be fixed or determinable unless the fee is subject to 
refund or adjustment or is not payable within normal payment terms. If the fee is subject to refund or 
adjustment, we recognize revenue when the right to a refund or adjustment lapses. If offered payment terms 
exceed our normal terms, we recognize revenue as the amounts become due and payable or upon the 
receipt of cash.  

• Collection is deemed probable.  We conduct a credit review for all transactions at the inception of an 
arrangement to determine the creditworthiness of the customer. Collection is deemed probable if, based 
upon our evaluation, we expect that the customer will be able to pay amounts under the arrangement as 
payments become due. If we determine that collection is not probable, revenue is deferred and recognized 
upon the receipt of cash.  
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A substantial percentage of our revenue is generated by multiple-element arrangements, such as products, 
maintenance, professional services and training. When arrangements include multiple elements, we allocate the total 
fee among the various elements using the residual method. Under the residual method, revenue is recognized when 
vendor-specific objective evidence, or VSOE, of fair value exists for all of the undelivered elements of the 
arrangement, but does not exist for one or more of the delivered elements of the arrangement. Each arrangement 
requires us to analyze the individual elements in the transaction and to estimate the fair value of each undelivered 
element, which typically includes maintenance and services. Revenue is allocated to each of the undelivered 
elements based on its respective fair value, with the fair value determined by the price charged when that element is 
sold separately.  

         Maintenance and support services include telephone support, return and repair services, and unspecified 
rights to product upgrades and enhancements, and are recognized ratably over the term of the service period, which 
is generally 12 months. Maintenance and support revenue generally is deferred until the related product has been 
accepted and all other revenue recognition criteria have been met. Professional services and training revenue is 
recognized as the related service is performed.  

We provide a one year warranty on software products.  We have set up a warranty provision in the amount 
of 2% of software sales, which is amortized over a 12-month term.  We recognize this deferred revenue evenly over 
a twelve-month period from the date of the sale. 

 Our products and services are distributed indirectly through distribution partners and directly through our 
sales force. Revenue arrangements with distribution partners are recognized when the above criteria are met and 
only when we receive evidence that the distribution partner has an order from an end-user customer. 

Stock-Based Compensation 

Stock options granted are accounted for under SFAS No. 123R “Share-Based Payment” and are recognized 
at the fair value of the options as determined by an option pricing model as the related services are provided and the 
options earned.  SFAS No.123R replaces existing requirements under FAS 123 and APB 25, and requires public 
companies to recognize the cost of employee services received in exchange for equity instruments, based on the fair 
value of those instruments on the measurement date which generally is the grant date, with limited exceptions.  We 
have adopted SFAS No. 123R as of May 1, 2006 using the modified prospective method of adoption. The adoption 
of SFAS No. 123R did not have a material effect on our financial position or cash flow for any period. 

Stock-based compensation represents the cost related to stock-based awards granted to employees and non-
employee consultants. We measure stock-based compensation cost at measurement date, based on the estimated fair 
value of the award, and generally recognize the cost as expense on a straight-line basis (net of estimated forfeitures) 
over the employee requisite service period or the period during which the related services are provided by the non-
employee consultants and the options are earned. We estimate the fair value of stock options using a Black-Scholes 
option valuation model. 

The expected volatility of options granted has been determined using the volatility of our company’s stock. 
The expected volatility for options granted during the six months ended October 31, 2006 was between 71.0% and 
83.4%. The expected life of options granted after April 30, 2006 has been determined utilizing the "simplified" 
method as prescribed by the SEC's Staff Accounting Bulletin No. 107, Share-Based Payment. The expected term of 
options granted during the six months ended October 31, 2006 was between 3.7 and 6.2 years. For the six months 
ended October 31, 2006, the weighted-average risk free interest rate used was 4.83%. The risk-free interest rate is 
based on a treasury instrument whose term is consistent with the expected term of the stock options. We have not 
paid and do not anticipate paying cash dividends on our shares of common stock; therefore, the expected dividend 
yield is assumed to be zero. In addition, SFAS No. 123R requires companies to utilize an estimated forfeiture rate 
when calculating the expense for the period. We applied an estimated forfeiture rate of 15.0% in the six months 
ended October 31, 2006 in determining the expense recorded in our consolidated statement of operations. 



 

23 

Cost of revenue and operating expenses include stock-based compensation expense. For the six months 
ended October 31, 2006, we recorded an expense of $494,718 in connection with share-based payment awards. A 
future expense of non-vested options of $3,194,120 is expected to be recognized over a weighted-average period of 
2.9 years.  Results for the prior period have not been restated. 

Research and Development Expense for Software Products  
Research and development expense includes costs incurred to develop intellectual property. The costs for 

the development of new software and substantial enhancements to existing software are expensed as incurred until 
technological feasibility has been established, at which time any additional costs would be capitalized. We have 
determined that technological feasibility is established at the time a working model of software is completed. 
Because we believe our current process for developing software will be essentially completed concurrently with the 
establishment of technological feasibility, no costs have been capitalized to date.  

Foreign Currency Translation 

Our functional and reporting currency is the United States of America dollar. These consolidated financial 
statements are remeasured to United States dollars in accordance with FAS No. 52, “Foreign Currency Translation”. 
Monetary assets and liabilities denominated in foreign currencies are translated using the exchange rate prevailing at 
the balance sheet date and capital accounts are translated at historical rates.  Income statement accounts are 
translated at the average rates of exchange prevailing during the year and are included in the comprehensive income 
account in stockholders’ equity, if applicable.  Gains and losses arising on remeasurement or settlement of foreign 
currency denominated transactions or balances are included in the determination of income. Foreign currency 
transactions are primarily undertaken in Canadian dollars. We have not, to the date of these financials statements, 
entered into derivative instruments to offset the impact of foreign currency fluctuations. 

Results of Operations 

Our operating activities during the three and six months ended October 31, 2006 consisted primarily of 
selling our IP telephony software to telephone companies and IP telephony service providers, which provide IP 
telephony services to end users, and the continued development of our IP telephony software products.  

Revenue 
 Three Months Ended October 31,  
 2006  2005  Period-to-Period Change 
  

 
Amount  

Percent 
of Total 
Revenue  

 
 

Amount  

Percent 
of Total 
Revenue 

 
 

 
 

Amount  

Percent 
Increase / 
(Decrease) 

Revenue by Type            
   Software $1,276,065  76%  $731,164  67%  $544,901  75% 
   Service    396,728  24%  354,937  33%  41,791  12% 
Total revenue $1,672,793  100%  $1,086,101  100%  $586,692  54% 
         
Revenue by Region         
   International $1,044,834  62%  $407,736  38%  $637,098  156% 
   North America    627,959  38%  678,365  62%  (50,406)  (7%) 
Total revenue $1,672,793  100%  $1,086,101  100%  $586,692  54% 
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For the three months ended October 31, 2006, we generated $1,672,793 in revenue compared to $1,086,101 
for the three months ended October 31, 2005.  This represents an increase of $586,692 or 54% over the same period 
last year.  We generated $1,276,065 in software revenue for the three months ended October 31, 2006 compared to 
$731,164 for the three months ended October 31, 2005, representing an increase of $544,901 or 75%. The increase 
in software revenue was attributable to an increase in both the number of customers we sell to and the average 
revenue per customer.  For the three months ended October 31, 2006, service revenue was $396,728 compared to 
$354,937 for the three months ended October 31, 2005. The increase of $41,791 in service revenue reflects the 
increase in services we provide to primarily our larger customers to enable them to deploy our software.  
International revenue outside of North America grew by 156% during the quarter ended October 31, 2006 compared 
to the quarter ended October 31, 2005, driven by strong European software sales.  North American revenue 
contracted by 7%, quarter-over-quarter, primarily driven by lower service revenues in this region.  Our total number 
of contracted customers (not including those through internet sales), increased by 23 over the quarter to 236 as at 
October 31, 2006.  

 
Six Months Ended October 31,  

 2006  2005  Period-to-Period Change 
  

 
Amount  

Percent 
of Total 
Revenue  

 
 

Amount  

Percent 
of Total 
Revenue 

 
 

 
 

Amount  

Percent 
Increase / 
(Decrease) 

Revenue by Type            
   Software $2,685,784  78%  $1,441,842  75%  $1,243,942  86% 
   Service    747,890  22%  471,555  25%  276,335  59% 
Total revenue $3,433,674  100%  $1,913,397  100%  $1,520,277  79% 
          
Revenue by Region          
   International $1,992,407  58%  $526,020  27%  $1,466,387  279% 
   North America 1,441,267  42%  1,387,377  73%  53,890  4% 
Total revenue $3,433,674  100%  $1,913,397  100%  $1,520,277  79% 

For the six months ended October 31, 2006, we generated $3,433,674 in revenue compared to $1,913,397 
for the six months ended October 31, 2005.  This represents an increase of $1,520,277 or 79% over the same period 
last year.  We generated $2,685,784 in software revenue for the six months ended October 31, 2006 compared to 
$1,441,842 for the six months ended October 31, 2005, representing an increase of $1,243,942, or 86%. The 
increase in software revenue was attributable to an increase in both the number of customers we sell to and the 
average revenue per customer.  For the six months ended October 31, 2006, service revenue was $747,890 compared 
to $471,555 for the six months ended October 31, 2005. The increase of $276,335 in service revenue reflects the 
increase in services we provide to primarily our larger customers to enable them to deploy our software.  
International revenue outside of North America grew by 279% during the six months ended October 31, 2006 
compared the same period in 2005 reflecting strong revenue growth primarily from European customers, while 
North American grew by 4%.   

Cost of Revenue and Gross Profit 
 Three Months Ended October 31,  
 2006  2005  Period-to-Period Change 
  

 
 

Amount  

Percent 
of 

Related 
Revenue  

 
 
 

Amount  

Percent 
of 

Related 
Revenue 

 
 

 
 
 

Amount  

 
Percent 

Increase / 
(Decrease) 

Cost of Revenue            
   Software $204,364  16%  $109,546  15%  $94,818  87% 
   Service    149,000  38%  76,333  22%  72,667  95% 
Total cost of revenue $353,364  21%  $185,879  17%  $167,485  90% 
          
Gross Profit          
   Software $1,071,701  84%  $621,618  85%  $450,083  72% 
   Service    247,728  62%  278,604  78%  (30,876)  (11%) 
Total gross profit $1,319,429  79%  $900,222  83%  $419,207  47% 
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Cost of revenue was $353,364 for the three months ended October 31, 2006 compared to $185,879 
recorded for the three months ended October 31, 2005.  The total gross profit margin was 79% for the quarter ended 
October 31, 2006 compared to 83% for the quarter ended October 31, 2005.  Cost of software grew by 87% for the 
quarter ended October 31, 2006, resulting in a gross profit margin of 84% in the quarter.  Cost of service grew by 
95% during the quarter, resulting from costs associated with adding service personnel.  Gross profit margins for 
service were 62% during the quarter ended October 31, 2006 compared to 78% for the quarter ended October 31, 
2005 as costs increased at a greater rate than revenue growth. 
  
 Six Months Ended October 31,  
 2006  2005  Period-to-Period Change 
 

Amount  

Percent 
of 

Related 
Revenue  Amount  

Percent 
of 

Related 
Revenue  Amount  

Percent 
Increase / 
(Decrease) 

Cost of Revenue            
   Software $458,241  17%  $178,903  12%  $279,338  156% 
   Service    $339,971  45%  116,831  25%  223,140  191% 
Total cost of revenue $798,212  23%  $295,734  15%  $502,478  170% 
          
Gross Profit          
   Software $2,227,543  83%  $1,262,939  88%  $964,604  76% 
   Service    407,919  55%  354,724  75%  53,195  15% 
Total gross profit $2,635,462  77%  $1,617,663  85%  $1,017,799  63% 

Cost of revenue was $798,212 for the six months ended October 31, 2006 compared to $295,734 recorded 
for the six months ended October 31, 2005.  The total gross profit margin was 77% for the six months ended 
October 31, 2006 compared to 85% for the six months ended October 31, 2005.  Cost of software grew by 156% 
during the six months ended October 31, 2006 resulting in a gross profit margin of 83% compared to 88% in the 
prior period.  Greater sales of lower margin third party codec’s during the current period resulted in the lower gross 
profit margin.  Cost of service grew by 191% during the six months ended October 31, 2005, resulting from costs 
associated with adding service personnel.  The gross profit margin on service revenue was 55% during the six 
months ended October 31, 2006 compared to 75% for the six months ended October 31, 2005.  

Operating Expenses 

Sales and Marketing 

Sales and marketing expenses for the three and six months ended October 31, 2006 and 2005 were as 
follows:  
      
 October 31, 2006  October 31, 2005  Period-to-Period Change 
 

Amount  

Percent  
of 

Revenue  Amount  

Percent  
of 

Revenue  Amount  

Percent 
Increase / 
(Decrease)  

Three months ended $436,329  26%  $277,729  26%  $158,600  57% 
Six months ended    $754,937  22%  $373,400  20%  $381,537  102% 

Sales and marketing expenses were $436,329 for the three months ended October 31, 2006 compared to 
$277,729 recorded for the three months ended October 31, 2005.  The increase of $158,600 was primarily 
attributable to increases in sales and marketing personnel and associated wages, consulting fees, overhead and the 
expensing of employee stock-based compensation which began at the beginning of the current fiscal year. Sales and 
marketing expenses grew by $381,537 to $754,937 for the six months ended October 31, 2006 compared to 
$373,400 recorded for the six months ended October 31, 2005.  The increase of $381,537 was primarily attributable 
to increases in sales and marketing personnel and associated wages, consulting fees, overhead and the expensing of 
employee stock-based compensation which began at the beginning of the current fiscal year.  
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Research and Development 
 
Research and development expenses for the three and six months ended October 31, 2006 and 2005 were as 

follows:  
 
  

October 31, 2006 
  

October 31, 2005 
  

Period-to-Period Change 
  

 
Amount  

Percent  
of 

Revenue  

 
 

Amount  

Percent  
of 

Revenue 
 
 

 
 

Amount 

 Percent 
Increase / 
(Decrease) 

Three months ended $539,910  32%  $518,948  48%  $20,962  4% 
Six months ended  $1,294,844  38%  $1,050,870  55%  $243,974  23% 

 
Research and development expenses were $539,910 for the three months ended October 31, 2006 

compared to $518,948 for the three months ended October 31, 2005.  Research and development expenses were 
$1,294,844 for the six months ended October 31, 2006 compared to $1,050,870 recorded for the six months ended 
October 31, 2005.  The increase of $243,974 was primarily attributable to increases in engineering development 
personnel and associated costs as well as the expensing of employee stock-based compensation which began at the 
beginning of the current fiscal year.  

  
General and Administrative 
 
General and administrative expenses for the three and six months ended October 31, 2006 and 2005 were 

as follows:  
 

  
October 31, 2006 

  
October 31, 2005 

  
Period-to-Period Change 

 
 
 

Amount  

Percent  
of 

Revenue  

 
 

Amount  

Percent  
of 

Revenue 
 
 

 
 

Amount  

 
Percent 

Increase / 
(Decrease) 

Three months ended $535,545  32%  $362,367  33%  $173,178  48% 
Six months ended  $1,225,217  36%  $762,401  40%  $462,816  61% 

General and administrative expenses for the three months ended October 31, 2006 were $535,544 
compared to $362,367 for the three months ended October 31, 2005.  The increase of $173,178 in general and 
administrative expenses quarter over quarter related to the hiring of additional personnel as well as the expensing of 
employee stock-based compensation which began at the beginning of the current fiscal year.   General and 
administrative expenses for the six months ended October 31, 2006 were $1,225,217 compared to $762,401 for the 
six months ended October 31, 2005.  The increase of $462,816 in general and administrative expenses related to the 
hiring of additional personnel, the expensing of stock-based compensation and professional fees.   

Liquidity and Capital Resources  

As of October 31, 2006, we had $1,085,368 in cash compared to $2,369,021 at April 30, 2006, representing 
a decrease of $1,283,653.  Our working capital was $1,744,149 at October 31, 2006 compared to $1,975,881 at 
April 30, 2006, representing a decrease of $231,732 over the six month period. 

Operating Activities 

Our operating activities resulted in a net cash outflow of $1,078,849 for the six months ended October 31, 
2006.  This compares with a net cash outflow of $161,978 for the same period last year and represents a $916,871 
increase in the use of cash compared to the same period last year.  The net cash outflow from operating activities for 
the six months ended October 31, 2006 was primarily a result of a net loss of $712,791 and an increase in accounts 
receivable of $1,523,012, offset by an increase in accounts payable of $301,256 and adjustments for non-cash 
expenses including $494,718 for stock-based compensation and $143,354 for depreciation and amortization.  
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Investing Activities 

Investing activities resulted in a net cash outflow of $210,791 for the six months ended October 31, 2006 
resulting primarily from purchases of equipment and deposits.  This compares with a net cash outflow from 
investing activities of $146,213 for the same period last year which was primarily for purchases of equipment.  At 
October 31, 2006, we did not have any material commitments for future capital expenditures. 

Financing Activities 

Financing activities resulted in a net cash outflow of $3,244 for the six months ended October 31, 2006 
compared to a net cash outflow of $10,729 for the same period last year.  During the six months ended October 31, 
2006, we issued 25,521 common shares at $0.39 per share for cash proceeds of $9,954 pursuant to the exercise of 
stock purchase options.   

 Subsequent to the quarter on November 30, 2006, we completed a non-brokered private placement of 
convertible debentures in the principal amount of $4,000,000 to a group of investors including a company controlled 
by the spouse of a significant shareholder of our company.  The debentures are unsecured, bear interest at 5% per 
annum with interest payable quarterly and mature on November 30, 2008.  The investors may convert the debentures 
at any time, and from time to time, in whole or in part into common shares of our company at a conversion price of 
$0.40 per share.  The outstanding $2 million convertible debenture held by one of the investors represented $2 
million of the purchase price by that investor and was cancelled on closing.  In addition, the outstanding share 
purchase warrants for the purchase of up to 2.5 million shares of common stock at a price of $0.80 per share, which 
were issued in connection with the outstanding convertible debenture, were cancelled on closing. The new 
debentures rank senior to our company’s other existing and future indebtedness as long as they remain outstanding.  
Under the terms of the private placement, the investors also acquired share purchase warrants for the purchase of up 
to 5 million shares of our company’s common stock, exercisable for three years at a price of $0.80 per share.   

We believe that our current working capital and anticipated revenue will be sufficient to fund our 
operations for the next twelve months.  However, our forecast of the period of time through which our financial 
resources will be adequate to support our operations is a forward-looking statement that involves risks and 
uncertainties, and actual results could vary materially. If we are unable to raise additional capital when required or 
on acceptable terms, we may have to significantly delay product development, and scale back operations.   

We intend to seek additional funding through public or private financings, but our business and 
shareholders’ investment are at risk if we are unable to obtain additional financing on acceptable terms or at all. 

Long Term Obligations 
 

On July 10, 2006, we entered into a lease for office premises commencing on December 1, 2006 and 
ending on September 29, 2011 for which a deposit of $73,187 was made.  Total rent payable over the term of the 
lease for the fiscal years ended April 30, is as follows: 

 

2007  $       86,771 
2008  216,348 
2009  222,133 
2010  238,330 
2011  249,899 
2012  104,125 
  $  1,117,606 
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Off-Balance Sheet Arrangements 

We do not have, and do not have any present plans to implement, any off-balance sheet arrangements. 

RISK FACTORS 

Much of the information included in this quarterly report includes or is based upon estimates, projections or 
other "forward looking statements". Such forward looking statements include any projections or estimates made by 
us and our management in connection with our business operations. While these forward-looking statements, and 
any assumptions upon which they are based, are made in good faith and reflect our current judgment regarding the 
direction of our business, actual results will almost always vary, sometimes materially, from any estimates, 
predictions, projections, assumption or other future performance suggested herein.  

Such estimates, projections or other "forward looking statements" involve various risks and uncertainties as 
outlined below. We caution the reader that important factors in some cases have affected and, in the future, could 
materially affect actual results and cause actual results to differ materially from the results expressed in any such 
estimates, projections or other "forward looking statements". 

We will require significant additional financing, the availability of which cannot be assured.  

Since inception, our company has had negative cash flows from operations. Our business plan calls for 
continued research and development of our products and expansion of our market share. We may require additional 
financing to finance working capital and pay for operating expenses and capital requirements until we achieve a 
positive cash flow. However, there is no assurance that actual cash requirements will not exceed our estimates. In 
particular, additional capital may be required in the event that:  

- we incur delays and additional expenses as a result of technology failure; 

- we are unable to create a substantial market for our products; or 

- we incur any significant unanticipated expenses. 

The occurrence of any of the aforementioned events could adversely affect our ability to meet our proposed 
business plans.  

We do not have any arrangement for financing other than that as disclosed as a subsequent event note to the 
financial statements herein. We depend on a mix of revenue and outside capital to pay for the continued 
development of our technology and the marketing of our products. Such outside capital may include the sale of 
additional stock and/or commercial borrowing. There can be no assurance that capital will continue to be available if 
necessary to meet these continuing development costs or, if the capital is available, that it will be on terms 
acceptable to us. The issuance of additional equity securities by us would result in a dilution, possibly a significant 
dilution, in the equity interests of our current stockholders. Obtaining commercial loans, assuming those loans 
would be available, will increase our liabilities and future cash commitments.  

If we are unable to obtain financing in the amounts and on terms deemed acceptable to us, our business and 
future success may be adversely affected.  

A decline in the price of our common stock could affect our ability to raise further working capital and 
adversely impact our operations.  

A prolonged decline in the price of our common stock could result in a reduction in the liquidity of our 
common stock and a reduction in our ability to raise capital. Because our operations have been primarily financed 
through the sale of equity securities, a decline in the price of our common stock could be especially detrimental to 
our liquidity and our continued operations. Any reduction in our ability to raise equity capital in the future would 
force us to reallocate funds from other planned uses and would have a significant negative effect on our business 
plans and operations, including our ability to develop new products and continue our current operations. If our stock 
price declines, there can be no assurance that we can raise additional capital or generate funds from operations 
sufficient to meet our obligations. 



 

29 

If we issue additional shares of common stock in the future this may result in dilution to our existing 
stockholders.  

We are authorized to issue 415,384,500 shares of common stock. Our board of directors has the authority to 
issue additional shares of common stock up to the authorized capital stated in the certificate of incorporation. Our 
board of directors may choose to issue some or all of such shares to acquire one or more businesses or to provide 
additional financing in the future. The issuance of any such shares may result in a reduction of the book value or 
market price of the outstanding shares of our common stock. If we do issue any such additional shares, such 
issuance will cause a reduction in the proportionate ownership and voting power of all other stockholders. Further, 
any such issuance may result in a change of control of our corporation.  

We face larger and better-financed competitors, which may affect our ability to operate our business and 
achieve profitability.  

Management is aware of similar products which compete directly with our products and some of the 
companies developing these similar products are larger and better-financed than us and may develop products 
superior to those of our company. Such competition will potentially affect our chances of achieving profitability, 
and ultimately adversely affect our ability to continue as a going concern.  

Penny stock rules will limit the ability of our stockholders to sell their shares of common stock.  

The Securities and Exchange Commission has adopted regulations which generally define "penny stock" to 
be any equity security that has a market price (as defined) less than $5.00 per share or an exercise price of less than 
$5.00 per share, subject to certain exceptions. Our securities are covered by the penny stock rules, which impose 
additional sales practice requirements on broker-dealers who sell to persons other than established customers and 
"accredited investors". The term "accredited investor" refers generally to institutions with assets in excess of 
$5,000,000 or individuals with a net worth in excess of $1,000,000 or annual income exceeding $200,000 or 
$300,000 jointly with their spouse. The penny stock rules require a broker-dealer, prior to a transaction in a penny 
stock not otherwise exempt from the rules, to deliver a standardized risk disclosure document in a form prepared by 
the Securities and Exchange Commission which provides information about penny stocks and the nature and level of 
risks in the penny stock market. The broker-dealer also must provide the customer with current bid and offer 
quotations for the penny stock, the compensation of the broker-dealer and its salesperson in the transaction and 
monthly account statements showing the market value of each penny stock held in the customer's account. The bid 
and offer quotations, and the broker-dealer and salesperson compensation information, must be given to the 
customer orally or in writing prior to effecting the transaction and must be given to the customer in writing before or 
with the customer's confirmation. In addition, the penny stock rules require that prior to a transaction in a penny 
stock not otherwise exempt from these rules, the broker-dealer must make a special written determination that the 
penny stock is a suitable investment for the purchaser and receive the purchaser's written agreement to the 
transaction. These disclosure requirements may have the effect of reducing the level of trading activity in the 
secondary market for the stock that is subject to these penny stock rules. Consequently, these penny stock rules may 
affect the ability of broker-dealers to trade our securities. We believe that the penny stock rules discourage investor 
interest in and limit the marketability of our common stock.  

The Sales Practice Requirements of the National Association of Securities Dealers Inc., or NASD, may also 
limit a stockholder's ability to buy and sell our stock.  

In addition to the "penny stock" rules described above, the NASD has adopted rules that require that in 
recommending an investment to a customer, a broker-dealer must have reasonable grounds for believing that the 
investment is suitable for that customer. Prior to recommending speculative low priced securities to their non-
institutional customers, broker-dealers must make reasonable efforts to obtain information about the customer's 
financial status, tax status, investment objectives and other information. Under interpretations of these rules, the 
NASD believes that there is a high probability that speculative low priced securities will not be suitable for at least 
some customers. The NASD requirements make it more difficult for broker-dealers to recommend that their 
customers buy our common stock, which may limit your ability to buy and sell our stock and have an adverse effect 
on the market for its shares.  
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Some of our directors and officers are located outside the United States, with the result that it may be 
difficult for investors to enforce within the United States any judgments obtained against us or some of our directors 
or officers.  

Some of our directors and officers are nationals and/or residents of countries other than the United States, 
and all or a substantial portion of such persons' assets are located outside the United States. As a result, it may be 
difficult for investors to enforce within the United States any judgments obtained against us or our officers or 
directors, including judgments predicated upon the civil liability provisions of the securities laws of the United 
States or any state thereof. Consequently, you may be effectively prevented from pursuing remedies under United 
States federal securities laws against some of our directors or officers.  

We could lose our competitive advantages if we are not able to protect any proprietary technology and 
intellectual property rights against infringement, and any related litigation could be time-consuming and costly.  

Our success and ability to compete depends to a significant degree on our proprietary technology 
incorporated in our software. Other than registering the domain names: www.counterpath.com, www.xten.com, 
www.xten.net, www.sipindex.com, www.xtunnels.org, www.videoblog.com, www.videoblog.net and 
www.videoblog.info, and applying to register the trademark eyeBeamTM, we have not taken any action to protect our 
proprietary technology. If any of our competitors copies or otherwise gains access to our proprietary technology or 
develops similar technologies independently, we would not be able to compete as effectively. We also consider our 
service marks, particularly our family of unregistered trademarks including eyeBeam, X-Pro, X-Lite, X-Web, X-
Tunnels, X-Look, X-Cipher and X.Net, invaluable to our ability to continue to develop and maintain the goodwill 
and recognition associated with our brand. The measures we take to protect the proprietary technology software, and 
other intellectual property rights, which presently are based upon a combination of copyright, trade secret and 
trademark laws, may not be adequate to prevent their unauthorized use. Further, the laws of foreign countries may 
provide inadequate protection of such intellectual property rights.  

We may need to bring legal claims to enforce or protect such intellectual property rights. Any litigation, 
whether successful or unsuccessful, could result in substantial costs and diversions of resources. In addition, 
notwithstanding any rights we have secured in our intellectual property, other persons may bring claims against us 
that we have infringed on their intellectual property rights, including claims based upon the content we license from 
third parties or claims that our intellectual property right interests are not valid. Any claims against us, with or 
without merit, could be time consuming and costly to defend or litigate, divert our attention and resources, result in 
the loss of goodwill associated with our service marks or require us to make changes to our website or other of our 
technologies.  

Our products may become obsolete and unmarketable if we are unable to respond adequately to rapidly 
changing technology and customer demands.  

Our industry is characterized by rapid changes in technology and customer demands. As a result, our 
products may quickly become obsolete and unmarketable. Our future success will depend on our ability to adapt to 
technological advances, anticipate customer demands, develop new products and enhance our current products on a 
timely and cost-effective basis. Further, our products must remain competitive with those of other companies with 
substantially greater resources. We may experience technical or other difficulties that could delay or prevent the 
development, introduction or marketing of new products or enhanced versions of existing products. Also, we may 
not be able to adapt new or enhanced services to emerging industry standards, and our new products may not be 
favourably received.  
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Unless we can establish significant sales of our current products, our potential revenue may be 
significantly reduced.  

We expect that a substantial portion of our future revenue will be derived from the sale of our software 
products. We expect that these product offerings and their extensions and derivatives will account for a majority our 
revenue for the foreseeable future. Broad market acceptance of our VoIP and IP Telephony products is, therefore, 
critical to our future success and our ability to continue to generate revenue. Failure to achieve broad market 
acceptance of our software products, as a result of competition, technological change, or otherwise, would 
significantly harm our business. Our future financial performance will depend primarily on the continued market 
acceptance of our current software product offerings, and on the development, introduction and market acceptance 
of any future enhancements. There can be no assurance that we will be successful in marketing our current product 
offerings or any new product offerings, applications or enhancements, and any failure to do so would significantly 
harm our business.  

Item 3. Controls and Procedures. 

As required by Rule 13a-15 under the Exchange Act, we have carried out an evaluation of the effectiveness 
of the design and operation of our company’s disclosure controls and procedures as of the end of the period covered 
by this quarterly report, being October 31, 2006. This evaluation was carried out under the supervision and with the 
participation of our company’s management, including our company’s president and chief executive officer. Based 
upon that evaluation, our company’s president and chief executive officer concluded that our company’s disclosure 
controls and procedures are effective as at the end of the period covered by this report. There have been no 
significant changes in our internal controls over financial reporting that occurred during our most recent fiscal 
quarter that have materially affected, or are reasonably likely to materially affect our internal controls over financial 
reporting.  

Disclosure controls and procedures are controls and other procedures that are designed to ensure that 
information required to be disclosed in our company’s reports filed or submitted under the Exchange Act is 
recorded, processed, summarized and reported, within the time periods specified in the Securities and Exchange 
Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and 
procedures designed to ensure that information required to be disclosed in our company’s reports filed under the 
Exchange Act is accumulated and communicated to management, including our company’s president as appropriate, 
to allow timely decisions regarding required disclosure. 

PART II  

Item 1. Legal Proceedings. 

Except as set out below, we know of no material, active, or pending legal proceeding against our company, 
nor are we involved as a plaintiff in any material proceeding or pending litigation where such claims or action 
involves damages for a value of more than 10% of our assets as of October 31, 2006, or any proceeding in which 
any of our company's directors, officers, or affiliates, or any registered or beneficial shareholders, is an adverse party 
or has a material interest advance to our company's interest. 

On February 17, 2006, Eyeball Networks Inc., filed a statement of claim in the Supreme Court of British 
Columbia (Action No. S-061080, Vancouver Registry) against our company, Mr. Mark Bruk, and two employees, 
alleging breach of (i) confidentiality, and (ii) previous employment agreements between the two employees (Dr. 
Joseph Vass and Mark Klagenberg) and Eyeball.  Eyeball is seeking an injunction requiring our company, Mr. Bruk, 
and the two employees, to deliver to Eyeball any confidential information they have in their possession, power or 
control relating to Eyeball and its business, restraining our company from developing, manufacturing or marketing 
power meters, although we do not currently develop, manufacture or market power meters.  Among other things, 
Eyeball is claiming general, punitive and aggravated damages of unspecified amounts.  Management of our 
company has filed a Statement of Defence denying all allegations, and strongly believes that any allegations made 
by Eyeball in connection with our company's current business operations are without foundation or merit.  We 
intend to continue to vigorously defend these proceedings which are now expected to go to trial in May or June of 
2007. 
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 

On August 1, 2006, we granted stock options to two employees for the option to purchase an aggregate of 
255,000 shares of our common stock at an exercise price of $0.30 per share, exercisable until August 1, 2016. The 
stock options are subject to vesting provisions as set forth in our 2005 stock option plan. We issued the stock options 
to a non U.S. person (as that term is defined in Regulation S of the Securities Act of 1933) in an offshore transaction 
relying on Regulation S and/or Section 4(2) of the Securities Act of 1933. 

On September 7, 2006, we granted stock options to an employee for the option to purchase an aggregate of 
1,200,000 shares of our common stock at an exercise price of $0.43 per share, exercisable until September 7, 2016. 
The stock options are subject to vesting provisions as set forth in our 2005 stock option plan. We issued the stock 
options to a non U.S. person (as that term is defined in Regulation S of the Securities Act of 1933) in an offshore 
transaction relying on Regulation S and/or Section 4(2) of the Securities Act of 1933. 

On October 1, 2006, we granted stock options to one consultant and seven employees to purchase an 
aggregate of 740,000 shares of our common stock at an exercise price of $0.38 per share, exercisable for a period of 
five years pursuant to our 2005 Amended and Restated Stock Option Plan. The options are subject to vesting 
provisions as set forth in the stock option agreements dated October 1, 2006. We issued the stock options to eight 
non-U.S. persons (as that term is defined in Regulation S of the Securities Act of 1933), in an offshore transaction 
relying on Regulation S and/or Section 4(2) of the Securities Act of 1933. 

Item 3. Defaults Upon Senior Securities. 

None. 

Item 4. Submission of Matters to a Vote of Security Holders. 

None. 

Item 5. Other Information. 

None. 

Item 6. Exhibits. 

Exhibits Required by Item 601 of Regulation S-B 

(3) Articles of Incorporation and By-laws 

3.1 Articles of Incorporation (incorporated by reference from our Registration Statement on Form SB-2 filed 
on July 16, 2003). 

3.2 Bylaws (incorporated by reference from our Registration Statement on Form SB-2 filed on July 16, 2003). 

3.3 Amended Bylaws (incorporated by reference from our Registration Statement on Form SB-2/A filed on 
September 3, 2003). 

3.4 Articles of Merger (incorporated by reference from our Current Report on Form 8-K filed on September 15, 
2005). 

3.5 Amended Bylaws (incorporated by reference from our Current Report on Form 8-K filed on April 28, 
2006). 
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(4) Instruments defining the rights of security holders, including indentures 

4.1 2004 Stock Option Plan effective May 18, 2004 (incorporated by reference from our Registration Statement 
on Form S-8 filed on June 14, 2005). 

4.2 Form of Stock Option Agreement for 2004 Stock Option Plan (incorporated by reference from our 
Registration Statement on Form S-8 filed on June 14, 2005). 

4.3 2005 Stock Option Plan effective March 4, 2005 (incorporated by reference from our Registration 
Statement on Form S-8 filed on June 14, 2005). 

4.4 Form of Stock Option Agreement for 2005 Stock Option Plan (incorporated by reference from our 
Registration Statement on Form S-8 filed on June 14, 2005). 

4.5 Form of Amended & Restated Stock Option and Subscription Agreement (Canadian) (incorporated by 
reference from our Current Report on Form 8-K filed On October 14, 2005). 

4.6 Form of Amended & Restated Stock Option and Subscription Agreement (US) (incorporated by reference 
from our Current Report on Form 8-K filed On October 14, 2005). 

(10) Material Contracts 

10.1  Domain Name Assignment Agreement, dated May 2, 2003, between Broad Scope Enterprises, Inc. and 
Hon Kit Ng (incorporated by reference from our Registration Statement on Form SB-2 filed on July 16, 
2003). 

10.2 Subscription Agreement, dated April 20, 2003, between Broad Scope Enterprises Inc. and Hon Kit Ng 
(incorporated by reference from our Registration Statement on Form SB-2 filed on July 16, 2003). 

10.3 Subscription Agreement, dated May 1, 2003, between Broad Scope Enterprises Inc. and Hon Kit Ng 
(incorporated by reference from our Registration Statement on Form SB-2 filed on July 16, 2003).  

10.4 Subscription Agreement, dated May 2, 2003, between Broad Scope Enterprises Inc. and Simon Au 
(incorporated by reference from our Registration Statement on Form SB-2 filed on July 16, 2003).  

10.5 Form of Subscription Agreement between Broad Scope Enterprises Inc. and various private placement 
placees (incorporated by reference from our Registration Statement on Form SB-2 filed on July 16, 2003).  

10.6 Agreement and Plan of Merger among Broad Scope Enterprises Inc., Xten Networks, Inc., Broad Scope 
Acquisition Corp. and Mark Bruk (incorporated by reference from our Current Report on Form 8-K filed 
on May 10, 2004).  

10.7 Agreement and Plan of Merger between Broad Scope Enterprises Inc. and Xten Networks, Inc. 
(incorporated by reference from our Current Report on Form 8-K filed on May 10, 2004).  

10.8 Software Development Agreement between Xten Networks, Inc. (formerly Evove, Inc.) and Xten Networks 
(Canada) Inc. (formerly Xten Networks Inc.) (incorporated by reference from our Current Report on Form 
8-K filed on May 10, 2004).  

10.9 Debt Settlement and Subscription Agreement dated April 19, 2005 between Xten Networks, Inc. and 
Steven Bruk (incorporated by reference from our Annual Report on Form 10-KSB filed on July 29, 2005). 

10.10 Employment Agreement dated June 16, 2005 between Xten Networks R&D Inc. and Larry Timlick 
(incorporated by reference from our Annual Report on Form 10-KSB filed on July 29, 2005). 
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10.11 Settlement Agreement and Release dated June 29, 2005 between Xtend Communications Corp. and Xten 
Networks, Inc. (incorporated by reference from our Annual Report on Form 10-KSB filed on July 29, 
2005). 

10.12 Form of Amendment to Stock Option and Subscription Agreement (incorporated by reference from our 
Current Report on Form 8-K filed on January 17, 2006). 

10.13 Form of Stock Option and Subscription Agreement for U.S. Persons (incorporated by reference from our 
Current Report on Form 8-K filed on January 17, 2006). 

10.14 Form of Stock Option and Subscription Agreement for Non-U.S. Persons (incorporated by reference from 
our Current Report on Form 8-K filed on January 17, 2006). 

10.15 Employment Agreement between CounterPath Solutions, Inc. and Jason Fischl dated August 29, 2005 
(incorporated by reference from our Annual Report on Form 10-KSB filed on July 31, 2006). 

10.16 Employment Agreement between CounterPath Solutions, Inc. and Donovan Jones dated June 1, 2005 
(incorporated by reference from our Annual Report on Form 10-KSB filed on July 31, 2006). 

10.17 Employment Agreement between CounterPath Solutions, Inc. and David Karp dated September 11, 2006 
(incorporated by reference from our Quarterly Report on Form 10-QSB filed on September 14, 2006). 

10.18 Form of Subscription Agreement dated November 30, 2006, between our company and various investors 
(incorporated by reference from our Current Report on Form 8-K filed on December 7, 2006). 

10.19 Form of Subscription Agreement dated November 30, 2006, between our company and KMB Trac Two 
Holdings Ltd (incorporated by reference from our Current Report on Form 8-K filed on December 7, 
2006). 

10.20 Form of Convertible Note dated November 30, 2006 (incorporated by reference from our Current Report 
on Form 8-K filed on December 7, 2006). 

10.21 Form of Warrant Certificate dated November 30, 2006 (incorporated by reference from our Current Report 
on Form 8-K filed on December 7, 2006). 

 (21)  Subsidiaries of CounterPath Solutions, Inc. 

CounterPath Solutions R&D Inc. (incorporated in the Province of British Columbia, Canada) 

(31) Section 302 Certification 

31.1 Section 302 Certification. 

(32) Section 906 Certification 

32.1 Section 906 Certification.  
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SIGNATURES 

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf 
by the undersigned, thereunto duly authorized. 
 
 
 
COUNTERPATH SOLUTIONS, INC. 
 

 
By: /s/ Mark Bruk 
 Mark Bruk, Chairman 
 Chief Executive Officer & Director 
 Date:  December 18, 2006  
 
 
By: /s/ David Karp 
 David Karp 
 Chief Financial Officer, Secretary & Treasurer 
 Date:  December 18, 2006  

 

 

 

 


