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AirBoss of America Corp. is one of today’s most respected and trusted global manufacturers of high
performance proprietary rubber-based products. We develop, manufacture, and sell high quality proprietary
rubber-based products offering enhanced performance and productivity to transportation, defense and
industrial markets. With a capacity to supply over 250 million pounds of rubber annually to a diverse group
of rubber manufacturers, AirBoss is one of North America’s largest custom compounding companies.



One of the exceptional strengths of AirBoss is our ability to sustain growth even in challenging markets. This
year, even as we faced higher energy prices, a strong Canadian dollar, increased raw material costs and
several non-recurring items, all of our lines of business grew. We accomplished this by continuing to provide
what our clients demand – performance they can trust. 

EXPANDING OUR CAPABILITIES BY RAISING THE BAR

In a world where change is accelerating and markets are increasingly competitive, AirBoss consistently raises
the bar to anticipate our customers’ needs and to meet our shareholders’ expectations. As one of North
America's leading custom rubber mixers with the capacity to supply over 200 million pounds annually, we are
adding to our capacity with a state-of-the-art mixing facility in Scotland Neck, North Carolina, which will
initially add a further 50 million pounds of  annualized capacity. By developing the above mentioned strategic
new manufacturing location, we are expanding our capabilities geographically to be near our customers and
to grow our market share.

A FORMULA FOR CONSISTENT QUALITY 

We are problem solvers who are obsessive about details, delivering an unprecedented level of service by
anticipating and understanding our customers’ production needs. We continually move the science of
rubber compound mixing forward, utilizing the latest technologies in our A2LA accredited development
laboratory, the most experienced chemists and chemical engineers and the strictest product testing and
quality control processes. 

During the manufacturing phase, we are uncompromising in delivering consistent quality standards that
conform meticulously to customer specifications. And we are here for our customers to constantly and
proactively explore new ways of meeting their custom rubber compounding needs. It is a formula trusted by
our clients to achieve improved manufacturing performance.

DELIVERING GROWTH
IN A CHALLENGING MARKET 
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RAILWAY PRODUCTS

RAILWAY FASTENERS
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TRUSTED PERFORMANCE TODAY AND TOMORROW

In every aspect of our business, we deliver on our word. From ensuring we have reliable, reasonably priced
raw materials that meet our highest specifications to the production consistencies in mixing and blending, to
our commitment to on-time delivery, we ensure our clients can trust in our performance. After all, their
performance depends on it. 

RUBBER

COMPOUNDING

OPERATIONS

CONVEYOR BELT
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TO OUR SHAREHOLDERS

The year 2005 will be remembered as one of strong sales growth, excellent

overall performance by two of the three core AirBoss businesses and the

repositioning of the rubber compounding business for sustained growth in

new geographical markets. Sales increased by 17% to $226 million. 

The year will also be remembered by the rubber industry as one filled with many challenges. Raw material price volatility,
supply shortages and currency considerations were all issues that required everyone in the industry to deal with change at
an increasing rate of speed.

There were two major disappointments during the year which we believe are of a non-repetitive nature. The loss of the
long-running patent infringement lawsuit does not affect any of the current railway track fastening products sold by the
company and will not impact sales or profits moving forward. 

Secondly, the temporary rubber mixing facility in Waynesville, North Carolina was closed in August of 2005. While it was never
planned to operate this equipment into 2006 it never produced product to AirBoss standards. These two items had an impact of
reducing income from continuing operations by approximately $5.5 million pre-tax or an estimated after-tax $0.15 per share.

Major accomplishments for AirBoss during the year were:

• Completing the major equipment installation of a new compound mixing facility which will boost our capacity by 25%
and drive efficiency improvements;

• Affirming the leadership of our Chemical Biological Radiological Nuclear products worldwide by successfully obtaining
two major US military contracts for protective hand wear and footwear;

• Increased our marketing initiatives in both our rubber compounding and first response products;

• Designing, testing and commencing production of rail fastening clips for South America;

• Successful world-wide sourcing of key raw materials provided the flexibility to avoid supply disruption experienced in
North America.

The new manufacturing installation in Scotland Neck, North Carolina is important to the Company’s future plans for many
different reasons. The equipment installed there for rubber mixing will be unsurpassed in terms of efficiency. It has
already proven it has the capability to produce compounds of the highest degree quality on a repeatable basis.  Once it is
fully operational, it will provide us with geographical access to new markets, balance currency related issues in this
business and lower our non-material costs-per-unit.

Scotland Neck will also be a key manufacturing site for the production of our Chemical Biological Radiological Nuclear
military protective wear. Our plans are to locate the additional capacity required to service the anticipated increase in US
military orders. 
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Several initiatives started towards the end of 2005 were completed in 2006. We believe these will have a material effect
on the future. In general, there will be a much greater emphasis on managing operating working capital and the returns
generated by each business on their capital employed. Specifically, the initiatives include:

Rubber Compounding 

• Re-organize the rubber compounding business to consolidate and drive decisions closer to markets;

• Refine and re-emphasize manufacturing processes to maximize equipment and reduce production costs. The overall
cost structure of the compounding business should be improved by the addition of Scotland Neck. A US manufacturing
presence will insulate more of this business from currency fluctuations.

In order to successfully realize on these initiatives, we have increased our management strength with the addition of key
senior employees with extensive industry experience. Changes were necessary to help avoid a repeat of the errors of the
temporary facility in Waynesville which was opened and closed within an eight month period.

AirBoss-Defense

• New Chemical Biological Radiological Nuclear products are in development. The Company received National Fire
Protection Association certification of the world’s first Chemical Biological Radiological Nuclear firefighter boot.
Projects to take our military overshoe to the next level are already underway.

• Additional rubber injection moulding presses are planned for US based manufacturing of these products.

Railway Products

• The rail fastening product offering for the South American market has been completed.  

• The evaluation of new manufacturing sites for clip production is underway. This evaluation and any move is expected
to be completed by mid-2006.

The markets targeted by AirBoss such as military protective wear, mining, energy generation and transportation continue to
be strong. The increasing demand from last year for the products that we produce, should continue. Our commitment to
repeatable quality and product innovation in all our businesses will also continue. This commitment, combined with actions
to ensure that we deliver in a manner that is both cost effective for our customers and provides us with adequate returns
for our shareholders gives us reason to be optimistic about both the short term and long term future of our business.
Management is focused on increasing return on equity and shareholder value.

We would like to thank our employees for their contributions over the last year and to our customers and suppliers for
their continued support. A special thanks to our Shareholders and Directors.

P.G. Schoch       R.L. Hagerman

Chairman President and CEO

TO OUR SHAREHOLDERS (CONÕT)



MANAGEMENTÕS DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
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AIRBOSS FORWARD-LOOKING STATEMENT DISCLAIMER

This report contains forward-looking statements, which reflect managementÕs best judgment based on factors currently known but involve
significant risks and uncertainties. Actual results could differ materially from those anticipated in these forward-looking statements as a
result of a number of factors, including but not limited to risks more fully described in the ÒRisk FactorsÓ section of the CompanyÕs annual
report, and other risks detailed in filings with the Ontario Securities Commission. Forward-looking information provided pursuant to the
safe harbour established by recent securities legislations should be evaluated in the context of these factors. These forward-looking
statements are made as of the date of this annual report and management assumes no obligation to update or revise these statements to
reflect new events or circumstances. 

The following ManagementÕs Discussion and Analysis of Financial Condition and Results of Operations has been prepared as of March 10,
2006 and should be read in conjunction with the Consolidated Financial Statements and Notes prepared in accordance with Canadian
generally accepted accounting principles.

COMPANY PROFILE

AirBoss of America Corp. develops, manufactures, and sells high quality proprietary rubber-based products offering enhanced performance
and productivity to transportation, military and industrial markets. With a capacity to supply over 250 million pounds of rubber annually to a
diverse group of rubber manufacturers, AirBoss is one of North AmericaÕs largest custom compounding companies. The Company also
develops, markets and sells a number of rail fastening systems to AmericaÕs largest railroads.

Selected Financial Information 

Year ended December 31 (thousands, except per share amount) 2005 2004 2003

Financial results:
Sales $ 226,242 $ 192,595 $ 159,027
Net income from continuing operations 1,552 4,871 745
Net income (loss) 1,601 1,732 (4,310)
Net income per share - continuing operations

- Basic 0.07 0.22 0.03
- Diluted 0.06 0.21 0.03

Net income (loss) per share 
- Basic 0.07 0.08 (0.19)
- Diluted 0.07 0.08 (0.19)

Cash provided by continuing operations 13,165 4,719 6,141
Capital expenditures 11,564 3,292 3,987

Year ended December 31 (thousands) 2005 2004 2003

Financial Position:
Total assets $ 124,679 $ 126,076 $ 119,260
Demand loan 11,763 15,574 13,835
Term loan and other debt 22,429 21,596 24,642
ShareholdersÕ Equity 56,248 54,074 52,021

Rubber Compounding

The Company is one of North AmericaÕs leading custom rubber mixers with the capacity to supply over 250 million pounds annually. Its
rubber mixing facilities are located in Kitchener, Ontario; Acton Vale, Quebec; and Scotland Neck, North Carolina. Approximately three
quarters of its customers are located in the United States.

Rubber compounds are utilized in many products and industries, including pneumatic and solid tire manufacturing, conveyor belting,
roofing, and automotive parts. AirBoss Rubber Compounding is one of the few rubber compounders in North America who, due to the
nature of its equipment and its stringent quality assurance procedures, are approved suppliers to major tire companies. The majority of its
business is serving a wide range of customers in the mining, energy generation, warehousing and transportation industries. The Company
provides custom compound formulation and independent testing services from accredited laboratory facilities in Kitchener, Ontario.



M A N A G E M E N T Õ S  D I S C U S S I O N  A N D  A N A LY S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D

R E S U LT S  O F  O P E R AT I O N S  ( C O N T Õ D )

8 AIRBOSS OF AMERICA CORP

AirBoss is a major consumer of commodities such as natural rubber, synthetic rubber and carbon black. These materials are sourced
from world markets and are typically paid for in US dollars.

AirBoss Engineered Products (ÒAEPÓ)

Located in Acton Vale, Quebec, AEP is comprised of two divisions; AirBoss Defense and Engineered Products. 

AirBoss Defense is a world leader in the development and sale of Chemical, Biological, Radiological and Nuclear (ÒCBRNÓ) protective
wear. These products are sold to major militaries and First Response customers in North America and Europe. Principal CBRN products
include rubber overshoes, gloves and gasmasks which utilize AirBossÕ extensive expertise in rubber compound formulation. AirBoss-
Defense also manufactures and sells CBRN firefighter boots and Extreme Cold Weather (ÒECWÓ) military footwear. 

The Engineered Products division sells extruded and calendared rubber products serving the recreational, agricultural and industrial markets.

Railway Products Division 

The Railway Product Division located in Kansas City, MI, engineers, develops and sells railway track fastening systems. The Company is
a major supplier of these systems to the largest railroads in the United States. The key products sold are elastic fastening systems
consisting of steel spring clips, polymer protective pads and polymer insulators. The steel clip and the polymer product manufacture is
outsourced using Company owned tooling.

RESULTS OF OPERATIONS (2005 COMPARED TO 2004)

SALES

Sales revenues from continuing operations increased 17% despite the continued decline in the US dollar. Approximately 78% of sales
are invoiced in US Dollars.

ENGINEERED PRODUCTS

RUBBER AEP AND RAILWAY

($ thousands) COMPOUNDING OTHER PRODUCTS TOTAL

Net sales 2005 156,448 46,329 23,465 226,242 
2004 129,161 45,130 18,304 192,595 

Increase(decrease) $ 27,287 1,199 5,161 33,647 
Increase(decrease) % 21.1% 2.7% 28.1% 17.5% 

Rubber Compounding

Sales volumes in pounds increased by 12.2% for the year ended December 31, 2005 while the sales expressed in Canadian 
dollars increased by 21.1%. The increase in the average selling price per pound reflects the portion of the significant increases in raw
material prices that the Company was able to pass along to customers offset by the decline, in Canadian dollars, of US dollar-
denominated revenues.

Sales volumes have been affected by many factors including significant growth in key markets served by the Company including O.E.
pneumatic and solid tire manufacturers as well as conveyor belting for mining and energy generation. The mixing operations in Kitchener
have been operating at or near capacity since the middle of the second quarter of 2004 and the increase in volumes in 2005 were
mainly realized in the first quarter of the year. Capacity has been expanded by 25% with the completion of the new Scotland Neck facility
which should be fully operational in March 2006.

AirBoss Engineered Products

Sales increased by $1.2 million or 2.7% from a volume increase and raw material price increases in industrial rubber products as well as
higher sales of CBRN gloves.

Railway Products

Sales in Canadian dollars increased by $5.2 million or 28.1% for the year ended December 31, 2005 compared to 2004. The increase
is attributable to an increase in demand from existing major railway customers as well as increased revenues from light rail and other
special projects which increased sales of cast tie plates and related fastening products.
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GROSS MARGINS

Gross margins for the year ended December 31, 2005 decreased $1.3 million to $26.3 million. The percentage margin also decreased
from 14.3% to 11.6%.

ENGINEERED PRODUCTS

RUBBER AEP AND RAILWAY

($ thousands) COMPOUNDING OTHER PRODUCTS TOTAL

Gross Margin 2005 12,310 10,656 3,332 26,298
2004 14,081 10,957 2,518 27,556 

Increase(decrease) $ (1,771) (301) 814 (1,258) 
% net of sales 2005 7.8 23.0 14.2 11.6

2004 10.9 24.3 13.8 14.3

Rubber Compounding

The decrease in margins was mainly attributable to losses of approximately $1.5 million sustained in the temporary manufacturing facility
in Waynesville, NC prior to it being shutdown.  Margins were also negatively impacted in 2005 by sales mix and energy price increases
incurred during the third quarter which, due to a competitive market place, were not recovered until November, 2005. 

AirBoss Engineered Products (ÒAEPÓ)

Gross margins at AEP decreased by $0.3 million during the year primarily due to the strengthening of the Canadian dollar. 

The military product mix change was derived from an increase in the sale of CBRN gloves.

Railway Products

Gross margins improved by $0.8 million or 32% compared to the previous year. This was slightly ahead of the percentage increase in
sales due to a favourable shift in product mix and a partial recovery of the 2004 steel price increases incurred on the steel fastening clips.

EXPENSES

Operating expenses, including other income and interest was comparable to the prior year. Overall the costs declined as a percentage of
sales from 10.4 % to 8.5 % benefiting from the economies of scale obtained from higher volumes.

ENGINEERED PRODUCTS

RUBBER AEP AND RAILWAY UNALLOCATED 

COMPOUNDING OTHER PRODUCTS CORPORATE

($ thousands) COSTS TOTAL

Operating expenses 2005 8,845 7,652 1,247 2,260 20,004
2004 9,509 5,987 2,514 1,934 19,944

Increase(decrease) $ (664) 1,665 (1,267) 326 60

Rubber Compounding

Operating expenses decreased by $0.7 million, mostly due to the reduction in freight and distribution expenses since a greater
percentage of customers arranged and paid their own freight in 2005. Travel, advertising and tradeshow expenses increased by $0.2
million from sales efforts in the US and were largely offset by a decrease in foreign exchange losses.

AirBoss Engineered Products

AEP operating costs increased by $1.7 million for the year ended December 31, 2005. AirBoss-Defense invested $0.9 million in
marketing efforts to establish a sales and distribution network in the First Response markets in the US and to the military market in
Western Europe. Higher research and development costs, foreign exchange losses and allocated interest accounted for the balance of
the increase.

M A N A G E M E N T Õ S  D I S C U S S I O N  A N D  A N A LY S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D

R E S U LT S  O F  O P E R AT I O N S  ( C O N T Õ D )
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Railway Products

Expenses decreased by over $1.3 million for the year as compared to 2004. Product development costs were higher in 2004 due to the
write-off of certain deferred development costs to correspond with revised expectations of sales potential. Other decreases were due to
translation of US dollar denominated expenses.

Operating expenses of $1.2 million do not include the penalty paid in respect of a patent settlement. See ÒLawsuitÓ for further details.

Unallocated corporate costs

Corporate costs increased by $0.3 million to reflect added staffing incurred to support growth and salary increases. Stock option benefits
increased $0.3 million (see Note 1 and 9) and various expenses such as consulting and maintenance decreased by $0.1 million.

Other income

Other expenses of $0.3 million comprises primarily a foreign exchange loss.

The Company earned $0.8 million ($0.6 million net of tax) relating to the sale of commercial footwear assets. These royalties have been
reclassified to Òincome from discontinued operationsÓ. The Company expects to receive royalties over a five-year period.

RESULTS OF OPERATIONS (2004 COMPARED TO 2003)

SALES

Net sales for the year ended December 31, 2004 increased by $33.6 million from $159.0 million to $192.6 million or 21%. Had the
average exchange conversion not fallen from $1.40 in 2003 to $1.20 in 2004, revenues would have increased more.

ENGINEERED PRODUCTS

RUBBER AEP AND RAILWAY

($ thousands) COMPOUNDING OTHER PRODUCTS TOTAL

Sales 2004 129,161 45,130  18,304 192,595 
2003 93,959 43,523 21,545 159,027 

Increase(decrease) $ 35,202 1,607 (3,241) 33,568 
Increase(decrease) % 37% 4% (15%) 21% 

Rubber Compounding

Sales volumes increased by 34% for the year ended December 31, 2004 while the sales in dollars increased by 37%. The slight
increase in the average selling price per pounds reflects that portion of significant increases in raw material prices which the Company
was able to pass along to customers offset by the decline, in Canadian dollars, of US dollar-denominated revenues.

Sales volumes have been affected by many factors including an increased demand in key markets served, a contraction in direct
competitive capacity and a general increase in rubber consumption led by the tire industry. Sales of rubber products for the mining,
energy generation and major tire sectors accounted for over 85% of the increased sales. The mixing operations have been operating at
or near capacity since the middle of the second quarter of 2004.

AirBoss Engineered Products

Sales increased by $1.6 million or 4% due to over all growth in the military business and a combination of volume growth and price
increases in the industrial business. Sales of CBRN gloves and firefighter footwear were the primary contributors to this increase along
with price increases in industrial rubber products to recover major raw material price increases.

Railway Products

Sales in Canadian dollars fell $3.2 million or 15%. Almost one-half of this decline, or 8%, is due to foreign currency translation and the
remainder, or 7% is due to a variety of factors, the most important of which is a slight curtailment of purchases by the major railways due
to rising steel prices. 
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GROSS MARGINS

Gross margins for the year ended December 31, 2004 increased $8.6 million from $18.9 million to $27.6 million and from 11.9% to
14.3%. The majority of the increase is attributable to significant increases in the AEP & Other segment and also in Rubber
Compounding Operations segment. In addition, the volatility of the US currency exchange rate resulted in an approximate $1.1 million
write down of US dollar purchased inventories in the Rubber Compounding operations during the first six months of the year and $0.6
million in the foreign currency conversion in the US-based railway division. The CompanyÕs AirBoss Engineered Products subsidiary
experienced a labour disruption in 2003, which is estimated to have further impacted gross margins by $1.6 million. 

ENGINEERED PRODUCTS

RUBBER AEP AND RAILWAY

($ thousands) COMPOUNDING OTHER PRODUCTS TOTAL

Gross Margin 2004 14,081 10,957 2,518        27,556 
2003 8,563 5,924 4,437 18,924 

Increase(decrease) $ 5,518 5,033 (1,919) 8,632
% net of sales 2004 10.9 24.3 13.8 14.3

2003 9.1 13.6 20.6 11.9

Rubber Compounding

The increase in margin as a percentage of sales was mainly due to the increased capacity utilization at our Kitchener mixing facilities.
The production process is capital intensive and the 34% increase in volume provided a larger base upon which to amortize fixed costs.
The resulting margin gains were almost totally offset by a combination of a shift in product sales mix towards lower margin products and
an increase in raw material costs. There is typically a lag between the incurrence of increased material costs and price increases which
negatively impacts margins.

AirBoss Engineered Products

Gross margins at AEP improved by $5.0 million during the year. The increase is primarily due to the elimination of additional costs
associated with the two month labour disruption in 2003. This helped to reduce production variances and additional costs by over $2
million. There was also a favourable shift in military product mix, process cost reductions for injection moulding and the recovery in 2004
of a portion of the rubber raw material price increases experienced in 2003.

The military product mix change was derived from an increase in the sale of CBRN gloves and a decrease in the sale of masks. Production
costs of gloves decreased as a result of injection moulding process improvements which eliminated unfavourable cost variances.

Railway Products

Gross margins declined by $1.9 million of which approximately $0.3 million is attributed to the currency translation of this US based
business. The remaining decline of $1.6 million was due to an increase in steel prices leading to manufacturing cost increases for steel
fastening clips which could not be passed along to customers until 2005.  

M A N A G E M E N T Õ S  D I S C U S S I O N  A N D  A N A LY S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D

R E S U LT S  O F  O P E R AT I O N S  ( C O N T Õ D )
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M A N A G E M E N T Õ S  D I S C U S S I O N  A N D  A N A LY S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D

R E S U LT S  O F  O P E R AT I O N S  ( C O N T Õ D )

EXPENSES

Operating expenses increased by $2.2 million. Transportation costs comprise approximately 50% of the increase. Overall, the operating
costs declined as a percentage of sales from 11% to 10% benefiting from the economies of scale obtained from higher volumes.

ENGINEERED PRODUCTS

RUBBER AEP AND RAILWAY UNALLOCATED

($ thousands) COMPOUNDING OTHER PRODUCTS CORPORATE COSTS TOTAL

Operating expenses 2004 9,509 5,987 2,514 1,934 9,944
2003 6,980 5,830 3,210 1,770 17,790

Increase(decrease) $ 2,529 157 (696) 164 2,154

Rubber Compounding

Operating expenses increased by $2.5 million. Of this $1.0 million was attributed to the cost of shipping 34% more volume. The balance
is due to increased selling and administration costs due to the increased volume and to costs associated with the development of plans
to expand capacity in 2005. Operating expenses as a percentage of sales remained constant at just over 7%.

AirBoss Engineered Products

AEP operating costs increased by $0.2 million. Approximately one half of the increase originated in the AirBoss-Defense division due to
increased selling and distribution costs due to increased US sales. These increases were offset by reductions in selling and general
administration cost as certain functions such as rubber purchasing were centralized.

Railway Products

As 100% of this divisionÕs business is conducted in the USA, foreign exchange translation accounts for approximately one third of the
cost reductions. The remainder is attributed to a reduction in distribution expenses due to lower volume.

Unallocated corporate costs

Corporate cost increased to reflect added staffing incurred to support the growth the Company has experienced. These have been
allocated to operations and the remaining increase is an $0.2 million increase which is primarily (Note 1 and 9) for stock option benefits.

Other income (expenses)

Other expenses are comprised of $0.3 million in foreign exchange losses.

LIQUIDITY AND CAPITAL RESOURCES (2005 COMPARED TO 2004)

Cash flows from operations

AirBoss generated $6.2 million in operating cash flows before changes in working capital compared to $11.6 million in 2004. Net
income of $1.6 million compared to $4.9 million in 2004 was the most significant factor while amortization and future income taxes
contributed $1.8 million and $1.4 million respectively to the reduction in cash flows. 

Non-cash working capital

Non-cash working capital requirements for the year improved by $7.0 million as follows:

($ thousands) 2005 2004

Provided by (used in)

Accounts receivable 2,724 (4,686)
Inventories 3,672 (9,374)
Prepaid expenses 13 220
Accounts payable and accrued liabilities (847) 5,999
Income taxes payable 1,396 1,010

6,958 (6,831)
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The change in working capital requirements is due to:

- A decrease in accounts receivable of $2.7 million reflecting an improvement in dayÕs sales outstanding;

- A decrease in inventory levels of $3.7 million reflecting a concerted effort to reduce overall levels;

- A decrease in accounts payable and accrued liabilities of $0.8 million associated with lower inventory levels; and

- An increase in income taxes payable of $1.4 million from the timing of installments.

Cash from discontinued operations 

Cash provided from discontinued operations was $2.2 million primarily from lower operating losses and working capital levels.

Capital expenditures

Capital expenditures for the year ended December 31, 2005 were $11.6 million compared to $3.3 million in 2004. Of this total, $9.6
million was invested in the compounding business; $7.0 million pertains to production equipment for the US expansion and $2.6 million
consisting of production equipment ($1.7 million), building repairs ($0.6 million) and various other items. AEP spent $1.5 million in
capital purchase for military production and the balance was used by the railway business to purchase tooling for the new South
American fastening system.

Other assets

The Company invested $1.3 million as pre-production costs related to the start-up of the Scotland Neck facility, $0.3 million in deferred
financing fees related to the operating line and term loan, and $0.2 million of rail clip product development costs. As well, the Company
settled a hedge transaction for $1.2 million net proceeds.

Financing

The Company has pursued a growth strategy to expand rubber compounding capacity. During the first quarter, negotiations to obtain an
additional US $6 million term loan with its existing term lending syndicate were concluded and the Company utilized this additional term
facility to finance $4.9 million of equipment related to US expansion. The term loan bears interest at U.S. bank prime, plus 1.9%,
calculated monthly, and principal is repayable in equal monthly installments (commencing the month following the final advance) with the
balance repayable on October 15, 2006.

The Company also obtained a $45 million operating facility for existing and future working capital requirements. The operating line of
credit bears interest at a range from the bankÕs prime rate less 0.25% to prime plus 0.65% per annum, with respect to loans
denominated in Canadian currency and from the U.S. prime rate less 1% with respect to loans denominated in US currency.

The loan agreement provides the lenders with a first security interest on all accounts receivable and inventories of the Company and its
subsidiaries, secured guarantees, and an inter-creditor arrangement with the term-loan syndicate.

The Company expects to fund its 2006 operating cash requirements, including required working capital investments, capital expenditures,
and scheduled debt repayments from cash on hand, cash flow from operations, and committed borrowing capacity.  

During the year, the Company had repaid $3.8 million against its operating line, made the required payments of $3.0 million against the
term loan, and, in accordance with the Agreement of Purchase and Sale, offset $1.1 million of environmental remediation costs in Acton
against amounts due to the vendors.

Although management intends to renew its term debt, there is no agreement in place at this point in time. As a result, the term loan has
been recorded as a current liability since it matures within one year, on October 15, 2006.
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LIQUIDITY AND CAPITAL RESOURCES (2004 COMPARED TO 2003)

Cash flows from operations

AirBoss generated $11.5 million in operating cash flows before changes in working capital representing a $6.5 million improvement over
2003. Net income of $4.8 million compared to $0.7 million in 2003 were the most significant factor while amortization contributed the
balance. The increased operating cash flow funded the growth in non-cash working capital.

Non-cash working capital

Non-cash working capital requirements increased by $6.8 million during 2004 as follows:

($ thousands) 2004 2003

Provided by (used in)

Accounts receivable (4,686) 3,688
Inventories (9,374) (154)
Income taxes payable 1,010 (1,225)
Prepaid expenses 220 377
Accounts payable and accrued liabilities 5,999 (1,591)

(6,831) 1,095

The predominant reason for the increased non-cash working capital requirement is the 37% increase in sales experienced by the Rubber
Compounding business. Accounts receivable increased by $4.7 million yet the number of dayÕs sales in accounts receivable remained
virtually unchanged from 2003 at 45 days.

Inventory levels increased by $9.4 million or by 50% compared to a corresponding sales increase of 37% heavily influenced by
significant increases during the year in the cost of key raw materials such as synthetic rubber and carbon black. There was also an
increased potential for shortages in synthetic rubber as many suppliers placed customers on allocation. Both the price increases and the
need to boost safety stocks increased overall inventory levels of raw materials. There were also additional stocks of military products at
December 31, 2004 awaiting shipment pursuant to existing orders.

Accounts payable have grown due to both the higher unit cost and volume of materials purchased. The increase in accounts payable is
not as large as the percentage increase in inventories as many foreign markets where the Company sources materials require faster
payment in exchange for guaranteed supply.

Financing

The Company has been able to finance the growth of its core businesses through internal funds generated by continuing operations. The
rapid growth experienced in 2004 required all of the existing line of credit at various peak periods. The improvement in financial results
also allowed the Company to remedy technical breaches in two covenants contained in its operating and term loan agreements. 

The Company is pursuing a strategy of growth by expanding the capacity of its Rubber Compounding business. The first phase of this
plan, which is the purchase and operating of certain equipment in North Carolina, has already been announced. This sustained growth
program will require additional financing and the Company has negotiated term funding commitments of US $6.0 million with its existing
term lending syndicate to support equipment purchases which will expand capacity by approximately 25% to 30 %. 

The Company has similarly negotiated commitments for a new operating line facility of $45 million at very competitive rates to support
the additional increase in non-cash working capital requirements expected from growth anticipated during 2005 and 2006. Both loan
facilities are in the Òdue-diligenceÓ phase and are expected to close before March 31, 2005.

Capital expenditures

Capital expenditures of $3.3 million were 17% lower than in 2003. Of this total approximately $2.4 million was spent in AirBoss Rubber
Compounding and $0.7 million in AirBoss Engineered Products Inc. Rubber compounding expenditures were a combination of
productivity and capacity maintenance projects. The rubber mixing facility has been operating on a Ò24-7Ó basis since the middle of the
first quarter. A program to minimize downtime was initiated which required investing in such areas as electrical supply, motor
replacements, laboratory equipment enhancements, air quality improvements and environmental upgrades.



ANNUAL REPORT 2005  15

The Company actively pursues a policy of continuous improvement of its productive capacity so that it may maintain its reputation as a
dependable supplier of quality products. It is also constantly investing in methods to improve production capacity through both
procedural and mechanical improvements. To that end it continues to rely on Òsix sigmaÓ teams and has hired capable personnel to
supplement its efforts.

QUARTERLY INFORMATION

($ thousands, except shares and per share)

NET INCOME (LOSS) PER SHARE - NET INCOME (LOSS)

2005 NET INCOME (LOSS) CONTINUING OPERATIONS PER SHARE

QUARTER ENDED NET SALES CONTINUING TOTAL BASIC DILUTED BASIC DILUTED

December 31 51,258 182 228 0.01 0.01 0.01 0.01
September 30 54,206 (1,644) (1,744) (0.07) (0.07) (0.08) (0.07)
June 30 61,210 1,695 1,597 0.07 0.07 0.07 0.07
March 31 59,568 1,319 1,520 0.06 0.06 0.07 0.06

NET INCOME PER SHARE - NET INCOME (LOSS)

2004 NET INCOME (LOSS) CONTINUING OPERATIONS PER SHARE

QUARTER ENDED NET SALES CONTINUING TOTAL BASIC DILUTED BASIC DILUTED

December 31 49,246 833 (759) 0.04 0.04 (0.03) (0.03)
September 30 50,002 1,428 927 0.06 0.06 0.04 0.04
June 30 49,292 1,338 973 0.06 0.06 0.04 0.04
March 31 44,055 1,272 591 0.06 0.06 0.03 0.03

COMMITMENTS AND CONTRACTUAL OBLIGATIONS

The following table summarizes as of December 31, 2005 certain of our long-term contractual obligations and commercial commitments
for each of the next five years and thereafter:

PAYMENTS DUE IN

($ thousands) 2006 2007 2008 2009 2010 THEREAFTER TOTAL

Term debt 22,383 - - - - - 22,383 
Operating leases 480 373 240 129 94 143 1,459 
Total 22,863 373 240 129 94 143 23,842 

The Company has commitments to acquire molding equipment of $0.4 million and mixing equipment of $1.0 million ($0.9 million US) for
its Scotland neck facility.

Forward Exchange Contracts

As at December 31, 2005, the Company has two forward foreign exchange contracts to reduce exposure to the fluctuations in foreign
exchange rate. The Company has committed to purchase a total of US $5 million at an average exchange rate of 1.1513 with multiple
delivery dates throughout 2006 and designated a $5 million forward contract as a partial hedge against US dollar denominated inventory.

OFF-BALANCE SHEET ARRANGEMENTS

The Company does not have any off-balance sheet arrangements at December 31, 2005.
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TRANSACTIONS WITH RELATED PARTIES

The Company rents corporate office space from a company controlled by the Chairman of the Company. This lease provides for an
annual rental of $90,000 payable monthly and expires in August 2012. The lease provides for the purchase of the building should
certain events occur which are beyond the control of the Chairman. The annual rental of $90,000 approximated the fair market rental at
the inception of the lease in 2002.

During the year, the Company paid monthly dues relating to a facility in South Carolina of approximately $26,000 ($5,000 in 2004) to a
company in which the Chairman is an officer.

NEW ACCOUNTING STANDARDS

In 2005, there were no new accounting standards adopted. 

CRITICAL ACCOUNTING POLICIES

The CompanyÕs preparation of financial statements requires management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses. The CompanyÕs estimates are based upon historical experience and on various
other assumptions that are believed to be reasonable under the circumstances. The results of the CompanyÕs ongoing evaluation of
these estimates form the basis for making judgments about the carrying value of assets and liabilities and the reported amounts for
revenues and expenses. Actual results may differ from these estimates under different assumptions. These estimates and assumptions
are affected by managementÕs application of accounting policies. The CompanyÕs critical accounting policies are those that affect our
Consolidated Financial Statements materially and involve a significant level of judgment by the Company. A summary of the significant
accounting policies, including critical accounting policies, is set forth in Note 1 to the Consolidated Financial Statements. The CompanyÕs
critical accounting policies include accounting for the impairment of long-lived assets, valuation of goodwill, accounting for income taxes
and accounting for post-retirement benefits.

Impairment of Long-lived Assets

We review and evaluate our long-lived assets for impairment when events or changes in economic and other circumstances indicate that
the carrying value of such assets may not be fully recoverable. The net recoverable value of an asset is calculated by estimating
undiscounted future net cash flows from the asset together with the assetÕs residual value. Future net cash flows are developed using
assumptions that reflect the planned course of action for an asset given our best estimate of the most probable set of economic
conditions. Inherent in these assumptions are significant risks and uncertainties. In our view, based on assumptions which we believe to
be reasonable, no impairment has occurred.

Valuation of Goodwill

We review and evaluate our goodwill for impairment when an indicator of impairment exists in the underlying reporting units, but at
least on an annual basis. In determining whether impairment has occurred in one of our reporting units, we compare the reporting
unitÕs carrying value to its fair value. We determine the fair value of our reporting units on a combination of a market approach and on
discounted cash flows. Our determination of fair value is based on a number of assumptions arising from the most current financial
performance of each reporting unit, the upcoming annual budget for each reporting unit and the historical variability of earnings.
Other factors, such as any foreign exchange volatility and volatility in world markets for rubber and carbon black can also materially
alter our expectations. Accordingly, management judgment is required to determine whether these factors at any one point in time,
and in light of business initiatives, suggest a major change, positive or negative, to the prospects of the business and, therefore, to
the valuation of Goodwill.

Accounting for Income Taxes

The provision for recovery of income taxes is calculated based on the expected tax treatment of transactions recorded in the
Consolidated Financial Statements. The objectives of accounting for income taxes are to recognize the amount of taxes payable or
refundable for the current year and future tax liabilities and assets for the future tax consequences of events that have been recognized
in the Consolidated Financial Statements or tax returns. In determining both the current and future components of income taxes, the
Company interprets tax legislation in a variety of jurisdictions as well as makes assumptions about the expected timing of the reversal of
future tax assets and liabilities. If its interpretations differ from those of tax authorities or if the timing of reversals is not as anticipated,
the provision or relief for income taxes could increase or decrease in future periods. Additional information regarding our accounting for
income taxes is contained in Note 12 to the Consolidated Financial Statements.
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Accounting for Post-employment Benefits

The cost of providing benefits through defined benefit pension plans and post-retirement benefits other than pensions is actuarially
determined. Costs and obligations are dependent upon our assumptions related to future events that are used by actuaries in calculating
such amounts. These assumptions include discount rates and the rate of future compensation increase trend rates. In addition, actuarial
consultants utilize subjective factors such as withdrawal and mortality rates to determine these factors. The assumptions used may differ
materially from actual results due to changing market and economic conditions, higher or lower withdrawal rates or longer or shorter life
spans of participants. Significant differences in actual experience or significant changes in assumptions could materially affect the
amount of post-retirements benefit expense and related liabilities. Additional information regarding our accounting for post-retirement
benefits is contained in Note 14 to the Consolidated Financial Statements.

RISK FACTORS

Competition

The Company competes directly against major North American companies in the custom rubber compounding, and industrial rubber
product market segments. Some of these companies have strong established competitive positions in these markets. In the case of
rubber compounding, the industry leader may have greater resources, both financial and technical, than the Company and has long-
standing relationships with some of the CompanyÕs prospective customers using well-established marketing and distribution networks.
Furthermore, since there is a commodity-like element to certain segments of the CompanyÕs rubber mixing business, the customers of
this business are price sensitive and may be able to purchase their requirements elsewhere in a relatively short period of time. The
CompanyÕs railway products division competes for the business of major US railroads with the North American subsidiary of a multi-
national company, which is larger and may have greater financial resources. The CompanyÕs AirBoss Defense division competes with
international companies who may also have greater financial resources or who may be sheltered by domestic tariffs.

Impact of Economic Cycle 

The demand for the CompanyÕs products can vary in accordance with general economic cycles and the economic conditions of the
industry sectors that are served by the Company. In addition, such industry sectors are cyclical in nature. The Company is particularly
sensitive to trends in the tire and automotive, construction, mining, retail and rail transportation industries because these industries are
significant markets for the CompanyÕs business are highly cyclical. For example, the CompanyÕs railway fastening business is influenced
by the economic conditions of the railroad industry. The railroad industry, in turn, is susceptible to changes in the economic conditions of
the industries and geographic areas that produce and consume the freight it transports. If there is an economic slowdown or recession in
North America or in the specific markets served by the major railroads, the volume of rail shipments carried by our customers is likely to
be reduced, thereby reducing the need for new track construction and maintenance and, in turn, the demand for the CompanyÕs railway
fastening products.

Raw Materials and Inventory

The Company depends on certain outside sources for raw materials used in the production of its products, the price and availability of
which are subject to market conditions. As a result, any unforeseen shortage of such raw materials could delay delivery, increase costs
and decrease profitability. This was a very real risk in 2005 as the domestic production of key materials such as carbon black and certain
synthetic rubbers was disrupted by storm damage. The Company was not subject to shortages as it maintains supply sources in different
areas of the world. 

The Company does not have long-term supply contracts with its vendors and purchases most raw materials on a purchase order basis.
The Company attempts to mitigate certain of the risk of increased prices for raw materials by entering into short term purchase contracts
with suppliers fixing prices for deliveries in the future. The price of many raw materials, such as carbon black and synthetic rubber, is
directly or indirectly affected by factors such as exchange rates and the price of oil. Although the Company attempts to pass price
changes in raw materials on to its customers, it may not always be able to adjust its prices, especially in the short-term, to recover the
costs of increased in raw material prices. The following table approximates the financial impact (assuming changes are not passed along
to its customers) on the Company of a 10% change in the cost of its most critical raw materials based upon purchases made in 2005:

Increase (decrease) ($ millions) EARNINGS BEFORE TAX

Natural & synthetic rubber (4.9)
Carbon black (1.5)
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Weather

The Company manufactures rubber compounds used extensively in snowmobile tread manufacture. The annual sales of these
compounds depend upon snowmobile sales, which in turn are affected by weather conditions.

Product Liability and Warranty Claims

As a manufacturer of rubber-based products, the Company faces a risk of product liability and warranty claims. Although the Company
carries commercial general liability insurance in an amount considered reasonable by industry standards, any claim which is successful
and is not covered by insurance or which exceeds the policy limit could have an adverse affect on the Company. No product liability
claims have been made against the Company. Warranty claims have not been material and are within industry standard expectations.

Dependence on Key Customers and Contacts 

From time to time, a significant portion of the CompanyÕs sales for a given period may be represented by a small number of customers.
Five customers represented 52.6 % and 51.8 % of sales in 2005 and 2004 respectively. The loss of any such customers or the delay or
cancellation of any orders under certain high-volume contracts could have a significant impact on the Company. 

Capacity and Equipment 

The rubber compounding division has annual capacity to produce approximately 200 million pounds at the current product mix. The
capacity, commencing in January 2006, was increased, by 50 million pounds as the result of an expansion into new facilities located in
Scotland Neck, North Carolina. 

The Company remains committed to continuous maintenance and upgrading of its equipment. Critical equipment remains not only in a
high state of repair, but is also technologically up to date so that the Company is able to ensure the reliability of supply at competitive
prices and at a high quality standard. 

The Company has also made investments in capacity and efficiency in its Acton operations. In recent years, the Company purchased
moulds and injection equipment to enhance its presence in military protective products such as CBRN protective gloves, military footwear
and gas masks.

Should additional equipment be required to fulfill any substantial increases in sales, it can be readily sourced in the market.

Currency Exposure 

The Company has revenues and expenses denominated in both Canadian and US dollars. In addition, the cost to the Company of certain
key raw materials and other expense items and the competitiveness of prices charged by the Company for its products will be indirectly
affected by currency fluctuations. Changes in the value of the Canadian dollar relative to the US dollar could have a material adverse
effect on the CompanyÕs results of operations. This was particularly evident in 2003 and 2004. The Company reviews its currency
exposure positions from time to time and hedges its exchange risk when it determines it to be advisable. However, there is no assurance
that such hedging strategy will be successful or cost effective, and the profitability of the CompanyÕs business could be adversely
affected by currency fluctuations. The following table approximates the following impact on the Company of a $0.10 decrease in the
value of one US dollar in Canadian currency (million):

Increase (decrease) ($ millions) EARNINGS BEFORE TAX

Sales (1) (15.1)
Purchases (2) (13.3)

(1) Based upon US dollar-denominated sales in 2005

(2) Based upon combined 2005 purchases and expenses
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Environmental

The Company handles various chemicals and oils in its manufacturing process, the nature of which may expose it to risks of causing or
being deemed to have caused environmental or other damages. While its use of potentially hazardous materials is limited the Company
ensures that its operations are conducted in a manner that minimizes such risks and maintains insurance coverage considered
reasonable by management. To date, no regulatory authority has required the Company to pay any material fines or remediation
expenses in connection with any alleged violation of environmental regulation. However, there can be no assurance that future
environmental damage will not occur or that environmental damage due to prior or present practices will not result in future liabilities.
The Company is subject to environmental regulation by federal, provincial, state and local authorities. While management believes that
the Company is in substantial compliance with all material government requirements relating to environmental controls on its operation,
changes in such government laws and regulations are ongoing and may make environmental compliance increasingly expensive. It is not
possible to predict future costs, which may be incurred to meet environment obligations.

The CompanyÕs remediation of pre-existing contamination at Acton-Vale, Quebec continues. Under the terms of the 1999 purchase
agreement, cleanup costs are to be borne by the vendors. Accordingly, the Company does not anticipate any material financial impact
from remediation efforts.

Lawsuits 

During the year, AirBoss Railway Products, Inc., a wholly owned subsidiary of the Company, was notified that the United States Court of
Appeals for the Federal Circuit was awarded damages of US $3.4 million (CDN $4.0 million) payable to the plaintiff in a patent
infringement suit. These damages have been recorded as a one-time charge in the third quarter results and were paid prior to the year
end. The ruling does not affect the current products sold by the Company.

Subsequent to year end, the Company entered into negotiations for a termination settlement for a former employee. The net after tax
impact is estimated at $0.4 million.

Disclosure Control and Procedures 

As of the end of the fiscal year of AirBoss of America Corp. (the ÒIssuerÓ), an evaluation was carried out under the supervision of and
with the participation of the IssuerÕs management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness
of our disclosure controls and procedures. Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded
that the design and operation of our disclosure controls and procedures were effective as of December 31, 2005, the end of the period
covered by this annual report, to ensure that material information relating to the Issuer and its consolidated subsidiaries would be made
known to them by other within those entities.

Outlook

The increased demand for the CompanyÕs key products which was experienced in 2005 is expected to continue in 2006. This is due to
favourable conditions in certain industries which are large consumers of our rubber compounds including mining, energy generation
and transportation.

The need for CBRN military and First Response protective wear in both Europe and North America is also expected to remain strong.
The Company has recently signed two major contracts with the US Department of Defense Joint services to provide both CBRN
protective hand wear and footwear. UL certification was also received for the worldÕs first National Fire Protection Association (ÒNFPAÓ)
compliant firefighter boot that also provides CBRN protection.

The Railway Products division successfully launched its first track fastening products specifically designed for the South American
market. These new products should contribute to another solid year of growth for this division. 

The demand for increased capacity in our rubber compounding business has been met with the opening of our newest mixing facility in
Scotland Neck, North Carolina. This facility will increase our mixing capacity by over 25% and provide the Company with a greater
geographical coverage of certain key markets. A facility in the US will also help to balance currency exposure and reduce the risk
associated with material changes in the US dollar.

While demand for all products is high, raw material costs are also forecasted to continue to be very volatile and maintaining margins will
require working jointly with suppliers and customers as well as maximizing production efficiencies. We have upgraded our equipment and
added key strength to our management team both in Canada and the US in anticipation of further profitable expansion of all our
business segments.
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MANAGEMENTÕS RESPONSIBILITY FOR 

FINANCIAL REPORTING

The accompanying consolidated financial statements of AirBoss of America Corp. and all the information in the annual report are the
responsibility of management, and have been approved by the Board of Directors. The financial statements have been prepared by
management, in accordance with Canadian generally accepted accounting principles. When alternate accounting methods exist,
management has chosen those it deems most appropriate in the circumstances.  Financial statements are not precise since they include
certain amounts based on estimates and judgements. Management has determined such amounts on a reasonable basis in order to
ensure that the financial statements are presented fairly, in all material respects. Management has prepared the financial information
presented in this annual report and has ensured that it is consistent with that presented in the financial statements.

AirBoss of America Corp. maintains systems of internal accounting and administrative controls consistent with reasonable cost. Such
systems are designed to provide reasonable assurance that the financial information is relevant, reliable and accurate and the companyÕs
assets are appropriately accounted for and adequately safeguarded.

The Board of Directors is responsible for ensuring that management fulfils its responsibilities for reviewing and approving the financial
statements. The Board carries out this responsibility principally through its Audit Committee.

The Audit Committee is appointed by the Board and all members are outside directors. The Committee meets periodically with
management, as well as the external auditors, to discuss internal controls over the financial reporting process, auditing matters and
financial reporting issues, to satisfy itself that each party is properly discharging its responsibilities, and to review the annual report, the
financial statements and the external auditorsÕ report. The Committee reports its findings to the Board for consideration when approving
the financial statements for issuance to the shareholders. The Committee also considers the engagement or re-appointment of the
external auditors for review by the Board and approval by the shareholders.

KPMG LLP, the CompanyÕs external auditors, who are appointed by the shareholders, audited the consolidated financial statements as of and
for the years ended December 31, 2005 and 2004 in accordance with Canadian generally accepted auditing standards to enable them to
express to the shareholders their opinion on the consolidated financial statements. KPMG LLP has full and free access to the Audit Committee.

March 10, 2006 R.L. Hagerman S.W. Richards

President and Chief Executive Officer Vice-President Finance & CFO 

AUDITORSÕ REPORT TO THE SHAREHOLDERS OF AIRBOSS OF AMERICA CORP.

We have audited the consolidated balance sheets of AirBoss of America Corp. as at December 31, 2005 and 2004 and the consolidated
statements of income and retained earnings and cash flows for the years then ended. These financial statements are the responsibility of
the CompanyÕs management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and
perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial statements presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company as at
December 31, 2005 and 2004 and the results of its operations and its cash flows for the years then ended in accordance with Canadian
generally accepted accounting principles.

Chartered Accountants, 

Toronto, Canada 

March 10, 2006
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(thousands $ CDN) 

As at December 31 2005 2004

ASSETS

Current assets:

Accounts receivable $ 21,479 $ 24,471 

Inventories (note 4) 24,526 28,228 

Prepaid expenses 441 455 

Current assets of discontinued operations (note 2) 1,328 3,917 

Total current assets 47,774 57,071 

Capital assets (note 5) 52,808 45,840 

Assets held for sale (note 5) 359 -

Long-term assets of discontinued operations (note 2) 105 226 

Goodwill 16,620 16,620 

Future income tax assets (note 12) 1,172 821

Other assets (note 6) 5,841 5,498 

Total assets $ 124,679 $ 126,076

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

Demand loan (note 7) $ 11,763 $ 15,574 

Accounts payable and accrued liabilities 21,152 22,133 

Income taxes payable 1,758 387 

Current liabilities of discontinued operations (note 2) 129 640 

Current portion of term loan and other debt (note 7 & 8) 22,429 4,096 

Total current liabilities 57,231 42,830 

Term loan and other debt (note 7 & 8) - 17,500 

Future income tax liabilities (note 12) 9,851 10,601 

Accrued post retirement benefit liability (note 14) 1,349 1,071 

Total liabilities 68,431 72,002 

Commitments (note 13)

Subsequent event (note 18)

ShareholdersÕ equity:

Share capital (note 9) 39,056 38,631 

Contributed surplus (note 9) 1,309 936 

Cumulative translation adjustment (225) - 

Retained earnings 16,108 14,507 

Total shareholdersÕ equity 56,248 54,074 

Total liabilities and shareholders' equity $ 124,679 $ 126,076 

See accompanying notes to consolidated financial statements.

On behalf of the Board

Robert L. Hagerman Robert L. McLeish

Director Director

CONSOLIDATED BALANCE SHEETS
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CONSOLIDATED STATEMENTS OF INCOME AND

RETAINED EARNINGS

(thousands $ CDN, except per share amounts) 

For the year ended December 31 2005 2004

NET SALES $ 226,242 $ 192,595 

Cost of sales 199,944 165,039 

Gross margin 26,298 27,556 

OPERATING EXPENSES:

General and administrative 8,098 8,619 

Selling, marketing and distribution 7,069 7,450 

Product research 1,667 1,446 

Total operating expenses 16,834 17,515 

Income before undernoted items 9,464 10,041 

Rail patent settlement (Note 10) 4,002 - 

Income before interest expense and other income 5,462 10,041 

Interest expense (2,855) ( 2,885) 

Other (expense) income (315) 456

Income from continuing operations, before income taxes 2,292 7,612 

Provision for income taxes (Note 12) 740 2,741 

Net Income from continuing operations 1,552 4,871 

Income (loss) from discontinued operations, net of tax (Note 2) 49 (3,139) 

Net Income 1,601 1,732 

Retained earnings, beginning of period 14,507 12,775 

Retained earnings, end of period $ 16,108 $ 14,507 

Net income per share (Note 11)

From continuing operations

- Basic $ 0.07 $ 0.22 

- Diluted $ 0.06 $ 0.21 

From net income

- Basic $ 0.07 $ 0.08 

- Diluted $ 0.07 $ 0.08 

See accompanying notes to consolidated financial statements
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(thousands $ CDN) 

For the year ended December 31 2005 2004

CASH PROVIDED BY (USED IN):

Operating Activities:

Net income from continuing operations $ 1,552 $ 4,871 

Items not affecting cash:

Amortization 4,816 6,649 

Loss on disposal of capital assets 38 - 

Future income taxes (1,036) 335 

Foreign exchange loss (gain) 108 (707)

Options expense 451 165 

Post-retirement benefits expense 278 237 

6,207 11,550 

Changes in non-cash operating working capital balances (note 16) 6,958 (6,831)

Net cash provided by continuing operations 13,165 4,719 

Net cash provided by discontinued operations 2,183 2,971 

Cash provided by operating activities 15,348 7,690 

Investing Activities:

Purchase of capital assets (11,564) (3,292)

Proceeds on disposal of capital assets 22 - 

Purchase of other assets (2,473) (3,246)

Disposition of other assets 1,240 - 

Cash used in investing activities (12,775) (6,538)

Financing Activities:

Net increase (decrease) in demand loan (3,753) 1,738

Net increase in term loan 4,886 - 

Repayment of term debt (3,000) (3,000)

Payment of other debt (1,053) (46)

Issuance of share capital 347 156 

Cash used in financing activities (2,573) (1,152)

Increase (decrease) in during the period - - 

Cash and short-term deposits at the beginning of the period - - 

Cash and short-term deposits at the end of the period $ - $ - 

Supplementary Cash Flow Information:

Cash Interest paid $ 2,908 $ 2,626 

Cash income taxes remitted (collected) 1,035 (206)

See accompanying notes to consolidated financial statements

CONSOLIDATED STATEMENTS OF CASH FLOWS
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(Tabular amounts in thousands of dollars, except per share amounts)

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation
These consolidated financial statements include the accounts of the Company, its wholly owned subsidiaries and a proportionate share of
joint ventures (collectively, the ÒCompanyÓ). Intercompany balances and transactions have been eliminated upon consolidation. Certain
comparative figures have been reclassified to conform with the current yearÕs presentation.

Capital Assets
Capital assets are recorded at cost and are depreciated to the estimated salvage values on the following basis over their expected useful lives:

Buildings - Straight-line basis over twenty-five years.

Equipment - Straight-line basis over five years to fifteen years or on a unit of production basis.

The Company reviews the carrying value of its capital assets for potential impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. An impairment loss is recognized when the carrying amount of an
asset that is held and used exceeds the projected undiscounted future net cash flows expected from its use and disposal. The loss is
measured as the amount by which the carrying amount of the asset exceeds its fair value, which is measured by discounted cash flows
or appraised value, depending on the nature of the asset. For assets available for sale, an impairment loss is recognized when the
carrying amount exceeds the fair value less costs to sell.

Asset retirement obligation
The Company records the fair value of the liability for an asset retirement obligation in the year in which it is incurred and when a reasonable
estimate of fair value can be made.  The Company determined that it had an obligation to perform environmental remediation to its AirBoss
Engineered Products Inc. site, in Acton Vale, Quebec. The Company obtained competitive quotations from qualified environmental
remediation companies. Since the costs of the remediation are recoverable from the previous owners of the facility, in 2004, the Company
recorded a liability of $0.5 million for the remediation and a claim receivable from the vendors in the same amount. The remediation was
completed in 2005 and the balance of the cost to remediate the site was recorded as a claim receivable from the vendors.

Inventories 
Inventories are recorded at the lower of cost and market. Cost is determined on a first-in, first-out basis. Market is defined as
replacement cost for raw materials and net realizable value for work-in-progress and finished goods.

Other Assets
Patents

The Company has capitalized the costs incurred to acquire patents. Patent costs are amortized over the life of the patent.
Product development

The Company has capitalized the costs incurred in developing the products that it plans to bring into commercial production. Product
development costs are amortized on a unit-of-production basis. All other product development and research costs are expensed as incurred.

Deferred financing

Deferred financing fees are amortized over the term of the loans on a straight-line basis.

Other assets

In 2004, the Company entered into a loan and deposit agreement, denominated in US and Canadian dollars respectively, to mitigate the
impact of US dollar volatility. Due to the CompanyÕs ability and intent to offset the US dollar loan and the cash deposit, the Company
recorded the net amount as other assets when the value of the cash deposit exceeded the value of the US dollar loan.

Goodwill
The Company is required to evaluate goodwill annually or whenever events or changes in circumstances indicate that the carrying
amount may not be recoverable. Absent any triggering factors during the year, the Company conducts its goodwill assessment in the
fourth quarter to correspond with its measurement planning cycle. Impairment is tested at the reporting unit level by comparing the
reporting unitÕs carrying amount to its fair value. The fair values of the reporting units are estimated using a combination of an EBIT
multiple and excess earnings approach. To the extent a reporting unitÕs carrying amount exceeds its fair value, an impairment of goodwill
exists. During the fourth quarters of 2005 and 2004, the Company performed its annual goodwill impairment test. Revenue and expense
projections used in determining the fair values of the reporting units were based on managementÕs estimates, including estimates of
current and future industry conditions. The Company determined there was no impairment for 2005 or 2004 as the reporting unit fair
values exceeded carrying values.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December  31,  2005 and 2004
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Revenue Recognition
Revenue from the sale of manufactured products is recognized when measurable, upon shipment to or receipt by customers (depending
on contractual terms).

Revenue and cost of sales are presented on a gross basis in the consolidated statements of income when the Company is acting as
principal and is subject to the significant risks and rewards of the transaction. Where the Company receives consignment inventory for
processing, the tolling charges are recorded as revenue.

Volume rebates are usually established as a percentage of sales with a commitment to a base amount, accrued on a systematic and rational
basis estimating the level of expected amounts to be paid based on past experience, and are reported as a reduction of gross revenue.

Foreign Currency Translation 
Prior to July 1, 2005, Railway Products was accounted for as an integrated foreign operation. As at July 1, 2005, it was determined
that the operations of Railway Products do not impact the day-to-day foreign exposure of the Company in Canada, the operations
themselves are not subject  to material Canadian dollar exposure, and the exposure to foreign rate changes is essentially limited to the
CompanyÕs net investment in the foreign operation. As a result, the foreign operation has been classified as self-sustaining and the
current rate method was used to translate the balances of the foreign operation on consolidation. The self-sustaining foreign operation is
translated into Canadian dollars at the period end exchange rate for assets and liabilities, and the average exchange rate in effect for the
period for revenue and expenses. Net unrealized exchange gains and losses arising from the translation of Railway Products are shown
in the cumulative translation adjustment, as a separate component of shareholdersÕ equity.

The accounts of the CompanyÕs remaining wholly owned subsidiaries have been translated using the temporal method, which translates
monetary items at the rate of exchange in effect at the balance sheet date and non-monetary items at historical rates. Revenue and
expense items are translated at the rate of exchange in effect on the dates they occur. Exchange gains and losses arising on translation
of foreign currency are included in current operations.

Income Taxes 
Future income tax assets and liabilities are recognized for the future income tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Future income tax assets and
liabilities are measured using enacted or substantively enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. A valuation allowance is recorded against any future income tax asset if it
is more likely than not that the asset will not be realized. Income tax expense or benefit is the sum of the CompanyÕs provision for
current income taxes and the difference between opening and ending balances of future income tax assets and liabilities.

Concentration of Credit Risk
Financial instruments, which potentially subject the Company to concentrations of credit risk, consist primarily of trade accounts
receivable. A majority of the CompanyÕs trade receivables are derived from sales to retailers, manufacturers and to original equipment
manufacturers and distributors. The Company performs ongoing credit evaluations of its customersÕ financial condition and limits the
amount of credit extended when deemed necessary. The Company maintains reserves for potential credit losses, and any such losses to
date have been within managementÕs expectations.

Use of Estimates
The preparation of financial statements requires management to make estimates and assumptions that affect reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amount of
revenue and expenses during the reporting period. Significant areas requiring the use of estimates relate to rates of amortization and
valuation of capital assets and valuation of goodwill. Actual results could differ from those estimates.

Post Retirement Benefits 
The Company provides designated employees with defined post retirement benefits based upon their years of service. These benefits are
accrued by the Company and remain unfunded unless certain events occur. The current provision for the benefit expense reflects an
actuarially-determined amortization of past service costs over the remaining years of employment (4 years in 2005; 5 years in 2004) until the
maximum entitlement is achieved, imputed interest on the unfunded balance, and a provision for current service. The accrued benefit liability
is at December 31, 2005 and the benefit expense for the year ended December 31, 2005 was deteremined based on a January 1, 2005
valuation of the plan and an extrapolation to December 31, 2005 for disclosure purposes.

The Company provides certain employees with post retirement life insurance benefits under a plan that is unfunded. The current
provision for the benefit expense reflects actuarially-determined imputed interest on the unfunded balance, net of annual employer
contributions, and a provision for current service. The Company uses the ÒCorridor ApproachÓ to accrue actuarial gains or losses. The
liability for the benefits will be accrued over the attribution period of twenty years.

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L  S TAT E M E N T S  ( C O N T Õ D )
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Stock-based Compensation
The Company uses a fair value based method of accounting for all stock-based payments to non-employees and employees that are
direct awards of stock appreciation rights.  

During first quarter ended March 31, 2005 and second quarter ended June 30, 2005, the Company issued 50,000 and 306,000 stock
options to certain employees. No options were granted during the third and fourth quarter. The fair value of options issued has been
determined using the Black-Scholes option pricing model using the following assumptions:

2005 2004

Risk-free rate 3.48% 3.8%
Dividend yield 0.00% 0.00%
Volatility factor of the expected market price of CompanyÕs shares 12 - 14% 71%
Average expected option life (years) 5.0 5.3
Weighted-average grant date fair value per share of options granted during the period $ 0.84 to 0.87 $ 1.40

The stock options issued in first quarter ended March 31, 2005 and second quarter ended June 30, 2005 vest as follows:
2005

February 23 and June 13, 2006 53,400
February 23 and June 13, 2007 53,400
February 23 and June 13, 2008 71,200
February 23 and June 13, 2009 89,000
February 23 and June 13, 2010 89,000

356,000

During the year, the Company recorded stock-based compensation of $0.5 million ($0.2 million in 2004) relating to current and prior
year option grants and is included in general and administrative expenses in the statement of income.

During the first quarter of 2005, 85,000 stock options were exercised at an exercise price of $1.12 and in the second quarter, 130,000
stock options were exercised at an average price of $1.93. No stock options were exercised in the third and fourth quarter of 2005.

During 2004, 87,000 stock options were exercised at a weighted average exercise price of $1.79.

Financial Instruments
The Company uses forward currency exchange contracts to reduce the impact of fluctuations in currency exchange rates attributable to
the conversion of net US cash receipts to fund its Canadian operations.  

Gains and losses on foreign exchange contracts are reflected in the results.

NOTE 2 DISCONTINUED OPERATIONS

Commercial Footwear
During the quarter ended June 30, 2004, the Company adopted a formal plan to discontinue the manufacture of commercial footwear
and to focus its footwear resources on the manufacture and sale of specialized products for emergency response and military markets as
the production of commercial footwear had become increasingly uncompetitive with foreign-sourced imports. The Company concluded an
agreement to permit a third party to manufacture commercial footwear under the ÒActonÓ brand-name. The Company agreed to continue
to produce selected items until February 2005 to assist in the transition. The financial statements have been reclassified to segregate
the results of the commercial footwear activities from continuing operations.

A summary statement of operations for the commercial footwear operations is as follows:

December 31 2005 2004

Net Sales $ 1,358 $ 12,444 
Gross margin (52) 801
Operating expenses 89 2,950
Other income 527 -

Income (loss) before tax $ 386 $ (2,149)
Net income (loss) 265 (1,476)
Amortization $ - $ 222
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Assets and liabilities held in discontinued operations:

2005 2004

Accounts receivable $ 154 $ 1,494 
Inventory - 1,011

Current assets $ 154 $ 2,505
Accounts payable - 488

The CompanyÕs assets and liabilities related to the commercial footwear activities will be liquidated in the normal course of business.
Accounts receivable will be collected according to standard credit practices of the commercial footwear industry.

Tire Manufacturing and Distribution
During the quarter ended December 31, 2004, the Company adopted a formal plan to discontinue the manufacture of solid and segmented
tires and to offer the business for sale. This segment of the tire market had become increasingly uncompetitive due to the performance and
cost improvements made to pneumatic tires, with which this business competed. During the first quarter of 2005, the Company sold the
assets of this business. The financial statements have been reclassified to segregate the results of the tire production unit located in
Kitchener, Ontario and the sales, marketing and distribution subsidiary, AirBoss Polymer Products Inc., from continuing operations.

A summary statement of operations for the Tire Manufacturing and Distribution operations is as follows:

Year ended December 31, 2005 2004

Net sales $ 2,071 $ 2,969
Gross margin 58 72
Operating expenses 364 2,588

Loss before tax $ (306) $ (2,516)
Net loss (216) (1,663)
Amortization $ 81 $ 1,617

Assets and liabilities held in discontinued operations:

As at December 31, 2005 2004

Accounts receivable $ 584 $ 388
Inventory 575 994
Prepaid expenses 15 30

Current assets $ 1,174 $ 1,412
Accounts payable 129 152
Capital assets 105  226  

The CompanyÕs assets and liabilities related to the Tire business will be liquidated in the normal course of business under the terms of a
business sales agreement. Accounts receivable will be collected according to standard credit practices of the industry. Inventories will be
liquidated in the normal course of business under the terms of a business sales agreement. Accounts payable will be settled under the
regular credit terms afforded the Company by its suppliers.

NOTE 3 JOINT VENTURES

The Company operates under a 50-50 joint venture agreement for the manufacture of railway fastening clips for which AirBoss Railway
Products, Inc. is the exclusive vendor. Joint ventures are consolidated on a proportionate basis. The joint venture ceased operations.

CompanyÕs share of joint ventures:

December 31 2005 2004

Revenues $ 2 $ 2,636
Expenses 245 412

Net (loss) $ (216) $ (123)
Current assets $ 168 $ 954
Assets held for sale 359 -
Current and long-term liabilities 4 73

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L  S TAT E M E N T S  ( C O N T Õ D )
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NOTE 4 INVENTORIES

Inventories are comprised of the following:

December 31, 2005 2004

Raw materials $ 16,617 $ 19,101
Work-in-progress 2,360 2,065
Finished goods 5,549 7,062

Total $ 24,526 $ 28,228

NOTE 5 CAPITAL ASSETS
ACCUMULATED 

December 31, 2005 COST AMORTIZATION NET

Land $ 2,500 $ - $ 2,500
Buildings 10,404 2,729 7,675
Equipment 69,305 26,672 42,633

$ 82,209 $ 29,401 $ 52,808

ACCUMULATED 
December 31, 2004 COST AMORTIZATION NET

Land $ 2,500 $ - $ 2,500
Buildings 9,483 2,282 7,201
Equipment 61,014 24,875 36,139

$ 72,997 $ 27,157 $ 45,840

Amortization expense for continuing operations for the years ended December 31, 2005 and 2004 was $4,038,000 and $5,201,000
respectively. The Company has reclassified assets held for sale with a net book value of $359,000 representing tooling and production
equipment. No additional depreciation will be charged against these assets until sold.

NOTE 6 OTHER ASSETS

Other assets are comprised of the following:

December 31, 2005 2004

Product development $ 2,866 $ 3,142
Patents 178 173
Deferred financing 788 501
Pre-operating costs 1,342 -
Other assets 126 1,473
Restricted Funds 3,733 3,091

Subtotal $ 9,033 $ 8,380
Accumulated amortization 3,192 2,882
Total $ 5,841 $ 5,498

Amortization expense $ 778 $ 1,448

Deferred financing costs have been incurred in establishing the CompanyÕs various debt facilities and are being amortized on a straight
line basis over the term of the related debt facilities.  

The Company has deferred pre-operating costs incurred relating to the commissioning of a new rubber compounding facility in Scotland
Neck, North Carolina. These costs will be amortized on a straight line basis over a 5 year period when the equipment commences
commercial production.
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In 2004, other assets included a loan and deposit agreement, denominated in US and Canadian dollars respectively, to mitigate the impact
of US dollar volatility. The agreement provided for a US $7,500,000 loan secured by a CDN $10,350,000 cash deposit derived from the
loan proceeds. The term of the agreement extended to October 15, 2006 but was terminated April 28, 2005 when the new operating
facility was put in place. The Company was able to offset the US dollar loan and the cash deposit and recorded a net amount of
$1,335,000 in other assets.

NOTE 7 LOAN FACILITIES

Demand Loan 
On April 28, 2005, the Company obtained a new operating line facility to finance growth requirements which increased borrowing
capacity from $27 million in 2004 to $45 million.

The demand loan bears interest at a range from the bankÕs prime rate less 0.25% to prime plus 0.65% (0% to 0.5% in 2004) per
annum, with respect to loans denominated in Canadian currency and from the U.S prime rate less 1% to the US prime rate with respect
to loans denominated in US currency. 

The credit/security/letter agreement provides the lenders with a perfected first security interest on all accounts receivable and
inventories of the Company and its subsidiaries, secured guarantees, and an inter-creditor arrangement with the term loan syndicate.
Interest expense in 2005 on the operating line was $1.2 million ($0.9 million in 2004).

Term Loan
During the first quarter of 2005, negotiations to obtain an additional US $6 million term loan with its existing term lending syndicate were
concluded and the Company utilized US $4.2 million of this additional term facility to finance equipment related to the US expansion. The
term loan bears interest at US bank prime plus 1.9%, or Libor plus 2.65%  calculated monthly, and principal is repayable in equal monthly
installments (commencing the month following the final advance) with the balance repayable on October 15, 2006.

The term loan of $17,500,000 ($20,500,000 in 2004) is secured by a general security agreement entered into by the Company and by
its subsidiaries supported by collateral mortgages. The term loan bears fixed interest of 7.89%, calculated monthly, and is repayable in
monthly principal installments of $250,000 plus interest with the balance of $15,000,000 repayable on October 15, 2006. Interest
expense in 2005 on the term loan was $1.7 million ($1.9 million in 2004).

NOTE 8 OTHER DEBT

Other debt are comprised of the following:

December 31 2005 2004

Promissory notes Ð Acton Engineered Products Inc. $ 46 $ 1,096

Other debt includes two promissory notes taken back by the vendors of AirBoss Engineered Products Inc. (formerly Acton International
Inc.). The notes bore interest at the rate of 8% per annum, are secured by a collateral mortgage of $3,589,000 on the assets of
AirBoss Engineered Products Inc., and rank second to the Bank and term lender. The terms of the purchase agreement provided for a
recovery of purchase price under certain conditions. During 2002, the Company exercised its right of offset against the vendorsÕ notes
for the recovery of purchase price in the amount of $1,861,000. The Company has suspended payments of principal and interest
pending resolution of its claims. The balance was repayable on April 20, 2004.

During 2005, the Company completed the environmental cleanup and recorded an offset amounting to $1.05 million against the notes
under the terms of the purchase and sale agreement.

The 2004 balance reflects $3.0 million of principal outstanding, less $1.9 million recorded as a recovery of the purchase price claimed in 2002. 

NOTE 9 SHARE CAPITAL AND CONTRIBUTED SURPLUS

Share Capital: Authorized - Unlimited number of common shares.
Unlimited number of Class B preference shares without par value and issuable in series subject to the filing of articles of amendment.
The directors may fix, from time to time before such issue, the number of shares that is to comprise each series and the designations,
rights, privileges, restrictions, and conditions attaching to each series.

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L  S TAT E M E N T S  ( C O N T Õ D )
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Issued share capital is as follows:
COMMON SHARES

AMOUNT NUMBER OF

(IN THOUSANDS OF $ CDN) COMMON SHARES

Balance, December 31, 2003 $ 38,405 22,536,923
Exercise of stock options, 2004 226 87,000

Balance, December 31, 2004 $ 38,631 22,623,923
Exercise of stock options, 2005 425 215,000

Balance, December 31, 2005 $ 39,056 22,838,923

Contributed Surplus 
Contributed surplus is comprised of the difference between the book value per share and the purchase price paid for shares acquired for
cancellation by the Company under a Normal Course Issuer Bid and stock-based compensation of employees and non-employees.

The contributed surplus is as follows:

AMOUNT

Balance, December 31, 2003 $ 841
Stock option expense, 2004 165
Exercise of stock options, 2004 (70)

Balance, December 31, 2004 $ 936
Stock option expense, 2005 451
Exercise of stock options, 2005 (78)

Balance, December 31, 2005 $ 1,309

Stock Options
The Company has reserved 2,786,800 shares for its stock option plan. Options vest when granted or over a period of up to five years.
The plan provides for the following options, granted to directors and officers of the Company, which were outstanding at December 31,
2005 with a weighted average exercise price of $2.27.

Options granted and outstanding:

EXPIRY DATE NUMBER OF OPTIONS EXERCISE PRICE

March 14, 2006 759,000 1.12
April 5, 2007 105,000 1.83
May 14, 2007 50,000 1.85
March 19, 2008 400,000 2.59
November 16, 2009 790,000 2.25
August 23, 2010 50,000 4.03
September 12, 2010 360,000 4.60
Total 2,460,000 2.27

2005 2004
OPTIONS WEIGHTED           OPTIONS WEIGHTED 

AVERAGE EXERCISE AVERAGE EXERCISE
PRICE PRICE

Outstanding and exercisable, 
beginning of year 2,319,000 1.85 2,101,000 2.30

Granted 356,000 4.60 790,000 2.25
Exercised (215,000) 1.61 (87,000) 1.79
Expired - - (485,000) 4.43
Outstanding and exercisable, end of year 2,460,000 2.27 2,319,000 1.85
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NOTE 10 RAIL PATENT JUDGEMENT

During the third quarter of 2005, AirBoss Railway Products, Inc., a wholly owned subsidiary of the Company, was notified that the
United States Court of Appeals for the Federal Circuit has awarded damages of US $3.4 million (CDN $ 4.0 million) payable to the
plaintiff in a patent infringement suit.  These damages have been recorded as a one-time charge in the third quarter results.  The ruling
does not affect the current products sold by the Company.

NOTE 11 INCOME PER SHARE

The following table sets forth the calculation of basic and diluted earnings per share:

December 31, 2005 2004

Numerator for basic and diluted income per share: 
Continuing operations $ 1,552 $ 4,871
Net income 1,601 1,732

Denominator for basic and diluted income per share:
Basic weighted average number of shares outstanding 22,769 22,547
Effect of stock options 1,246 501

Diluted weighted average number of shares outstanding $ 24,015 $ 23,048
Basic income per share

Continuing operations $ 0.07 $ 0.22
Net income $ 0.07 $ 0.08

Diluted income per share 
Continuing operations $ 0.06 $ 0.21
Net income $ 0.07 $ 0.08

The diluted income per share calculation in 2004 excluded the effect of 400,000 options.

NOTE 12 INCOME TAXES

The provision for income taxes differs from the amount computed by applying the Canadian statutory income tax rate to income before
income taxes for the following reasons:

December 31, 2005 2004

Combined federal and provincial statutory income tax $ 750 $ 2,459
Change in the valuation allowance for future income tax assets (64) -
Effect of change in substantively enacted rate 220 -
Differences arising on filing (274) -
Income tax related to non-deductible expenses 169 102
Federal large corporations tax - 91
Foreign tax differential (132) 12
Other 71 77

Total expense $ 740 $ 2,741
The components of the provision for income taxes are as follows:

Current $ 1,776 $ 2,406
Future (1,036) 335
Total $ 740 $ 2,741

N O T E S  T O  C O N S O L I D AT E D  F I N A N C I A L  S TAT E M E N T S  ( C O N T Õ D )
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The income tax effects of temporary differences that give rise to significant portions of future income tax assets and liabilities are as follows:

December 31, 2005 2004

Future income tax assets:
Non-capital income tax loss carry-forwards $ 1,031 $ 425
Future income tax deductions relating to long-term liabilities                         510 463
Alternative minimum tax receivable - 365

$ 1,541 $ 1,253
Less valuation allowance (369) (432)

$ 1,172 $ 821
Future income tax liabilities:

Research and development expenses deducted for accounting in excess of tax purposes$ (131) $ (133)
Capital assets (9,720) (10,734)

(9,851) (10,601)
Net future income tax liability $ (8,679) $ (9,780)

In assessing the valuation of future income tax assets, management considers whether it is more likely than not that some portion or all
of the future income tax assets will be realized. The ultimate realization of future income tax assets is dependent upon the generation of
future taxable income during the period in which the temporary differences are deductible. 

Management considers the scheduled reversals of future income tax liabilities, the character of the income tax asset, and the tax planning
strategies in making this assessment. To the extent that management believes that the realization of future income tax assets do not meet
the more likely than not realization criterion, a valuation allowance is recorded against the future income tax assets. The Company has
losses of $2.9 million available to offset future income taxes in the US. These net operating losses have a 20 year carry forward.

NOTE 13 COMMITMENTS AND RELATED PARTY TRANSACTIONS

Commitments
The Company is committed under non-cancellable operating lease agreements to minimum rentals for equipment and premises as follows:

EQUIPMENT PREMISES TOTAL

2006 $ 314 $ 166 $ 480
2007 210 163 373
2008 97 143 240
2009 8 121 129
2010 4 90 94
Thereafter 1 142 143
Total $ 634 $ 825 $ 1,459

The Company has commitments to acquire molding equipment of $0.4 million and mixing equipment of $1.0 million ($0.9 million US) for
its Scotland Neck facility.

Related Party Transactions 
Included in the operating lease commitments is a rental agreement for corporate office space between the Company and a company
controlled by the chairman of the Company. The lease provides for monthly payments equivalent to an annual rental of $90,000 and
expires in August 2012. The lease provides for the purchase of the building should certain events occur which are beyond the control of
the chairman. The annual rental of $90,000 per annum approximates fair market rental value at the inception of the lease in 2002.
During the year, the Company paid monthly dues relating to a facility in South Carolina of approximately $26,000 ($5,000 in 2004) to a
company in which the Chairman is an officer.

Forward Exchange Contracts
As at December 31, 2005, the Company has two forward foreign exchange contracts to reduce exposure the fluctuations in foreign
exchange rate. The Company has committed to purchase a total of US $5 million at an average exchange rate of 1.1513 with
multiple delivery dates throughout 2006 and designated a $5 million forward contract to protect against fluctuations in US dollar
denominated inventory.


