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CORPORATE PROFILE . o

BFS acquires exclusive rights to film and television prograrﬁming for home video distribution and hroadcast
when applicable. Distribution rights are obtained by licensing, acquisition and co-production from various
independent production and television broadcast companies. These programming rights are developed into
home video products for North American distribution and where applicable, are licensed internationally.

Programming includes classic dramas, mystery, comedy, sports and documentary and is sold under the
BFS Video, American Home Treasures and Bodhi Lifestyle™ brands. Narth American distribution is through
national retailers, distributors, mail order companies and BFS' own direct to consumer division with 74% of
its business in the United States.

The Company’s strategy is to continue to acquire new programming and to expand its proprietary
- programme development, international distribution and direct to consumer electronic delivery.

ENVIRONMENTAL COMMITMENT

BFS believes that good corporate governance includes responsibility for the impact that it has on the
environment and our commitment to a clean and sustainable environment for the needs of our children and
future generations. BFS is committed to employing sustainable ece-business practices and we continuaily
effectuate new measures to reduce consumption and waste in order to help the environment. We have
implemented a new line of DVD packaging made entirely of environmentally friendly materials; it is
recyclable and biodegradable when composted. It is printed using vegetable based inks and recycled board,
the disc tray is a starch based fibre material and the shrink wrap is derived from plants.

MESSAGE FROM THE CHAIRMAN

Sales and earnings decreased from the prior year due to the poor United States economy alongside an
unfavourable financial impact on our business due to a continued strong Canadian dollar against the U.S.
dollar, which averaged $1.02 in Fiscal 2008 compared to $1.14 in Fiscal 2007. The impact of the reduced
exchange rate was approximately a $780,000 reduction in revenue compared to the prior year,

- Notwithstanding this, in fiscal 2009, we expect our new marketing initiatives to substantially contribute to our
2009 revenues and earnings.

On behalf of the Board of Directors, | wish to thank our shareholders, employees and suppliers for their ” ‘A'& Mf"

continued support and look forward 10 a successiul fiscal 2009. I
luss S (il

Denis B.E. Donnelly
Chairman, President and Chief Executive Officer

FINANCIAL HIGHLIGHTS

TSI FADTRNAL m-ﬁiu N

May 3, 2008 May 5, 2007
Salgs $ 9102,446 § 11009798 I ——
Nel and comprehensive income 101,082 787,408 ALl t
Shareholders' equily 3,808,490 3,797,408 NIITH“IG AL
Capital asset additions 431,253 244,087
Total assets 4,900,327 5,211,636
Eamings per share $ 0.01 § 0.10

COMMON SHARE AND PRICE INFORMATION

First Quarter Second Quarter Third Quarter  Fourth Quarter

Average number of shares outstanding 7,828,833 7828833 7,828 833 7,828,833
Trading volume 232,200 284,400 183,500 88,500
Share price (high) $ 0.74 0.75 0.55 0.34 '
Share price (iow) $ (.56 0.53 0.30 0.28

BFS ENTERTAINMENT & MULTIMEDIA LIMITED 2008 ANNUAL REPORT
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MANAGEMENT.S DISCUSSION AND ANALYSIS

This management's discussion and analysis of the financiz;i results of BFS Entertainment & Multimedia Limited
(“BFS" or the “"Company™) for the fifty-two weeks ended May 3, 2008 should be read in conjunction with and is
qualified by, the consolidated financial statements and related notes for the fifty-two weeks ended May 3, 2008
(“the Financial Statements”), which have been prepared in accordance with Canadian generally accebted accounting
principles (“GAAP”). All of the information presented hergin is expressed in Canadian dollars.

This report contains forward-looking statements, including statements regarding ihe future success of our busingss
strategies and future market opportunities. These statements are neither promises nor guarantees. but involve known
and unknown risks and uncerainties that may cause our actual results, levels of activity, performance or
achievements to be materially different from any future resuls, levels of activity, performance or achievements
expressed in or implied by these forward-looking statements. These risks include risks related to our sales growth,
operating results, industry and products as well as other factors discussed below and elsewhere in this report.
Readers should not place undue reliance on any such forward-looking staiements, which speak only as of the date
they were magde. We disclaim any obligation to publicly update or revise such statements to reflect any change in our
expectations or in events, conditions or circumstances on which any such statements may be based or that may affect
the likelihood that actual results will differ from those set forth in the forward-looking statements.

Additional infarmation relating to BFS is filed with SEDAR at www.sedar.com.
This management’s discussion and analysis is dated July 31, 2008.

OVERVIEW

BFS is a recognised independent manufacturer and distributor of home video with head office in Toronto, Ontario
and sales office in Los Angeles, California.

BFS acquires exclusive rights to film and television programming for home video distribution and broadcast where
applicable, Distribution rights are obtained by license, acquisition and co-production from various independent
production and television broadcast companies. These pragramming rights are developed inte home video products
for North American distribution and where applicable, are licensed internationatly.

Programming includes classic dramas, mystery, camedy, sports and documentaries and is sold under the BFS Video,
American Home Treasures and Bodhi Lifestyle™ brands. Nerth American distribution is through national retailers,
distributors, mail order companies and BFS' direct to consumer division.

BFS' strategy is to continug to acquire new programming and te expand its proprietary programme development,
international distributien and direct to consumer electronic delivery.

Sales and earnings decreased from the prior year due to the poor United States economy alongside an unfavourable
financial impact on our business due to a continued strong Canadian dollar against the U.S. dollar, which averaged
51.02 in Fiscal 2008 compared to $1.14 in Fiscal 2007. The impact of the reduced exchange rate was approximately a
$780,000 reduction in revenue compared 1o the prior year. Notwithstanding this, in fiscal 2009, we expect our new
marketing initiatives 10 substantialty contribute to our 2009 revenues and earnings.

The Company's strategies include;

To achieve significant increases in sales and cash flows.

To continug to seek and acquire new programming content.
To expand current distribution channels.

To develop BFS proprietary programming and production.

2008 ANHUAL REPORT  BFS ENTERTAINMENT & MULTIMEDIA LIMITED
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RESULTS FROM OPERATIONS AND COMPREHENSIVE INCOME

. Fiscal Years Ending },QM[NGEQ
Selected Annual Information of Operations Data May 3, 2008 May 5, 2007
Sales $ 9,102,446 $ 11,009,798
Cost of goods sold 3,283,458 3,998,622
Gross profit 5,818,988 7.011,176
Gross profit percentage 64% 64%
Selling and administrative expenses 5,122,140 3,395.221
Foreign exchange loss 86,450 6,359
Interest expense 17,212 10,520
Amortization of capital assets and development costs 379,857 395,626
Net and comprehensive income 101,082 787 408 P ——
Basic and diluted earnings per share $ 0.M S 0.10 . R .
LittleDevil
Weighted average number of shares 7,828,333 7,828,333 T et coom

Sales for the year were $9,102,446 compared to $11,008,798 in the prior year, a decrease of 17%. Sales decreased 10
both corporate and direct to consumer customers during the year when compared to the prior year primarily due to
the poor United States economy alongside an unfavourable financial impact on our business due to a cominued
strong Canadian dollar against the U.S. dolar, which averaged $1.02 in Fiscal 2008 compared to $1.14 in Fiscal 2007.
The impact of the reduced exchange rate was approximately a $780,000 reduction in revenue compared 1o the prior
year. Sales to the United States represented 74% of sales, compared to 76% in the prior year.

Gross profit tor the year was $5,818,988 (64% of sales) compared to $7,011,176 (64% of sales) in the prior year.

Selling and administrative expenses for the year were $5,122,140 (56% of sales) compared to $5,395,221 {49% of
sales} in the prior year. Selling and administrative expenses decreased by $273,081 over the previous year.

Adventising, promotions and catalogue selling costs increased by $178,978, salary expenses decreased by $126,213
due primarily to a zero year-end bonus accrual in the current year, compared to $135,000 in the prior year, rent
decreased by $84,465, resulting from the reversal of a prior year's accrual pending a final settlement for common area
costs and shipping costs decreased by $29,541.

A write down of investment in productions of $160,202 was recorded in the-prior year, compared te zero in the
current year.

Other expenses decreased by $51,638 in the aggregate.
Amortization of capital assets and development costs was $379,857, compared to $395,626 in the prior year.

Net and cemprehensive income was $101,082 or $0.01 per share for the year, compared to $787,408 or $0.10 per
share in the prior year. The weighted average number of shares outstanding for this year was 7,828,833, unchanged
from the prior year.

FOURTH QUARTER

Sales for the fourth quarter were 31,644,714, compared 1o $2,529,313 during the same quarter last year, a 35%
decrease from the prior year. Sales decreased to both corporate and direct to consumer customers during the period
when compared to the prior year, primarily due 1o the peor United States economy alongside an unfavourable financial
impact on our business due to a continued strong Canadian dollar against the U.S. dollar.

Selling and administrative expenses for the fourth quarter were §1,217,622 (74% of sales) compared to $1,513,441
{60% of sales) in the prior year. Selling and administrative expenses decreased by $295,819 cver the previous year.

Advertising, promations and catalogue selling costs increased by $87,762, salary expenses decreased by $161,341
due primarity to a zero year-end bonus accrual in the current year, compared to $135,000 in the prior year, rent
decreased by $20,170 and bad debts decreased by $12,278.

A write down of investment in productions of $160,202 was recorded in the prior year, compared 1o zero in the
current year.

Other expenses decreased by $29,590 in the aggregate.
Amortization of capital assets and development costs was $127,163, compared to $117,281 in the prior year.

Net and comprehensive loss was $204,399 ($0.03 per share), compared to a net income of $90,289 ($0.01 per
share) for the same period last year.

BFS ENTERTAINMENT & MULTIMEDIA LIMITED 2008 ANNUAL REPORT
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UNAUDITED QUARTERLY FINANCIAL DATA

Net and Basic and diluted

comprehensive earnings {loss)
{in dollars) Sales income (loss) per share
2003 it~
First quarter 1,950,702 56,710 0.01
Second quarter 2,679,554 93,794 0.m
Third quarter 2,827,476 154,977 0.02
Fourth quarter 1,644,714 (204,399) (0.03)
Full year 9,102,446 101,082 0.01
2007
First quarter 2,170,625 129,805 0.02
Second quarter 3334,832 295,11 0.04
Thirg quarter 2975028 272,203 0.03
Fourth quarter 2,529,313 90,289 0.01
Full year 11,009,798 787,408 0.10

FINANCIAL CONDITION AS AT MAY 3, 2008

Fiscal Years Ending

Selected data an financial position May 3, 2008 May 5, 2007
Cash and cash equivalents $ 853,314 3 1,648,088
Net working capital 2,941,332 3,027,533
Total assets 4,900,327 5211636
Total long-term Habilities 50,178 45,632
Total liabifities 1,001,837 1414228
Shareholders' equity 3,898,490 3.797.408

Total assets of the Company this year amount to $4,900,327, compared to $5,211,636 in the prior year.

Accounts receivable decreased to $821,140 from $844,585 in the prior year.

Inventory increased to $1,143,936 from $977,210 in the prior year 10 support the future sales of the new Bodhi

Lifestyle™ division.

Prepaid royalties for video products decreased to $726,763 from $746,138 in the prior year,

Investment in productions remained unchanged at $100,000 from the prior year.

Capital assets increased to $560,274 from $383,550 in the prior year, Continuing capital expenditures for master
fapes of $203,584 were made this year, compared to $118,047 in the prior year. Capital additions were incurred for
website development of $94,989, office computer hardware/software of $93,290 and office furniture of $15,820

during the year.

Development costs of $147 870 were incurred during the fiscal year, compared to $108,116 in the prior year and

were related to the design and development of DVD products.

Total liahilities decreased to $1,001,837 from $1,414,228 in the prior year primarily from a decrease in income taxes
payable of $196,357, a decrease tg zerg in the current year for an accrual for salary bonuses, compared to $135,000
in the prior year and a reversal of the prior year's accrual for additional rent expense of $40,000.

Shareholders’ equity increased to $3,898,490 from $3,797 408 in the prior year. The share capital as at May 3, 2008
was $2,110,316 with 7,828,333 shares outstanding unchanged from the prior year.

On September 17, 2007, the corporation received approval from the TSX Venture Exchange to purchase pursuant to a
normal course issuer bid expiring on September 20, 2008, a maximum of 412,283 common shares of the corporation

for cancellation. As at July 31, 2008, the Company has purchased no common shares for cancellation.

2008 ANNUAL REPORT  BFS ENTERTAINMENT & MULTIMED{A LIMITED



CONTRACTUAL OBLIGATIONS AND COMMITMENTS 3

Payment due by period
Minimum annual payments Less than 1-3 4-5 After
dug in fiscal years ending Total 1 year years years 5 years
Capital lease obligations $ 103879 & 53701 % 50,178 - -
Operating leases 179,000 139,000 40,000 - -
E-commerce commitment 308,814 100,735 208,079 - -

Total contractual obligations $ 531693 § 203436 § 298,257 - -

Capital lease cbligations are related primarily to computer software and hardware equipment. These obligations bear
interest at rates varying between 8.6% and 9.6% per annum.

Operating lease commitments represent the future minimum lease payments under leases primarity for the Company
prernises. The three year e-commerce commitment consists of a minimum arnual subscription fee and monthly
managed and hosting fees.

CAPITAL REQUIREMENTS, RESOURCES AND LIQUIDITY

At year-end, the Gompany had an operating line of credit of $2,000,000 of which zero was outstanding. A registered
general agreement providing a {irst charge over all accounts receivable, inventories and equipment, other than leased
assets, has been provided as security for this operating line of credit.

We believe that our current cash will provide us with sufficient capital to meet our stated operating goals. We would
expect that any significant new acguisitions would require additional funding.

CONTINGENCIES

In the normal course of business, BFS has been named as a defendant in a legal matter seeking damages. In the
opinion of management, this action is without substantial merit and no provision has been made far any potential loss
that may arise. o

RECENT ACCOUNTING PRONOUNCEMENTS

In December 2006, the CICA issued a new accounting standard: Section 1535, Capital Disclosures, which requires the
disclosure of both qualitative and quantitative information that enables users of financial statements to evaluate the
entity's objectives, policies and processes for managing capital. The new standard applies to interim and annual
financial statements refating to fiscal years beginning on or after October 1, 2007, Management is currently evaluating
the effect of this standard on its consolidated financial statements.

In December 2008, the CICA issued two new accounting standards: Section 3862, Financial Instruments - Disclosures
and Section 3863, Financial Instruments - Presentation, which require additional disclosures relating to fiscal years
beginning on or after October 1, 2007. Management is currently evaluating the effact of these standards on its
consolidated financial statements,

In March 2007, the CICA issued a new accounting standard; Section 3031, Inventories, which provides more extensive
guidance an ihe recognition and measurement of inventories and related disclosures. This new standard applies to
interim and annual financial statements relating to fiscal years beginning on or after January 1, 2008. Managament is
currently evaluating the effect of this standard on its consolidated financial statements.

in January 2008, the CICA issued Section 3064, Goodwill and Intangible Assets, which replaces Section 3062,
Goodwill and Other Intangible Assets and results in the withdrawal of Section 3450, Research and Development Costs
and Emerging Issues Committee Abstract 27, Revenues and Expenditures During the Pre-Operating Peried and
amendments to Accounting Guideline No. 11, Enterprises in the Development Stage. The standard provides guidance
on the recognition of intangible assets in accordance with the definition of an asset and the criteria for asset
recognition as well as clarifying the application of the concept of matching revenues and expenses, whether these
assets are separately acquired or internally developed. This standard applies to interim and annual financial
statements relating to fiscal years beginning on or atter October 1, 2008. Management is currently evaluating the
effect of adopting this standard.

INTERNATIONAL FINANCIAL REPORTING STANDARDS

In 2006, the Accounting Standards Board of Canada announced that accounting standards in Canada are to converge
with International Financial Reporting Standards (*IFRS”). In May 2007, the CICA published an updated versicn of its
“Implementation Plan for Incarporating Intgrational Financial Reporting Standards into Canadian Generally Accepted
Accounting Principles” (“GAAP™), This plan inctudes an outline of the key decisions that the CICA will need te make as
it implements the Strategic Plan for publicly accountable enterprises that will converge Canadian GAAP with IFRS. In
February 2008, the CICA confirmed the changeover date from current Canadian GAAP to IFRS ta be January 1, 2011,
While IFRS uses a conceptual framework similar to Canadian GAAP, there are significant differences in accounting
policies which must be addressed. The corporation has not yet assessed the future impact of these new standards on
its consolidated financial statements.

BFS ENTERTAINMENT & MULTIMEDIA LIMITED
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1. New BODHI LIFESTYLE™ Division Announced

BFS anncunced on August 8, 2007 the formation of its BODHI LIFESTYLE™ Division, which wilt focus on Health and
Wellness programming. BFS wilk target the BODHI LIFESTYLE™ Division al those with a growing awareness and
desire for quality and longevity of life through the maintenance of an active and healthy lifestyle.

The BODHI LIFESTYLE™ Division will parallel the Company’s already successiul business modet in terms of business
to business distribution of home video programmes, development of programmes through co-production and
production and the expansion of our direct to copsumer catalogue and e-commerce site. Other exciling opportunities
will exist for the consumer division where BFS anticipates a substantial part of the revenue will be derived from
expanded video and lifestyle products.

BFS will utilize its existing and successful distribution channels for its new genre of product, which will generate
significant incremental revenues in the future. Health and Wellness is an enermous field with an ever-increasing level
of consumer awareness. BFS has an excellent and proven track record in niche marketing and maintains a
well-established business model with which 1o support this new growth opportunity.

The Company has been looking for several years ior the right acquisition fit and afler careful consideration, ils
management realised the greatest opportunity lay in extending ‘what we already do best'. BFS has the model and now
has an extremely large niche to add to its portfolip with extensive opportunities. This will provide BFS with significant
increases in earnings growth over the next few years.

The divisicn is scheduled to launch officially in Summer 2008.
2. New E-Commerce Development Agreement

The Gompany has entered inte an agreement with a teading provider of e-commerce retail technology and services for
selling online. The agreement provides for the development of an enterprise-class retail e-commerce solution for the
updated direct to consumer website.

BUSINESS RISKS AND UNCERTAINTIES

Gur ability to generate sales and profit from our business is dependent on a number of risks. The risks and
uncertainties described below are not the only ones we face. Additional risks and uncertainties, including those we do
not know about now or that we currently believe are immaterial, may also adversely affect our ability to generate sales
and profit.

Foreign Currency

The Company's products are sold to Ganadian customers in Ganadian funds and to United States customers in United
States funds. Increases in the value of the Canadian dollar refative to the United States dollar could adversely atfect
the Company’s results of operations.

Dependency on Intellectual Property

The Company enters into exclusive distribution arrangements with producers and television companies 0 secure the
distribution rights for their programmes. The Company typically agrees to advance cash to the licensors for each title
licensed. These cash advances are set up as a prepaid advance and are recovered by the Company from the proceeds
on the sale of the product. The recovery of such advances and refated mastering costs is dependent on the success of
marketing and sale of each title by the Company. The success of ihe title is not determinable until the time that
consumer acceptance can be measured after the title has been released.

Dependency on Key Personnel

The success of BFS is dependent on members of its senior management team. The experience of this team wili be a
contributing factor to BFS' success and growth. The loss of ane or more of the members of the management team
might have a material adverse etiect on the Company’s operations and business prospects.

Risks Associated with Overstock Exchanges

Consistent with industry practice in certain circumstances, the Company altows customers to return product for credit
which can only be applied against future purchases. The Company restricts the amount of the return 1o a percentage
of an agreed upon time period of previous sales. There can be no assurance that such product returns will in the
{uture exceed what has been previously experienced by the Company and as a result, it may have a material adverse
eftect on future operating results. A recorded allowance for overstock exchanges based on the overstock exchanges
made over the previous four quarters provides an estimate of future overstock exchanges.

2003 ANNUAL REPORT  BFS ENTERTAINMENT & MULTIMEDIA LIMITED



MANAGEMENT’S RESPONSIBILITY FOR
FINANCIAL STATEMENTS

The accompanying consolidated financial statements and all information contained in this annual report
are the responsibility of management, who are satisfied with the integrity and objectivity of the
information contained therein. The statements have been prepared in accordance with policies and
procedures established by management and conform to Canadian generally accepted accounting
principles, reflecting management’s best estimates and judgements.

In management's opinion, these consolidated financial statements reflect fairly the financial position of
the Company, the results of its operations and the changes in cash flow. The Company's procedures and
related interna! controt systems are designed to provide reasanable assurance that the assets are
safeguarded and reliable financial records are maintained.

Lipton, Wiseman, Altbaum & Partners LLP, Chartered Accountants, as the shareholders’ auditors, have
audited the consolidated financial statements and their report appears here. Their opinicn is based on an
examination conducted in accordance with Canadian generally accepted auditing standards, which
includes a review of the Company’s accounting policies and procedures and where appropriate, a limited
review of the Company's internal control systems. They abtain sufficient audit evidence to provide
reasonable assurance that the conselidated financial statements are presented fairly, in all material
respects, in accordance with Canadian generally accepted accounting principles.

The Audit Committee, which consists of non-executive directors, meets with management and the
external auditors to review the Company’s consolidated financial statements before recommending the
statements to the Board of Directors for approval,

Denis B.E. Donnelly Jobn P. Grzybowski, MBA, CA
Chairman, President and Chief Executive Officar Chief Financial Oificer

AUDITORS’' REPORT

To the Shareholders of BFS Entertainment & Multimedia Limited

We have audited the consolidated balance sheets of BFS Entertainment & Multimedia Limited as at
May 3, 2008 and May 5, 2007 and the consolidated statements of operations and comprehensive
income, retained earnings and cash flows for the fifty-two weeks ended May 3, 2008 and the fifty-two
weeks ended May 5, 2007. These consolidated financial statements are the responsibility of the
corparation's management. Qur responsibility is 1o express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with Canadian generaily accepted auditing standards.

Those standards require that we plan and perform an audit to obtain reasonable assurance whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disciosures in the consolidated financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the corporation as at May 3, 2008 and May 5, 2007 and the resulls of its operations
and comprehensive income and its cash flows for the fifty-two weeks ended May 3, 2008 and the fifty-
two weeks ended May 5, 2007 in accordance with Canadian generally accepted accounting principles.

'Zf&". {‘/“M MM 2 pauf‘wu- LLP

Chartered Accountants, Toronto, Ontario
June 20, 2008

BFS ENTERTAINMENT & MULTIMEDIA LIMITED 2008 ANHUAL REPORT




CONSOLIDATED BALANCE SHEETS

asal May 3, 2008 May 5, 2007
Assets
Current:
Cash and cash equivalents $ 853,314 3 1,648,089
Accounts receivable 821,140 44 585
Inventorigs 1,143,936 477,210
Prepaid video royalties 726,763 746,138
Prepaid expenses and deposits 253,334 180,107
r Income taxes recoverabie 94 504 -
3,892,991 4,396,129
investment in productians 100,000 100,000
Development costs (Note 4) 189,886 162,000
Trademarks and other intangibles (Note 5) 49,099 24,443
Capital assets (Nole 6) 560,274 383,550
Future income taxes 108,077 145514

$ 4900327 § 5,211,636

! Liahilities
Current:

Accounts payable and accrued liabilities $ 897,958 % 1,128,182
Income taxes payable - 196,357
Capital lease obligations due within ong year {Note 7} 53,701 44,057
951,659 1,368,596
Capital lease obligations (Note 7) 50,178 45632
1,001,837 1,414 228

Shareholders’ Equity
Capital stock (Note 8) 2,110,316 2,110,316
Retained earnings 1,788,174 1,687,092
3,898,490 3,787,408

$ 4900327 § 5,211,636

See accompanying notes to consolidated financial statemenls

These consolidated financial statements are approved by and on behall of the Board of Directors:

Director E Director
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CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE INCOME
For the period ended May 3, 2008 May 5, 2007
Fifty-two weeks Fifly-two weeks
Sales $ 9,102,446 $ 11,000,798
Cost of goods sold 3,283,458 3,998 622
Gross profit 5,818,988 7,011,176
Expenses:
Selling 2,604,970 2,670,735
Administrative 2,517,170 2,724,486
Foreign exchange loss 86,450 6,359
[nterest expense (Note 7) 17,212 10,520
Amortization 379,857 395,626
5,605,659 5,807,726
Income before income taxes 213,329 1,203,450
Income taxes: {Note 9)
Currenl 74,810 367,108
Futurg 37,437 48,934
112,247 416,042
Net and comprehensive income $ 101,082 $ 787408
Weighted average number of shares 7,828,333 7,828,333
Basic and diluted earnings per share (Note 8 $ 0.0 $ 0.10

See accompanying notes {0 consolidated financial staiemeants

CONSOLIDATED STATEMENTS
OF RETAINED EARNINGS

For the period ended May 3, 2008 May 5, 2007
Fifty-iwo weeks Fifty-two weeks

Retained earings — beginning of period $ 1,687,092 $ 1134534
Net and comprehensive income 101,082 787,408
$ 1,788,174 1021542

Dividends paid - (234,850)
Retained eamings — end of period $ 1,788,174 $ 1,687,092

See accompanying notas to consolidated financial stataments
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CONSOLIDATED STATEMENTS

OF CASH FLOW

For the Period ending May 3, 2008 May 5, 2007
Fifly-twa weeks Fifty-two weeks
Operating activities:
Net 2n¢ comprehensive inceme $ 101,082 $ 787408
ltems not affecting cash flows:
Fuiure income laxes 37,437 48,934
Amotization of capital asseis 254,529 21,830
Amaortization of development costs 119,984 122,953
Amontization of trademarks and other intangibles 5,344 843
Write down of investment in productions - 160,202
518,376 1,392170
Net changes in non-cash working capital balances (Note 10a) (718,218) (27,281)
Cash flows provided by (ssed in) operating activities (199,842) 1,364,889
Financing activilies:
Repayment of capital lease obligations (60,722) (40,955)
Dividends paid - (234,850}
Cash flows used in financing activities {60,722} (275,805)
Investing activities:
Additions to investment in productions - {51,818)
Additions to developmant costs (147,870) (108,116)
Additions 1o trademarks and other intangibles (30,000) (565)
Additions tc capital assels (Note 10b) {356,341) (149,437)
Cash flows used in investing activities {534,211) (309,936)
Net change in cash positicn (794,775) 779,148
Cash and cash equivalenis — beginning of period 1,648,089 868,941
Cash and cash equivalents — end of period $ 853,314 § 1648089
Components of cash and cash equivalents:
Cash $ 103,314 3§ (48,089
Short-term investment 750,000 1,000,000
$ 853,314 § 1,648,089

See accompanying notes to consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Fifty-Two Weeks Ended May 3, 2008 and the Fifty-Two Weeks Ended May 5, 2007

1 | NATURE OF BUSINESS
BFS Entertainment & Multimedia Limited (the "corporation*} was incorporated under the laws of Ontario on Fefruary 4, 1980.

The corporation is a recognised independent manufactuser and disiributor of home videos. The coiporation markets and distributes
speciatty line of home videos throughout North America. Under exclusive North American license agreements, the corporation Sefls its
produets through various channels, including retailers, distributars, mail order houses as well as its own specialized mail order catalogue.

2| ACCOUNTING POLICIES
The significant accounting policies of the corporation and its subsidiaries conferm with Canadian generally accepted accounting
principles znd are summarized below:

{a) Basis of consolidation

The consolidated financial statements include the agcounts of the corporation and its whelly-awned subsidiaries, BFS Entertainment
Limited {U.S. corporation), Collectables Diregt Ing., Collectables Direct Inc. {L.S. corporation), BFS Film & Televisicn Productions Inc.
and Oopsadaisy Television Productions Inc. All intercompany transactions and balances have been eliminated.

{b) Management estimates

The preparation of these consolidated financial statements in conformity with Canadian generalty accepted accounting principles
requires managemeni to make estimates and assumptions that affect the reported amounts of assets and fiabilities and disclesure of
contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and
expanses during the reporting period. The allowance for doubtful accaunts, returns for overstock exchanges, net realisable valug of
inventory, prepaid video royalties, investment in productions and the valuation of future income taxes are subject to significant
estimates. Actual amaunts could differ from these estimates.

(c) Cash and cash equivalents
Cash and cash equivalents include cash on hand and batances wilh banks, net of bank overdrails and highly liquid temporary money
market instruments with original maturities of twelve months or less, Bark borrowings are considered to be financing activities.

(d) Accounts receivable
Accounts receivable are carried at amounts due, net of a provision for amounts estimated ta be uncollectzble and net of an allowance
for estimated returns for overstock exchanges.

(e) Inventories
Inventories are valued at the lower of cost, determined on a firsi-in, first-out basis and net realisable value and includes an aflowance
for estimated returns for averstock exchanges.

(f) Prepaid video royalties

The corporation makes advance royalty payments 10 secure its video license apreements. These payments are freated as prepaid video
royalties and are expensed as part of cost of goods soid when sales are made. Prepaid video royallies are recorded at the lower of cost
and esltimated net realisable value.

(g) Investment in productions

tnvestment in productions relating to the development of DVDs and films have been capitalized and will be amortized over their
estimated useful life once the assels are put into commercial use. The investment in productions is recorded at the lower of cost and
estimated net realisable value,

(h) Development costs
Development costs relating to the design and development of video products are amortized over their estimated useful fife of 4 years
on a straighi-lire basis.

(i} Trademarks and other intangibles

Trademarks and other intangibles include trademarks and a iicensing agreement. These assets are ecorded at cost {ess accumulated
amortization. Amortization is provided for on a straight-fine basis over the estimated useful life of the assets at the following annual
rates:

Trademarks 40 years
Licensing agreement 3 years

{j) Capital assels
Capital assets are stated at cost tess accumulaied amortization. Amortization is provided for over (he estimated useful life ¢f the assets
al the following annual rates and methods:

QOffice and warehouse equipment 20% - declining balance
Computer hardware 30% — declining balance
Computer software 2 years — straight-line
E-commerce development 3 years - straight-line
Leasehotd improvements Straight-tine over the term of the lease plus the first cenewal period (10 years)
Master tapes 4 years — siraight-ling
Equipment under capital teases:
Computer hardware and software Straight-ling over the term of the related teases

BFS ENTERTAINMENT & MULTIMEDIA LIMITED
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i NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
‘ For the Fifty-Two Weeks Ended May 3, 2008 and the Fitty-Two Weeks Ended May 5, 2007
{cantinued}

. (k) Revenve recognition
The corporation eamns its revenue from the sale and delivery of products to its customers. Revenue, net of allowance of estimated
returns or overstock exchanges, is recorded when the products are shipped to customers and collectability is reasonably assured.

! {l) Future income taxes

The corparalion uses the lizbility method to record income taxes. Future incomie tax assets and liabilities are determined based an the
differences between the financial reporting and tax value of assets and liabilities anc are measured using the substantively enacled tax
rates and laws that are expected to be in effect in the periods in which the future income tax assets or fiabilities are expected to be
settled or realised.

(m) Fareign currency translation

The temporal method is used to transtate the transactions and balances of the corporation that are denominated in faseign currencies.
Undes this method, monetary assets and liabilities and non-monetary items carried at market values are iranslated at the year-ed
exchange rate; other non-monetary items are translated al their historical exchange rate. Revenue and expenses are {ranslated at
weighted average exchange rates, except for amartization, which is translated at the historical exchange rate applicabiz to the related
assets. Exchange gains and lossas are recognised currently in earnings.

(n) Stock-based compensation

The corporation recognises the value of stock options earned during the year as a compensation expense. The {air value of stock optians
\ is determined using the Btack-Scholes aption pricing model. Once fair value is measured, the value is expensed over the period options
vesl and contrituted surplus will be increased by the corresponding amount. No stock options were granted during the year.

(0) Earnings per share
Eamings per share is calculated using the weighied average number of shares outstanding during she fiscal period amounting to
7,828,333 (2007 - 7,828,333). Diluted ezrnings per shar is calculated using the treasury method.

{p) Impairment of long-lived assets

| Long-lived assets are reviewed for impairment whenever gvents or changes in circymstances indicate that the carrying amount of an
asset may not be recoverable. Impairment is assessed by comparing the carrying amount of an asset with its expecied future net

‘ undiscounted cash flaws from use together with its residual value. If such assets are considered to be impaived, the impairment to be

. recognised is measured by the amount by which the carrying amount of the assets exceeds their net recoverable value. To date, no
impairments on Iong-lived assets have been incurred.

, (q) Recently issved atcounting pronouncements

‘ In Drecember 2006, the CICA issued a new accounting standard: Section 1535, Capital Disclosures, which requires the disclosurz of both

‘ qualitative and quantitative information that enables users of financial statements to eva'isate the entity's objectives, policies and processes

\ for managing capital. The new standard applies to interim and annual financial statements relating 1o fiscal years beginning on or afer
QOctober 1, 2007. Management is currently evaluating the effect of this standard on its consolidated finzancial statsments.

In December 2006, the CICA issued two new accounting standards: Section 3862, Financial Instruments - Disclosures and Section 3863,
Financial Instraments - Presentalion, which sequire addition! disclosures relating to fiscal years beginning on or after October 1, 2007
Management is currently evaluating the effect of these standards on its consclidated financial statements.

‘ In March 2007, the CICA issued a new accounting standard; Section 3031, Inventories, which provides more exiensive guidance on the
recognition and measurement of inventaries and related disclosures. This new standard applies to interim and annugl financial statements
relating to fiscal years beginning or or after January 1, 2008. Management is currently evaluating the effect of this standard on its
consofidated financial statements.

In January 2008, the CICA issued Section 3064, Goodwill and Intangible Assets, which repfaces Section 3062, Goodwilt and Other
Intangible Assats and results in the withdrawal of Section 3450, Research and Development Costs and Emerging Issues Committes Abstract
27, Revenues and Expenditures During the Pre-Operating Period and amendments ta Accounting Guideling No. 11, Enterprises in the
Development Stage. The standard provides guidance on the recognition of intangible assets in accordance with the definition of an asset
and the criteria for assat racognition as well as clarifying the application of the cencept of matching revenues and expenses, whether these
assets are separately acquired or intesmally developed. This standard applies to interim and annual financial statements relating to fiscal
years beginning on or ater October 1, 2008. Management is currently evaluating the effect of adopting this standard.

{r) International Financial Reporting Standards

In 2008, the Accounting Standards Board of Canada announced that accounting standards in Canada are to converge with International

Financial Reporting Standards (“IFRS"). In May 2007, the CICA published an updated version of its “Implemensation Plan for

Incarporating International Financiaf Reporting Standards into Canadian Generally Accepted Accounting Principles™ ("GAAP™). This

1 plan includes an outline of the key decisions thal the CICA will need 1o make as it implements the Strategic Plan far publicty
accountable enterprises that will converge Canadian GAAF with IFRS. In February 2008, the CICA confirmed the changeover date from

current Canadian GAAP to IFRS to be January 1, 2011, While IFRS uses a conceptual framework simifar to Canadian GAAP, there are

significant differences in accounting policies which must be addressed. The corporation has not yet assessed the future impact of

these new standards on its consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Fifty-Two Weeks Ended May 3, 2008 and the Fifty-Two Weeks Ended May 5, 2007
{continued)}

3 | CHANGES IN ACCOUNTING POLICIES

In April 2005, the CICA issuad three new accounting slandards: Handbook Section 1530, Comprehensive Income, Section 3855,
Financial Instruments, Recognition and Measurement and Section 3865, Hedges. Effective May 6, 2007, the corporation adopted these
new accounting standards. The adoption of the above new Handbook sections is on a prospective basis without refroactive
restatement of prior periods.

Changes in accounting policies in canformity with these new accounting standards are as fotlows:

{a) Comprehensive income

Section 1530 introduces the concept of comprehensive income, which is calculated by adding other comprehensive income to net
income or net loss. Other comprehensive income represents changes in sharehclders’ equity arising from transactions and other
events with aon-owner sources. For the fiscal ysar ended May 3, 2008, the corporation has no other comprehensive income ¢r 10ss
and has a zero balance of accumulated other comprehensive income or 1oss,

(b) Financial instruments

Section 3855 requires that alf financial assels and liabililies be carried at fair valug in the consolidated balance sheet, except for loans
and receivables, financial assets held to maturity and nontrading liabilities. The latter are carvied at amortized cost using the effective
interest method. Changes in the fair value of financial instruments carried at fair valug arg charged or credited to the consolidated
statement of aperations ior the current year.

This new slanciard requires the corporation t make certain elections, upon initial adoption, regarding the accounting policy {o be
used to account for each financial instrument, This new standard also reguires that the transaction costs incurred in connection with
the issuance of financial instruments either be capitalized and presented as a reduction of the carrying value of the related finangial
instrument or expensed as incurred. If the transaction costs are capitalized, they must be amortized to income using the effective
interest method.

Following is a summary of the accounting treatment the corporation has elected to apply fo each of its categories of financial
instruments outstanding as of May 6, 2007:

Assels/liabilities Category Measurement

Cash and cash equivalents Available for sale Fair value

Accounts receivable Loans and receivables Amortized cost

Accounts pavable and accrued liabilities Other liabitities Amortized cost

Capital lease obligations Dther liakilities Amortized cost
(c) Hedges

Secticn 3665 addresses the identification, designation, documentation and effectiveness of hedging transactions fer the purpose of
applying hedge accounting. If also establishes conditions for applying and the discontinuance of hedge accounting and hedge
effectivengss testing requirements. As at May 3, 2008, there were no outstanding hedging transactions and the carporation did not
enter injo any hedging transactions during the year.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Fifty-Two Weeks Ended May 3, 2008 and the Fifty-Two Weeks Ended May 5, 2007
(continued)

4 | DEVELOPMENT COSTS

Accumulated Net Net
{in dollars) Cast Amortization May 3, 2008 May 5, 2007
Davelopment costs 1,533,676 1,343,790 189,886 162,000

During the fiscal period, cosis of $147 870 (2007 - $108,116} wers capitalized and amortization on development costs amounted to
$119,984 (2007 - $122 953).

5 | TRADEMARKS AND OTHER INTANGIBLES

Accumulated Net et

{in doliars) Cost Amortization May 3, 2008 May 5, 2007
Trademarks 33,738 10,139 23,599 24,443
Licensing agreements 30,000 4,500 25,500 -
63,738 14,639 49,099 24,443

During the fiscal period, costs of $30,000 (2007 - $565) were capilalized and amortization on (ragemarks and cther intangibles
amountad to $5,344 (2007 - $843).

6 | CAPITAL ASSETS

Accumulated Net Net
{in doliars) Cost Amortization May 3, 2008 May 5, 2007
Office and warehouse equipment 342,116 289,706 52,410 50,214
Computer hardware and software 799,431 748,155 51,276 44172
E-commerce development 94,989 - 94,989 -
Leasehold improvements 97,376 83,369 14,007 23,360
Master tapes 2,765,095 2,521,395 243,700 179,047
4,099,007 3,642,625 456,382 296,793

Assets under capital [eases:
Computer hardware and softwase 159,363 55,471 103,892 86,757
4,258,370 3,698,096 560,274 383,550

During the fiscal period, amortization on capital assets amcunted to $196,750 {2007 - $231,234) and amortization on assets under
capital leases amounted to $57,779 (2007 - $40 596).

7 | LEASE OBLIGATIONS
The follawing is a summary of the corporation’s lease obligations due in future fiscal years:

Capital Operating E-commerce
{in dolfars) Leases Leases Commitment
2009 60,492 139,000 100,735
2010 44,045 40,000 102,938
201 8,918 - 102,938
2012 - - 2,203
113,455
Less interest portion 9,576
Present value of minimum lgase payments 103,879
Less amounts due within ong year 53,701
50,178 179,000 308,814

The czpital leases bear interest ai rates varying between 8.64% and 9.56% per annum. During the year, the corporation paid interest
totatling $9,338 (2007 - $5,216) on its capital lease obligations.

The corporation is required o pay all realty taxes and certain other eccupancy costs for the building operating fease.
The three year e-commerce commitment consists of a minimum annual sibscripticn fee and monthly managed and hosting fees.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Fifty-Two Weeks Ended May 3, 2008 and the Fifty-Two Weeks Ended May 5, 2007
(continued)

8 | CAPITAL STOCK

Authorized:
Unlimited Comman shares
Issued:
May 3, 2008 May 5, 2007
7,828,333 (2007 - 7 828,333) Common shares of par
value of $1 each $ 2,110,316 $ 2,110,316

On September 17, 2007, the corporation received approval from the TSX Venture Exchange to purchase, pursuant io a normal course
issuer bid expiring September 20, 2008, a maximum of 412 283 comman shares of the corporation for cancellation. Pursuant to the
approval, the corporalion has purchased no common shares for cancellation to June 20, 2008.

Stock option and bonus plan:

As at May 3, 2008, the carparation has a stack option plan for directors, officers and employees enabling them to purchase common
shares of the corporation. A totai of 1,175,000 common shares of the corporation have been reserved for options under this plan. Each
option entitles the holder o purchase ane comman share of the corporation. As at May 3, 2008, there were no aplions outstanding.

The corporation has reserved 406,000 common shares under a stock bonus plan. These comman shares will be issved from time to
time as approved by the board of direciors. As of May 3, 2008, 40,000 common shares have been issued under this plan.

The following table sets out the stock option plan as at May 3, 2008 and May 5, 2007 and ¢hanges during the periods then ended:

May 3, 2008 May 5, 2007

Weighted Average Weighied Average

Shares Exercise Price Shares Exercise Price

Qutstanding — beginning of period - - 250,000 $ 070
Expired or cancelleg during the period - - (250,000) {0.70}

QOutstanding — end of pericd - -

Options exercisable - end of period - - - -

Stock-based compensation:
The corporation recognises a compensation expense for granis of stock, stock oplions and other equity instruments to directors,
officers and employees, based on the estimated fair value of the instruments af the grant date.

During the fifty-two weeks ended May 3, 2008, the corparation issued no siock options.

Earnings per share:
The following table sets out the computation of basic anc diluted earnings per share:

May 3, 2008 May 5, 2007
Numerator:
Net income availabig to sommon shargholders $ 101,082 $ 787,408
Denominator:
Weighied average shares for basic earnings per share 7,828,333 7,828,333
Welohied average shares for diluted earnings per share 7,828,333 7,828,333
Basic and ciluted earnings per share $ 0.01 $ Q.10

9 | INCOME TAXES
The foilowing table reconciles the statutory Federal and Provincial income tax rates to the effective income [ax rate on the income
before income laxes:

May 3, 2008 May 5, 2007
Income before income laxes $ 213,329 $ 1203450
Comtined basic Federal and Provincial income tax provision at statutory rates 77,054 434,686
Reassessment and adjustment of prior year's lax provisions 18,169 -
Timing ditferences between CCA and amortization (19,672} (11,432
Qther 36,696 {7.212)
income taxes $ 112,247 $ 416,042
Effective income iax rate expressed as a percentage 52.6 346

The corporation's future income 1ax asset is the result of differences in the net book value and undzpreciated capital costs of the
development costs and capital asses.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Fifty-Two Weeks Ended May 3, 2008 and the Fifty-Two Weeks Ended May 5, 2007
(continued)

10 | STATEMENT OF CASH FLOWS
{a) Net changes in non-cash working capilal balances:

May 3, 2008 May 5, 2007
Decrease (Increase) in accounts receivable $ 23,445 & {204373)
Increase in inventories (166,726) {59,180}
Oecrease (increase) in prepaid video royalties 19,375 (154,428)
Ingrease in income taxes recoverable (94,504) -

Increase in prepaid expense and deposits (73,227) (31,042)
Increase (decrease) in accounis payable and accrued liabilities (230,224) 412,017
Increase (decrease) in income laxes payable (196,357 9.725

$ (M8.218 $ (27,281)

During the fiscal periad, the corporaticn paid interest of approximately $17,200 (2007 - $10,500) and income taxes of approximately
$353,500 (2007 - $352,900).

(b) Purchase of capital assets
During the year, the corporation purchased capital assets in the amount of $431,253, of which 74,912 was financed by capital leases,
resuiting in cash payments of $356,341.

11 | RELATED PARTY INFORMATION
During the year, the corparation entered intg a trademark licensing agreement with an enterprise controlled by a related party of the
contralling shareholdes. This controlling shareholder is an executive having significant influence over the corporation.

The agreement provides for the use of the BODHI LIFESTYLE™ trademark by the subsidiary over a five-year perfod commenging in
August 2007, for which the carporation paid $30,000 to offset legal and trademark registration costs incurred by the refated party's
enterprise. The amount will be amortized on 2 siraight-line basis over the term of the agreement and the carrying value will be
evaluated on a regular basis, This {ransaction was carried out in the normal course of business and is measured at the exchange
amount {see Note 5).

12 | SEGMENTED INFORMATION

The corporaiion operates in the home entertainment industry in North America and sells primarily to customers in the United Staies.
Sales 1o customers in the United States and Canada amounted to approximately $6,742,000 (2007- $8,374,000) and $2,360,000
{2007 - $2,576,000) respectively, with the balance of sales o customers in gther lcreign countries.

13 | FINANCIAL INSTRUMENTS
Fair value

The corporation’s financial instruments include cash and cash equivalents, accounts receivable, accounts payable and accruad
liabililies and capital Jease obligations,

The fair vatug of cash and cash equivalents, accounts receivable and accounts payabie and accrued liabilities approximaies carrying
value due to their current nature. The fair vafue of the capital lease obligations has been estimated based on quoled market prices for
same or similar instruments and in management's opinion, approximales carrying value,

Interest rate risk

The corporalion is exposed to interest raie risk on fluctuztions in interest rates on its short-term investment. Bug to its short-lesm nature,
interest on the short-term investment is not expected 1o have a significant impact on cash flows. Since interest rates on the capital lease
abligations are fixed, it is management's opinion that the interest rate exposure is not significant. The corporation has consicered, bui
does not use derivative financial instruments to reduce its exposure to interest rate risk on is cash and cash equivalents.

Currency risk

The corporation conducts a significant portion of its operaiians with corporations and/or custamers in the Unitad States. As a result, a
significant amount of sales (74%), expenses {18%), cash and cash equivatents (8%), accounts receivable (89%), prepaid video
rovallies {51%) and accounts payable and accrued liabilities {20%) were incurred or are carried in United States dollars, The
carporation occasionally uses forward contracts to reduce exposure 10 Currency risk.

Credit risk

Concentration of credit risk arises when a group of customers have a similar characteristic such that their ability to meet their
obligations is expacted to be affected similarly by changes in economic of other conditions. For the corporation, significant
concentrations of credit risk are refated ta industries and geographic location. The corporation's accounts receivable are primarily due
from United States based corporations in the entertainment industry.

14 | CONTINGENT LIABILITY
In the normal course of business, the corporation has been named as a defendant in & legal matter seeking damages. In the opinion of
management, this action is without substantial merit and no provision has been made for any potential loss that may arise.

15 | COMPARATIVE FIGURES
Certain figures in the 2007 consolidated financial statements have been re-classified to conform with the basis of presenlation used
in 2008.
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