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Intertape Polymer Group Inc.

Consolidated Quarterly Statements of Earnings

Three month periods ended

(In thousands of US dollars, except per share amounts)

(Unaudited)

Sales
Cost of sales
Gross profit

Selling, general and administrative
expenses

Stock-based compensation expense

Research and development expenses

Financial expenses
Interest
Other

Manufacturing facility closures,
restructuring, strategic alternatives and
other charges

Earnings (loss) before income taxes

Income taxes (recovery)
Current

Future

Net earnings (loss)

September 30,

2010
$

187,057
167,492
19,565
17,073
302

1,485

4,062
461

23,383

(3,818)

447
342
789

(4,607)

June 30,

2010

$
180,278
158,906
21,372

17,858

222

1,929

3,777
392

24,178

(2,806)

(16)
(124)
(140)

(2,666)

March 31,

2010

$
173,120
153,493
19,627

18,904

262

1,492

3,749
122

24,529

(4,902)

102
791
893
(5,795)

December 31,

2009

160,794

140,617

20,177

20,047

270

1,488

3,783
(653)

1,091
26,026

(5,849)

182
2,511
2,693

(8,542)
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Earnings (loss) per share
Basic (0.08) (0.05)
Diluted (0.08) (0.05)

Weighted average number of common
shares outstanding

Basic 58,951,050 58,951,050
Diluted 58,951,050 58,951,050

(0.10)
(0.10)

58,951,050
58,951,050

(0.14)
(0.14)

58,951,050
58,951,050
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Sales
Cost of sales
Gross profit (loss)

Selling, general and administrative
expenses

Stock-based compensation expense

Research and development expenses

Financial expenses
Interest
Other

Manufacturing facility closures,
restructuring, strategic alternatives and
other charges

Impairment of goodwill

Earnings (loss) before income taxes

Income taxes (recovery)
Current

Future

Net earnings (loss)

September 30,
2009

163,688
137,295
26,393
17,756
255

1,449

4,050
(525)

22,985

3,408

155
1,253
1,408
2,000

$

June 30,

2009
$

151,912
130,379
21,533
16,601
254

1,295

3,970
536

22,656

(1,123)

385
(313)
72
(1,195)

March 31,

2009
139,068

124,252
14,816

15,416

258

1,373

4,085
494

21,626

(6,810)

9

(167)
(158)
(6,652)

December 31,

2008

153,142

158,620

(5.478)

15,874

170

1,307

3,812
1,948

66,726
89,837

(95,315)

(515)
4,993
4,478

(99,793)
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Earnings (loss) per share
Basic 0.03
Diluted 0.03

Weighted average number of common
shares outstanding

Basic 58,951,050
Diluted 58,981,300

(0.02)
(0.02)

58,951,050
58,951,050

(0.11)
(0.11)

58,951,050
58,951,050

(1.69)
(1.69)

58,956,348
58,956,348
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This Management s Discussion and Analysis ( MD&A ) supplements the unaudited interim consolidated
financial statements and notes thereto for the three months and nine months ended September 30, 2010
and 2009. Except where otherwise indicated, all financial information reflected herein is prepared in
accordance with Canadian generally accepted accounting principles ( GAAP ) and is expressed in US
dollars.

Overview

Intertape Polymer Group Inc. (the Company or IPG ) reported sales for the third quarter of 2010 of $187.1 million, an
increase of 14.3%, compared to $163.7 million for the third quarter of 2009 and an increase of 3.8% sequentially
compared to $180.3 million for the second quarter of 2010. Gross profit totaled $19.6 million for the third quarter of

2010 as compared to $26.4 million and $21.4 million, respectively, for the third quarter of 2009 and second quarter of
2010. Sales and sales volumes compared to the second quarter of 2010 were higher in both of the Company s
Divisions.

The net loss for the third quarter of 2010 was $4.6 million ($0.08 per share, both basic and diluted) as compared to a
net earnings of $2.0 million ($0.03 per share, both basic and diluted) for the third quarter of 2009 and a net loss of
$2.7 million ($0.05 per share, both basic and diluted) for the second quarter of 2010. Net loss for the nine months
ended September 30, 2010 totaled $13.1 million ($0.22 per share, both basic and diluted) compared to a net loss of
$5.8 million ($0.10 per share, basic and diluted) for the same period in 2009.

Liquidity

The Company has a $200.0 million Asset-based loan (  ABL ), entered into with a syndicate of financial institutions.
The amount of borrowings available to the Company under the ABL is determined by its applicable borrowing base
from time to time. The borrowing base is determined by calculating a percentage of eligible trade accounts receivable,
inventories, and equipment. The ABL is priced at libor plus a loan margin determined from a pricing grid. The loan
margin declines as unused availability increases. The pricing grid ranges from 1.50% to 2.25%. Unencumbered real
estate is subject to a negative pledge in favour of the ABL lenders. However, the Company retains the ability to
secure financing on all or a portion of its owned real estate and have the negative pledge in favour of the ABL lenders
subordinated to real estate mortgage financing up to $35.0 million. As of September 30, 2010, the Company had
secured real estate mortgage financing of $1.7 million, leaving the Company the ability to obtain an additional $33.3
million of real estate mortgage financing.

Subsequent to September 30, 2010, the Company obtained $3.0 million of real estate mortgage financing which is due
July 2013.
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The Company has no significant debt maturities until March 2013, when the ABL matures. The Company s remaining
$118.7 million Senior Subordinated Notes mature in August 2014.

The ABL has one financial covenant, a fixed charge ratio of 1.0 to 1.0. The ratio compares EBITDA (as defined in the
ABL agreement) less capital expenditures and pension plan contributions in excess of pension plan expense to the sum
of debt service and the amortization of the value of the equipment included in the borrowing base. The financial
covenant becomes effective only when unused availability drops below $25.0 million. While the company did not
meet the ratio as of September 30, 2010, this covenant was not in effect as unused availability was in excess of $25.0
million. The Company believes it will remain above the $25.0 million threshold of unused availability during the
remainder of 2010.

The Company relies upon the funds generated from operations and funds available under its ABL to meet working
capital requirements, anticipated obligations under its ABL and Senior Subordinated Notes, and to finance capital
expenditures for the foreseeable future. As of September 30, 2010, the Company had cash and unused availability
under its ABL totaling $59.3 million. As of November 1, 2010, the Company had cash and unused availability under
its ABL totaling over $52 million. This amount reflects a reduction of $13.2 million, the amount of the appellate bond
posted by the Company on October 13, 2010 as more fully described below.

In 2009, the Company filed a complaint in the U.S. District Court for the Middle District of Florida against Inspired
Technologies, Inc. ( ITI ) alleging that ITI had breached its obligations under a supply agreement between the
Company and ITI. The supply agreement provided that the Company would manufacture and supply certain products

to ITL, and ITI would purchase such
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products exclusively from the Company. The Company alleged that I'TI breached this agreement by licensing a third
party to manufacture and sell the products.

ITI filed a counterclaim against the Company alleging that the Company had breached its obligations under the
agreements between the parties. ITI also alleged that the Company had engaged in trademark infringement, false
advertising, deceptive trade practices, unfair competition and consumer fraud.

On July 14, 2010, the Court granted a motion for summary judgment in favor of the Company on the issue of whether
the Company had engaged in trademark infringement, false advertising, deceptive trade practices, unfair competition
and consumer fraud. On September 13, 2010, the Court on its own motion determined that the licensing by ITI of its
technology to another manufacturer did not violate the supply agreement. It also ordered that the position of the
parties be reversed, with the Company being positioned as the defendant.

On September 22, 2010, a jury trial was held on the remaining issues. The jury concluded that the Company had
breached certain obligations under the supply agreement and the confidentiality agreements, and awarded ITI
approximately $13.2 million as compensation for its damages.

The Company firmly believes that ITI s allegations against the Company were unfounded, that there is no competent
evidence to justify and support the damages awarded by the jury, and that the damages were unsupportable as a matter
of law.

On October 27, 2010, the Company filed its post-trial motions with the trial court requesting a judgement as a matter
of law, new trial, or remittitur. The Company also intends to file an appeal with the U.S. Circuit Court of Appeals for
the Eleventh Circuit, if appropriate based on the results of the post-trial motions. The post-trial motions and the
appeal may result in the judgment being set aside or reduced or, in the alternative, the ordering of a new trial. The
Company is committed to continuing the assertion of its claims against ITI, as well as defending the claims made by
ITT and seeking a reversal of the jury s damage award.

The execution of the judgment will be stayed during the appeal. In this connection, the Company has posted an
appellate bond in the amount of the judgment (the Bond ) plus required post judgment interest. The amount of the
Bond may be adjusted by the Court based upon the Court s rulings on the post-trial motions.

The Company s management has concluded that although it is possible that it will incur a loss as a result of the ITI
litigation, as at September 30, 2010, the amount of the contingent loss cannot be reasonably estimated. In reaching
this conclusion, the Company s management considered, among others, the nature and merits of the claims made by
parties in the litigation; the appellate process, and the current procedural status of the case.

Outlook

The Company anticipates sequentially lower sales and slightly higher adjusted EBITDA in the fourth quarter of 2010
compared to the third quarter of 2010. A sales decline from the third to the fourth quarter is typical for the Company
due to seasonal ordering patterns of its customers. EBITDA is projected to be favourably impacted by higher selling
prices which are expected to partially recover raw material cost increases.

Results of Operations
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Sales

The Company s sales for the third quarter of 2010 were $187.1 million, a 14.3% increase compared to $163.7 million
for the third quarter of 2009 and sequentially a 3.8% increase compared to $180.3 million for the second quarter of
2010. Sales volume increased approximately 6% compared to both the third quarter of 2009 and second quarter of
2010. The sales volume increase over the third quarter of 2009 was due to some improvement in the overall economy,
sales of new products, and channel and market development. Both the ECP Division and the T&F Division had an
increase in sales from the third quarter of 2009 and second quarter of 2010 to the third quarter of 2010, however, the
ECP Division s increase was larger than the T&F Division s due to a mix shift to products with higher selling prices.
Selling prices for the third quarter of 2010 increased approximately 5%

10
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compared to the third quarter of 2009 due to price increases and decreased approximately 2% to the second quarter of
2010 primarily due to a less favourable product and channel mix.

Sales for the first nine months of 2010 were $540.5 million compared to $454.7 million for the same period in 2009,
an increase of 18.9%. This sales increase includes an approximately 12% increase in sales volume and an increase in
selling prices of approximately 4%.

Gross Profit and Gross Margin

Gross profit totaled $19.6 million in the third quarter of 2010, a decrease of 25.9% from the third quarter of 2009 and
a decrease of 8.5% from the second quarter of 2010. Gross margin was 10.5% in the third quarter of 2010, 16.1% in
the third quarter of 2009, and 11.9% in the second quarter of 2010. As compared to the third quarter of 2009, gross
profit in the third quarter of 2010 was lower due to resin-based, paper, and adhesive raw material costs increasing
more than selling prices, which was partially offset by increased sales volume. Gross profit and gross margin for the
first nine months of 2010 were $60.6 million and 11.2%, respectively compared to $62.7 million and 13.8% for the
first nine months of 2009, respectively.

Selling, General, and Administrative Expenses

Selling, general, and administrative expenses ( SG&A ) totaled $17.1 million, $17.8 million, and $17.9 million, for the
third quarter of 2010, third quarter of 2009, and second quarter of 2010, respectively. The decrease from the third
quarter of 2009 to the third quarter of 2010 was mainly the result of the reversal of a contingent liability, partially
offset by an asset impairment. Also in the third quarter of 2009, a charge was recorded to adjust a pension liability.
No similar adjustment was required in the third quarter of 2010. As a percentage of sales, SG&A expenses were
9.1%, 10.8%, and 9.9% for the third quarter of 2010, third quarter of 2009, and second quarter of 2010, respectively.
Sequentially, the decrease in both SG&A expenses and percentage of sales in the third quarter of 2010 compared to
the second quarter of 2010 was primarily due to reversal of a contingent liability.

Included in SG&A expenses are the costs the Company incurs as a consequence of being a public company. These
costs totaled $0.4 million, $0.3 million, and $0.5 million for the third quarter of 2010, third quarter of 2009, and
second quarter of 2010, respectively. For the first nine months of 2010 these costs totaled $1.2 million as compared to
$1.4 million for the first nine months of 2009.

Stock-Based Compensation Expense

11
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Stock-based compensation expense for the third quarter of 2010 was $0.3 million compared to $0.3 million in the
third quarter of 2009 and $0.2 million in the second quarter of 2010. For the first nine months of 2010, stock-based
compensation expense was $0.8 million compared to $0.8 million for the first nine months of 2009.

Operating Profit

This discussion presents the Company s operating profit for the third quarter of 2010, third quarter of 2009, and second
quarter of 2010. Operating profit does not have a standardized meaning prescribed by GAAP in Canada or in the
United States but is included herein as the Company s management uses operating profit to measure and evaluate the
profit contributions of the Company s product offerings as well as the contribution by channel of distribution.

Because operating profit is a non-GAAP financial measure, other companies may present similar titled items
determined with differing adjustments. Presented below is a table reconciling this non-GAAP financial measure with
gross profit being the most comparable GAAP measurement. The reader is encouraged to review this reconciliation.
Operating profit is defined by the Company as gross profit less SG&A and stock-based compensation expenses.

12
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OPERATING PROFIT RECONCILIATION

(In millions of US dollars)

(Unaudited)

Three months ended Nine months ended
September 30, September 30, June 30, September 30, September 30,
2010 2009 2010 2010 2009
$ $ $ $ $
Gross Profit
19.6 26.4 21.4 60.6 62.7
Less: SG&A expenses 17.1 17.8 17.9 53.8 49.8
Less: Stock-based compensation
expense 0.3 0.3 0.2 0.8 0.8
Operating Profit 2.2 8.3 33 5.9 12.1

Operating profit was $2.2 million for the third quarter of 2010, compared to $8.3 million for the third quarter of 2009.
The decrease was primarily due to resin-based, adhesive and paper raw material costs increasing more than selling
prices. When compared to the operating profit in the second quarter of 2010 of $3.3 million, operating profit
decreased by $1.1 million primarily due to higher adhesive and paper raw material costs. Operating profit for the nine
months ended September 30, 2010 totaled $5.9 million compared to $12.1 million for the nine months ended
September 30, 2009.

Financial Expenses

Financial expenses for the third quarter of 2010 totaled $4.5 million, a $1.0 million or 28.3% increase from the third
quarter of 2009. A gain of $1.0 million recognized in the third quarter of 2009 resulted from the one-time sale of
publicly traded securities. Financial expenses for the first nine months of 2010 were $12.6 million compared to $12.6
million for the same period in 2009. When compared to financial expenses in the second quarter of 2010 of $4.2
million, financial expenses for the third quarter of 2010 were higher by $0.3 million due to the reversal of capitalized
interest.

EBITDA

A reconciliation of the Company s EBITDA, a non-GAAP financial measure, to GAAP net earnings is set out in the
EBITDA reconciliation table below. EBITDA should not be construed as earnings (loss) before income taxes, net
earnings (loss) or cash flows from operating activities as determined by GAAP. The Company defines EBITDA as

13
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net earnings (loss) before (i) income taxes (recovery); (ii) financial expenses, net of amortization; (iii) refinancing
expense, net of amortization; (iv) foreign exchange gains (losses); (v) amortization of other intangibles and capitalized
software costs; and (vi) depreciation. Adjusted EBITDA is defined as EBITDA before manufacturing facility
closures, restructuring, strategic alternatives and other charges, impairment of property, plant and equipment,
impairment of goodwill charges and unprecedented gross margin compression. The terms EBITDA and Adjusted
EBITDA do not have any standardized meaning prescribed by GAAP in Canada or in the United States and are
therefore unlikely to be comparable to similar measures presented by other issuers. EBITDA and Adjusted EBITDA
are not measurements of financial performance under GAAP and should not be considered as alternatives to cash
flows from operating activities or as alternatives to net earnings as an indicator of IPG s operating performance or any
other measures of performance derived in accordance with GAAP. The Company has included these non-GAAP
financial measures because it believes that it allows investors to make a more meaningful comparison of IPG s
performance between periods presented. In addition, EBITDA and Adjusted EBITDA are used by management and
the Company s lenders in evaluating the Company s performance.

14



Edgar Filing: INTERTAPE POLYMER GROUP INC - Form 6-K
ADJUSTED EBITDA RECONCILIATION TO NET LOSS

(In millions of US dollars)

(Unaudited)

Three months ended Nine months ended
September September September  September
30, 30,  June 30, 30, 30,
2010 2009 2010 2010 2009
$ $ $ $ $
Net Earnings (Loss)
As Reported (4.6) 2.0 (2.7) (13.1) (5.8)
Add back:
Financial expenses, net
of amortization
(including foreign
exchange gain (loss)) 4.2 32 3.8 11.6 11.8
Income taxes
(Recovery) 0.8 1.4 0.1 1.5 1.3
Depreciation and
amortization 9.5 9.5 9.3 28.2 279
EBITDA 9.9 16.1 10.4 28.3 35.2
Impairment of assets 0.7 0.7
Adjusted EBITDA 10.6 16.1 10.4 29.0 35.2

Adjusted EBITDA was $10.6 million for the third quarter of 2010, $16.1 million for the third quarter of 2009, and
$10.4 million for the second quarter of 2010. The lower adjusted EBITDA in the third quarter of 2010 as compared to
the third quarter of 2009 is a result of higher raw material costs. The third quarter 2010 adjusted EBITDA was higher
sequentially from the second quarter 2010 primarily due to lower SG&A expenses and Research and Development

( R&D ) expenses in the third quarter of 2010. As compared to the first nine months of 2009, adjusted EBITDA
decreased by $6.2 million from $35.2 million to $29.0 million in the first nine months of 2010. The decrease was
primarily due to lower gross profits resulting from higher raw material costs and higher selling costs related to the
increase in sales.

Income Taxes

The Company is subject to income taxation in multiple tax jurisdictions around the world. Accordingly, the
Company s effective income tax rate fluctuates depending upon the geographic source of its earnings. The Company s
effective income tax rate is also impacted by tax planning strategies that the Company implements. The Company
estimates its annual effective income tax rate and utilizes that rate in its interim unaudited consolidated financial

15
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statements. The effective tax rate for the nine months ended September, 2010 was approximately negative 13.4%
compared to approximately negative 29.2% for the nine months ended September 30, 2009.

Net Loss

Net loss for the third quarter of 2010 was $4.6 million compared to net earnings of $2.0 million in the third quarter of
2009, and net loss of $2.7 million in the second quarter of 2010. Net loss for the nine months ended September 30,
2010 totaled $13.1 million compared to a net loss of $5.8 million for the same period in 2009.

16
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Results of Operations by Division

As aresult of the Company s structural, operational, management and reporting realignments during the third quarter
of 2010, the Company is no longer required to present operating results at a divisional level. However, in the interest
of reporting consistency, the divisional results discussion is included hereinafter.

Results of Operations T&F Division

Sales in the third quarter of 2010 were $152.9 million, an increase of 13.1% compared to $135.2 million for the third
quarter of 2009 and an increase of 2.1% compared to $149.8 million in the second quarter of 2010. Sales volume
increased in the third quarter of 2010 by approximately 9% as compared to the third quarter of 2009 and increased
approximately 7% sequentially over the second quarter of 2010. Sales across most product lines contributed to both
the year-over-year and sequential increases.

Selling prices increased approximately 3% in the third quarter of 2010 compared to the third quarter of 2009 and
decreased approximately 2% in comparison to the second quarter of 2010. Excluding the stretch film business and
mix changes within product lines, prices increased approximately 1% sequentially. Price increases announced late in
the third quarter contributed very little to this increase.

Sales for the first nine months of 2010 totaled $448.1 million compared to $377.6 million for the first nine months of

2009. Sales volume for the first nine months of 2010 increased approximately 14% compared to the first nine months
of 2009.

Gross profit for the third quarter of 2010 totaled $17.4 million at a gross margin of 11.4% compared to $24.4 million
at a gross margin of 18.0% for the third quarter of 2009. The decrease in both gross profit and gross margin was due
to higher resin-based, paper and adhesive raw material costs partially offset by higher volume and manufacturing cost
reduction initiatives. Gross profit and gross margin for the first nine months of 2010 and 2009 were $54.5 million at
12.2% and $57.7 million at 15.3%, respectively. On a sequential basis, gross profit decreased by $1.0M from $18.4
million reported for the second quarter of 2010. A sequential decline in resin-based raw material costs was largely
offset by increases in paper and adhesive raw material.

T&F DIVISION
E B I T D A
RECONCILIATION

17
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TO NET EARNINGS
(in millions of US
dollars)
(Unaudited)
Three months ended Nine months ended
June
September  September September
30, 30, 30, September 30, 30,
2010 2009 2010 2010 2009
$ $ $ $ $
Sales from external
customers 152.9 135.2 149.8 448.1 377.6
Costs of sales 135.5 110.8 131.5 393.6 319.9
Gross profit 17.4 244 18.4 54.5 57.7
Divisional earnings
before income taxes 3.0 8.9 1.9 7.0 14.1
Depreciation,

amortization, and
foreign exchange
gains/losses 7.8 7.4 7.3 22.4 22.3

EBITDA 10.8 16.3 9.2 293 36.4
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EBITDA for the third quarter of 2010, third quarter of 2009, and second quarter of 2010 was $10.8 million, $16.3
million and $9.2 million, respectively. The decrease in EBITDA in the third quarter of 2010 compared to the third
quarter of 2009 was due to lower gross profit. EBITDA for the first nine months of 2010 and 2009 was $29.3 million
and $36.4 million, respectively.

Results of Operations - ECP Division

Sales in the third quarter of 2010 were $34.1 million, an increase of 19.8% compared to $28.5 million for the third
quarter of 2009 and an increase of 12.2% over sales of $30.4 million in the second quarter of 2010. Sales volume
decreased in the third quarter of 2010 by approximately 4% compared to the third quarter of 2009 and increased
approximately 5% sequentially over the second quarter of 2010. A significant mix shift occurred in the third quarter
of 2010 from paper products to woven products and resulted in sales increasing more than sales volume.

Selling prices increased approximately 13% in the third quarter of 2010 compared to the third quarter of 2009 and
increased approximately 2% as compared to the second quarter of 2010.

Sales for the first nine months of 2010 totaled $92.4 million compared to $77.1 million for the first nine months of

2009. Sales volume for the first nine months of 2010 increased approximately 5% compared to the first nine months
of 2009.

Gross profits for the third quarter of 2010 totaled $2.1 million, representing a gross margin of 6.2%, compared to $2.0
million and a gross margin of 7.0% for the third quarter of 2009. The increase in gross profit and decrease in gross
margin was primarily due to changes in product mix and increased resin-based and paper raw materials. Gross profit
and gross margin for the first nine months of 2010 and 2009 were $6.1 million at 6.6% and $5.0 million at 6.5%,
respectively.

ECP DIVISION
ADJUSTED EBITDA
RECONCILIATION
TO NET EARNINGS
(LOSS)
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(in millions of US

dollars)
(Unaudited)
Three months ended Nine months ended
June
September September September September
30, 30, 30, 30, 30,
2010 2009 2010 2010 2009
$ $ $ $ $
Sales from external
customers 34.1 28.5 304 92.4 77.1
Costs of sales 32.0 26.5 27.5 86.3 72.1
Gross profit 2.1 2.0 3.0 6.1 5.0
Divisional earnings
(loss) before income
taxes (1.8) (0.9) 0.5 4.3) (3.4)

Depreciation,

amortization, and

foreign exchange

gains/losses 2.3 1.7 1.5 5.9 4.8

EBITDA 0.5 0.8 1.9 1.7 1.4



Edgar Filing: INTERTAPE POLYMER GROUP INC - Form 6-K

EBITDA for the third quarter of 2010, third quarter of 2009, and second quarter of 2010 was positive $0.5 million,
positive $0.8 million and positive $1.9 million, respectively. The decrease in EBITDA in the third quarter of 2010
compared to the third quarter of 2009 was due to higher gross profit. EBITDA for the first nine months of 2010 and
2009 was $1.7 million and $1.4 million, respectively.

Results of Operations Corporate

The Company does not allocate the cost of manufacturing facility closures, restructuring, strategic alternatives or other
charges to its two divisions. These expenses are retained at the corporate level as are stock-based compensation
expense, financial expenses, and the cost of being a public company. The unallocated corporate expenses for the third
quarter of 2010, third quarter of 2009, and second quarter of 2010 totaled $0.7 million, $1.0 million, and $0.7 million,
respectively. For the first nine months of 2010 and 2009, unallocated corporate costs totaled $2.0 million and $2.6
million, respectively.

Off-Balance Sheet Arrangements

The Company maintains no off-balance sheet arrangements except for the letters of credit issued and outstanding.

Related Party Transactions

There have been no material changes with respect to related party transactions since Management s Discussion and
Analysis for the year ended December 31, 2009. Reference is made to the Section entitled Related Party Transactions
in the Company s Management Discussion and Analysis for the year ended December 31, 2009 and to Note 4 to the
unaudited interim consolidated financial statements as at and for the three and nine months ended September 30, 2010.

Balance Sheet

One of the metrics the Company uses to measure inventory performance is Days Inventory. One of the metrics the
Company uses to measure trade receivables is Days Sales Outstanding (DSO s). DSO s increased by 6 days from the
fourth quarter of 2009 to the third quarter of 2010 and increased by 2 days sequentially in the third quarter of 2010 as
compared to the second quarter of 2010. The increase in DSO s was related to increases in international and consumer
sales, which normally have longer payment terms. Days Inventory declined by 3 days in the third quarter of 2010
compared to the fourth quarter of 2009 and declined by 1 day compared to the second quarter of 2010. The
calculations are shown in the following tables:
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Three months ended

September December September

30, 31, 30,
2010 2009 2009
$ $ $
167.5 140.6 137.3
92 92 92
1.82 1.53 1.49
90.4 80.8 81.3

June
30,
2010
$

158.9

91

1.75

88.9

September
30,
2010
$
Sales 187.1
Days in
Quarter 92
Sales Per
Day 2.03
Trade
Receivables 98.1

Three months ended

December September
31, 30,

2009 2009

$ $

160.8 163.7

92 92

1.75 1.78

74.2 82.0

June
30,
2010

180.3

91

1.98

91.4
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Days
Inventory 50 53 55 51 DSO s 48 42 46 46

Days Inventory is calculated as follows:
DSO s is calculated as follows:

Cost of Goods Sold +Days in Quarter = Cost of Goods Sold Per Day
Sales + Days in Quarter = Sales Per Day

Beginning Inventory + Ending Inventory) + 2 = Avg Inventory

Ending Trade Receivables + Sales Per Day = DSO s

Average inventory + Cost of Goods Sold Per Day = Days Inventory

Accounts payable and accrued liabilities increased in the third quarter of 2010 to $95.4 million from $68.2 million as
of December 31, 2009. The increases were due to higher inventory purchases to support the higher sales. Inventories
increased in the third quarter of 2010 to $91.1 million from $79.0 million and trade receivables increased in the third
quarter of 2010 to $98.1 million from $ 74.2 million as of December 31, 2009 as a result of higher sales.

Cash Flow

Cash flows from operations before changes in working capital items decreased in the third quarter of 2010 by $6.0
million to $7.4 million from $13.4 million in the third quarter of 2009. The decrease was primarily due to a decrease
in net earnings of $6.6 million to net loss of $4.6 million in the third quarter of 2010 from net earnings of $2.0 million
in the third quarter of 2009.

Cash flows from operating activities increased in the third quarter of 2010 by $21.1 million to positive $10.7 million
from negative $10.4 million in the third quarter of 2009. In the third quarter of 2010, changes in working capital
items resulted in a net source of funds of $3.4 million. In the third quarter of 2009, changes in working capital items
resulted in a net use of funds of $23.8 million. The increase of $27.2 million from the third quarter of 2009 to the
third quarter of 2010 is primarily due to an increase in accounts payable and accrued liabilities resulting from higher
raw material costs.
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Cash flows used in investing activities were $4.2 million in the third quarter of 2010 and $1.4 million in the third
quarter of 2009. The increased cash used for investing activities in the third quarter of 2010 as compared to the third
quarter of 2009 is due primarily to other assets. The other asset increases in the third quarter of 2010 are $1.2 million
of long term placement restructuring fees and $1.0 million Nova Wrapper business deposit.

The Company decreased total indebtedness during the three months ended September 30, 2010 by $6.3 million. The
Company increased total indebtedness during the three months ended September 30, 2009 by $9.0 million. The
decrease in the third quarter of 2010 and the increase in the third quarter of 2009 were in the borrowings outstanding
under the ABL.

Long-Term Debt

As discussed under the section Liquidity , the Company has a $200.0 million ABL entered into with a syndicate of
financial institutions. The amount of borrowings available to the Company under the ABL is determined by its
applicable borrowing base from time to time. The borrowing base is determined by calculating a percentage of
eligible trade receivables, inventories, and manufacturing equipment. As of September 30, 2010, the Company had
borrowed $94.9 million under its ABL, including $2.1 million in letters of credit. As of September 30, 2009, $106.0
million had been borrowed including $1.7 million in letters of credit. When combined with cash on-hand and cash
equivalents, the Company had total cash and credit availability of $59.3 million as of September 30, 2010 and $37.2
million as of September 30, 2009. The increase in total cash and credit availability of $22.1 million between
September 30, 2009 and September 30, 2010 was primarily due to a decrease in the ABL balance of $11.4 million and
increased availability of $9.4 million.

Contractual Obligations

As of September 30, 2010, there were no material changes in the contractual obligations set forth in the Company s
2009 audited consolidated financial statements that were outside the ordinary course of the Company s business.

Capital Stock
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As of September 30, 2010 there were 58,951,050 common shares of the Company outstanding.

During the third quarter of 2010, no stock options were granted and no stock options were exercised.

Financial Risk Management

There have been no material changes with respect to the Company s financial risks and management thereof during the
three months ended September 30, 2010. Please refer to Note 21 of the Company s consolidated financial statements
as of December 31, 2009, and the year then ended for a complete discussion of the Company s risk factors, risk
management, objectives, and policies.

Critical Accounting Estimates

The preparation of the unaudited interim consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the recorded amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of these consolidated financial statements and the recorded
amount of revenues and expenses during the reporting period then ended. On an on-going basis, management reviews
its estimates, including those relating to the allowance for doubtful accounts, reserve for slow moving and
unmarketable inventories, pension and post-retirement benefits, stock-based compensation, income taxes, impairment
of long-lived assets and asset retirement obligation, and contingencies based on currently available information.
Actual results may differ from those estimates.

The discussion of the methodology and assumptions underlying these critical accounting estimates and their effect on
the Company s consolidated results of operations and financial position can be found in the Company s 2009 audited
consolidated financial statements and have not materially changed since that date, with the exception of the

accounting for the ITI litigation previously discussed in this MD&A.

Accounting Changes

- Future Accounting Standards

Business combinations
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Section 1582, Business Combinations replaces Section 1581, of the same title. This Section establishes new standards
for the accounting for a business combination. This Section constitutes the GAAP equivalent to the corresponding
standard under International Financial Reporting Standards ( IFRS ). This Section shall be applied prospectively to
business combinations for which the acquisition date is on or after the beginning of the first annual reporting period
beginning on or after January 1, 2011. The Company will adopt this new Section as of such date upon its conversion

to IFRS. The Company is currently evaluating the impact of its adoption on future business combinations.

Consolidated financial statements

Section 1601, Consolidated Financial Statements and Section 1602, Non-Controlling Interests together replace
Section 1600, Consolidated Financial Statements . Section 1601 establishes standards for the preparation of
consolidated financial statements. Section 1602 establishes standards for accounting for a non-controlling interest in a
subsidiary in the consolidated financial statements subsequent to a business combination. These Sections constitute

the GAAP equivalent to the corresponding standard under IFRS. These Sections apply to interim and annual
consolidated financial statements relating to fiscal years beginning on or after January 1, 2011. The Company will
adopt these new Sections as of such date upon its conversion to IFRS. The Company is currently evaluating the
impact of the adoption of these new Sections on future business combinations.

International Financial Reporting Standards
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In 2008, the Canadian Accounting Standards Board ( AcSB ) announced that, as of January 1, 2011,
publicly-accountable enterprises will be required to adopt IFRS. Accordingly, the Company will adopt these new
standards during its fiscal year beginning on January 1, 2011. The AcSB also stated that enterprises will be required

to provide comparative IFRS information for the previous fiscal year.

The Company s IFRS transition process consists of four principle phases as follows:

1- Preliminary Assessment and Planning
2- Detailed Evaluation
3- Defining the Solution

4- Implementation

The Company has completed phase one and phase two. Work continues on phase three and accordingly, the
Company expects to meet all milestones required for the completion of the conversion to IFRS. The Company s first
consolidated financial statements in accordance with IFRS will be its interim unaudited consolidated financial
statements as of March 31, 2011 and the three month period then ended, which will include the comparative period of
2010.

IFRS ADOPTION
The following are provided in connection with our planned adoption of IFRS in 2011.

Set forth below are the IFRS 1 optional exemptions and mandatory exceptions available to the Company upon
adoption of IFRS.

IFRS Optional Exemptions
1

Business Combinations

IFRS 3, Business Combinations, may be applied retrospectively or prospectively. The retrospective basis would
require restatement of all business combinations that occurred prior to the Transition Date. We will elect not to apply
IFRS 3 retrospectively to business combinations that occurred prior to the Transition Date. Consequently, such
business combinations will not be restated.
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2

Employee Benefits

IAS 19, Employee Benefits, allows certain actuarial gains and losses to be either deferred and amortized, subject to
certain provisions (corridor approach), or immediately recognized through equity or through other comprehensive
income. Retrospective application of the corridor approach for recognition of actuarial gains and losses in accordance
with IAS 19 would require us to determine actuarial gains and losses from the date benefit plans were established. We
will elect to recognize all cumulative actuarial gains and losses that existed at the Transition Date in opening deficit,
for all of our employee benefit plans.

3

Cumulative Translation Differences

Retrospective application of IFRS would require us to determine cumulative currency translation differences in
accordance with IAS 21; The Effects of Changes in Foreign Exchange Rates, from the date a subsidiary was formed or
acquired. IFRS 1 permits cumulative translation gains and losses to be reset to zero at the Transition Date. We will
elect to reset all cumulative translation gains and losses to zero in opening deficit at the Transition Date.

4

Share-Based Payments

IFRS 2, Share Based Payments, encourages application of its provisions to equity instruments granted on or before
November 7, 2002, but permits the application only to equity instruments granted after November 7, 2002 that had not
vested by the Transition Date. We will elect to avail ourselves of the exemption provided under IFRS 1 and will
consequently apply IFRS 2 for all equity instruments granted after November 7, 2002 that had not vested by January
1, 2010. Further, we will apply IFRS 2 for all liabilities arising from share-based payment transactions that existed at
January 1, 2010.
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Changes in Existing Decommissioning, Restoration and Similar Liabilities Included in the Cost of Property, Plant and
Equipment

For changes in existing decommissioning, restoration and similar liabilities that occurred before the date of transition,
IFRS 1 allows first time adopters to not comply with the requirements of IFRIC 1, Changes in Existing
Decommissioning, Restoration and Similar Liabilities. We will elect not to retrospectively recognize changes to
liabilities under IFRIC 1 which may have occurred before the Transition Date. Consequently, we will recalculate the
net book value of the related asset using a simplified method.

Assets and Liabilities of Subsidiaries

IFRS 1 mandates that when a subsidiary adopts IFRS before the parent, the parent is required to record the assets and
liabilities of the subsidiary at the same carrying amount as in the financial statements of the subsidiary. Since one of
our subsidiaries will adopt IFRS prior to the parent, we will elect this exemption and measure the assets and liabilities
of the subsidiary at the same carrying amounts as in the financial statements of the subsidiary, after adjusting for
consolidation adjustments and for the effects of the business combination in which the parent company acquired the
subsidiary.

7

Borrowing Costs

IAS 23, Borrowing Costs, requires the capitalization of borrowing costs directly attributable to the acquisition,
construction or production of a qualifying asset as part of the cost of that asset. Since our previous practice of
capitalizing interest was not always consistent with the requirements of IAS 23, we will elect to prospectively apply
the provisions of IAS 23 for qualifying assets whose commencement date for capitalization is subsequent to the date
of transition. The interest previously capitalized will be reversed to opening deficit as at Transition Date.

IFRS Mandatory Exceptions

Hedge Accounting
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Hedge accounting can only be applied to transactions that satisfy the hedge accounting criteria in IAS 39 as of the
Transition Date. Hedging relationships cannot be designated retrospectively. As a result, only hedging relationships
that satisfied the hedge accounting criteria as of the Transition Date will be reflected in our IFRS results.

2.

Estimates

Hindsight is not used to create or revise estimates. The estimates we previously made under Canadian GAAP cannot
be revised for application of IFRS except where necessary to reflect any difference in accounting policies.

Significant Changes in Accounting Policies upon Conversion to IFRS

In addition to the IFRS 1 elections, we expect to make certain changes in our accounting policies to be compliant with
IFRS.

Impact of Adoption of IFRS on our Company

The conversion to IFRS will impact the way we present our financial results. Currently, we are engaging in the
process of communicating the changes required by IFRS to the relevant personnel within the Company. We are in the
process of evaluating the impact of the conversion on our accounting systems and developing detailed plans on how
the requisite systems will be updated for the periods affected. We expect that the systems changes will be made prior
to our conversion to IFRS in the fourth quarter of 2010. We believe our internal and disclosure control processes, as
currently designed, will not need significant modifications as a result of our conversion to IFRS. We are also in the
process of assessing the impacts of adopting IFRS on our debt covenants and other contractual arrangements, and so
far, we have not identified any material compliance issues. In addition, we are considering the impacts that the
transition will have on our internal planning process, compensation arrangements and internal controls.

We have identified several differences between IFRS requirements and our existing Canadian GAAP accounting
policies. Some of the more significant ones at present, as they relate to the Company, are listed in the table below:
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Standards
Borrowing Costs (IAS 23)

Property, Plant and Equipment
(IAS 16)

Employee benefits (IAS 19)

Impairment of Assets (IAS 36)

Comparison between C