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Effective September 30, 2007, the Company has changed its financial 
year end from April 30 to September 30.
As a result of this change, this Annual Report covers financial results for 
the five-month period ended September 30, 2007.
This annual report may contain forward-looking statements subject to risks,  
assumptions and uncertainties which may cause Aeroquest International’s actual future
results or performance to differ materially from those expressed herein.  Risk factors are dis-
cussed in the Company’s annual and quarterly reports and other public filings.  
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LETTER TO OUR SHAREHOLDERS

Dear Shareholder,

The report contained herein is a little bit different in that it covers a shortened year - the "year"
beginning on May 1, 2007 and ending on September 30, 2007, a "year" of only five months.
This reflects our decision to change our financial year end from April 30 to September 30.  We
decided to change our financial year end for several reasons including the fact that we were
bringing together the operations of two companies, Aeroquest Limited and UTS Geophysics, 
each of which had a different year-end.

The reason we chose to make the change to September 30, in particular, stems from the 
seasonal nature of our business.  In the Northern Hemisphere, winter months have shorter days
and often inclement weather, which limits our surveying productivity.  In many areas of the
Southern Hemisphere, summer months have extreme temperatures, which also affect our ability
to survey.  So, while we operate all year round, the months of May to September are generally
our most productive months - worldwide.  Setting our year-end at September 30 means we are
ending our financial year just as we are ending the busiest part of our survey year, and this
seemed logical to us.  We apologize for any short-term confusion that may come about as a
result of us making this change.

In my last letter to shareholders, I laid out three targets for the upcoming year.  Please allow me
to use this space to report on our progress to this point on each of these issues.  Since we are
reporting on only five months of progress, our report will be an interim one; we do not expect to
have completed all the objectives we set for ourselves at this point but would hope to be in a
position to report meaningful progress.

1. OOrganize aaround tthe UUTS AAcquisition

We are making good progress at aligning the operations of Aeroquest and UTS Geophysics.
Each of Aeroquest and UTS are busy developing a pipeline of prospective business not only for
their own systems, but also the systems of their sister company.  We expect to effect a formal
transfer of control of certain UTS systems to Aeroquest and certain Aeroquest systems to UTS
within the next few weeks.  We will also shortly be launching a new 'go-to-market' strategy for
the combined business and are excited to begin presenting a unified "face" to the customer.

2. CContinue tthe IInternational EExpansion

The international expansion continues on pace.  We have established a permanent office in
Johannesburg, S. Africa that will begin directing the African continental operations of all of our
systems, helicopter and fixed wing.  We currently have five systems, four fixed wing and one
helicopter, operating in Africa and hope to add a second helicopter system in the coming
weeks.  We have also begun the importation of a second AeroTEM system into Russia because
of the demand for services in that area and are working on other opportunities in the region.
The development plan for other regions continues as well.

3. MMake MMeasurable IInroads iin OOil && GGas aand EEnvironmental EEngineering

Our Petroleum Services initiative is currently meeting our expectations in terms of market
development.  We continue to be very optimistic and we expect to report more on its ongoing
progress in the coming months.

On the Environmental Engineering side, subsequent to the financial period covered in this
report, we made a significant step forward in our strategy by identifying, negotiating and 
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closing the acquisition of Geophex, Ltd. of Raleigh, NC.  Geophex is a very strong team of
research scientists and engineers that have built a strong franchise as a 'research company' -
a company in the business of doing research.  The discipline and control of seeking to make a
profit by undertaking commercial research has allowed Geophex to develop an efficient and
profitable research organization.  We expect to be able to leverage both past and future 
developments from this group in our business in the future and are thrilled to have them as
part of our team.

One of Geophex's specific core competencies is in the area of Environment Engineering, 
especially as it relates to things like UXO, or Unexploded Ordnance.  If you have read any of 
my previous letters to shareholders, you will know that this is an area that we have been 
interested in for some time now.  We are looking forward to see what additional opportunities
we can create from Geophex's excellent reputation in this area.

On balance, we are quite satisfied with the progress to date, but we are not complacent.  Our
goal is long term, sustainable growth, so each of these letters to shareholders is less of a 
summary than it is an update from the current "rest stop on the interstate".  Thank the stars for
High Speed Internet.  In the coming year we will continue to work on the three targets that we
just discussed and will report on our progress at the next annual reporting period.

Looking FForward

We still see no barriers to us continuing to successfully advance our strategies.  The markets for
our services remain strong.  While there is a higher level of anxiety in the short term in part due
to economic factors, especially as it relates to current US economic performance and the effect
that it may have on the demand for commodities; this apparent anxiety has not affected demand
for our services to date.  In addition, while we are managing for the short term, we are planning
for the medium and long term, and in those longer time frames we see many opportunities to
continue to profitably grow our business.

I often use the analogy of a three legged stool to describe our current strategic objectives; 
namely to create a company that can deploy similar technologies across several different end-
user markets, creating three (or more) unique customer groups and a delivery capability that can
move seamlessly between each one.  We are in a very fortunate position today where our core
business of Mining Services is, and continues to be, very strong.  We are also very fortunate that
there are other areas - like Petroleum and Environmental Services that also offer substantial
growth opportunities.  At this point, construction on the three legged stool is proceeding 
according to plan.

Thank you for your continued support.

Sincerely,

Roy T. Graydon

President & CEO
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MANAGEMENT'S DISCUSSION & ANALYSIS

FOR THE PERIOD ENDED SEPTEMBER 30, 2007
Issued on January 15, 2008
On October 23, 2007, we announced that we had received approval from Canada Revenue Agency to change our 

financial year end to September 30th, beginning with September 30, 2007.  As a result of this change, we are reporting on
(i) the two month period ended September 30, 2007 (the “two month period”), and (ii) the five month period ended
September 30, 2007 (the “five month period”).  Comparative periods discussed here reflect the nearest quarterly filings in
the prior year, which would be for the three and six months ended October 31, 2006. In addition we have compared the
five month period to the twelve month period ended April 30, 2007.

We do not believe that the twelve month period ended April 30, 2007 is the most useful comparable period for the
financial year just ended for several reasons, including the fact that it is a twelve month period as compared to the five
month period contained in this report and the fact that our business is seasonal and so the most appropriate compar-
isons are likely between periods of roughly comparable seasons.  As a result, we have augmented our disclosure and
have compared the most recent five month financial year results to the six month period ended October 31, 2006 and
the twelve month period ended April 30, 2007.

Management's Discussion and Analysis (MD&A) is intended to help readers understand the dynamics of our business
and the key factors underlying our financial results.  It explains trends in our financial condition and results of our 
operations for the two months and five months ended September 30, 2007 compared with our operating results for the 
corresponding period three months and six months ended October 31, 2006 as well as the twelve month period ended April
30, 2007, our previous financial year-end.  It also compares our balance sheet as at September 30, 2007 to our balance sheet
as at April 30, 2007.  This MD&A should be read in conjunction with our annual consolidated financial statements for the
five month period ended September 30, 2007.

The consolidated financial statements presented here are those of the Aeroquest Group of Companies; Aeroquest
International Limited and its wholly owned subsidiaries Aeroquest Limited, UTS Geophysics Pty Ltd., and Aeroquest
(UK) Limited, with all significant inter-company balances having been eliminated on consolidation.

Additional information relating to our company is available on our website at www.aeroquest.ca and on the System for
Electronic Document Analysis and Retrieval (SEDAR) at www.sedar.com.

FORWARD-LOOKING STATEMENTS
Securities laws encourage companies to disclose forward-looking information so that investors can get a better 

understanding of a company's future prospects and make informed investment decisions.  Statements that are not 
historical fact and are based on current expectations, estimates and assumptions are forward-looking statements.

This MD&A contains forward-looking statements about our business.  Inherent in these statements are known and
unknown risks, uncertainties and other factors that may cause the results, performance, or achievements of our company
to differ materially from those expressed or implied by such statements.  Such factors include, among others, general 
economic and business conditions, major technology changes, timing of product introductions, competition and our 
ability to attract and retain key employees.

OVERVIEW
AEROQUEST'S BUSINESS

We are a world leader in the development and operation of innovative and proprietary airborne geophysical surveying
platforms servicing the mineral exploration, petroleum and environmental industries.  We use two separate delivery 
platforms, helicopter and fixed wing, and specialize in magnetic, electromagnetic (M/EM) surveys as well as gravity and
radiometric surveys.

We operate a number of helicopter-based, time-domain (sometimes called transient) electromagnetic (TEM) systems on
platforms ranging from 5 metres to 12 metres in diameter, delivered under the trade-name AeroTEM™.  We also supply
helicopter-based geophysical surveying platforms based on frequency domain electromagnetics (trade-name Impulse™),
total field magnetics, magnetic gradient and radiometrics.

In July 2007, we completed the purchase of UTS Geophysics.  UTS offers ultra high resolution airborne magnetic and radio-
metric surveys as well as traditional regional magnetic and gravimetric surveys.  Further details on the transaction are present-
ed in our report for the period ended July 31, 2007 and in the Notes to the Consolidated Financial Statements of this report.

In this report, we have broken out Aeroquest and UTS results to the extent practical so that the activity of each business
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MANAGEMENT'S DISCUSSION & ANALYSIS

unit may be analyzed.  To assist with clarity, we have chosen to refer to consolidated results as those of the Aeroquest
Group of Companies, or simply the Aeroquest Group.  Aeroquest on its own will refer to the results of Aeroquest
International Limited, prior to the consolidation of UTS and UTS results will refer to the results of UTS as though it were
operating on a stand-alone basis.  It is our hope that this will make it easier to see how each business contributes to the
consolidated result.  This report includes the results of UTS from the date of acquisition, July 03, 2007.

THREE YEAR GROWTH SUMMARY

Over the past three years, we have been steadily building our fleet of airborne survey systems and expanding our 
presence into continents such as Europe, Africa, Asia and Australia.

BUSINESS STRATEGY
There are five components to our business strategy:

1. Expand the number of systems in our fleet
2. Expand internationally
3. Expand our capabilities in other geophysical survey technologies such as frequency domain electromagnetics (FDEM)

and fixed wing magnetics, radiometrics and gravity
4. Find new markets and applications of our airborne geophysical technologies, such as petroleum and environmental

services, and
5. Use industry-leading research capability to explore other applications of our airborne geophysical technologies.

TWO AND FIVE MONTH OPERATING RESULTS

OVERVIEW AND HIGHLIGHTS
The two month period was a good one for the Aeroquest Group.  Revenue growth continues at a very healthy rate for

both Aeroquest and its sister company, UTS Geophysics.  For example, Aeroquest generated the same level of revenue 
in the two months represented in the most recent period ($5.4 million) as it did in the three months reflected in the most

comparable quarter from last year - the quarter that ended October 31, 2006 ($5.4 million).  We expect that both Aeroquest
and UTS will continue to experience very healthy rates of growth in the next year.

We saw strong revenue growth in the most recently completed periods, up 85% in the two month period over the 
comparable (three month) period last year and 90% in the five month period over the comparable (six month) period last
year.  Revenue of $19.3 million in the five month period ended September 30, 2007 compares to revenue of $20.2 million
for the twelve month period ended April 30, 2007.

Gross profit for both Aeroquest and UTS is in the range of that anticipated given each company's sales level and the spe-
cific factors in the period.  Increases in general and administrative expenses were more than offset by increases in revenue
and gross profit.  As a result, the Aeroquest Group earned $1.0 million, or $0.05 per share, in the two month period and 
$2.0 million, or $0.09 per share, in the five month period.
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FINANCIAL AND OPERATING SUMMARY

REVENUE BY GEOGRAPHY
Two months ended September 30, 2007:

Five months ended September 30, 2007:

On November 6, 2007, we announced that we had entered into a Letter of Intent to acquire Geophex, Ltd. of Raleigh,
North Carolina.  We are pleased to report the closing of the purchase on December 31, 2007.  Geophex is a leading research
company specializing in the design and construction of geophysical instruments with a particular focus on the utilization
of electromagnetic technology. 

Geophex manufactures and sells primarily ground-based geophysical instruments, and also supplies institutions and
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(000S) Canada Australia Rest of World Total
AEROQUEST LTD. ((HELICOPTER) $ 4,061 $ - $ 1,310 $ 5,371 54%
UTS ((FIXED-WING) 112 2,026 2,435 4,573 46%
TOTAL REVENUE - GGROUP $ 4,173 $ 2,026 $ 3,745 $ 9,944 100%

42% 20% 38% 100%

(000S) Canada Australia Rest of World Total
AEROQUEST LTD. ((HELICOPTER) $ 9,939 $ - $ 2,764 $ 12,703 66%
UTS ((FIXED-WING) 564 3,090 2,943 6,597 34%
TOTAL REVENUE - GGROUP $ 10,503 $ 3,090 $ 5,707 $ 19,300 100%

54% 16% 30% 100%

(000S EXCEPT / SHARE DATA) (2 mo) (3 mo) (3 mo) (3 mo) (3 mo) (3 mo) (3 mo) (3 mo)
QQ22-SSeepp-0077 Q1-Jul-07 Q4-Apr-07 Q3-Jan-07 Q2-Oct-06 Q1-Jul-06 Q4-Apr-06 Q3-Jan-06

REVENUE $$ 99,,994444 $ 9,355 $ 5,937 $ 4,098 $ 5,387 $ 4,765 $ 2,434 $ 1,794 
OPERATING PROFIT $$ 11,,444444 $ 1,658 $ 782 $ 412 $ 1,581 $ 719 ($ 331) ($ 56)
NET INCOME $$ 11,,004466 $ 938 $321 $ 210 $ 945 $ 564 ($ 399) ($ 35)
WTD. AAVG. COMMON SHARES 2222,,770022 21,538 15,787 15,838 15,838 15,840 15,840 15,840 
EPS ((BASIC) $$ 00..0055 $ 0.04 $ 0.02 $ 0.01 $ 0.06 $ 0.04 ($ 0.03) ($ 0.00)

SYSTEMS AVAILABLE AT PERIOD END* 2211 20 9 9 9 8 7 7 
FIXED-WING SYSTEMS 1100 10
HELICOPTER SYSTEMS 1111 10 9 9 9 8 7 7
AEROTEM SYSTEMS IN ABOVE 88 7 6 6 6 5 4 4 

LINE KILOMETRES FLOWN DURING PERIOD

FIXED-WING SYSTEMS 335511,,000000 158,000 - - - - - -
HELICOPTER SYSTEMS 3388,,000000 51,100 44,800 25,600 45,500 49,000 16,900 12,950 

CONTRACT BACKLOG

FIXED-WING SYSTEMS $$ 77,,990000 $ 11,000 - - - - - -
HELICOPTER SYSTEMS $$ 88,,440000 $ 12,000 $ 8,300 $ 3,500 $ 3,500 $ 4,700 $ 2,600

* excluding gamma ray spectrometers



MANAGEMENT'S DISCUSSION & ANALYSIS

private entities with specialized survey equipment on a contract-to-build basis.  Geophex has established a particular
expertise in special and customized geophysical investigations, especially as it relates to environmental projects.

The purchase price consideration paid to the vendor of the shares of Geophex, consisted of US$2.0 million in cash, 
US$2.0 million in the form of a Promissory Note and 498,001 common shares of Aeroquest International having an 
aggregate value of US$1.7 million.  The obligation of the vendor to complete the transaction was subject to Aeroquest
International, concurrent with closing, undertaking to cause Geophex to pay a one-time employment bonus to a senior 
executive of Geophex in the form of 87,882 common shares of Aeroquest International, its new parent company, having an 
aggregate value of US$0.3 million.

CONSOLIDATED RESULTS
In the two month period, Aeroquest Group revenue was $9.9 million, up $4.6 million or 85 per cent, compared to the

three month period ended October 31, 2006.  Revenue in helicopter services was $5.4 million in the two month period
ended September 30, 2007, as compared to revenue of $5.4 million in the three month period ended October 31, 2006.
Revenue growth in helicopter services was consistent with expectations, given some challenges faced by our company in
the form of sustained inclement weather on several of our Canadian surveys.  Organic revenue growth came from a 
combination of changes in the mix of systems flying, with more AeroTEM surveys being completed this year as compared
to the same period last year, an increase in the average per-line-kilometre rate charged on surveys and increased 
mobilization and standby charges.  Fixed wing revenue originating from the acquisition of UTS was $4.6 million for the
two months ended September 30, 2007 and $6.6 million from the date of acquisition, July 3, 2007.

Consolidated revenue for the five months ended September 30, 2007 was $19.3 million, up $9.0 million or 90 per cent
over the six month period ended October 31, 2006, but down $0.9 million from the $20.2 million recorded in the twelve
months ended April 30, 2007.  As was discussed above, the reduction in revenue relates solely to the fact that we are com-
paring a current five month period to an historical twelve month period.

Cost of sales was $6.1 million in the two month period, or approximately 61 per cent of revenue.  This compares to 
$2.4 million in the three month period ended October 31, 2006, representing 44 per cent of revenue in that period.

In the five month period, cost of sales was 60 per cent of revenue compared to 51 per cent of revenue for the six months
ended October 31, 2006 and 55 per cent of revenue for the twelve months ended April 30, 2007.  Cost of sales as a 
percentage of revenue increased relative to comparable periods in helicopter operations primarily due to unusually bad
weather in several areas of Canada, most notably northern Saskatchewan, northern Quebec and the Province of
Newfoundland and Labrador.  When bad weather grounds our systems, we generally charge our clients a daily standby
charge sufficient to cover the minimum costs of the field crews and the equipment; however, since we are not flying 
during these 'weather days', we are not earning survey revenue.  During the five month period ended September 30, 2007,
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22  MMoonntthhss
EEnnddeedd

3300-SSeepp-0077

3 Months
Ended

31-Oct-06

55 MMoonntthhss
YYTTDD

3300-SSeepp-0077

6 Months
YTD

31-Oct-06

Change
30-Sep-07

to 
31-Oct-06

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07(000S)

REVENUE

HELICOPTER $$ 55,,337722 $ 5,387 $$ 1122,,770033 $ 10,152 $ 2,551 25% $ 20,187  ($ 7,484) (37%)
FIXED-WING 44,,557722 - 66,,559977 - 6,597 - 6,597

99,,994444 5,387 1199,,330000 10,152 9,148 90% 20,187 (887) (4%)

COST OF SALES

HELICOPTER 33,,556622 2,388 77,,660088 5,188 (2,420) (47%) 11,007 3,399 31%
FIXED-WING 22,,551166 - 33,,996666 - (3,966) - (3,966)

66,,007788 2,388 1111,,557744 5,188 (6,386) (123%) 11,007 (567) (5%)

GROSS PROFIT $$ 33,,886666 $ 2,999 $$ 77,,772266 $ 4,964 $ 2,762 56% $ 9,180 ($ 1,454) (16%)
GROSS PROFIT MARGIN % 3388..99%% 55.7% 4400..00%% 48.9% (18%) 46% (12%)

REVENUE & GROSS PROFIT
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in our helicopter operations we spent a total of 261 days on the ground due to weather. This compares to 164 days of 
weather-related downtime in the six month period ended October 31, 2006.

We also made further modifications to our recognition of survey costs in helicopter operations in the quarter that 
affected the allocation of some costs in our cost of sales.  In the two month period, we changed the way we account for 
in-process survey costs to recognize them on an "as incurred" basis rather than accruing them on a percentage completion
basis.  As a result of this change, an additional $0.4 million in survey costs were recognized in the two month period that
was attributable to activity in the quarter ended July 31, 2007.

Primarily as a result of the weather delays and the effect of this accounting change, gross margin in helicopter 
operations was 34 per cent of revenue in the two month period, well below our target level.  After taking into account the
change in the recognition of costs, normalized gross margin for helicopter surveys conducted in the two month period
totalled 40 per cent of revenue.  As the average weather in the areas in which we survey returns to normal, we expect gross
margin in helicopter operations to improve again.

Cost of sales in fixed wing operations for the two month period ended September 30, 2007 was $2.6 million, or 
55 per cent of fixed wing revenue, yielding a gross margin of 45 per cent of revenue.  This was a very strong result in fixed
wing and contributed meaningfully to the fact that, on a consolidated basis, cost of sales for the five month period was
$11.6 million or 60 per cent of revenue resulting in an overall gross profit margin for the Aeroquest Group of 40 per cent
of revenue.  This gross profit margin compares to a gross margin of 49 per cent in the six months ended October 31, 2006
and 45 per cent for the twelve months ended April 30, 2007.  Gross profit margin is generally lower in the most recent 
period due to the effect of abnormally bad weather in some of the Company's survey areas as was previously described.

CASH OPERATING COSTS
Cash operating costs for the Aeroquest Group totalled $1.5 million in the two month period, up from $1.1 million in the

three month period ended October 31, 2006, an increase of $0.4 million, or 37 per cent.  This increase is attributed to an
increase in general and administrative costs which were up by $0.2 million over the comparable quarter last year and a loss
on foreign currency exchange of $0.2 million.  General and administrative costs also increased due to the inclusion of 
administrative costs at UTS of $0.4 million.  The loss on foreign exchange arose primarily as a result of holding US dollar
denominated accounts receivable as the Canadian and Australian dollars continued to strengthen against the US dollar 
during the period.

In the five month period, cash operating costs totalled $3.0 million, as compared to $2.0 million in the six months ended
October 31, 2006 and $4.4 million in the twelve months ended April 30, 2007.  In general, cash operating costs have been
falling as a percentage of revenue as the Company’s revenue has grown; dropping from 20 to 22 per cent of revenue in the 
historical periods to 16 per cent of revenue in the most recent five month period, reflecting the economies of scale in 
growing our business.

OPERATING PROFIT
Operating profit for the two month period ended September 30, 2007 was $1.4 million, a decline of $0.2 million or 9 per cent

from the operating profit of $1.6 million in the three month period ended October 31, 2006.  The decline in operating profit was
primarily attributable to the additional depreciation and amortization expense resulting from the UTS acquisition.  In addition,
the current period represents only two months of activity compared to the three months of activity for the comparable period.

22  MMoonntthhss
EEnnddeedd

3300-SSeepp-0077

3 Months
Ended

31-Oct-06

55 MMoonntthhss
YYTTDD

3300-SSeepp-0077

6 Months
YTD

31-Oct-06

Change
30-Sep-07

to 
31-Oct-06

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07(000S)

GENERAL & ADMINISTRATIVE EXPENSE $$ 11,,115577 $ 953 $$ 22,,335533 $ 1,721 ($ 632) (37%) $  3,764 $ 1,411 37%
FOREIGN EXCHANGE (GAIN) LOSS 224400 4 338844 (5) (389) (7,780%) 120 (264) (220%)
RESEARCH & DEVELOPMENT EXPENSE 111155 150 228888 314 26 8% 530 242 46%
TOTAL CASH OPERATING COSTS $$ 11,,551122 $ 1,107 $$ 33,,002255 $ 2,030 ($ 995) (49%) $ 4,414 $ 1,389 31%

% OF REVENUE 1155..22%% 20.5% 1155..77%% 20.0% 21% 21.9% 28%

CASH OPERATING COSTS



Operating profit for the five months ended September 30, 2007 was $3.1 million or 16 per cent of revenue.  This compares with
$2.3 million (23 per cent of revenue) and $3.5 million (17 per cent of revenue) for the six month period ended October 31, 2006
and the 12 month period ended April 30, 2007, respectively.  Growth in operating profit over the six month period ended October
31, 2006 was primarily the result of the growth in revenue between the periods, while the reduction compared to the period
ended April 30, 2007 was attributed to the aforementioned difference in the number of months between the two periods.

Depreciation and amortization expenses totalled $0.9 million in the two month period, and $1.6 million in the five month
period.  Depreciation expense has been growing as a result of additions to capital assets in Aeroquest and the addition of
over $3.0 million of capital equipment from the acquisition of UTS.  The increase in amortization expense relates to the 
amortization of intangible assets acquired in the UTS acquisition.

NET INCOME
For the two and five month periods, other income was negligible, resulting from interest expense on the promissory

notes payable from the purchase of UTS offsetting interest income on cash balances.
Our provision for income taxes in the two month period was $0.4 million compared to $0.7 million in the three month

period ended October 31, 2006.  The decrease was the result of lower net income before taxes in the current period due, in
turn, to the fact that this was a two month period, and an income tax refund of $0.1 million as a result of utilizing prior year
tax losses.

Our provision for income taxes in the five month period was $1.1 million, giving an apparent tax rate of 36 per cent - virtually
identical to the Company's statutory tax rate of 36 per cent, comparable to the apparent tax rate in the six month period ended
October 31, 2006 (36 per cent) and lower than the apparent tax rate in the twelve month period ended April 30, 2007 (41 per cent).

As a result of all of the above factors, we recorded a net income in the two month period ended September 30, 2007 of
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22  MMoonntthhss
EEnnddeedd

3300-SSeepp-0077

3 Months
Ended

31-Oct-06

55 MMoonntthhss
YYTTDD

3300-SSeepp-0077

6 Months
YTD

31-Oct-06

Change
30-Sep-07

to 
31-Oct-06

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07(000S)

OPERATING PROFIT $$ 11,,444444 $ 1,581 $$ 33,,110022 $ 2,300 $ 802 35% $ 3,493 ($ 391) (11%)
OTHER COSTS (INCOME) 3388 (24) ((00)) (35) (35) (100%) 15 15 100%
PROVISION FOR INCOME TAXES 336600 660 11,,111199 826 (293) (35%) 1,438 319 22%
NET INCOME $$ 11,,004466 $ 945 $$ 11,,998833 $ 1,509 $ 474 31% $ 2,040 ($ 57) (3%)

EARNINGS PER SHARE - BASIC $$ 00..0055 $ 0.06 $$ 00..0099 $ 0.10 ($ 0.01) (10%) $ 0.13 ($ 0.04) (31%)
APPARENT TAX RATE 3366..11%% 35.4%

NET INCOME

22  MMoonntthhss
EEnnddeedd

3300-SSeepp-0077

3 Months
Ended

31-Oct-06

55 MMoonntthhss
YYTTDD

3300-SSeepp-0077

6 Months
YTD

31-Oct-06

Change
30-Sep-07

to 
31-Oct-06

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07(000S)

GROSS PROFIT $$ 33,,886666 $ 2,999 $$ 77,,772266 $ 4,964 $ 2,762 56% $ 9,180 ($ 1,454) (16%)
CASH OPERATING COSTS 11,,551122 1,107 33,,002255 2,030 (995) (49%) 4,414 1,389 31%
STOCK BASED COMPENSATION EXPENSE 55 21 1111 145 134 92% 236 225 95%
DEPRECIATION OF CAPITAL ASSETS 337711 259 669955 427 (268) (63%) 943 248 26%
AMORTIZATION OF INTANGIBLE ASSETS 553344 31 889933 62 (831) (1,340%) 94 (799) (850%)

OPERATING PROFIT $$ 11,,444444 $ 1,581 $$ 33,,110022 $ 2,300 $ 802 35% $3,493 ($ 391) (11%)

AS % OF REVENUE 1155%% 29% 1166%% 23% (30%) 17% (6%)

OPERATING PROFIT



$1.0 million, or $0.05 per share compared to net income of $0.9 million, or $0.06 per share in the three month period ended
October 31, 2006.

For the five month period net income was $2.0 million, or $0.09 per share, which compares to $1.5 million, or $0.10 per
share, for the six months ended October 31, 2006 and $2.0 million, or $0.13 per share, for the twelve month period ended
April 30, 2007.  Differences in earnings and earnings per share between these periods are as a result of the difference in the 
different number of months in the two periods.

CASH FLOW
CASH FLOW FROM OPERATING ACTIVITIES

Before changes in non-cash working capital, operating cash flow provided $1.8 million in the two month period, an
increase of $0.5 million from the three month period ended October 31, 2006.  For the five month period, operating cash
flow was $3.4 million, up $1.2 million or 57 percent over the six months ended October 31, 2006 and down by $0.1 million
from the $3.5 million recorded in the twelve month period ended April 30, 2007.  Operating cash flow is generally 
tracking higher as a result of the higher sales activity and lower fixed costs as a percentage of sales.

Changes in non-cash working capital consumed $1.7 million in the two month period, as compared to $0.6 million in the
three month period ended October 31, 2006.  For the five month period, non-cash working capital consumed $0.7 million, an
increase of $0.2 million over the six month period ended October 31, 2006.  In the twelve months ended April 30, 2007, the
change in non-cash working capital was a positive one of $0.8 million.  As our company grows, we expect changes in 
non-cash working capital to be negative, because, on balance as our company grows so should its investment in accounts
receivable.  In the two and five month periods, changes in non-cash working capital were influenced both by income tax
payments and by reduction of customer deposits as we continued to fly surveys and reduce the backlog of line kilometres.

CASH FLOW FROM INVESTING ACTIVITIES
Investment activities in the two month period used $0.6 million of cash compared to $0.3 million in the same quarter last

year.  For the five month period, investment activities are up significantly at $8.9 million, due primarily to the 
acquisition of UTS in July 2007.  The total cash consideration for the acquisition of UTS was $7.0 million. We also incurred
$0.3 million in acquisition costs.  Acquisition of capital assets consumed $0.6 million in the two month period, as compared
to $0.3 million, in the three month period ended October 31, 2006.  For the five month period, capital expenditures were $1.6
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(000S)

22  MMoonntthhss
EEnnddeedd

3300-SSeepp-0077

3 Months
Ended

31-Oct-06

55 MMoonntthhss
YYTTDD

3300-SSeepp-0077

6 Months
YTD

31-Oct-06

Change
30-Sep-07

to 
31-Oct-06

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07

NET INCOME $$ 11,,004466 $ 945 $$ 11,,998833 $ 1,509 $ 474 31% $ 2,040 ($ 57) (3%)

DEPRECIATION & AMORTIZATION 990055 291 11,,558888 489 1,099 225% 1,037 551 53%

TRANSLATION OF SELF-SUSTAINING FOR-
EIGN OPERATION 2244 - 2266 - 26 - 26 -

STOCK BASED COMPENSATION EXPENSE 55 21 1111 145 (134) (92%) 236 (225) (95%)

INTEREST ACCRETION ON
PROMISSORY NOTES 7766 - 7766 - 76 - 76 -

WRITE DOWN OF LONG-TERM INVESTMENTS - - - - - - 110 (110) (100%)
LOSS ON DISPOSAL OF CAPITAL ASSETS - - - - - - 7 (7) (100%)

FUTURE INCOME TAXES ((229900)) 23 ((229900)) 23 (313) (1,361%) 61 (351) (575%)
OPERATING CASH FLOW 11,,776666 1,280 33,,339944 2,166 1,228 57% 3,491 (97) (3%)

CHANGE IN NON-CASH WORKING CAPITAL ((11,,772288)) (607) ((771144)) (490) (224) (46%) 826 (1,540) (186%)

CASH FLOW FROM OPERATING ACTIVITIES $$ 3388 $ 673 $$ 22,,668800 $ 1,676 $ 1,004 60% $ 4,317 ($ 1,637) (38%)

CASH FLOW FROM OPERATING ACTIVITIES



million. In the two month period, capital expenditures, as a percentage of revenue, were unchanged at six per cent and
unchanged for the five month period at eight percent.  Generally, capital expenditures have ranged from six per cent to 10
per cent of revenue with the bulk of capital being spent on manufacturing and maintaining our fleet of survey systems.

CASH FLOW FROM FINANCING ACTIVITIES
In the two month period, financing activities consisted of lease payments of $0.1 million and proceeds from issuance of

common shares related to employee stock options of $0.1 million.  For the five months, financing activities consisted of
lease payments of $0.1 million and net proceeds from issuance of common shares of $7.0 million, of which $6.9 million
related to the acquisition of UTS and $0.1 million related to employee stock options.

LIQUIDITY AND CAPITAL RESOURCES
Our liquidity, as measured by cash balances, has increased by $0.7 million from the end of the last fiscal year (April 30,

2007) and $2.0 million from October 31, 2006.  This improvement in liquidity is a result of the generation of profitable sales
and management of working capital, offset by cash movements in connection with the UTS acquisition.  Cash and 
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22  MMoonntthhss
EEnnddeedd

3300-SSeepp-0077 

3 Months
Ended

31-Oct-06

55 MMoonntthhss
YYTTDD

3300-SSeepp-0077

6 Months
YTD

31-Oct-06

Change
30-Sep-07

to 
31-Oct-06

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07(000S)

CAPITAL LEASE PAYMENTS (($$ 8877))   $ -   (($$ 111111))   $ - ($ 111) $ - ($ 111) - 
PROCEEDS - ISSUANCE OF COMMON SHARES 6666 1   66,,999988 1   6,997 699,700% 140 6,858 4,898%
AEROQUEST SHARES REDEEMED (3)   - (3)   3 (100%) (330) 330 100%
CASH FLOW FROM FINANCING ACTIVITIES (($$ 2211)) ($ 2)   $$ 66,,888877 ($ 2) $ 6,889 344,450% ($ 190) $ 7,077 3,725%

CASH FLOW FROM FINANCING ACTIVITIES

22  MMoonntthhss
EEnnddeedd

3300-SSeepp-0077

3 Months
Ended

31-Oct-06

55 MMoonntthhss
YYTTDD

3300-SSeepp-0077

6 Months
YTD

31-Oct-06

Change
30-Sep-07

to 
31-Oct-06

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07(000S)

ACQUISITION OF CAPITAL ASSETS (($$ 557744)) ($ 318) (($$ 11,,555544)) ($ 783) ($ 771) (98%) ($ 1,992) $ 438 22%
CASH COSTS OF UTS ACQUISITION ((1199)) - ((77,,332211)) - (7,321) - - (7,321) -
LOAN RECEIVABLE - 16   - 16 (16) (100%) 60 (60) (100%)
CASH FLOW FROM INVESTING ACTIVITIES (($$ 559933)) ($ 302) (($$ 88,,887755)) ($ 767) ($ 8,108) (1,057%) ($ 1,932) ($ 6,943) (359%)

CAPITAL EXPENDITURES AS A % OF REVENUE 66%% 6% 88%% 8% 10%

CASH FLOW FROM INVESTING ACTIVITIES

CASH & WORKING CAPITAL CHANGES

22  MMoonntthhss
EEnnddeedd
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31-Oct-06
55 MMoonntthhss YYTTDD

3300-SSeepp-0077

12 Months
YTD

30-Apr-07

Change
30-Sep-07

to 
30-Apr-07(000S)

CASH $$ 55,,339999 $ 3,418 $$ 55,,339999 $ 4,706 $ 693 15%
NON-CASH CURRENT ASSETS 1100,,778899 3,430 1100,,778899 4,387 6,402 146%
CURRENT ASSETS 1166,,118888 6,848   1166,,118888 9,093 7,095 78% 

LESS: CURRENT LIABILITIES 1122,,223322 2,574 1122,,223322 4,891 7,341 150%
NET WORKING CAPITAL $$ 33,,995566 $ 4,274 $$ 33,,995566 $ 4,202 ($ 246) (6%)

CURRENT RATIO 11..33 2.7 11..33 1.9 - (32%)



short-term investments are generally invested in liquid Canadian dollar, Australian dollar or U.S. dollar 
denominated securities with maturities no greater than ninety days.

FINANCIAL POSITION
At September 30, 2007, we had current assets of $16.2 million and current liabilities of $12.2 million.  Net working 

capital was $4.0 million, a decrease of $0.2 million from April 30, 2007.  This $0.2 million change from the year-end 
April 30, 2007 is primarily due to the acquisition of UTS in July 2007, but was also influenced by rising current liabilities
from the change of revenue recognition policy and a higher number of contracts in process within Aeroquest.

TRANSACTIONS WITH RELATED PARTIES
For the five months ended September 30, 2007 we paid $0.1 million ($0.1 million for the six months 

ended October 31, 2006) to companies owned by certain directors for management consulting services.  These transactions
were in the normal course of operations and are measured at the exchange value (the amount of consideration established
and agreed to by the related parties), which approximates the arm's length equivalent value for services performed.

In the year, we entered into promissory notes with certain directors as part of the financing of the UTS 
acquisition.  The amount of the promissory notes to these directors is $2.5 million.

SHARE CAPITAL 
At September 30, 2007,  we had 27,310,273 Common Shares issued and outstanding. 
At September 30, 2007, Common Share stock options held by directors, officers, employees, consultants, and brokers

were as follows: 

We have a Restricted Stock Unit (RSU) plan under which the directors of the Company may grant RSU units of the
Company to qualified directors, officers, employees, and persons providing ongoing services to the Company.  The strike
price of these units will not be less than the market price of the common shares at the time of the grant.  The units vest
over a three year period with one third vesting in each of the three years on the anniversary date of the grant.  A total of
120,000 units were granted to employees at an average price of $0.75 per unit of which 110,000 are outstanding. There were
no grants of stock options or restricted stock units in the five months ended September 30, 2007.

In the second quarter of the fiscal year ended April 30, 2007, we received approval from the TSX for a normal course
issuer bid whereby the Company was given the right to purchase up to 500,000 of its own common shares on the open

Number of options Exercise price Expiry date
HELD BY DIRECTORS, OFFICERS, EMPLOYEES AND CONSULTANTS
UNDER THE COMPANY'S STOCK OPTION PLAN

32,500 $ 0.50 October 28, 2009

40,000 $ 2.00 October 28, 2009

5,000 $ 0.50 March 1, 2010

15,000 $ 2.00 June 30, 2010

27,500 $ 0.50 June 30, 2010

250,000 $ 0.50 February 9, 2011

50,000 $ 0.50 March 28, 2011

480,000 $ 0.60 June 30, 2011

30,000 $ 0.75 October 3, 2011

30,000 $ 0.75 October 13, 2011

15,000 $ 0.75 October 16, 2011
TOTAL VESTED & EXERCISABLE UNDER STOCK OPTION PLAN 975,000 $ 0.65 

FULLY VESTED & EXERCISABLE OPTIONS
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market for cancellation.  At September 30, 2007, we had purchased a total of 237,500 common shares of Aeroquest
International Limited for cancellation for  a total consideration of $330,000.  The share capital value and outstanding shares
have been adjusted to reflect this cancellation.

INTERNAL CONTROLS AND DISCLOSURE CONTROLS & PROCEDURES
We maintain a system of internal controls over financial reporting designed to safeguard assets and ensure that 

financial information is reliable.  We also undertake ongoing evaluations of the effectiveness of our internal controls over
financial reporting and, where appropriate, implement enhancements.  We also file annual and quarterly certifications in
accordance with Multilateral Instrument 52-109 certifying that our CEO and CFO have reviewed our financial statements
and MD&A to ensure that they do not contain an untrue fact or omit a material fact, and that they present fairly the 
financial position, results of operation and cash flows of our company.

We also maintain a system of disclosure controls and procedures designed to ensure the reliability completeness and
timeliness of the information we disclose in all of our public disclosure documents, including this MD&A.  These controls
are designed to ensure that information required to be disclosed by Aeroquest is recorded, processed, summarized and
reported on a timely basis, as required by law, and is accumulated and communicated to Aeroquest's senior management
and board of directors to allow timely decisions on required disclosure.  In addition, our Audit Committee and Board of
Directors provide an oversight role with respect to all public disclosure and review all financial statements, press 
releases, and MD&A, including this one.  Our annual and quarterly certifications also confirm that disclosure controls
exist, that we have evaluated their effectiveness, and that we have reported to you our conclusions about their 
effectiveness, especially during the period covered by this MD&A.

As of September 30, 2007, our Chief Executive Officer and Chief Financial Officer evaluated the effectiveness of the
Company's disclosure controls and procedures and internal control over financial reporting, and determined that they
were effective.

BUSINESS RISKS AND UNCERTAINTIES
MINERAL EXPLORATION SPENDING

The demand for our services is linked quite closely to the level of worldwide mineral exploration spending.  Over the
past several years, worldwide exploration spending has generally been increasing, driven by strong demand and higher
prices for most mineral commodities.  While this growth in exploration spending has benefitted us enormously, we must
be careful to ensure that we size our business at a level that allows us to sustain profitable operation in reaction to 
exploration cycle ebbs and flows.  In addition, we must continually seek to diversify our revenue stream so that we are less
reliant on any given commodity or any given market.

INDUSTRY COMPETITION
The level of competition in our industry is heavily influenced by changes in supply or demand.  Changes in supply can

occur as existing competitors expand (or contract) their fleets of airborne survey systems.  As these fleets expand they may
be deployed in areas where we are active.  If the demand for services is not high enough in these areas to support the 
additional systems, we would expect to see increased competition and an adverse effect on pricing.  To counter this risk,
we are working continually developing improvements to our systems to make them lighter and more economical to fly, 
allowing us to maintain profitability in the face of any price decreases, and we are working on expanding into areas that
provide us with competitive advantages; areas where our systems are particularly well suited to either the geography or
the geology. 

THREAT OF NEW ENTRANTS
The barriers to entry into the helicopter-based EM survey market are not insignificant.  However, over the past several

years a number of new EM systems have entered the market, most of which offer many similarities to our EM systems.  It
is possible that new entrants will continue to appear.  To mitigate this risk we focus on both maintaining our competitive
edge technologically, so that new entrant systems are not better systems, and on building long term client relationships
based on the provision of a wide variety of high quality geophysical survey systems in a wide variety of geographies, all
backed by a high service level.

The barriers to entry in the fixed-wing market are generally less than those in the helicopter-based EM market.
Consequently, there are a larger number of smaller firms in this market.  Our ability to distinguish ourselves in this 
market segment will come from the fact that we offer higher resolution surveys and a better service experience.
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TECHNOLOGICAL OBSOLESCENCE
It is possible that new technologies will emerge that replace our current EM technology.  Although, at this point we do

not see many, we maintain an active Research and Development function that, as time advances, will expand the range of
research activities to include potential new survey methods.  With this ongoing commitment to R&D, we hope to 
maintain and expand any technological advantage we currently have.

FINANCIAL RISKS
We are highly cash flow positive and our business is one with a higher proportion of variable costs than fixed.  This means

that we should be able to respond to changes in demand in a reasonably balanced manner.  However, we charge for 
surveys on a per line kilometre basis and pay helicopter costs (for example) on a per hour basis.  It is possible that in 
particularly competitive situations industry pricing could fall to a level that makes it difficult to adequately cover per-hour costs
with per line kilometre revenue.   On each survey, we project the anticipated helicopter costs, taking into account such factors as
the hourly charge of the helicopter, the current price of fuel, the expected production rate in the survey area, and the risk of
adverse weather.  We then establish pricing at a level that should ensure that we can cover our costs and earn an adequate return.

CURRENCY RISKS
We offer services on almost every continent in the world and have significant inflows (and outflows) in currencies other than

the Canadian dollar.  Currently, our largest exposures are to the Australian dollar and the U.S. dollar.  We actively monitor our
foreign exchange exposure and will use financial instruments and other techniques to hedge risk when we deem it appropriate.

WEATHER RISKS
Because we offer airborne services we can only survey in conditions that allow for flying.  Precipitation, wind, low 

visibility and excessively high or low temperatures can all affect our ability to fly.  In some areas, at some times of the year,
the weather can be highly unpredictable, or sometimes predictably bad.  Bad weather can and does affect our 
productivity and can adversely affect our profitability if we have not correctly anticipated it, or if we are subject to an
unusually long string of unusually bad weather.  We attempt to mitigate this risk by flying in many different areas of the
world at the same time, believing that the average weather over the globe is likely more stable than the average weather
in any given survey area.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES
NATURE OF BUSINESS

Aeroquest International Limited is incorporated under the Ontario Business Corporations Act.  We are a public 
company trading on the TSX Venture Exchange under the trading symbol AQL-V.  We, through our wholly-owned 
subsidiaries Aeroquest Limited, Aeroquest (UK) Ltd., and UTS Geophysics Pty Ltd. are engaged in the 
operation of providing airborne geophysical services to the mining, petroleum, environmental and geologic engineering
industries as well as government agencies worldwide.

Here and in our Consolidated Financial Statements (including the Notes) we have identified the accounting policies and
estimates that are critical to the understanding of our business and the results of our operations.

ACCOUNTING POLICY CHANGES
REVENUE RECOGNITION

In order to match more accurately revenues with the costs incurred in the pursuit of such revenue, we changed our 
revenue recognition policy effective May 1, 2007.  All historical periods have been and will be restated to conform to this new
revenue recognition policy.  As a result, the prior periods reported in this MD&A as well as in our Consolidated Financial
Statements, dated September 30, 2007, may not match the results made public in earlier reporting periods.  The total amount
of revenue and profits over the Company's history has not changed, but the period in which some of those revenues and 
profits were recorded may have changed by one quarter, earlier or later.  We now recognize revenue as follows:

MOBILIZATION CHARGES
Mobilization charges are recognized as revenue at the time we commence mobilization to a new job site.  The related
costs of mobilization are included in cost of sales.
SURVEY REVENUE
Survey revenue is recognized over the period of the contract at the rate of 95 per cent of the established per kilometre
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survey rate for every kilometre actually flown and accepted during the survey.   The final five percent of survey revenue
is recognized upon completion and shipment of the final report to the customer.
STANDBY CHARGES
Standby charges are recognized as revenue as standby days are incurred.  The related costs of standby are included in
cost of sales.
SALE OF EQUIPMENT
Revenue on sale of equipment is recognized when title transfers to the customer as defined in the sales agreement.  The
cost of the equipment sold is capitalized to work in process until revenue on the sale of the equipment is recorded and
then recognized in cost of sales.
In all cases, revenue is recognized only when the amounts are fixed and determinable and when we can be reasonably
assured of collection.

NEW ACCOUNTING STANDARDS
The results of operations of UTS Geophysics Pty Ltd. are prepared in accordance with Australian equivalents to

International Reporting Standards (AIFRS) and then adjusted to Canadian GAAP standards for consolidation.

USE OF ESTIMATES
In the preparation of our financial statements we are required to make some estimates of the fair value of certain 

transactions, or the likely impact of certain events on our results of operations.  The following is a summary of the areas
that require the most significant use of estimates:

CHANGE IN ACCOUNTING POLICIES
FINANCIAL INSTRUMENTS

Effective May 1, 2007 Aeroquest adopted the new recommendations of the Canadian Institute of Chartered Accountants
Handbook Section 1530, Comprehensive Income; Section 3251, Equity; Section 3855, Financial Instruments - Recognition
and Measurement; and Section 3861, Financial Instruments - Disclosure and Presentation. These new Handbook sections,
which are effective for fiscal years commencing on or after October 1, 2006, set out criteria for the recognition, 
measurement, disclosure and presentation of financial instruments. These new standards do not require policies followed
in prior periods to be revised. Thus, the comparative figures have not been restated. However, the new policy is required
to be implemented on a retroactive basis with any adjustments pertaining to prior periods reflected in retained earnings
or other comprehensive income.

Section 3855 requires all financial assets and liabilities to be classified into one of the following five categories: held-for-
trading; held-to-maturity; loans and receivables; available-for-sale financial assets; and other financial liabilities. All 
financial instruments, including derivatives, are measured on the balance sheet at fair value except for loans and 
receivables, held-to-maturity investments and other financial liabilities which are measured at amortized cost. Subsequent 
measurement and recognition of the changes in fair value of financial instruments depends upon their initial 
classifications, as follows:

Held-for-trading financial assets: measured at fair value with subsequent changes in fair value recognized in current
period net income;

Held-to-maturity assets, loans and receivables and other financial liabilities: initially measured at fair value and 
subsequently measured at amortized cost with changes recognized in current period net income;

Available-for-sale financial assets: measured at fair value with subsequent gains and losses included in other 
comprehensive income until the asset is removed from the balance sheets; and

Derivative financial instruments: classified as held-for-trading financial instruments and measured at fair value, with
respect to gains and losses in the current period income.

Upon the adoption of these new standards, Aeroquest designated its cash as held-for-trading, its accounts receivable as
loans and receivables, and its accounts payables and accruals as other financial liabilities and long term investments as
available for sale financial assets. Promissory notes are designated as other financial liabilities.

Comprehensive income represents the changes in the value of the net assets from non-owner sources. Other 
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comprehensive income refers to items that are recognized in the comprehensive income but excluded from net income 
calculated in accordance with Canadian generally accepted accounting principles until such time as it is considered 
appropriate to recognize them in net income. Aeroquest had $24,793 in "other comprehensive income" transactions during
the five months ended September 30, 2007 and had an opening transitional adjustment to accumulated other 
comprehensive income of $48,000 at May 1, 2007.

BAD DEBT EXPENSE
We are required each reporting period to make an estimate of the likelihood that we will collect all of the accounts 

receivable owed to us.  This requires that we exercise some judgment about the timing and likelihood of payment on
accounts that have become past due and record a provision for those accounts where there is significant risk of collection.
We review all outstanding accounts receivable on at least a monthly basis to establish whether or not any action is required.

FOREIGN CURRENCY TRANSLATION
We record revenue in Canadian, Australian and United States dollars as well as in Euros and, at times, other 

currencies.  Changes in the exchange rates between currencies may create a change in the revenue or profit on a survey
between the time we record revenue and the time we disburse for costs.  In addition, we translate all amounts into
Canadian dollars for the purposes of financial reporting.

Foreign currency accounts are translated into Canadian dollars as follows:
• At the transaction date, each asset, liability, revenue, and expense is translated into Canadian dollars by the use of the

monthly average exchange rate.
• At the period end date, monetary assets and liabilities are translated into Canadian dollars by using the exchange rate

in effect at that date.
The resulting foreign exchange gains and losses are included in income in the current period.

INCENTIVE COMPENSATION
We have an Incentive Plan of which all employees are members.  The Incentive Plan establishes Target and Stretch 

performance levels against which the performance of the Company and its employees and managers are measured.  Each
quarter we accrue an amount equal to one quarter of the estimated Incentive Plan payout based on the Company 
meeting its Target performance levels.  The actual amount paid could be different from the amounts estimated in interim
periods requiring an adjustment, usually in the fourth quarter of the year.

STOCK BASED COMPENSATION
Liabilities incurred, or other compensation arrangements, that are based on the price of common stock are measured at

fair value at each reporting date with the change in fair value reported in the statement of operations.
The fair value of stock-based compensation is estimated using a Black-Scholes option pricing methodology. The 

principal assumptions required for the Black-Scholes methodology are assumptions about the expected life of the options,
and the expected volatility and dividend policy of the underlying stock over the expected life of the options.
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AUDITORS' REPORT

To the Shareholders of Aeroquest International Limited,

We have audited the consolidated balance sheets of Aeroquest International Limited as at September 30, 2007 and April
30, 2007 and the consolidated statements of operations and comprehensive income, retained earnings, shareholders 
equity and cash flows for the periods then ended.  These financial statements are the responsibility of the Company's 
management. Our responsibility is to express an opinion on these financial statements based on our audits.

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

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the
Company as at September 30, 2007 and April 30, 2007 and the results of its operations and its cash flows for the periods
then ended in accordance with Canadian generally accepted accounting principles.

(signed) "BDO Dunwoody LLP"

Chartered Accountants, Licensed Public Accountants
Toronto, Ontario
January 15, 2008
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AS AT 3300-SSeepp-0077 30-Apr-07
ASSETS

CURRENT

CASH AND CASH EQUIVALENTS $$ 55,,339988,,777777 $ 4,706,035
ACCOUNTS RECEIVABLE 88,,001144,,771177 3,758,228
UNBILLED CONTRACTS IN PROCESS 22,,331122,,009988 23,029
PREPAID EXPENSES AND DEPOSITS 446622,,110099 606,144

1166,,118877,,770011 9,093,436
LONG TERM INVESTMENTS (NOTE 1) 9900,,000011 16,001
CAPITAL ASSETS (NOTE 2) 77,,661188,,887733 3,649,769
INTANGIBLE ASSETS(NOTE 3) 2200,,443311,,886600 -
GOODWILL (NOTE 4) 99,,119999,,110088 -
FUTURE INCOME TAXES (NOTE 10) 114433,,774477 1,567 

TOTAL ASSETS $$ 5533,,667711,,229900 $ 12,760,773

LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES $$ 55,,332255,,992288 $ 2,134,442
INCOME TAXES PAYABLE 22,, 223388,,554433 994,943
DEFERRED REVENUE 33,,883388,,446633 1,761,281
PROMISSORY NOTES (NOTE 5) 553366,,444499 -
CAPITAL LEASE OBLIGATIONS (NOTE 6) 229922,,446666 -

1122,,223311,,884499 4,890,666
LONG TERM

PROMISSORY NOTES (NOTE 5) 22,,559977,,333399 -
CAPITAL LEASE OBLIGATIONS (NOTE 6) 772200,,223300 -
FUTURE INCOME TAXES (NOTE 10) 66,,556666,,005566 -

2222,,111155,,447744 4,890,666

SHAREHOLDERS' EQUITY

SHARE CAPITAL (NOTE 8) 2277,,440033,,559944 5,992,289
CONTRIBUTED SURPLUS (NOTE 8) 11,,332200,,446611 1,102,228 
ACCUMULATED OTHER COMPREHENSIVE INCOME 7722,,779944 -
RETAINED EARNINGS 22,,775588,,996677 775,590

3311,,555555,,881166 7,870,107

TOTAL LIABILITIES AND SHAREHOLDERS’ EEQUITY $$ 5533,,667711,,229900 $ 12,760,773

On behalf of the Board,

Roy T. Graydon Director

John Barker Director

AEROQUEST INTERNATIONAL LIMITED
CONSOLIDATED BALANCE SHEETS

The accompanying summary of significant accounting policies
and notes are an integral part of these financial statements.
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FOR THE FIVE MONTHS ENDED 3300-SSeepp-0077 30-Apr-07 
(WITH COMPARATIVES FOR THE YEAR ENDED 30-APR-07)
SALES $$ 1199,,229999,,661188 $ 20,187,043

COST OF SALES 1111,,557733,,991133 11,006,595
GROSS MARGIN 77,,772255,,770055 9,180,448

EXPENSES AND OTHER ITEMS

AMORTIZATION EXPENSE 889922,,558877 93,757
DEPRECIATION EXPENSE 669944,,880088 942,666
DEVELOPMENT EXPENSE 228877,,555544 530,515
FOREIGN EXCHANGE LOSS 338844,,336633 119,635
GENERAL & ADMINISTRATIVE EXPENSES 22,,335533,,006699 3,764,145
STOCK BASED COMPENSATION EXPENSE 1111,,445588 236,306

44,,662233,,883399 5,687,024

OPERATING INCOME 33,,110011,,886666 3,493,424

OTHER ITEMS

CONTRACT CANCELLATION COSTS - 270,000 
OTHER COSTS (INCOME) ((442200)) (254,697) 

((442200)) 15,303

INCOME BEFORE INCOME TAXES 33,,110022,,228866 3,478,121

INCOME TAXES (RECOVERY) ((NOTE 10)
CURRENT 11,,440088,,770011 1,376,618
FUTURE ((228899,,779922)) 61,225

11,,111188,,990099 1,437,843
NET INCOME FOR THE PERIOD 11,,998833,,337777 2,040,278

REVALUATION OF LONG-TERM INVESTMENTS TO

FAIR MARKET VALUE ((11,,000000)) -
UNREALIZED GAIN ON TRANSLATION OF

SELF-SUSTAINING FOREIGN OPERATION 2255,,779933 -
TOTAL COMPREHENSIVE INCOME FOR THE PERIOD $$ 22,,000088,,117700 $ 2,040,278

AEROQUEST INTERNATIONAL LIMITED
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.
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CONSOLIDATED FINANCIAL STATEMENTS

FOR THE FIVE MONTHS ENDED 3300-SSeepp-0077 30-Apr-07 
(WITH COMPARATIVES FOR THE YEAR ENDED 30-APR-07)
RETAINED EARNINGS (DEFICIT), BEGINNING

OF YEAR, AS PREVIOUSLY REPORTED $$ 553300,,556611 ($ 1,136,790)
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING POLICY (NOTE 9) 224455,,002299 97,768
RETAINED EARNINGS (DEFICIT), BEGINNING OF YEAR AS RESTATED 777755,,559900 (1,039,022)

NET INCOME 11,,998833,,337777 2,040,278
EXCESS OF PURCHASE PRICE OVER COST

ON REDEMPTION OF SHARES (NOTE 8) - (225,666)

RETAINED EARNINGS, END OF YEAR $$ 22,,775588,,996677 $ 775,590

EARNINGS PER SHARE: (NOTE 13)
BASIC $$ 00..0099 $ 0.13
FULLY DILUTED $$ 00..0088 $ 0.12

AEROQUEST INTERNATIONAL LIMITED
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.

FOR THE FIVE MONTHS ENDED 30-SEP-07
Share 

Capital
Contributed

Surplus
Retained
Earnings

Accum. Other
Comp.
Income

Total
Shareholders’

Equity
BALANCE 30-AAPR-007 $ 5,992,289 $ 1,102,228 $ 775,590 $ - $ 7,870,107

TRANSITIONAL ADJUSTMENT ON ADOPTION OF
FINANCIAL INSTRUMENTS 48,000 48,000 
ISSUANCE OF COMMON SHARES FOR CASH 7,650,000 7,650,000 
ISSUANCE OF COMMON SHARES ON ACQUISITION 14,620,000 14,620,000 
COSTS ASSOCIATED WITH EQUITY ISSUE (1,005,670) (1,005,670)

SHARE ISSUANCES PURSUANT TO STOCK
OPTIONS EXERCISED 146,975 (63,225) - 83,750
BROKER WARRANTS 270,000 270,000
NET INCOME FOR THE PERIOD 1,983,377 1,983,377

STOCK BASED COMPENSATION EXPENSE 11,458 11,458

UNREALIZED GAIN/(LOSS) ON TRANSLATION OF
SELF SUSTAINING FOREIGN OPERATIONS 25,794 25,794

REVALUATION OF LONG TERM INVESTMENTS
TO FAIR MARKET VALUE (1,000) (1,000)
BALANCE 30-SSEP-007 $$ 2277,,440033,,559944 $$ 11,,332200,,446611 $$  22,,775588,,996677 $$ 7722,,779944 $$ 3311,,555555,,881166

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.
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AEROQUEST INTERNATIONAL LIMITED
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE FIVE MONTHS ENDED ENDED 3300-SSeepp-0077 30-Apr-07 
(WITH COMPARATIVES FOR THE YEAR ENDED 30-APR-07)
CASH PROVIDED BY (USED IN):

OPERATING ACTIVITIES

NET INCOME FOR THE YEAR $$ 11,,998833,,337777 ($ 2,040,278)

ADJUSTMENTS REQUIRED TO RECONCILE NET INCOME WITH
NET CASH FROM OPERATING ACTIVITIES

AMORTIZATION OF INTANGIBLE ASSETS 889922,,558877 93,757
DEPRECIATION OF CAPITAL ASSETS 669944,,880088 942,666
TRANSLATION OF SELF-SUSTAINING FOREIGN OPERATION 2255,,779944 -
WRITE DOWN OF LONG TERM INVESTMENT - 110,000
STOCK-BASED COMPENSATION EXPENSE 1111,,445588 236,306
FUTURE INCOME TAXES (RECOVERY) ((228899,,779922)) 61,225
INTEREST ACCRETION ON PROMISSORY NOTES 7766,,443344 -
LOSS ON DISPOSAL OF CAPITAL ASSETS - 7,377

33,,339944,,666666 3,491,609
CHANGES IN NON CASH WORKING CAPITAL BALANCES

ACCOUNTS RECEIVABLE ((11,,116600,,777711)) (1,850,909)
PREPAID EXPENSES AND DEPOSITS 114444,,003355 (547,463)
UNBILLED CONTRACTS IN PROCESS ((992277,,883300)) 19,021
ACCOUNTS PAYABLE AND ACCRUED LIABILITIES ((776622,,771188)) 550,400
INCOME TAXES ((8844,,227733)) 1,474,943
DEFERRED REVENUE 22,,007777,,118822 1,179,823

22,,668800,,229911 4,317,424
INVESTING ACTIVITIES

LOAN RECEIVABLE - 60,528
PURCHASE OF CAPITAL ASSETS ((11,,555533,,880099)) (1,992,194)
CASH COSTS OF ACQUISITION (NOTE 4) ((77,,332211,,007777)) -

((88,,887744,,888866)) (1,931,666)
FINANCING ACTIVITIES

CAPITAL LEASE PAYMENTS ((111100,,774433)) -
PROCEEDS FROM ISSUANCE OF COMMON SHARES/WARRANTS 66,,999988,,008800 140,000
AEROQUEST SHARES REDEEMED - (330,402) 

66,,888877,,333377 (190,402)

NET CHANGE IN CASH AND CASH EQUIVALENTS DURING THE PERIOD 669922,,774422 2,195,356
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 44,,770066,,003355 2,510,679
CASH AND CASH EQUIVALENTS, END OF PERIOD $$ 55,,339988,,777777 $ 4,706,035

The accompanying summary of significant accounting policies and notes are
an integral part of these financial statements.

SUPPLEMENTARY INFORMATION (NOTE 14)



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF BUSINESS
Aeroquest International Limited is incorporated under the Ontario Business Corporations Act. The Company is a 

public company trading on the TSX Venture Exchange under the trading symbol AQL-V.
The Company is engaged in the operation of providing airborne geophysical services to the mining, oil & gas, 

environmental and geologic engineering industries as well as government agencies worldwide.
The Company acquired 100% of the voting shares of UTS Geophysics Pty Ltd on July 3, 2007. UTS Geophysics Pty Ltd

is incorporated in Australia and has been in operation since 1992. Its head office is located at Perth Airport, Western
Australia. UTS provides high resolution airborne magnetic, radiometric and gravimetric surveys using fixed-wing and
rotary-wing aircraft for the exploration and environmental industries.

The Company's wholly owned subsidiary, Aeroquest (UK) Limited is incorporated under the laws of England and Wales
and is engaged in the operation of providing airborne geophysical services to the mining, oil & gas, environmental and
geologic engineering industries as well as government agencies worldwide.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries,
Aeroquest Limited, Aeroquest (UK) Limited and UTS Geophysics Pty Ltd   All significant inter company transactions
and balances have been eliminated on consolidation.  Certain comparative figures have been reclassified to conform to
the presentation adopted for the current period.

USE OF ESTIMATES
These financial statements have been prepared in accordance with generally accepted accounting principles in Canada.

The preparation of financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates as additional information becomes available in the future.  The financial
statements have, in management's opinion, been properly prepared using careful judgment within reasonable limits of
materiality and within the framework of the accounting policies summarized below.

REVENUE RECOGNITION
MOBILIZATION CHARGES - Mobilization charges are recognized as revenue at the time the Company commences

mobilization to a new job site.  The related costs of mobilization are included in cost of sales.
SURVEY REVENUE - Survey revenue is recognized over the period of the contract at the rate of 95 per cent of the 

established per kilometre survey rate for every kilometre actually flown and accepted during the survey.   The final five
percent of survey revenue is recognized upon completion and shipment of the final report to the customer.

STANDBY CHARGES - Standby charges are recognized as revenue as standby days are incurred.  The related costs of
standby are included in cost of sales.

SALE OF EQUIPMENT - Revenue on sale of equipment is recognized when title transfers to the customer as defined in
the sales agreement.  The cost of the equipment sold is capitalized to work in process until revenue on the sale of the 
equipment is recognized and then costs are recognized in cost of sales.

In all cases, revenue is recognized only when the amounts are fixed and determinable and when we can be reasonably
assured of collection.

Unbilled contracts in process represent the difference between revenue recognized on a percentage completion basis for
contracts in process and that billed on the contract.

The annual financial statements follow the same accounting policies and methods as the most recent annual financial
statements with the exception of a change in its revenue recognition policy from a completed contract basis to a 
percentage of completion basis effective May 1, 2007. This change has been made to more accurately reflect the business
activity in Aeroquest and match revenues with the costs incurred in the pursuit of such revenue.

All historical periods have been restated to conform to this new revenue recognition policy.  As a result, the prior 
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AEROQUEST INTERNATIONAL LIMITED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 30-SEP-07 AND 30-APR-07



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

period comparatives may not match the results made public in earlier reporting periods.  Further information can be found
in Note 9 - Cumulative effect of change in accounting policy.

FOREIGN CURRENCY TRANSLATION
The Company's functional currency is the Canadian dollar. Foreign currency accounts are translated into Canadian 

dollars as follows:  At the transaction date, each asset, liability, revenue and expense is translated into Canadian dollars at
the monthly average exchange rate.  At the period end date, monetary assets and liabilities are translated into Canadian
dollars by using the exchange rate in effect at that date.  The resulting foreign exchange gains and losses are included in
income in the current period.

The accounts of self-sustaining foreign operations are translated at period end exchange rates, and revenues and 
expenses are translated at monthly average exchange rates. Differences arising from these foreign currency translations are
recorded in shareholders' equity as accumulated other comprehensive income until they are realized by a reduction in the
investment.

CASH AND CASH EQUIVALENTS
Cash and cash equivalents consist of cash on hand and short term investments readily convertible to cash with original

maturities of 90 days or less.

LONG TERM INVESTMENTS
Long term investments are classified as available-for-sale financial assets and measured at fair value with subsequent

gains and losses included in other comprehensive income until the asset is removed from the balance sheet. 

CAPITAL ASSETS
Capital assets are stated at cost less accumulated amortization.   Cost is net of related investment tax credits and 

government grants.  Amortization based on the estimated useful life of the asset is calculated as follows:
Airborne and geophysical equipment - 30% diminishing balance
Automotive equipment - 30% diminishing balance
Data processing equipment - 30% diminishing balance
Office equipment - 20% diminishing balance
Leasehold improvements - shorter of estimated economic life or lease term

INTANGIBLE ASSETS AND OTHER LONG-LIVED ASSETS
Intangible assets are amortized over the useful life of the underlying asset. No amortization is recorded where the asset

has an infinite life or is not determinable. Any intangible assets not subject to amortization are tested annually for any
impairment.  Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recoverable.  Recoverability of assets to be held and used is measured by com-
parison of the carrying amount of an asset to future net undiscounted cash flows expected to be generated by the asset.  If
such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which carrying
amounts of the assets exceed the fair value of the assets.  Assets to be disposed of are reported at the lower of the carrying
amount or fair value less cost to sell.

Amortization is recorded on a straight line basis over the estimated useful life of the assets as follows:
Customer relationships - 7 years
Technology - 7 years
Sales backlog - 1 year
Trade name - not amortized

GOODWILL
Goodwill is the resulting excess of purchase price over the fair value of the assets acquired. Goodwill is tested for 

impairment on an annual basis unless an event occurs that would render the fair value of a reporting unit below its carry-
ing amount. Any impairment in goodwill is written off against earnings.
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RESEARCH AND DEVELOPMENT
All research costs are charged to operations in the year of expenditure.  Development costs are only capitalized if they

meet the criteria for capitalization and are amortized over the period of the expected life.  Development costs are written
off when there is no longer expectation of future benefits. Any investment tax credits received for these costs are 
allocated to other income and recognized when there is reasonable assurance that the credits will be realized.

INCOME TAXES
The Company follows the asset and liability method of tax allocation in accounting for income taxes.  Under this method,

future income tax assets and liabilities are determined based on differences between the financial reporting and tax bases
of assets and liabilities, and measured using the substantively enacted tax rates and laws expected to be in effect when the
differences are realized.

STOCK BASED COMPENSATION
Liabilities incurred, or other compensation arrangements that are based on the price of common stock, are measured at

fair value at each reporting date with the change in fair value reported in the statement of operations.
The Company uses the fair value based method of accounting for all its stock based compensation including restricted

stock units.  Accordingly, the fair value method of accounting is applied for stock options and restricted stock units 
granted to directors, officers, employees and consultants whereby the fair value of options granted is recognized on a
straight line basis over the vesting period. When the awards are exercised, share capital is credited by the sum of the 
consideration paid together with the related portion previously credited to contributed surplus.

CHANGE IN ACCOUNTING POLICIES - FINANCIAL INSTRUMENTS
Effective May 1, 2007 Aeroquest adopted the new recommendations of the Canadian Institute of Chartered Accountants

Handbook Section 1530, Comprehensive Income; Section 3251, Equity; Section 3855, Financial Instruments - Recognition
and Measurement; and Section 3861, Financial Instruments - Disclosure and Presentation. These new Handbook sections,
which are effective for fiscal years commencing on or after October 1, 2006, set out criteria for the recognition, 
measurement,disclosure and presentation of financial instruments. These new standards do not require policies followed
in prior periods to be revised. Thus, the comparative figures have not been restated.  However, the new policy is required
to be implemented on a retrospective basis with any adjustments pertaining to prior periods reflected in retained earnings
or other comprehensive income.

Section 3855 requires all financial assets and liabilities to be classified into one of the following five categories: held-for-
trading; held-to-maturity; loans and receivables; available-for-sale financial assets; and other financial liabilities. All 
financial instruments, including derivatives, are measured on the balance sheet at fair value except for loans and 
receivables, held-to-maturity investments and other financial liabilities which are measured at amortized cost. Subsequent
measurement and recognition of the changes in fair value of financial instruments depends upon their initial 
classifications, as follows:

Held-for-trading financial assets: measured at fair value with subsequent changes in fair value recognized in current
period net income;

Held-to-maturity assets, loans and receivables and other financial liabilities: initially measured at fair value and 
subsequently measured at amortized cost with changes recognized in current period net income;

Available-for-sale financial assets: measured at fair value with subsequent gains and losses included in other 
comprehensive income until the asset is removed from the balance sheets; and

Derivative financial instruments: classified as held-for-trading financial instruments and measured at fair value, with
respect to gains and losses in the current period income.

Upon the adoption of these new standards, Aeroquest designated its cash as held-for-trading, its accounts receivable as
loans and receivables, and its accounts payables and accruals as other financial liabilities and long term investments as
available for sale financial assets. Promissory notes are designated as other financial liabilities 

Comprehensive income represents the changes in the value of the net assets from non-owner sources. Other 
comprehensive income refers to items that are recognized in the comprehensive income but excluded from net income 
calculated in accordance with Canadian generally accepted accounting principles until such time as it is considered 
appropriate to recognize them in net income. Aeroquest had $24,794 in "other comprehensive income" transactions during
the five months ended September 30, 2007 and had an opening transitional adjustment to accumulated other 
comprehensive income of $48,000 at May 1, 2007.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. LONG TERM INVESTMENTS
The Company owns shares in a number of Canadian public companies.  The market value of these investments at

September 30, 2007 was $90,001, ($91,000 at April 30, 2007).

2. CAPITAL ASSETS

Equipment in process refers to airborne equipment that was not ready for use at year end. Included in the above are
assets under capital lease as:

Depreciation for assets under capital lease for the period was $100,142.

3. INTANGIBLE ASSETS
Certain intangible assets were acquired as part of the acquisition of UTS (See Note 4). These intangible assets have been

identified and recorded at their fair values as of the date of the acquisition.

Intangible aasset Amortization PPeriod
(years) Cost Accumulated

Amortization Net BBook VValue

CUSTOMER RELATIONSHIPS 7 $ 12,717,447 $ 454,194 $ 12,263,253 

TECHNOLOGY 7 5,926,000 211,643 $5,714,357 

SALES BACKLOG 1 907,000 226,750 $680,250 

TRADE NAME 0 1,774,000 -   $1,774,000 

$$ 2211,,332244,,444477 $$ 889922,,558877 $$ 2200,,443311,,886600 
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3300-SSeepp-0077 30-Apr-07

CCoosstt AAccccuummuullaatteedd
DDeepprreecciiaattiioonn NNeett BBooookk VVaalluuee NNeett BBooookk VVaalluuee

AIRBORNE AND GEOPHYSICAL EQUIPMENT $$ 88,,773344,,996677 $$ 22,,775544,,889955 $$ 55,,998800,,007722 $ 2,562,147
AUTOMOTIVE EQUIPMENT 558855,,226655 227766,,666699 330088,,559966 162,949
DATA PROCESSING EQUIPMENT 444499,,888877 221199,,774488 223300,,113399 189,483
LEASEHOLD IMPROVEMENTS 9955,,551100 1111,,887788 8833,,663322 88,586
OFFICE EQUIPMENT 337777,,001144 8899,,332299 228877,,668855 180,208

1100,,224422,,664433 33,,335522,,551199 66,,889900,,112244 3,183,373
EQUIPMENT IN PROCESS 772288,,774499 -   772288,,774499 466,396

$$ 1100,,997711,,339922 $$ 33,,335522,,551199 $$ 77,,661188,,887733 $ 3,649,769

AEROQUEST INTERNATIONAL LIMITED
NOTES TO FINANCIAL STATEMENTS 30-SEP-07 AND 30-APR-07

3300-SSeepp-0077

CCoosstt AAccccuummuullaatteedd
DDeepprreecciiaattiioonn NNeett BBooookk VVaalluuee

AIRBORNE & GGEOPHYSICAL EQUIPMENT $$ 11,,333355,,222266 $$ 110000,,114422 $$ 11,,223355,,008844



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

4. BUSINESS ACQUISITION
On July 3, 2007, the Company acquired 100% of the outstanding share capital of UTS Geophysics Pty Ltd. for a total 

consideration of CAD$24,998,431, which includes direct costs related to the acquisition of $270,281. The total consideration
paid is made up of the following:

The acquisition has been accounted for under the purchase method of accounting and the results of operations have been
included in the consolidated statements of operations, effective from the acquisition date.

The process of valuing certain assets acquired is not finalized and, as such, the fair value allocations of the purchase price
are subject to change, and this change could be significant. On a preliminary basis, details of the consideration given and
the fair value of net assets acquired, in Canadian dollars, are as follows:

5. PROMISSORY NOTE
As part of the acquisition of UTS, the Company entered into unsecured subordinated promissory note agreements with

the sellers UTS for a total value of $3,355,000.  The promissory notes are non-interest bearing for the first year and then
bear interest at an annual rate of 10 per cent calculated on a simple basis, payable semi-annually in arrears on June 30 and
December 31 of each year.  The promissory notes mature on June 30, 2011 and call for principal payments of $838,750 on
June 30 2008 and each year thereafter until June 30, 2011.  The notes have been discounted at a rate of 10% to $3,057,354,
which represents the fair value of the notes at the date of acquisition.  The fair value of the notes at September 30, 2007
under the effective interest method is $3,133,788.  The $76,434 difference between the fair value at acquisition and year end 
represents interest accretion.

The company covenants that it will not borrow or guarantee any indebtedness other than operating lines of credit and
any credit facility or other indebtedness in existence at the time of the promissory notes without the consent of the note
holders. As well, any cash proceeds from the issuance of any securities to the public or upon the exercise of any warrants
existing as of the date of the note will go to repay the latest scheduled principal payment outstanding.

Included in the balance is $2,488,168 due to related parties.

CASH $ 2,140,180
ACCOUNTS RECEIVABLE 3,097,521

UNBILLED CONTRACTS IN PROCESS 1,361,239

CAPITAL ASSETS 3,110,103

FUTURE INCOME TAXES (6,683,533)

ACCOUNTS PAYABLE AND ACCRUALS (3,972,024)

CAPITAL LEASE OBLIGATIONS (1,110,557)

INCOME TAXES PAYABLE (1,327,873)

INTANGIBLE ASSETS 21,324,447

GOODWILL 9,199,108
TOTAL NET ASSETS ACQUIRED, NET OF CASH $ 24,998,431

CASH, NET OF CASH ACQUIRED $ 7,050,796

ACQUISITION COSTS 270,281 
CASH COSTS OF ACQUISITION 7,321,077 

SHARES OF AEROQUEST INTERNATIONAL (6,800,000 SHARES @ $$2.15) 14,620,000 

PROMISSORY NOTE 3,057,354 
TOTAL PURCHASE PRICE $ 24,998,431 
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6. CAPITAL LEASE OBLIGATION
Finance leases are established for the purchase of capital assets with terms ranging from 1 to 5 years. The lease 

obligations are capitalized at the lease inception at the lower of fair value of the leased property and the present value of
the minimum lease payments.  The weighted average interest rate implicit in the leases is 7.63%. 

Commitments in relation to capital leases are payable as follows:

7. OPERATING LEASE COMMITMENTS
The Company has several operating leases for premises.  The lease payments range from $1,800 per month to $16,000

per month. Leases expire in May 2008, June 2009, October 2009 and January 2012.

8. SHARE CAPITAL
(a) Authorized:

Unlimited number of voting common shares.
(b) Issued and outstanding:

In the stub year end September 30, 2007, the Company issued a total of 11,300,000 common shares for a total value
of $21,775,000. Of the issued common shares, 6,800,000 shares were issued at an ascribed value of $2.15 to the 
sellers of UTS based on the market value of the shares on the date of closing and 4,500,000 were issued as part of

WITHIN ONE YEAR $ 358,106

LATER THAN ONE YEAR BUT NOT LATER THAN FIVE YEARS 786,369

MINIMUM LEASE PAYMENTS 1,144,475

FUTURE FINANCE CHARGES (131,779)

RECOGNIZED AS A LIABILITY $ 1,012,696

REPRESENTING CAPITAL LEASE OBLIGATION:
CURRENT $ 292,466

LONG TERM 720,230

$ 1,012,696
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2008 $ 406,007

2009 398,177

2010 284,335

2011 285,668

2012 102,433
$$ 11,,447766,,662200

3300-SSeepp-0077 30-Apr-07
SHARE CAPITAL, OPENING 1155,,885577,,777733 $$ 55,,999922,,228899 15,840,273 $ 5,836,176

SHARES ISSUED ON EXERCISE OF STOCK OPTIONS 115522,,550000 114466,,997755 255,000 243,925
ISSUANCE OF COMMON SHARES FOR CASH 44,,550000,,000000 77,,665500,,000000 - -
ISSUANCE OF COMMON SHARES ON ACQUISITION (NOTE 4) 66,,880000,,000000 1144,,662200,,000000 - -
COSTS ASSOCIATED WITH EQUITY ISSUE - ((11,,000055,,667700)) - -
SHARES REDEEMED - - (237,500) (87,812)

SHARE CAPITAL, CLOSING 2277,,331100,,227733 $$ 2277,,440033,,559944 15,857,773 $ 5,992,289
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a subscription receipt unit offering of one common share plus one half a common share purchase warrant priced
at $1.70. 
The Company did not redeem any of its shares in the period September 30, 2007. For the year ended April 30, 2007, the
Company redeemed shares at a total cost of $330,402. This amount is allocated as follows: $87,812 to share capital,
$16,924 to contributed surplus and the resulting excess of $225,666 to retained earnings.

(c) Share Purchase Warrants
Warrants issued in the year were issued in connection with a private placement of subscription receipt units and
are exercisable at the holder's option. Warrants at an exercise price of $2.45 have an acceleration clause that 
entitles the Company to force exercise of the warrants if the stock price on the TSX Venture Exchange equals or
exceeds $3.50 for a period of 20 consecutive trading days beginning November 3, 2007.  There are no conditions
whereby the Company would have to settle the warrants in cash. The warrants issued to the brokers on the 
equity offering of 450,000 have a value of $270,000 which is included in the cost associated with the equity offering.

The fair value of each warrant granted has been estimated as of the date of the grant using a Black-Scholes model
with the following assumptions: Risk free rate of interest 4 per cent - dividend yield 0 per cent - volatility 70 per
cent - term 2 years.  No warrants had been exercised at September 30, 2007.

(d) Stock Options
The Company has a Stock Option plan under which the directors of the Company may grant options to acquire
shares of the Company to qualified directors, officers, employees and persons providing ongoing services to the
Company.  The strike price of these options will not be less than the market price of the common shares at the time
of the grant.  The options generally vest over a three year period with one third vesting in each of the three years
on the anniversary date of the grant and have a term of five years.
The following table reflects the continuity of options granted under the stock option plan for the periods ended
September 30, 2007 and April 30, 2007.
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Number oof wwarrants Fair VValue Exercise PPrice Expiry DDate

2,250,000 $ 0.22 $ 2.45 03 July 2009

450,000 $ 0.60 $ 1.95 03 July 2009

Number oof ooptions Average eexercise pprice 
OUTSTANDING, 330-AAPR-006 997,500 $ 1.10

OPTIONS GRANTED 740,000 0.62

OPTIONS EXPIRED OR CANCELLED (355,000) 1.96

OPTIONS EXERCISED (255,000) 0.55
OUTSTANDING AND EXERCISABLE, 330-AAPR-007 1,127,500 $ 0.64

OPTIONS GRANTED - -

OPTIONS EXERCISED (152,500) 0.55

OPTIONS EXPIRED - -
OUTSTANDING AND EXERCISABLE, 330-SSEP-007 975,000 $ 0.65
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The fair value of stock options granted during the April 2007 period was estimated using the Black Scholes option
pricing model on the date of the grant with the following weighted average assumptions:

(e) Restricted Stock Unit Plan
The Company has a Restricted Stock Unit (RSU) plan under which the directors of the Company may grant RSU
units of the Company to qualified directors, officers, employees and persons providing ongoing services to the
Company.  The strike price of these units will not be less than the market price of the common shares at the time
of the grant.  The units vest over a three year period with one third vesting in each of the three years on the
anniversary date of the grant.
The following table reflects the continuity of restricted stock units granted under the RSU plan for the period
ended September 30, 2007:

(f) Contributed Surplus

29

AAEREROQUESOQUES TT IINTERNANTERNATIONALTIONAL LLIMITEDIMITED Annual Report ❖❖ Stub Year Ended 30-Sep-07

22000077 

STOCK PRICE AT GRANT DATE $0.60  - $0.72

EXERCISE PRICE $0.62

EXPECTED LIFE OF OPTIONS 3 years

EXPECTED STOCK PRICE VOLATILITY 70%

EXPECTED DIVIDEND YIELD - 

RISK FREE INTEREST RATE 4.0%

NNuummbbeerr ooff UUnniittss AAvveerraaggee eexxeerrcciissee pprriiccee 

OUTSTANDING, 330-AAPR-006 - -

GRANTED 120,000 $ 0.75

EXPIRED/CANCELLED (10,000) 0.75

OUTSTANDING, 330-AAPR-007 110,000 0.75

GRANTED -

EXPIRED -

OUTSTANDING, 330-SSEP-007 110,000 $ 0.75

3300-SSeepp-0077 30-Apr-07

CONTRIBUTED SURPLUS, BEGINNING OF PERIOD $$ 11,,110022,,222288 $ 986,771 

STOCK OPTION EXPENSE - 221,410

RESTRICTED STOCK UNIT EXPENSE 1111,,445588 14,896   

REDEMPTION OF SHARES - (16,924)   

EXERCISE OF STOCK OPTIONS ((6633,,222255)) (103,925)

BROKER WARRANTS (450,000 @@ $$ 00.60) 227700,,000000   -

CONTRIBUTED SURPLUS, END OF PERIOD $$ 11,,332200,,446611 $ 1,102,228 
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9. CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING POLICY
The prior period adjustments come as a result of a change in the Company's revenue recognition policy from a contract

completion basis to percentage of completion basis. This change in accounting policy applied retroactively has a total
impact on net income of $328,900 increase of which $245,029 relates to prior periods. The following table outlines the
impact for the current and prior periods.

10. INCOME TAXES

The tax effects of temporary differences that give rise to significant portion of the future tax assets at September 30, 2007
and April 30, 2007 are presented below:

3300-SSeepp-0077 3300-AApprr-0077 aanndd PPrriioorr TToottaall 

CHANGE IN REVENUE (($$ 3366,,335533)) $ 532,623 $ 496,270

CHANGE IN COST OF SALES ((112200,,222244)) 287,594 167,370

TOTAL NET IMPACT TO EARNINGS $$ 8833,,887711 $ 245,029 $ 328,900

30

AAEREROQUESOQUES TT IINTERNANTERNATIONALTIONAL LLIMITEDIMITED Annual Report ❖❖ Stub Year Ended 30-Sep-07

3300-SSeepp-0077 30-Apr-07 

INCOME BEFORE INCOME TAXES $$ 33,,110022,,228866 $ 3,478,121

STATUTORY INCOME TAX RATE 3366..1122%% 36.12%

COMPUTED INCOME TAX PAYABLE (RECOVERY) 11,,112200,,554466 1,256,297

NON DEDUCTIBLE EXPENSES 88,,119911 36,894

NON DEDUCTIBLE AMORTIZATION 110011,,885544 33,865

OTHER 1144,,226622 110,502

LOSS CARRY FORWARD UTILIZED - (104,614)

RECOGNITION OF FUTURE TAX ASSETS - 83,397

PRIOR YEAR ITC'S - 21,502 

LOWER TAX RATE IN FOREIGN JURISDICTION ((112255,,994444)) -

INCOME TAXES $$ 11,,111188,,990099 $ 1,437,843

3300-SSeepp-0077 30-Apr-07 

FUTURE TAXES

LOSS CARRY FORWARDS $$ 5522,,554422 $ 50,790

CAPITAL ASSETS ((6688,,777700)) (64,093)

FINANCING FEES 2222,,000077 14,870

OTHER COMPREHENSIVE INCOME ((2266,,772288)) -

CMT 3355,,771166 -

UTS ACQUISITION PORTION ((66,,443377,,007766)) -

NET FUTURE TAX ASSET (LIABILITY) (($$ 66,,442222,,330099)) $ 1,567
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11. RELATED PARTY TRANSACTIONS
During the period, the Company paid $93,312 ($349,000 for the period ended April 2007) to companies owned by cer-

tain directors for management consulting services.  These transactions are in the normal course of operations and are meas-
ured at the exchange value (the amount of consideration established and agreed to by the related parties), which approx-
imates the arm's length equivalent value for services performed. In addition, the Company paid $nil (April 2007 - $270,000)
to companies owned by certain directors related to the restructuring of their contracts. 

In the year, the Company entered into promissory notes with certain directors as part of the financing of the UTS acqui-
sition on July 3, 2007. The amount of the promissory notes to these two directors is $2,488,168.

12. SEGMENTED INFORMATION
(a) For the periods ended September 30 and April 30, 2007, no one customer individually represented more than 10

per cent of revenue.
(b) Geographic segments

The Company has operations in Canada and Australia and conducts surveys around the world. Its operations in
all markets have similar products, services and customer types as well as similar economic characteristics.
Revenues from external customers are generated around the world and are attributed to one of three geographic
segments. The following table outlines revenue by geographic segment for the five months ended September 30,
2007 and the twelve months ended April 30, 2007:

Goodwill is located in Australia and all capital assets originate in Canada and Australia and are mobilized to the
job sites around the world. Capital assets in Canada amount to $4.6 million and in Australia amount to $3.0 million.

13. EARNINGS PER SHARE
Basic earnings per share has been calculated by dividing the net income by the weighted average number of shares out-

standing during the period.  The fully diluted earnings per share is similar to the basic earnings per share, except the
denominator is increased to include the number of additional common shares that would have been outstanding if the
dilutive potential common shares had been issued.
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REVENUE:
CANADA $$ 1100,,552244,,559944 $ 15,349,140

AUSTRALIA 33,,009900,,000000 -

INTERNATIONAL 55,,668855,,002244 4,837,903

TOTAL REVENUE $$ 1199,,229999,,661188 $ 20,187,043

3300-SSeepp-0077  30-Apr-07  
NUMERATOR:

NET INCOME FOR THE PERIOD $$ 11,,998833,,337777 $ 2,040,278

DENOMINATOR:
AVERAGE COMMON SHARES OUTSTANDING 2222,,770011,,777733 15,787,215

FULLY DILUTED COMMON SHARES OUTSTANDING 2233,,441199,,666611 16,984,715

BASIC EARNINGS PER SHARE $$ 00..0099 $ 0.13

FULLY DILUTED EARNINGS PER SHARE $$ 00..0088 $ 0.12
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14. SUPPLEMENTARY CASH FLOW INFORMATION

15. CREDIT FACILITY
The Company has several operating facilities. In Canada, an operating facility is in place for Aeroquest Limited totaling

$2,000,000, bearing interest at prime plus 0.75 per cent and secured by accounts receivable and a general security 
agreement.  At September 30, 2007 and April 30, 2007 no amounts have been drawn on this facility.  In Australia, an 
operating facility is in place for UTS of A$400,000 and, at September 30, 2007, no amounts have been drawn on this 
facility. The operating facility in Australia is secured by a fixed and floating charge over the assets of UTS. The current
interest rate on the bank facility in Australia is 11.25 per cent.

16. SUBSEQUENT EVENTS
i) On November 6, 2007, Aeroquest International Limited announced that it has entered into a Letter of Intent to acquire
Geophex, Ltd. of Raleigh, North Carolina. Geophex is a leading research company specializing in the design and construc-
tion of geophysical instruments with a particular focus on the utilization of electromagnetic technology. On December 31,
2007 Aeroquest International Limited announced the closing of the purchase of Geophex.
Geophex, founded in 1983 by Dr. I.J. Won, manufactures and sells primarily ground-based geophysical instruments, and
also supplies institutions and private entities with specialized survey equipment on a contract-to-build basis. Geophex has
established a particular expertise in special and customized geophysical investigations, especially as it relates to environ-
mental projects. 
Geophex will continue to operate under the trade name "Geophex" and the two most senior officers of Geophex, Dr. I. J.
Won and Mr. Alex Oren, have signed new employment agreements with Geophex and will continue to oversee the oper-
ations of Geophex after closing.
The purchase price consideration paid to Dr. I.J. Won, the vendor of the shares of Geophex, consisted of US$2.0 million in
cash, US$2.0 million in the form of a Promissory Note and 498,001 common shares of Aeroquest International having an
aggregate value of US$1,700,000. The obligation of the vendor to complete the transaction was subject to Aeroquest
International, concurrent with closing, undertaking to cause Geophex to pay a one-time employment bonus to Mr. Alex
Oren in the form of 87,882 common shares of Aeroquest International, its new parent company, having an aggregate value
of US$300,000.
ii) On October 1, 2007 Aeroquest granted 550,000 stock options and 450,000 restricted stock units to employees of the
Company. The fair value of the stock options granted was estimated using the Black-Scholes option pricing model which
calculated a value of $1.143 per share with an expected life of 3 years, 70 per cent volatility and 4 per cent risk free 
interest rate. Under the terms of the stock option agreement, the stock option expense will be amortized over three years
in accordance with the vesting schedule. 
The restricted stock units have been assigned a fair value of $2.34 per unit. The RSU expense will be amortized over three
years in accordance with the vesting schedule.
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3300-SSeepp-0077   30-Apr-07  
(A) IINTEREST PAID $$ 1177,,992288 $ -
(B) IINTEREST RECEIVED 7766,,885544 119,225
(C) IINCOME TAXES PAID (REFUNDED) ((113333,,661166)) (288,305) 
(D) NNON CASH TRANSACTIONS

ISSUANCE OF SHARE CAPITAL AND PROMISSORY NOTES ON ACQUISITION (NOTE 4) 1177,,667777,,335544 -
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