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 Summary:  AQL reported Q4/08 revenue of 
$16.0 million and diluted EPS of $0.05 (adjusted $0.07).  
Revenue was in line with our forecast; management had 
pre-released that result on October 30, 2008.  Diluted 
EPS were stronger than expected ($0.02 raw, $0.04 
adjusted), as an FX gain more than offset weaker-than-
expected gross margins.  While we do expect a 
meaningful decline in global exploration spending, we 
believe that our earnings estimates for AQL already 
reflect lower utilization levels and that the stock  
represents compelling value, given that it trades well 
below liquidation value on several metrics.  We continue 
to rate AQL a BUY with a 12-month target price of $2.00. 

 FY 2008 Results:  As AQL changed its fiscal year from 
April 30 to September 30 prior to the end of FY 2007, the 
results of this quarter lack direct comparability on a y-y 
basis.  For FY 2008, AQL had revenue of $55.0 million 
and diluted EPS of $0.09 (or $0.21 adjusted).   

 The System Fleet:  AQL finished FY 2008 with 
28 systems (17 helicopter, 11 fixed-wing).  Management 
intends to add two more systems (one helicopter, one 
fixed-wing) for an exit of 30 for Q1/09.  Our model 
assumes no further additions to the fleet during FY 2009, 
given the uncertain near-term demand outlook. 

 Outlook:  Management continues to see limited revenue 
visibility beyond Q1/09 (i.e., into next calendar year).  
Owing to declines in commodity prices and current 
capital market conditions, we expect exploration 
spending to decline to US$7.5 billion in 2009 from 
US$10.5 billion (excluding uranium) in 2007.   

 Balance sheet:  AQL finished the quarter with cash and 
equivalents of $15.4 million and total debt (capital 
leases) of $0.8 million, for a net cash position of 
$14.6 million.  AQL now trades at a 10% discount to net 
cash and a 36% discount to tangible book value.  During 
the conference call, management indicated it believes 
that current receivables are collectible.  We believe that 
AQL, like other mining service companies, represents 
compelling value, given that it is trading at well below 
liquidation value.   

Company Statistics
52-Week Range $3.58 - $0.32
Basic Shares O/S (MM) 33.5
Basic Market Cap ($MM) $13.1
Fully Diluted O/S (MM) 36.9
Cash ($MM) $15.4
Total Debt ($MM) $0.8
Management & Directors Ownership 21%
Earnings Summary
FYE: September 2007A** 2008E 2009E
Sales ($MM) $19.9 $55.0 $57.4
EBITDA ($MM) $4.6 $11.3 $11.6
EBITDA Margin 23.3% 20.5% 20.2%
Diluted EPS $0.11 $0.09 $0.10
Adjusted Diluted EPS* $0.11 $0.21 $0.18
P/E 3.5x 4.6x 3.9x
P/Adj. E* 3.5x 1.9x 2.1x
EV/EBITDA  (0.3x)  (0.1x)  (0.1x)
* Adjusted Diluted EPS excludes acquisition-related amortization.
** Results reported for fiscal years ending April 30.

Aeroquest International Limited is a mining and energy services 
company providing commercial airborne geophysical surveys for 
use in mineral and oil and gas exploration. Aeroquest is also 
developing applications for its proprietary time domain 
electromagnetic systems in the environmental services and ground 
water exploration industries. 

 We are maintaining our BUY recommendation and 12-
month target of $2.00.  
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The information contained in this report was obtained from sources we believe to be reliable.  We do not represent that such information is accurate or 
complete and it should not be relied on as such.  Any opinions expressed herein reflect our judgment at this date and are subject to change.  Jennings 

Q4/08 AND FY 2008 RESULTS 
AQL reported revenue in line with our forecast, while diluted EPS were stronger than expected, owing to 
an FX gain that more than offset weaker-than-forecast gross margins.  Gross margins continue to fall 
short of expectations, although management indicated that it does expect some improvement in Q1/09.  
We present the highlights of the quarter in Exhibit 1.  As in prior reports, our Adjusted Diluted EPS 
calculation excludes the negative impact of the amortization of intangibles relating to the two acquisitions. 

Exhibit 1.  Q4/08 Highlights 

Q4/08E Q4/08A Variance Q3/08A Q-Q
Revenue ($mm) $16.0 $16.0 0% $14.5 10%
EBITDA ($mm) $3.2 $3.6 11% $2.7 35%
EBITDA Margin 20.1% 22.3% 220bps 18.3% 405bps
Diluted EPS $0.02 $0.05 150% $0.01 400%
Adjusted Diluted EPS $0.04 $0.07 75% $0.04 75%    

Source:  Company Reports, Jennings Estimates 

 

We present the quarter-by-quarter highlights in Exhibit 2. 

Exhibit 2.  FY 2008 Quarter-by-Quarter 

Q1/08A Q2/08A Q3/08A Q4/08A 2008A
Revenue ($mm) $11.2 $13.3 $14.5 $16.0 $55.0
EBITDA ($mm) $1.6 $3.4 $2.7 $3.6 $11.3
EBITDA Margin 14.3% 25.9% 18.3% 22.3% 20.5%
Diluted EPS $0.00 $0.02 $0.01 $0.05 $0.09
Adjusted Diluted EPS $0.03 $0.05 $0.04 $0.07 $0.21  

Source:  Company Reports 

 

The FX gain of $1.2 million in the quarter is an asset translation gain.  Most of AQL’s revenue is now in 
U.S. dollars.  Owing to the increase in the U.S. dollar during the period, the Canadian dollar value of the 
receivables and cash held in U.S. dollars also increased during the period.  In Exhibit 3 below, we present 
adjusted results that exclude this gain.  While EBITDA (excluding the FX gain) was below forecast, per 
share earnings were in line. 

Exhibit 3.  Adjustments for FX Gain 

Q4/08A 2008A
Revenue ($mm) $16.0 $55.0
EBITDA ($mm) $2.4 $10.2
EBITDA Margin 15.0% 18.6%
Diluted EPS $0.02 $0.07
Adjusted Diluted EPS $0.04 $0.19  

Source:  Jennings Estimates  

 

Capital Inc. and/or employees from time to time may hold shares, options or warrants on any issue included in this report and may buy or sell such 
securities.  This report is not to be construed as an offer to sell or solicitation to buy securities. Member – CIPF.  Jennings Capital (USA) Inc. is a 
member of SIPC. 
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THE BALANCE SHEET 
AQL finished FY 2008 with cash and equivalents of $15.4 million and total debt (all in the form of capital 
leases) of $0.8 million, for a net cash position of $14.6 million or approximately $0.40/share.   

The Company also has $8.6 million in receivables, and during the conference call, management indicated 
that it believes those receivables to be collectible.  On that basis, we estimate that AQL has net working 
capital of $0.49/share. 

We believe that AQL is undervalued on its balance sheet alone.   

 

Q1/09 GUIDANCE AND OUTLOOK 
The backlog at quarter end was $18.0 million, of which approximately 26%, or $4.7 million, relates to 
petroleum services work, and $13.3 million relates to mining services work.  We view the growth of the 
petroleum services segment as very encouraging, as diversifying AQL’s revenue base away from mining 
services by finding new applications for its technology has been a priority for management.   

Management reiterated its Q1/09 guidance for revenue between $13.0 and $15.0 million.  This guidance 
was originally provided on October 30, 2008.  As Q1/09 represents the October-December quarter, it can 
be viewed as the last of the spending by mining companies relating to their 2008 budgets (set primarily in 
late 2007/early 2008). 

Management indicated it had little revenue visibility into calendar 2009 (its Q2 – Q4 period), given the 
decline in commodity prices and the current macroeconomic environment.   

 

OUR EXPLORATION SPENDING OUTLOOK 
We recently revised our forecast for exploration spending (see our note of November 26, 2008) and 
present the highlights in Exhibit 4.  Our estimates are based on regression models, in turn derived from 
the historical relationship between commodity prices and global exploration spending (based on data from 
1993 forward). 

To summarize our view, we believe that investors are overestimating the likely extent of the decline in 
exploration spending.  In particular, we believe that the market is overlooking the importance of gold (42% 
of total exploration spending in 2007, more than copper (21%), nickel (8%) and zinc (7%) combined 
(36%)).  With gold still at very high levels by historical standards (US$700-$800/oz.), we believe that 
significant investments in gold exploration will continue.  While spending will decline from 2007 highs, we 
believe it will still be in the US$7-$8 billion range, approximating the levels seen in 2006.  By contrast, 
with mining services stocks trading at below liquidation value, we believe investors are implicitly assuming 
a far more severe decline. 

 

complete and it should not be relied on as such.  Any opinions expressed herein reflect our judgment at this date and are subject to change.  Jennings 
Capital Inc. and/or employees from time to time may hold shares, options or warrants on any issue included in this report and may buy or sell such 
securities.  This report is not to be construed as an offer to sell or solicitation to buy securities. Member – CIPF.  Jennings Capital (USA) Inc. is a 
member of SIPC. 
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Exhibit 4.  Exploration Spending Forecast (US$ billions) 
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Source:  Metals Economics Group, Jennings Estimates 

 

OTHER HIGHLIGHTS OF THE QUARTER/CONFERENCE CALL 
 Buyback to Expire – management indicated that its board has elected not to renew the share buyback 

in order to conserve cash.  During Q4/08, AQL bought back 1.1 million shares at an average cost of 
approximately $1.75/share.  For FY 2008, AQL bought back 1.7 million shares at an average cost of 
$1.96/share.   

 Management Changes – the founders of UTS Geophysics, acquired by AQL in July 2007, are 
reducing their roles to part-time levels beginning next calendar year.  They will remain active in the 
Company and, in particular, will help integrate the Spectrem acquisition.  Mr. Neil Goodey (COO) will 
remain on AQL’s board, while Mr. Nino Tufilli (Operations Director of UTS) will resign.  Mr. Tufilli will 
be replaced by Mr. John Hick, a lawyer with 25 years of mining industry experience.  Mr. Hick is 
already a director of a number of listed mining companies including Silver Eagle Mines Inc. (TSX-
SEG), First Uranium Corp. (TSX-FIU) and Carpathian Gold Inc. (TSX-CPN).  We believe his industry 
experience and contacts will help AQL.   

 Spectrem Transaction – management still expects to have definitive agreements signed before the 
end of this month.  However, owing to regulatory requirements relating to the maintenance 
requirements of aircraft in South Africa, the transaction will likely not close until mid-calendar year 
2009.  Given this transaction is in the non-binding LOI stage, we had not included it in our FY 2009 
estimates, and based on this update, we do not expect it to make a meaningful contribution to AQL’s 
results for FY 2009. 

 

ESTIMATE REVISIONS  
We have made the following changes to our estimates: 

 Warrants – we had previously assumed that warrant conversions would generate $6.4 million in cash 
for AQL in Q4/09.  As the conversion prices of those warrants (most at $2.45/share) make them all 
well out of the money and above our 12-month target price, we now assume those warrants will go 
unexercised. 

complete and it should not be relied on as such.  Any opinions expressed herein reflect our judgment at this date and are subject to change.  Jennings 
Capital Inc. and/or employees from time to time may hold shares, options or warrants on any issue included in this report and may buy or sell such 
securities.  This report is not to be construed as an offer to sell or solicitation to buy securities. Member – CIPF.  Jennings Capital (USA) Inc. is a 
member of SIPC. 
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 Revenue – we have tweaked our utilization assumptions for both the helicopter and fixed-wing 
operations, although these changes are minor.  We believe we have already reflected a likely decline 
in utilization in our estimates.  In particular, we note that by the end of Q1/09, AQL will have 
expanded its fleet of active systems from 19 at the end of Q1/08 to 30 at the end of Q1/09.  This 
represents growth of 58%.  By comparison, we expect total revenue growth of 4% in FY 2009.  This 
divergence in growth rates reflects our expectation for reduced utilization on a per system basis.   

 Gross Margin – in light of the results of the quarter, we have reduced our blended gross margin 
estimate for FY 2009 from 43.0% to 40.0%.  This is driven primarily by lower gross margin 
assumptions for the helicopter operations.  Although we still expect improvement in this area, we 
expect it to take a few quarters before margins approach traditional levels.  Ideally, we believe 
margins for the business should be closer to 45.0%.   

We present the highlights of our FY 2009 estimates in Exhibit 5a, and a comparison to our prior estimates 
in Exhibit 5b.  We note the following: 

 Q1/09 - revenue estimate is within management’s guidance range ($13.0 to $15.0 million).  While we 
expect that the Q1/09 results will likely include an FX gain at least as large as the $1.2 million in 
Q4/08, we have made no specific assumptions there. 

 FY 2009 – our diluted EPS estimate actually increases, while our adjusted EPS estimate is 
unchanged.   

Exhibit 5a.  Revised Estimates 

Q1/09E Q2/09E Q3/09E Q4/09E 2009E
Revenue ($mm) $14.1 $14.3 $14.4 $14.6 $57.4
EBITDA ($mm) $1.8 $3.2 $3.3 $3.3 $11.6
EBITDA Margin 12.6% 22.2% 22.9% 22.8% 20.2%
Diluted EPS ($0.00) $0.03 $0.03 $0.04 $0.10
Adjusted Diluted EPS $0.02 $0.05 $0.06 $0.06 $0.18  

Source:  Company Reports, Jennings Estimates 

Exhibit 5b.  Prior v. New Estimates 

Prior New
Revenue ($mm) $59.5 $57.4
EBITDA ($mm) $13.3 $11.6
EBITDA Margin 22.4% 20.2%
Diluted EPS $0.09 $0.10
Adjusted Diluted EPS $0.18 $0.18

2009E

 
Source:  Jennings Estimates 

 

VALUATION AND RECOMMENDATION 
With a very healthy balance sheet, we note that AQL trades at the following: 

 A 10% discount to net cash ($13.1 million market cap. v. $14.6 million in net cash). 

 A 36% discount to tangible book value per share of $0.61. 

 On an EV/System basis, a negative $54k v. a replacement cost of $500k. 

complete and it should not be relied on as such.  Any opinions expressed herein reflect our judgment at this date and are subject to change.  Jennings 
Capital Inc. and/or employees from time to time may hold shares, options or warrants on any issue included in this report and may buy or sell such 
securities.  This report is not to be construed as an offer to sell or solicitation to buy securities. Member – CIPF.  Jennings Capital (USA) Inc. is a 
member of SIPC. 
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In other words, Aeroquest is now trading well below liquidation value.  At this point, the market is putting a 
negative value on the operating business, which we believe will continue to generate strong revenue and 
earnings in FY 2009. 

Given that our FY 2009 estimates have not materially changed, we are making no change to our target at 
this point.  We are maintaining our BUY recommendation and our 12-month target price of $2.00. 
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Companies Ticker 

Aeroquest International Limited  TSX-AQL 
 

I, Russell Stanley, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. I 
also certify that I have not, am not, and will not receive, directly or indirectly, compensation in exchange for expressing the specific recommendations or 
views in this report. 
Note:  We initiated coverage on Aeroquest International Limited on October 18, 2007 with a STRONG BUY recommendation, an ABOVE AVERAGE 
risk rating and a C$6.50 target price.  Share price at that time was C$2.91.  On November 1, 2007 we changed our recommendation to BUY as a result 
of changes to our internal stock rating system.  Share price at that time was C$3.60.  On December 10, 2007 we increased our target price to C$7.00.  
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2008 we decreased our target price to C$5.00.  Share price at that time was C$1.95.  On October 31, 2008 we decreased our target price to C$2.00.  
Share price at that time was C$0.60. 
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This research report was prepared by Jennings Capital Inc., a member of the Investment Industry Regulatory Organization of Canada and the Canadian 
Investor Protection Fund and a Participating Organization of the Toronto Stock Exchange and the TSX Venture Exchange.  Jennings Capital Inc. is an 
affiliate of Jennings Capital (USA) Inc.  Jennings Capital (USA) Inc. accepts responsibility for the contents of this research report, subject to the terms 
and limitations as set out above. Jennings Capital (USA) Inc. is a registered broker-dealer with the Securities and Exchange Commission and a member 
of the National Association of Securities Dealers Inc. 
THE FIRM THAT PREPARED THIS REPORT MAY NOT BE SUBJECT TO U.S. RULES WITH REGARD TO THE PREPARATION OF RESEARCH 
REPORTS AND THE INDEPENDENCE OF ANALYSTS. 
This report does not constitute an offer to sell or the solicitation of an offer to buy any of the securities discussed herein.  Any transaction in these 
securities by U.S. persons must be effected through either Westminster Securities Corporation, a U.S. broker-dealer registered with the Securities and 
Exchange Commission and a member of the National Association of Securities Dealers Inc. and the New York Stock Exchange Inc. or through Jennings 
Capital (USA) Inc., A U.S. broker-dealer registered with the Securities and Exchange Commission and a member of the National Association of 
Securities Dealers Inc. 
U.S. PERSONS 
This research report was prepared by an affiliate of Jennings Capital (USA) Inc. or other person that may not be registered as a broker-dealer in the 
United States.  The firm that prepared this report may not be subject to U.S. rules regarding the preparation of research reports and the independence of 
research analysts. 
Subject to the limitations on liability described above, Jennings Capital (USA) Inc. takes responsibility for the content of this research report in 
accordance with Rule 15a-6 under the U.S. Securities Exchange Act of 1934, as amended.  All transactions by U.S. persons in securities discussed in 
this report must be performed through Jennings Capital (USA) Inc. 
 

 
U.K. Client Disclosures 

 
 

This research report was prepared by Jennings Capital Inc., a member of the Investment Industry Regulatory Organization of Canada and the Canadian 
Investor Protection Fund and a Participating Organization of the Toronto Stock Exchange and the TSX Venture Exchange. 
JENNINGS CAPITAL IS NOT SUBJECT TO U.K. RULES WITH REGARD TO THE PREPARATION OF RESEARCH REPORTS AND THE 
INDEPENDENCE OF ANALYSTS. 
The contents hereof are intended solely for the use of, and may only be issued or passed onto persons described in part VI of the Financial Services and 
Markets Act 2000 (Financial Promotion) Order 2001. 
This report does not constitute an offer to sell or the solicitation of an offer to buy any of the securities discussed herein. 
 

 
Stock Ratings 

Speculative Buy:  The stock is expected to provide a total return in excess of 10% over the current trading price over the next 12 months; however, 
there is material event risk associated with the investment. 

Buy: The stock is expected to provide a total return in excess of 10% over the current trading price over the next 12 months. 

Hold: The stock is expected to provide a total return of 0% to 10% over the current trading price over the next 12 months. 

Sell:  The stock is expected to provide a negative total return over the next 12 months. 

Risk Ratings 

Low/Average Risk — Stocks with less volatility than the market as a whole, with solid balance sheets and dependable earnings. 

Above Average Risk — Stocks with more volatility than the market.  Financial leverage is considerable but not threatening, earnings are more erratic, 
or other quality concerns regarding accounting, management track record, and similar issues. 

Speculative — Stocks of unproven companies or ones with very high financial leverage, suspicious accounting, or with other significant quality 
concerns.  A speculative risk rating implies at least the possibility of financial distress leading to a restructuring. 
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Analyst Stock Holdings: Equity Research analysts, associates and members of their households are permitted to invest in securities covered by them.  
No Jennings Capital Inc. analyst, associate or employee involved in the preparation of an analyst report is permitted to effect a trade in the security of an 
issuer whereby there is an outstanding recommendation for a period of 30 calendar days before and 5 calendar days after issuance of the research 
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Compensation: The compensation of the analyst and/or associate who prepared this research report is based upon in part, the overall revenues and 
profitability of Jennings Capital Inc.  Analysts are compensated on a salary and bonus system.  Some factors affecting compensation including the 
productivity and quality of research, support to institutional, retail and investment bankers, net revenues to the equity and investment banking revenue as 
well as compensation levels for analysts at competing brokerage dealers.  Analysts are not directly compensated for specific Investment Banking 
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research coverage within the next 3 months.   
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