
1 

    

    

    

    

    

    

    

    

AEROQUEST INTERNATIONAL LIMITED 

MANAGEMENT’S DISCUSSION & ANALYSIS (MD&A) 

 

For the three and six months ended March 31, 2011. 

 

    

        



2 

AAAAEROQUEST EROQUEST EROQUEST EROQUEST IIIINTERNATIONAL NTERNATIONAL NTERNATIONAL NTERNATIONAL LLLLIMITEDIMITEDIMITEDIMITED    

MANAGEMENT’S DISCUSSION & ANALYSIS 
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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 three and six months ended March 31, 2011 (“Q2-F2011” 

and “YTD-F2011” respectively) compared with our operating results for the three and six months ended 

March 31, 2010 (“Q2-F2010” and “YTD-F2010” respectively). It also compares our balance sheet as at 

March 31, 2011 to our September 30, 2010 fiscal year-end balance sheet.    

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 (collectively doing business as Aeroquest Airborne in Canada and Australia respectively), 

Geophex Ltd. (also doing business as Aeroquest Sensortech), Aeroquest Optimal Inc., Mapcon Mapping 

Limited, Mapcon Mapping Inc. (collectively “Mapcon”), Aeroquest (UK) Limited and AeroKaz LLP 

(collectively, “the Company”), with all material 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.  Unless 

otherwise noted, all amounts noted in this MD&A are in Canadian dollars. 

1.1 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.  Certain 

statements in this MD&A are forward-looking statements or information, collectively “forward-looking 

statements”. We are hereby providing cautionary statements identifying important factors that could 

cause our actual results to differ materially from those projected in forward-looking statements made in 

this MD&A.  Any statements that express, or involve discussions as to, expectations, beliefs, plans, 

objectives, assumptions or future events or performance (often, but not always, through the use of words 

or phrases such as “will likely result,” “are expected to”, “will continue”, “is anticipated”, “estimated”, 

“intend”, “plan”, “projection”, “could”, “may”, “believes”, “feel”, “targeting”, “look forward”, “goals”, 

“objective”, “outlook” and similar expressions) are not historical facts and may be forward-looking and 

may involve estimates, assumptions and uncertainties which could cause actual results or outcomes to 

differ materially from those expressed in the forward-looking statements. 

Without limitation, information regarding the volatility of the market for our services, worldwide 

political stability, factors that could result in significant or prolonged disruption to mining and oil & gas 

exploration worldwide, domestic and international economic conditions, other political and economic 

situations and uncertainties, changes in foreign currency exchange rates, the impacts of changes in 

industry priorities and spending on exploration activities related to our services, major technology 
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changes, timing of product introductions, competition, our ability to replace lost revenue of a customer 

significant to an operating division, our ability to attract and retain key employees, and the possibility 

that such efforts will not have as great an impact on our operating results as is currently anticipated, is 

forward-looking information.  Readers should also refer to our continuous disclosure materials filed with 

Canadian Securities Regulatory Authorities for additional information with respect to certainly of these 

risk factors, including our most recent Annual Information Form. 

Although we believe that the expectations reflected in such forward-looking statements are reasonable, 

there can be no assurance that such expectations will prove to have been correct.  Important factors that 

could cause actual results to differ materially from our expectations (“Cautionary Statements”), 

including changes in general economic, market and business conditions, fluctuations in the cost of 

borrowing, political and economic development, our ability to receive timely regulatory approvals, 

competitive actions of other companies, the occurrence of unexpected events such as equipment failures 

and other similar events affecting us or other parties whose operation or assets directly or indirectly affect 

us, and those risks set forth under the heading “Risks & Uncertainties” below.  

All subsequent written and oral forward-looking statements attributable to the Company or persons 

acting on behalf of the Company are expressly qualified in their entirety by the Cautionary Statements.  

The forward-looking information contained herein is current only as of the date of this document.  New 

factors emerge from time to time, and it is not possible for management to predict all of such factors and 

to assess in advance the impact of each such factor on our business or the extent to which any factor or 

combination of factors may cause actual results to differ materially from those contained in any forward-

looking statements.  We disclaim any intentions or obligation to update or revise any forward-looking 

statements or comments as a result of any new information, future event or otherwise unless such 

disclosure is required by law. 

1.2 NON GAAP FINANCIAL MEASURES 

Certain financial measures used in this MD&A do not have any standardized meaning under Canadian 

generally accepted accounting principles (GAAP).  Below is a definition of each of the non-GAAP 

financial measures used in this MD&A.  At the point where each non-GAAP financial measure is first 

discussed, a table has been provided to reconcile that financial information to the most directly 

comparable GAAP measure. 

EBITDA 

Earnings before interest, taxes, depreciation and amortization (EBITDA) is a financial metric used to 

analyze operating results.  We define EBITDA as revenue less cost of sales, cash operating costs, and 

stock-based compensation expense, and we use it as a benchmark of operating performance.  We caution 

you that EBITDA as calculated by us may not be comparable to similarly titled amounts reported by 

other companies. 

APPARENT TAX RATE 

We define apparent tax rate as the total income tax expense (current and future) as a percentage of 

income before taxes.  More information on our income tax expense and the reconciliation between income 
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tax expense and our statutory tax rate is contained in Note 11 to the interim consolidated financial 

statements for the period. 

CASH OPERATING COSTS 

We define cash operating costs to be those operating expenses in our statement of operations that involve, 

or will involve, an inflow or outflow of cash. At present, cash operating costs are the sum of general and 

administrative expenses, and gain or loss on foreign exchange. 

2 2 2 2 OOOOur Businessur Businessur Businessur Business, Strategy & Outlook, Strategy & Outlook, Strategy & Outlook, Strategy & Outlook    

2.1 SELECTED COMPARATIVE QUARTERLY FINANCIAL INFORMATION 

(Financials in 000's  except /share data)

Q2-Mar 11 Q1-Dec 10 Q4-Sep 10 Q3-Jun 10 Q2-Mar 10 Q1-Dec 09 Q4-Sep 09 Q3-Jun 09

Revenue 9,750$                12,352$      10,318$      8,632$         5,770$         7,498$           5,099$         3,651$         

Operating profit/(loss) (3,046)$               (1,144)$       (2,619)$       (2,415)$        (3,004)$       (3,031)$          (6,362)$       (4,601)$       

Net income/(loss) (2,258)$               (976)$           (2,259)$       (1,794)$        (2,268)$       (2,266)$          (4,657)$       (3,498)$       

Weighted average common shares 37,255                37,085         36,986         36,986         36,944         36,776           33,725         33,627         

Earnings per share (basic) (0.06)$                 (0.03)$         (0.06)$         (0.05)$          (0.06)$         (0.06)$            (0.14)$         (0.11)$         

Earnings per share (diluted) (0.06)$                 (0.03)$         (0.06)$         (0.05)$          (0.06)$         (0.06)$            (0.13)$         (0.11)$         

Operating cash flow/share  $                 (0.05) 0.05$           (0.02)$         0.07$           (0.02)$         (0.04)$            (0.05)$         (0.06)$         

Total assets  $              48,025 47,602$      50,563$      49,040$       50,971$      56,162$         57,740$      60,240$      

Long term liabilities (excluding future taxes)  $                    602 5$                 9$                 19$               54$              136$               224$            252$            

Systems available for use at period end * 26 26 26                 26                 28                 28                   29                 27                 

Fixed-wing systems 9 9 9                   9                   9                   9                      10                 10                 

Helicopter systems 15 15 15                 15                 17                 17                   17                 17                 

  AeroTEM systems included in above 11 11 11                 11                 13                 13                   13                 13                 

Geomatics systems 2 2 2                   2                   2                   2                      2                   -               

Line kilometres flown during period

Helicopter systems 38,200           20,100         26,300         27,500         20,100         22,700           5,400           2,700           

Fixed-wing systems 314,000         405,000      389,000      286,000       88,000         267,000         351,000      144,000      

Contract back-log (CAD$ thousands)

Helicopter systems 2,300$           1,500$         2,700$         2,700$         1,700$         2,000$           1,100$         100$            

Fixed-wing systems 9,500$           5,900$         8,000$         8,200$         3,800$         1,600$           2,700$         5,600$         

Geomatics 3,600$           3,500$         3,900$         3,600$         4,700$         7,400$           6,700$         -$             

Other 200$               300$            100$            300$            340$            400$               400$            900$            

Total Backlog 15,600$              11,200$      14,700$      14,800$       10,540$      11,400$         10,900$      6,600$         

* excluding gamma ray spectrometers

Note: Fiscal 2010 Q1 to Q3 revenue and operating loss figures have been restated to reflect the disposal of the Canadian component of the 

Optimal Geomatics business that is now disclosed in aggregate as discontinued operations in the financial statements.

Fiscal 2010Fisal 2011 Fiscal 2009

 

2.2 AEROQUEST’S BUSINESS 

Aeroquest collects and interprets data that reveals information about what is at and beneath the earth’s 

surface. We apply the best available technology in the world-wide search for economic concentrations of 

mineral and petroleum resources and in the precision-mapping of the earth’s surface and objects upon it. 

We offer airborne geophysics surveys through Aeroquest Airborne, aerial geomatics surveys through 

Aeroquest Optimal, and the custom design and construction of geophysical sensors and instruments 

through Aeroquest Sensortech.  With over 150 employees and contractors, and a fleet of over two dozen 

helicopter and fixed wing survey systems worldwide, we are or are capable of surveying on every 

continent in the world where exploration activity is underway.  Over our history, we have logged over 10 
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million line kilometers of fixed wing surveys and over 1 million line kilometers of helicopter surveys – 

enough to circle the globe over 300 times. 

2.3 BUSINESS STRATEGY 

We refined our strategy somewhat in the fourth quarter of 2010.  We made changes to our strategy to 

reflect the fact that our success going forward will depend more on how we deploy all of our assets than 

it will how many new assets we deploy.  We will continue to invest in adding new systems and 

embracing new technologies, but those additions relative to the size of the base are likely to be smaller.  

We are already well established around the world.  We will continue to work to develop our expertise in 

operating in new parts of the world, and we will also seek to establish more dominant positions in some 

key markets.  Below is our new strategy statement: 

OBJECTIVE 

to be the most sought after provider of innovative geoscience solutions in our markets 

  

Strategy Intent 

Invest in innovation • Establish market leading positions in all of our core technologies 

• Continuously invest in training to develop the experience and expertise of 

our people 

Expand international 

operations 

• Open up markets in Latin America, MENA, and Eurasia, in particular 

• Allocate labour to take advantage of non-domestic expertise 

Broaden technologies 

and markets 

• Identify new technologies that are complementary with our existing 

technologies or complementary with our service delivery model 

• Develop new applications and open new markets for our products and 

services point in the year 

 

2.4 OUTLOOK 

Global spending in both mineral and petroleum exploration continues to improve, as it has each quarter 

from the lows that occurred in early 2009.  Commodity prices are at levels that would normally stimulate 

ongoing exploration so we remain optimistic for all modes of airborne exploration for the medium and 

long term.  In the short term, the exploration opportunities remain weighted towards fixed wing activity 

as the average cost per kilometer to survey using fixed wing technology is lower than that of helicopter 

based technology.  While we expect helicopter operations to experience a return to growth in order 

backlog in fiscal 2011, we have kept our helicopter business at a downsized level to reflect the current 

market and are working to maintain breakeven or better positions in each of our regional offices. 

The outlook for the aerial geomatics segment remains positive in the long run as government 

organizations (especially in the United States) are required to replace aging and develop new 

infrastructure.  The pace of new contract awards slowed somewhat in third and fourth quarters, a 
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function of the existing uncertainties in general, and we expect that this market will continue to be 

relatively quiet over the next few quarters.   

Notwithstanding the optimism for the future, we remain focused on closely managing our costs.  With 

the acquisition of Aeroquest Optimal in 2009 and Mapcon Mapping in Q1 of 2011, we have now 

integrated a large portion of our United States and Canadian back office operations, eliminated one set of 

public company costs and rationalized the cost structures between the geophysics and geomatics 

operations.  We will continue to focus on operational efficiencies and carefully managing our cash as 

economic conditions improve.   

We continue to look for other businesses that may be combined with our own to enhance our product 

offerings, geographical presence and range of technologies.  We continue to believe that this market will 

present us with corporate or product line acquisition opportunities that allow us to compress our 

strategic plan; allowing us to accomplish more in a shorter time frame. 

Looking forward beyond one year, our objective is to use our short term tactics to position ourselves to 

react quickly as the recovery in our core markets takes hold. 

3 3 3 3 FirstFirstFirstFirst    QuarterQuarterQuarterQuarter    Operating ResultsOperating ResultsOperating ResultsOperating Results    

3.1 OVERVIEW AND HIGHLIGHTS 

We report our revenues, cost of sales and margins in the following three business segments: 

• Airborne Geophysics – comprising Aeroquest Airborne (Aeroquest Surveys and UTS/Aeroquest, 

the former UTS Geophysics business); 

• Aerial Geomatics – comprising Aeroquest Optimal and Mapcon Mapping; and 

• Instruments & Sensors – Aeroquest Sensortech (the former Geophex business). 

The Airborne Geophysics segment is further divided into fixed wing and helicopter services to 

distinguish between these two modes of airborne exploration. 

In the second quarter, we continued to see signs of economic recovery trickling down to grassroots 

exploration activities, especially in fixed wing activities in the emerging markets of Africa and South-East 

Asia.  Grassroots exploration activity continues to improve from levels seen in fiscal 2010.  As a result, 

our Q2-F2011 revenue increased by $4.0 million (or 69 per cent) to $9.8 million from $5.8 million in Q2-

F2010.  In the Airborne Geophysics segment, helicopter services increased by 36 per cent to $3.3 million 

and fixed wing services increased by 265 per cent to $4.4 million from their respective levels in Q2-F2010.  

The Aerial Geomatics segment contributed $1.8 million in Q2-F2011, an increase of $0.1 million or 6 per 

cent over the level reported in Q2-F2010.  The Instruments & Sensors segment contributed $0.2 million in 

revenue for the quarter, a decrease of 59 per cent to the level reported in Q2-F2010.  A more detailed 

discussion of these variances is provided below. 
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Gross profit in Q2-F2011 was $2.2 million or 23 per cent of revenue, an increase of $1.1 million from the 

$1.1 million, or 19 per cent of revenue reported in Q2-F2010.  Margins in airborne geophysics have not yet 

returned to historical levels realized in 2007 and 2008 due to a combination of lower average pricing and 

lower average productivity – especially in fixed wing services which experienced significant production 

delays related to weather and logistics in the quarter.  In addition, geomatics margins remain below our 

expectations.  The Q2-F2011 net loss was $2.3 million compared with Q2-F2010 loss of $2.3 million.  The 

change in net loss is due to several factors working at once, including improved gross profit offset by 

increased general and administrative expenses resulting from the ramp up in the geophysics fleet.  Q2-

F2011 selling, general and administrative (“SG&A”) expenses increased by $1.3 million or 57 per cent 

from Q2-F2010 when SG&A was at its lowest level due to the economic downturn. 

The above issues as well as their year-to-date impact on financial results are discussed in more detail 

throughout this MD&A. 

Our cash balances decreased to $1.6 million at the end of Q2-F2011 from $4.8 million at the end of fiscal 

2010 and from $6.0 million at the end of the first quarter.  Cash flow from operations in Q2-F2011 was 

negative $2.0 million.  As discussed below, cash flow from operations before changes in working capital 

was negative $0.8 million and changes in non-cash working capital consumed $1.2 million of cash in the 

quarter.  Capital expenditures for the quarter were $1.7 million compared to $0.3 million in Q2-F2010, 

reflecting an expenditure of $1.1 million for an aerial digital mapping camera in our Aerial Geomatics 

segment as well as increased capital expenditures for improving our fleet in Airborne Geophysics.  Of the 

$1.7 million in capital expenditures, $0.7 million was financed through long term debt in the form of 

vendor financing on the digital mapping camera referred to above.  
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3.2 AIRBORNE FLEET SUMMARY 

In this most recent quarter, there was one new addition to the geophysics survey fleet, a new AeroTEM 

HD system.  This system, named Uniform, represents the latest advancement in our Time Domain EM 

survey technology with programmable waveforms, a higher sampling rate, higher power and a greater 

depth of penetration than units previously constructed.  At the same time, we took the remaining two of 

our older AeroTEM II systems off-line permanently in the quarter. These older systems, Echo and Golf – 

the fourth and fifth systems of the AeroTEM fleet - are smaller diameter and of lower power.  While they 

remain ideal systems for certain exploration targets, we do not believe that they will be utilized for 

anything other than special situations going forward.  The two systems we retired this quarter have been 

in service since 2004.  As well, there was one new permanent addition to our geomatics survey fleet – a 

digital mapping camera in the Aerial Geomatics Group.  Our active fleet is now comprised of 26 systems; 

14 helicopter based and 12 fixed wing.  This includes three Aerial Geomatics systems, one LiDAR system 

and two aerial digital cameras. 

AIRBORNE FLEET SUMMARY 

Helicopter Fixed wing Total

Geophysics

AeroTEM 10                          10                           

Impulse/GEM-2A 2                            2                             

Magnetics single sensor 1                            4                         5                             

multi-sensor 1                            3                         4                             

Gravity (+ multi-sensor mag) 2                         2                             

Geomatics 3                         3                             

Total 14                          12                       26                           

 

3.3 REVENUE BY GEOGRAPHIC SEGMENT 

(thousands of Canadian dollars) Canada Australia USA RoW Total

Airborne Geophysics

Fixed Wing services 733$              2,230$          23$                1,444$          4,430$          45%

Helicopter services 2,423            -                 77                  848                3,348            34%

System sales -                 -                 -                 -                 -                 0%

Total Geophysics 3,156            2,230            100                2,292            7,778            80%

Aerial Geomatics 226                -                 1,589            -                 1,815            19%

Instruments & Sensors -                 -                 157                -                 157                2%

Total Revenue - Aeroquest Group 3,382$          2,230$          1,846$          2,292$          9,750$          100%

34.7% 22.9% 18.9% 23.5% 100%

(thousands of Canadian dollars) Canada Australia USA RoW Total

Airborne Geophysics

Fixed Wing services 1,130$          5,546$          166$              3,671$          10,513$        48%

Helicopter services 3,357            -                 187                2,584            6,128            28%

System sales -                 -                 -                 1,636            1,636            7%

Total Geophysics 4,487            5,546            353                7,891            18,277          83%

Aerial Geomatics 226                -                 3,162            -                 3,388            15%

Instruments & Sensors -                 -                 437                -                 437                2%

Total Revenue - Aeroquest Group 4,713$          5,546$          3,952$          7,891$          22,102$        100%

21.3% 25.1% 17.9% 35.7% 100%

Three Months Ended March 31, 2011

Six Months Ended March 31, 2011
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With the ramp up in the exploration services business that we experienced in the later part of 2010, we 

continue to be active around the globe.  As of March 31, 2011, we had positioned helicopter systems in 

North and South America, Europe, Africa, the Middle East and Australasia.  During the same period, we 

operated fixed wing units in Australia & the South Pacific, Africa and North America.   

Changes in the revenue mix between Canada, Australia and the United States reflect normal variations in 

quarterly activity as we commence and then complete various survey projects around the world.  In the 

quarter, no country (other than those listed) represented more than 10 per cent of revenue.   

3.4 CONSOLIDATED RESULTS 

In Q2-F2011, consolidated revenue was $9.8 million, up $4.0 million or 69 per cent over Q2-F2010.  In 

Airborne Geophysics, revenue from helicopter services was $3.3 million, up $0.9 million or 36 per cent 

over Q2-F2010 while revenue from fixed wing services was $4.4 million, up $3.2 million or 265 per cent 

over Q2-F2010. Revenue from helicopter services improved due to increased helicopter survey work in 

Canada – in particular one large contract in the province of Alberta.  Fixed wing survey services showed 

a marked improvement over the levels in Q2-F2010 but remained below our expectations.  We had hoped 

for even better results but the fixed wing operations were negatively impacted by weather in Australia 

(record rain and flooding in the Eastern part of the continent and record heat in the Western part of the 

continent).  As well, our productivity suffered due to delays in our customers obtaining permits to fly in 

Africa as well as unscheduled maintenance on several aircraft during the quarter.  

Revenue from Aerial Geomatics was $1.8 million and revenue from Instruments & Sensors was $0.2 

million in Q2-F2011, a combined decrease of $0.1 million over the revenue reported in Q2-F2010. 

YTD-F2011 revenue is $22.1 million, an increase of $8.9 million or 67 per cent over the $13.2 million 

reported in YTD-F2010.  Airborne Geophysics revenue is up $8.9 million or 94% to $18.3 million, helped 

by an increase of $7.2 million in fixed wing and helicopter services, as well as revenue of $1.6 million 

recorded in the first quarter of fiscal 2011 on the sale of an AeroTEM system to a subsidiary of the 

Chinese government. 

Cost of sales was $7.5 million in Q2-F2011, or 77 per cent of revenue, compared to $4.6 million or 81 per 

cent of consolidated revenue in Q2-F2010.  Gross margin in Q2-F2011 increased by 4 percentage points to 

23 per cent, compared with 19 per cent in Q2-F2010, primarily the result of the much lower business 

volumes in Q2-F2010 impacting the fixed cost component of cost of sales and thus reducing margins.   

Aerial Geomatics gross profit in the quarter was 22 per cent, which is an improvement from the 7 per cent 

reflected in Q1 of fiscal 2010 but still remains below the 23 per cent reported in Q2-F2010 and below our 

own expectations.  Processing costs of sales are higher than forecasted.  The processing component of cost 

of sales of geomatics is much higher than that of geophysics.  With the acquisition on January 31, 2011 of 

Mapcon Mapping, we have another avenue to address processing costs through offshore third party 

processing centres.  We expect this acquisition to improve future geomatics margins by optimizing 

processing between US domestic and offshore processing centres. 
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CONSOLIDATED RESULTS 

(in thousands of Canadian dollars) Q2-F11 Q2-F10  $ % F2011 F2010  $ %

Revenue

Airborne Geophysics

Fixed Wing 4,430           1,215         3,215         265% 10,513            4,799              5,714              119%

Helicopter 3,348           2,463         885            36% 6,128              4,619              1,509              33%

System Sales -                -              -             N/A 1,636              -                  1,636              N/A

Total Airborne Geophysics 7,778           3,678         4,100         111% 18,277            9,418              8,859              94%

Aerial Geomatics 1,815           1,708         107            N/A 3,388              3,249              139                  N/A

Instruments & Sensors 157               384             (227)           (59%) 437                 601                  (164)                (27%)

9,750           5,770         3,980         69% 22,102            13,268            8,834              67%

Cost of sales

Airborne Geophysics

Fixed Wing 3,944           1,157         2,787         241% 8,231              4,143              4,088              99%

Helicopter 2,085           2,065         20               1% 4,255              3,889              366                  9%

System Sales -                -              -             N/A 613                 -                  613                  N/A

Total Airborne Geophysics 6,029           3,222         2,807         87% 13,099            8,032              4,454              63%

Aerial Geomatics 1,409           1,301         108            N/A 2,870              2,629              241                  N/A

Instruments & Sensors 90                 143             (53)             (37%) 192                 216                  (24)                  (11%)

7,528           4,666         2,862         61% 16,161            10,877            5,284              49%

Gross profit 2,222           1,104         1,118         101% 5,941              2,391              3,550              148%

Gross margin

Airborne Geophysics

Fixed Wing 11.0% 4.8% 21.7% 13.7%

Helicopter 37.7% 16.2% 30.6% 15.8%

System Sales N/A N/A 62.5% N/A

Total Airborne Geophysics 22.5% 12.4% 28.3% 14.7%

Aerial Geomatics 22.4% 23.8% 15.3% 19.1%

Instruments & Sensors 42.7% 62.8% 56.1% 64.1%

Gross profit margin % 22.8% 19.1% 26.9% 18.0%

Three Months Change Six Months Change

 

General & administrative expense 3,449          2,191          1,258         57% 6,529              4,588              1,941              42%

Foreign exchange (gain) loss 83               100             (17)              (17%) 299                 181                  118                  65%

Total cash operating costs 3,532          2,291          1,241         54% 6,828              4,769              2,059              43%

% of revenue 31.3% 20.5% 60.4% 42.6%

Stock-based compensation expense 184             85               99               116% 212                 170                  42                    25%

EBITDA (1,494)        (1,272)        (222)           17% (1,099)             (2,548)             1,449              (57%)

EBITDA as a % of revenue (2.7%) (9.6%) (2.0%) (19.2%)

Depreciation of capital assets 712             875             (163)           (19%) 1,402              1,755              (353)                (20%)

Amortization of intangible assets 839             857             (18)              (2%) 1,689              1,732              (43)                  (2%)

Operating profit/(loss) (3,045)        (3,004)        (41)              1% (4,190)             (6,035)             1,845              (31%)

Operating profit as a % of revenue (46.9%) (37.7%) (64.6%) (75.8%)

Interest and other expense (income) (135)            (132)            (3)                2% (135)                (234)                99                    (42%)

Provision for income taxes (652)            (723)            71               (10%) (820)                (1,547)             727                  (47%)

Loss from discontinued operations -              118             (118)           N/A -                  280                  (280)                N/A

Net income (2,258)$      (2,267)$      9$               (0%) (3,235)$          (4,534)$           1,299$            (29%)

Earnings per share - basic (0.06)$        (0.06)$        -$           (0.09)$             (0.12)$             0.03$              

Three Months Change Six Months Change

 

In Airborne Geophysics, gross margin in helicopter services was 38 per cent in Q2-F2011, as compared to 

16 per cent in the Q2-F2010.  This margin improvement is primarily attributable to the performance in 

Q2-F2010 where negative margins resulted from fixed costs in helicopter cost of sales allocated to lower 
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revenues.  As well, the higher volume of Canadian based helicopter revenue improved margins in Q2-

F2011, especially given that the terrain was relatively flat and weather cooperated to improve survey 

productivity.     

Gross margin in Airborne Geophysics fixed wing services was $0.5 million, or 11 per cent of revenue in 

the current quarter as compared to 5 per cent in Q2-F2010.   This improvement is more a function of the 

very low flight volume in Q2-F2010 than in improved productivity in Q2-F2011.  As previously stated, we 

had a number of factors that impacted productivity in Q2-F2011 and we expect margins to continue to 

improve in subsequent quarters as productivity improves. 

YTD-F2011 gross profit was $5.9 million or 27 per cent of revenue, an increase of $3.5 million from the 

$2.4 million (18 per cent of revenue) reported in YTD-F2010.  The impact of the previously noted system 

sale as well as improved airborne geophysics productivity served to improve overall margins when 

compared to YTD-F2010.  

3.5  CASH OPERATING COSTS 

Cash operating costs in Q2-F2011 totaled $3.5 million, an increase of $1.2 million, or 54 per cent from the 

$2.3 million reported in Q2-F2010.  This increase is primarily due to increased costs in Airborne 

Geophysics as Q2-F2010 represented the nadir of the business cycle.  As we have indicated in prior 

MD&A, we had downsized our operations to address the economic slowdown.  We have now taken 

measures to increase staffing to reflect current volumes of business, hence the improved volumes.  As 

well, we did recognize approximately $0.3 million in severance cost obligations in Q2-F2011 related to 

management changes in our Canadian airborne geophysics operations. 

3.6 OPERATING PROFIT AND EBITDA 

In Q2-F2011, we recognized a one-time expense of $0.2 million related to fair value of a five year 

extension of certain employee stock options that were scheduled to expire in 2011.   This extension was 

approved by the shareholders of the Company at its Annual General Meeting on February 10, 2011. 

EBITDA in Q2-F2011 was negative $1.6 million, a decline of $0.3 million over the negative EBITDA of $1.3 

million reported in Q2-F2010.  

Depreciation and amortization charges totaled $1.5 million in Q2-F2011 down $0.2 million from the 

depreciation and amortization reported in Q2-F2010 reflecting the slower pace of capital asset acquisition 

in the last two fiscal years.   

As a result, operating loss before discontinued operations in Q2-F2011 was $3.0 million approximately 

equal to the operating loss of $3.0 million reported in Q2-F2010. 

During the second quarter of F2010, we sold a division of our Aerial Geomatics segment based in 

Vancouver, BC to a third party.  As a result, results of these operations have been separated out and 

disclosed as a loss from discontinued operations in Q2-F2010.  Loss from discontinued operations during 

this period was $0.1 million.   
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3.7 NET LOSS 

Net loss for Q2-F2011 was $2.3 million, or $0.06 per share compared to net loss of $2.3 million, or $0.06 

per share in Q2-F2010.   

Our provision for recovery of income taxes for Q2-F2011 was $0.2 million generating an apparent tax rate 

of 22 per cent in the quarter, a decrease over the 24 per cent apparent tax rate reported in Q2-F2010.  This 

decline is primarily due to different tax rates in foreign jurisdictions combined with several jurisdictions 

reporting taxable income and others still reporting losses for tax purposes.  

4 Liquidity and Capital Resources 

Our cash balances declined by $3.2 million from $4.8 million at September 30, 2010 to $1.6 million at 

March 31, 2011.  Much of this decline is due to three factors: 

1) Cash flow from operations – which consumed $0.3 million of cash (cash flow from operations 

consumed $0.7 million of cash whereas changes in non-cash working capital generated $0.4 

million of cash); 

2) Acquisition of Mapcon Mapping – which consumed $1.4 million; and 

3) Capital expenditures which consumed $2.1 million of cash offset by vendor financing of a digital 

camera which generated $0.7 million in cash.   

CASH & WORKING CAPITAL CHANGES

(in thousands of Canadian dollars) Q2-F11 Q2-F10  Change F2011 F2010  Change 

Operating activities

Net Income/(Loss) (2,259)$              (2,268)$             9$                       (3,235)$         (4,534)$         1,299$          

Non-cash operating items

Depreciation/Amortization 1,551                 1,733                 (182)                    3,091            3,487            (396)              

Future taxes (266)                   (121)                  (145)                    (745)              (506)              (239)              

Loss/(Gain) on disposal of capital assets -                     (358)                  358                     6                   (358)              364               

Stock based compensation 184                    85                      99                       212               170               42                 

Operating cash before change in non-cash 

working capital
(790)                   (929)                  139                     (671)              (1,741)           1,070            

Change in non-cash working capital (1,193)                175                    (1,368)                 364               (426)              790               

Cash flow from operations (1,983)                (754)                  (1,229)                 (307)              (2,167)           1,860            

Investing activities

Capital asset purchases (951)                   (307)                  (644)                    (1,338)           (470)              (868)              

Proceeds from disposal of capital assets -                     162                    (162)                    -                492               (492)              

Long term investments acquired -                     -                    -                      -                (90)                90                 

Cash cost of acquistion (1,384)                -                    (1,384)                 (1,384)           -                (1,384)           

Cash flow from investing (2,335)                (145)                  (2,190)                 (2,722)           (68)                (2,654)           

Financing Activities

Capital lease payments (111)                   (210)                  99                       (163)              (352)              189               

Proceeds from issuance of shares 66                      21                      45                       67                 25                 42                 

Cash flow from financing (45)                     (189)                  144                     (96)                (327)              231               

Net change in cash for the period (4,363)                (1,088)               (3,275)                 (3,125)           (2,562)           (563)              

Cash - beginning of period 5,995                 4,671                 1,324                  4,757            6,145            (1,388)           

Cash - end of period 1,632$               3,583$               (1,951)$               1,632$          3,583$          (1,951)$         

Three Months Six Months
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Cash and short-term investments are currently invested in liquid Canadian dollar, Australian dollar or 

U.S. dollar denominated bank guaranteed securities with maturities no greater than three months.   

4.1 OPERATING ACTIVITIES 

In Q2-F2011, cash flow from operations before changes in working capital consumed $0.8 million of cash 

in the quarter.  Changes in non-cash working capital consumed $1.2 million of cash. The net change in 

working capital in Q2-F2011 is primarily due to an increase in accounts receivable of $1.8 million between 

December 31, 2010 and March 31, 2011. 

In Q2-F2010, operating cash flow before changes in working capital consumed $0.9 million of cash and 

net changes in non-cash working capital generated $0.2 million in cash.  

4.2 INVESTING ACTIVITIES 

Investment activities in Q2-F2011 consumed $3.1 million of cash representing the following: 

1) Capital expenditures made in the quarter of $1.0 million (comprised of $1.7 million in total capital 

expenditures of which $0.7 million is financed thrugh long term debt); and 

2) $1.4 million for the cash cost of acquiring Mapcon Mapping (see item 4.7 below).   

Q2-F2010’s capital expenditures were $0.3 million.  However, we also received $0.2 million of cash in Q2-

F2010 from the disposition of a fixed wing aircraft.  

4.3 FINANCING ACTIVITIES 

The financing activities in Q2-F2011 included the following: 

1) $0.1 million in capital lease payments (compared with $0.2 million in Q2-F2010); and 

2) $0.1 million in proceeds from the exercise of employee stock options. 

4.4  CASH 

Our cash balances declined in Q2-F2011 by $3.1 million from the end of fiscal 2010. This $3.1 million 

decline is primarily the result of the combination of cash used in capital expenditures of $1.3 million and 

$1.4 million cash used of the acquisition of Mapcon. 

We are continuing to actively manage our working capital wherever possible to ensure that cash is 

appropriately invested in our business operations.  

As discussed in 7.3 below, we have also filed a preliminary short-form prospectus with various securities 

regulators to raise between $4 and $6 million to assist with desired capital expenditures to modernize and 

expand our survey fleet with the goal of ongoing business growth and productivity improvements. 
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4.5 CAPITAL RESOURCES 

We have a credit facility in place for our Canadian operations.  At September 30, 2010, $0.1 million was 

drawn on this facility representing an overdraft in our United States dollar balances in Canada.  This 

amount was repaid in early October, 2010 and remains undrawn as of the end of Q2-F2011. 

We believe that cash, cash flow from operations and unused operating facilities will be sufficient to fund 

our working capital requirements and debt service costs (if applicable) for the near future. 

4.6 SUMMARY FINANCIAL POSITION 

As of March 31, 2011, we had current assets of $11.2 million and current liabilities of $7.6 million.  Net 

working capital was $3.6 million, a decrease of $2.4 million from September 30, 2010. 

SUMMARY CASH & WORKING CAPITAL 

 

(in thousands of Canadian 

dollars)
31-Mar-11 30-Sep-10

 Change from prior year-

end 

Cash $1,632           $4,757           ($3,125)        -65.7%

Non-cash current assets 9,594              8,454              1,140            13.5%

Current assets 11,226           13,211           (1,985)           -15.0%

Less:   Current liabilities 7,602              7,139              463               6.5%

Net working capital $3,624           $6,072           ($2,448)        -40.3%

Current ratio 1.5                  1.9                  -20.2%

4.7 Acquisition of Mapcon Mapping 

On January 31, 2011, we completed the acquisition of the Mapcon Mapping group of companies from OSI 

Geospatial Inc.  Mapcon provides LiDAR, photogrammetry and related geomatic services to customers in 

the North American marketplace.  Mapcon consists of two entities: a Canadian sales, operations and 

project management team located in Burnaby, BC; and a United States sales team located in Salt Lake 

City, Utah.  Mapcon generated approximately $4 million of revenue in its last fiscal year prior to 

acquisiton. 

The total purchase price net of cash acquired was $1.38 million.  The acquisition has been accounted for 

under the purchase method of accounting and has been included in the balance sheet of the Company on 

March 31, 2011.  The details of the consideration given and the fair value of net assets acquired, in 

Canadian dollars, are as follows: 

Net Assets Acquired at Fair Values (‘000s):  

  Cash $ 18 

  Accounts receivable  863 

  Work in progress 1,191 

  Prepaids 11 

  Capital assets  270 

  Accounts payable and accrued liabilities (948) 

  Deferred revenue (3) 
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Total net assets acquired, net of cash $ 1,384 

Consideration provided was all paid in cash. 

We believe that the acquisition is positive to the Company as Mapcon’s customers do not overlap with 

that of Aeroquest Optimal (Mapcon is primarily Canada and Western USA whereas Optimal is Eastern 

USA and government).  As well, Mapcon provides a unique opportunity to integrate processing 

operations as their processing is primarily done overseas. 

5 Risks and Uncertainties 

5.1 Foreign Currency Exchange Risk 

We record transactions and prepare our financial statements in Canadian dollars.  For Q2-F2011, we 

maintained operations in Canada, Australia, and the United States with business conducted in other 

countries as well.  International operations are considered financially and operationally self-sustaining.  

Accordingly, the assets and liabilities of our foreign subsidiaries are translated into Canadian dollars at 

period end exchange rates.  Revenue and expense items of our foreign subsidiaries are translated into 

Canadian dollars at monthly exchange rates.    

Significant portions of our contract survey expenditures are denominated in the same currency as our 

revenue on these contract surveys and therefore, a natural hedge exists for much of this exposure.  

However, a net exposure exists for Australian and United States dollars cash flows that can affect results 

as the Canadian dollar exchange rate changes in relation to these currencies.      

Other comprehensive income includes a currency translation adjustment related to our net investment in 

self-sustaining subsidiaries.   

While our foreign exchange policy does permit active hedging of any portion of our net foreign currency 

cash flow beyond the natural hedges identified and discussed above, no active hedges were employed in 

the quarter or the year.  As a result, we did not employ any financial derivative products. 

5.2 INTEREST RATE RISK 

At the end of Q2-F2011 we purchased a digital mapping camera for our geomatics operations.  The 

vendor agreed to finance $0.7 million payable over four years.  The interest rate is United States Wall 

Street Journal prime rate plus 2 per cent.  Accordingly, the company is exposed to volatility in the United 

States prime rate in the future. 

Other than the financing noted above, interest rate volatility had minimal impact on our operations only 

to the extent that the interest rate received on our cash balances was negatively affected by the overall 

decline in interest rates in the Canada, Australia and the United States. 

5.3 LITIGATION 

We are involved in various claims and litigation arising in the normal course of business.  While the 

outcome of these matters is uncertain and there can be no assurance that such matters will be resolved in 

our favour, we do not currently believe that the outcome of adverse decisions in any pending or 

threatened proceedings related to those or other matters or amount which may be required to pay by 
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reason thereof would have a material adverse impact on our financial position, results of operations or 

liquidity. 

6 Off-Balance Sheet Arrangements 

We have not entered into any off balance sheet arrangements, other than previously disclosed, that have, 

or are reasonably likely to have, an impact on the current or future results of operations or the financial 

condition of our company. 

7 Share Capital  

7.1 Stock Option Plan 

At March 31, 2011, we had 37,310,940 Common Shares issued and outstanding and as at the same date 

the Common Share stock options held by directors, officers, and employees were as follows:  

Number of options
Exercise 

price
Expiry date

Issued options held by directors, officers and 250,000                   0.50$            February 9, 2016

employees under the Company Stock Option Plan 357,500                   0.60$            June 30, 2016

15,000                     0.75$            October 13, 2016

66,000                     2.34$            September 30, 2012

50,000                     1.70$            July 16, 2013

297,666                   0.42$            January 18, 2014

398,000                   0.45$            August 4, 2014

120,000                   0.55$            October 20, 2014

450,000                   0.63$            May 11, 2015

25,000                     0.62$            September 27, 2015

50,000                     0.85$            December 14, 2015

30,000                     0.92$            February 10, 2016

Total outstanding 2,109,166                0.63$            

Total exerciseable 1,433,833                0.66$            

The first three option tranches noted above had an original expiry date in 2011.  At our 2011 annual 

general meeting on February 10, 2011, the shareholders of the corporation approved a resolution to 

extend the expiry of these options by five years.  This extension resulted in a new fair value calculation 

and the result was a one-time expense of $0.2 million which was expensed in Q2-F2011. 

7.2 Restricted Stock Unit Plan 

At March 31, 2011 there were 51,665 RSU’s outstanding. No RSU’s were granted, vested or converted into 

Common Shares in either Q2-F2011, Q2-F2010, or F2010.   

7.2 Short Form Prospectus 

Subsequent to the end of the quarter, we issued a press release on April 15, 2011 in which we announced 

that we had filed a preliminary short form prospectus in connection with a best efforts offering (the 
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"Offering") of units (each, a "Unit") in the capital of Aeroquest. Each Unit consists of one common share (a 

"Common Share") of the Company and one-half of one Common Share purchase warrant (each whole 

warrant, a "Warrant"). The Offering is being made through a syndicate of agents led by Fraser Mackenzie 

Ltd. and including Jennings Capital Inc., and Mackie Research Inc. (collectively, the "Agents"). The 

Company has granted an over-allotment option (the "Over-Allotment Option") to the Agents, pursuant to 

which the Agents may purchase, for a period of 30 days following the closing of this Offering, additional 

Units (the "Over-Allotment Units"), in a maximum number equal to 15% of the number of Units sold 

pursuant to the Offering. 

Final pricing and determination of the number of Units to be sold pursuant to the Offering will be 

determined in the context of the market prior to the filing of the final short form prospectus in respect of 

the Offering. The Units will be offered in the provinces of British Columbia, Alberta and Ontario, Canada 

by way of a short form prospectus. 

In consideration for the services to be rendered by the Agents under the Offering, the Agents will receive 

a cash commission of 7% of the gross proceeds of the Offering (including any Units issued as a result of 

the exercise of the Over-Allotment Option). The Agents will also receive nontransferable compensation 

warrants (the "Compensation Warrants") entitling the Agents to purchase, in the aggregate, that number 

of Common Shares that is equal to 5% of the aggregate number of Units and Over-Allotment Units sold 

pursuant to the Offering. 

The Company intends to use the net proceeds of the Offering to fund ongoing capital expenditures, 

expansion plans and for general working capital purposes. 

Closing of the Offering is subject to certain conditions including, but not limited to, the execution of a 

definitive agency agreement with the Agents, receipt of all necessary regulatory and stock exchange 

approvals including the receipt of listing approval by the Toronto Stock Exchange ("TSX") for: (i) the 

Common Shares included in the Units and the Over-Allotment Units, and (ii) the Common Shares 

issuable pursuant to the exercise of the Warrants included in the Units, the Warrants included in the 

Over-Allotment Units and the Compensation Warrants. Successful listing of such Common Shares will be 

subject to the Company fulfilling all of the listing requirements of the TSX. 

Further details can be obtained from the preliminary short form prospectus document, which is available 

at www.sedar.com. 

8 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 National (formerly 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. 
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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.   

NI 52-109 also contains the requirements that we, on an annual basis: 

• evaluate the effectiveness of Internal Controls over Financial Reporting (‘ICFR’); 

• evaluate the effectiveness of Disclosure Controls & Procedures (‘DC&P’) 

• use a control framework in the design of our ICFR and such framework must be disclosed; and 

• disclose all material weaknesses, their financial impact (actual or potential), and plans or actions 

to remediate such weaknesses. 

During the 2010 fiscal year, we engaged external advisors to assess the impact of these changes on our 

current evaluation of ICFR and disclosure control and procedures.  Our Chief Executive Officer and Chief 

Financial Officer evaluated the effectiveness of our disclosure controls and procedures and internal 

control over financial reporting, and determined that they were effective as of September 30, 2010 and 

March 31, 2011. 

9 Critical Accounting Policies and Estimates  

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. 

9.1 ACCOUNTING POLICY CHANGES 

In January 2009, the CICA issued Section 1582 “Business Combinations”, Section 1601 “Consolidated 

Financial Statements and Section 1602 “Non-controlling Interests” to replace Section 1581 “Business 

Combinations” and Section 1600 “Consolidated Financial Statements”. Prospective application of these 

standards are effective for fiscal years beginning on or after January 1, 2011, with early adoption 

permitted. This new Section 1582 effectively harmonizes the business combinations standard under 

Canadian GAAP with International Financial Reporting Standards (“IFRS”). The new Section 1582 revises 

guidance on the determination of the carrying amount of the assets acquired and liabilities assumed, 

goodwill and accounting for non-controlling interests at the time of a business combination. New Section 

1601 together with Section 1602 establish standards for the preparation of consolidated financial 

statements. 

Please also refer to commentary on IFRS noted at 9.4 below. 
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9.2 FOREIGN ACCOUNTING STANDARDS 

The results of operations of our subsidiary UTS Geophysics Pty Ltd. are prepared in accordance with 

Australian equivalents to International Financial Reporting Standards (AIFRS) and then adjusted to 

Canadian GAAP standards for consolidation.   Our Geophex Ltd. subsidiary results are reported under 

United States GAAP and are adjusted to Canadian GAAP standards for consolidation. 

9.3 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: 

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. 

Included in March 31, 2011 accounts receivable is an amount of approximately $800,000 from a customer 

resident in Libya.   Approximately $128,000 of this balance is being held at a United Kingdom bank and 

release of this amount is expected in the very near term.  While some uncertainty exists regarding the 

general political unrest in Libya, we are ongoing contact with the customer and continue to work with 

them to arrange for collection of the balance.  As a result, we have determined that no allowance for 

doubtful accounts is necessary at this time. 

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. 

GOODWILL AND INTANGIBLE ASSETS 

Goodwill represents the difference between the price paid and the fair value attributed to tangible and 

intangible assets upon the acquisition of businesses. Goodwill is not amortized but tested for impairment 

annually or more frequently if changes in circumstances indicate a potential impairment. The impairment 

test first consists of a comparison of the fair value of the reporting unit to which goodwill is assigned with 
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its carrying amount. When the carrying amount of a reporting unit exceeds its fair value, the fair value of 

the reporting unit’s goodwill is compared with its carrying amount to measure the amount of the 

impairment loss, if any. Any impairment loss is charged to earnings in the period in which the loss is 

incurred. We use a combination of the discounted cash flow method and the market value method to 

determine the fair value of reporting units. 

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 comparison 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.  Customer 

relationships and technology are amortized over seven years, sales backlog is amortized over one year 

and any trade names are not amortized until a decision is made to end trade name at which time the 

amortization will take place over the remaining expected life of the trade name. 

INCENTIVE COMPENSATION  

We have Incentive Plans of which most employees are members.  One such Incentive Plan establishes 

Target and Stretch performance levels against which the performance of the Company and its senior 

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.   

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. 

9.4 INTERNATIONAL FINANCIAL REPORTING STANDARDS (‘IFRS’) 

Background, project structure and project progress 

In March 2006, the CICA released its plan to adopt International Financial Reporting Standards. (“IFRS”) 

After a five year transitional period, at the end of 2011, Canadian GAAP will cease to exist as a separate 

basis of financial reporting for public companies.  

We will issue consolidated financial statements in accordance with IFRS as issued by the International 

Accounting Standards Board (“IASB”) for the year ended September 30, 2012, with comparative 

information. 
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Preliminary Impact Assessment 

We have completed a diagnostic study of the conversion of its consolidated financial statements to IFRS, 

with the assistance of external consultants.  The study identified the principal differences between the 

Company’s records using existing Canadian GAAP and IFRS standards, and evaluated the impact on the 

business processes information systems, developing an implementation program determine the full 

impact on the business. 

The results of this assessment identified: 

• Preliminary analysis of all Canadian GAAP to IFRS differences and IFRS 1 First time adoption 

elections and resulting prioritization of high, medium and low impact areas of focus for the 

Company based on potential impact; 

• Preliminary resource requirements; 

• Preliminary training requirements; and 

• A preliminary IFRS Transition Plan (details outlined below).  

IFRS Transition Plan 

We are in the process of formalising its IFRS Transition Plan.  The following are elements of the plan that 

are under construction or currently in place: 

• An established project structure and governance practices; 

• Detailed timetable with milestones and deliverables; 

• Identification and allocation of resources (combination of internal and external); 

• Development and execution of a training program; 

• Detailed analysis of all Canadian GAAP to IFRS differences; 

• Detailed analysis and selection of all IFRS 1 elections; and 

• Assessment of impact on data systems, internal controls over financial reporting, and business 

activities, such as financing and compensation arrangements. 

We are scheduled to complete the detailed assessment phase for all standards that affect the transition in 

the next two quarters. We expect to enter the solutions development and the implementation phase on 

many of the IFRS issues for the third and fourth quarter including construction of full financial 

statements. 

Potential accounting changes as a result of transition to IFRS 

We have implemented a detailed review of the potential impact of International Financial Reporting 

Standards, IFRS, on our accounting policies, knowledge of staff and computerized system 

requirements.  Outlined below is a very brief summary of select IFRS that may impact our company, its 
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differences from Canadian Generally Accepted Accounting Principles (“GAAP”) and their potential 

impact. The list is not comprehensive and does not include all of the differences from GAAP for the 

standards noted. Also, the list does not include all the standards that may require changes for the 

transition to IFRS. Some of the standards not presented in the table could have a significant impact on our 

consolidated financial statements. 

Property Plant & Equipment (‘PP&E’) – IAS 16 Property Plant and Equipment requires that each part of 

PP&E that has a cost significant in relation to the overall cost of the item should be depreciated 

separately.  We continue to review componentization of PP&E but does not expect any material 

adjustments upon transition to IFRS. 

Share Based Payments – Under IFRS 2 Share-based payments, stock options with graded vesting must be 

accounted for as separate awards.  In addition, forfeitures must be estimated when the stock options are 

issued.   

We have decided to apply the IFRS 1 election available, meaning only equity instruments in respect of 

share-based payment transactions that are outstanding at transition date will be accounted for under 

IFRS 2.   

We have conducted a review of its share-based payment transactions outstanding at the transition date 

and have determined that there will be no significant impact on transition date. We expect to reassess this 

conclusion for any fiscal 2011 transactions. 

Foreign Exchange Translation - We sell products to customers in foreign currencies and purchases 

services and raw materials from suppliers invoiced in foreign currencies.  An analysis was undertaken to 

determine what the functional currency is under IFRS for each subsidiary.  

This analysis has determined that there will be no change to the functional currency for any of our 

subsidiaries under IFRS. We have also elected to apply the IFRS 1 election to allow it to not calculate the 

translation difference in relation to certain exchange gains and losses recognized in other comprehensive 

income. As a result of the election the cumulative translation balance for all the foreign operations is set at 

zero at the date of transition. We will continue to monitor this conclusion to ensure that no adjustment is 

required. 

Revenue - IFRS 1 does not contain any special exemptions for revenue for first-time adoption.  All 

accounting policies related to revenue were assessed against the appropriate standard including IAS 18, 

Revenue for compliance.  

The results indicated that there will be no significant change to the recognition or classification policy for 

revenue under IFRS.   

Business Combinations – we have elected not to restate business combinations prior to the transition 

date, as permitted under IFRS 1.  An exercise is currently in progress to determine the ongoing reporting 

requirements under IFRS 3 Business Combinations (Revised).   
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Presentation & Disclosure - IFRS requires significantly more disclosure than GAAP for certain 

standards. In some cases, IFRS also requires different presentation on the balance sheet and income 

statement.   

After review of the standards noted above and other differences from GAAP, we do not expect any 

significant impact of IFRS on its financial statements. However, we continue to reassess its evaluations 

and accounting policy choices and has the ability to adjust or modify conclusions up to the release of our 

first IFRS statements. 

We have completed its analysis of IFRS issues including evaluation of any IFRS 1 exemptions.  The 

project will shift focus in the last two quarters to documenting accounting policies under IFRS, creation of 

additional note disclosures and development of a full set of IFRS statements. Note that consistent with 

many other entities transitioning to IFRS the Company will revisit its evaluations and accounting policy 

choices up to and including the date of the release of its first IFRS statements.  

The IASB has several projects slated for completion in 2011 that may significantly impact the transition to 

IFRS and our financial statements. We continue to monitor the IASB’s progress on these projects and their 

impact on our transition to IFRS. 

Impact on Information Systems and Technology 

It is anticipated that the adoption of IFRS will have some impact on information systems requirements. 

We are assessing, through discussion with external consultants, the need for systems upgrades or 

modifications to ensure an efficient conversion to IFRS. The main drivers for systems changes include: 

• Additional information required as a result of enhanced note disclosures; 

• Tracking of IFRS to GAAP differences during the transition; and 

• Tracking sufficient level of details within the accounting records to allow management to 

maintain adherence with IFRS going forward. 

As the conversion to IFRS progresses, additional information will need to be maintained.  The impact on 

systems and existing processes is still being evaluated.  These changes are expected to be manageable and 

will be prioritized as part of the project. 

Impact on Reporting and Internal Controls 

In accordance with the Company’s approach to certification of internal controls required under Canadian 

Securities Administrators’ National Instrument 52-109, all entity-level, information technology, disclosure 

and business process controls will require updating and testing to reflect changes arising from the 

conversion to IFRS. Where material changes are identified, these changes will be mapped and tested to 

ensure that no material control deficiencies exist as a result of the Corporation’s conversion to IFRS. 

Adjustments to internal controls in response to the conversion to IFRS have been scheduled. The 

additional controls are not expected to be significant but will continue to be evaluated as the conversion 

continues. 
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Training 

We have begun training for finance personnel with respect to IFRS.  In addition, training is scheduled for 

senior management and audit committee members over the next 2 quarters.  The Company will continue 

to monitor and evaluate the need for training as a result of the IFRS conversion. 

Impact on Business 

We anticipate the transition to IFRS to have an impact on business practices.  A project is scheduled for 

Q3 2011 to determine the contractual implications of IFRS on any financing relationships and other 

arrangements.   

 


