
 
Page 1 

           

MANAGEMENT'S DISCUSSION AND ANALYSIS 
 
 
 
 
 
 
 

 
 
  
This Management’s Discussion and Analysis (“MD&A”) explains the financial condition and 

results of operations of Atlantis Systems Corp. (“our Company” or “we” or “our” or “us” or 

“ASC”) as at and for the year ended December 31,2009 with comparisons to the year ended 

December 31, 2008, along with the three months ended December 31, 2009 with comparisons to 

the three months ended December 31, 2008.  This MD&A is intended to assist shareholders and 

other readers to understand our business and the key factors underlying our financial results.  

This MD&A should be read in conjunction with our audited Consolidated Financial Statements 

and the accompanying notes as at and for the years ended December 31, 2009 and 2008.  We 

prepare our consolidated financial statements in accordance with Canadian generally accepted 

accounting principles (“GAAP”).   

All amounts, with the exception of the “Highlights and Summary” section of this MD&A, are 

stated in thousands of Canadian dollars, except per share amounts, unless otherwise noted.  All 

tabular amounts are expressed in thousands of Canadian dollars, except per share amounts. All 

non-dollar values are as stated. The definitions in the “Glossary of Technical Terms” section of 

this MD&A are incorporated into this document. 

This MD&A is based on information available as at April 28, 2010 except where otherwise 

noted. 
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GLOSSARY OF TECHNICAL TERMS (1) 

 

Certain technical terms used in this Management Discussion and Analysis are defined as follows: 

“ASA” means Atlantis Systems America, 
Inc. 
“ASC” means Atlantis Systems Corp. 
“ASE” means Atlantis Systems Eduplus, 
a separate division of ASC. 
“ASI” means Atlantis Systems 
International Inc.  
“CAE-OTSP” means the master OTSP 
contract, contracted between CAE and the 
Government of Canada 
“CJ-130 FTD Program” means the flight 
training device program, contracted 
between the Company and CAE under the 
CAE-OTSP contract. 
“CF” means Canadian Forces. 
“CFTS” means contracted flying training 
and support. 
“CPT” means cockpit procedures trainer. 
“DND” means Canadian Department of 
National Defence.  

 “EBITDA” is means consolidated net income 
before interest, taxes, depreciation, amortization 
and non-cash charges and expenses other than 
accruals made in the normal course of business 
less any dividends on capital distribution. 
“Eduplus” means the Eduplus division of 
Tecsult Inc., acquired by ASC in the third 
quarter of 2007.  
“GAAP” means Canadian generally accepted 
accounting principles.  
“OTSP” means Operational Training Systems 
Provider 
“MD&A” means management’s discussion & 
analysis 
“NEX” means a separate board of the TSX 
Venture Exchange 
 “RDAF” means Royal Danish Air Force. 
“SMHP” means Sikorsky Maritime Helicopter 
Program.   
“TSX” means Toronto Stock Exchange 

 

(1) The definitions of the technical terms in this glossary are incorporated into the 
remainder of this document. 
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1. HIGHLIGHTS AND SUMMARY   

 
Highlights for 2009 

 

� During the year ended December 31, 2009, we have been awarded new business of 
approximately $12.6 million from new contracts and from renewals and amendments to 
existing contracts. 

� In January 2009, we announced that we had received a $1.3 million contract with the DND 
to design, develop and deliver a professional development training package for aircraft 
maintenance workers who are preparing to assume supervisory positions.  

� In April 2009, ASE was awarded a contract for approximately $2.0 million by L-3 
Communications MAPPS Inc. (“L-3 MAPPS”) of Montreal for the supply of courseware 
development and training for the Halifax Class Integrated Platform Management System 
(“IPMS”) Project. The IPMS Project is an upgrade program that will modernize the 
Canadian Navy’s twelve Halifax Class frigates.  

� In May 2009, we announced that our wholly owned subsidiary, ASI,  had signed a contract 
with CAE to design and manufacture a C-130J flight training device as part of the 
Government of Canada C-130J aircrew training program. ASI is part of the pan-Canadian 
team led by CAE which won a contract to provide systems and services for Canada’s 
tactical airlift, medium-to-heavy helicopter, and potentially other aircraft fleets. ASE 
received a subsequent order from CAE in the fourth quarter of 2009 related to the C-130J 
aircrew training program. 

� Our order backlog from continuing operations at December 31, 2009, was $31.2 million, an 
increase of $2.9 million from the same order backlog at December 31, 2008.   

� During the second quarter of 2009, the Company received payments for Ontario Media 
Development Corporation (“OMDC”) refundable tax credits of approximately $1.5 million, 
net of applicable fees.  

� In the third quarter of 2009 CEO Capital Corporation (“CEO Capital”) provided bridge 
financing of CDN $0.7 million to the Company. The bridge loans were secured in order to 
ramp up for newly awarded contracts as well as to keep our existing programs on schedule.  

� In November 2009, CEO Capital further advanced the Company U.S. $.45M. 

� Throughout the year ended December 31, 2009 we have continued to successfully 
implement our cost reduction initiatives for Canadian operations without impacting our 
ability to execute current contracts or pursue identified new opportunities. As a result, we 
have effectively decreased our operating expenses from continuing operations in 2009 by 
approximately 25% from the levels experienced in the prior year.  
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� The Company entered into a new five-year lease agreement effective November 11, 2009 
(“New Lease Agreement”). Under the terms of the New Lease Agreement, our monthly 
basic rental payments have been reduced by 66% (refer to “Brampton Facility”). 

� On January 19, 2010, a further U.S. $.24M was advanced by CEO Capital. 

� On April 14, 2010, the Company signed a new contract with Allied Wings for the design 
and development of an advanced FTD, upgrades to existing software and flight training 
equipment. 

Recent Amendments to Debt Agreements 

� The Company and ComVest Capital LLC (“ComVest”) agreed on February 23, 2010 to 
amend and restate (the “Amended ComVest Agreement”) the original agreement dated April 
30, 2008 (the “ComVest Agreement”) whereby ComVest would convert U.S. $2.6 million of 
term debt into common shares of the Company, extend a revolving credit loan for up to U.S. 
$4.0 million, without any borrowing base limitations (the “Revolving Credit Commitment”), 
and provide an additional revolving credit facility for up to U.S. $1.5 million (the 
“Overadvance Commitment”). In a separate agreement, ComVest and CEO Capital have 
agreed to participate equally in the Over-advance Commitment (the “Participation 
Agreement”). These agreements formalize certain ad-hoc advances made to date by ComVest 
and CEO Capital into the Overadvance Commitment, which was substantially fully advanced 
upon execution. For further details – refer to “ComVest Agreements”. These agreements 
were approved by the Company’s shareholders on March 23, 2010.  

� On April 13, 2010, the ComVest U.S.$2.6M term debt was converted to 139,386,000 
common shares at CDN $.02 per share.  The shares issued to ComVest result in a change of  
control of Atlantis Systems. Corp. 

� In accordance with the ComVest debt conversion, the related accrued and outstanding 
interest of U.S. $222 under the term loan becomes the new principal amount under the 
ComVest term loan.  The new ComVest term loan is due in full on April 30, 2011. 

Summary of 2009 Results and Other Information 

� Revenue from continuing operations for the year ended December 31, 2009 was $9.8 
million, a 22% decrease from revenue from continuing operations of $12.6 million in the 
prior year.  

� Net loss from continuing operations for the year ended December 31, 2009 was $6.5 
million, as compared to a net loss of $21.1 million in the prior year. The prior year included 
an impairment loss of approximately $11.7 million for the write-off of goodwill. 

� Effective, June 30, 2009, the Company discontinued its U.S. operations (refer to 
“Discontinued Operations”). 
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� The Company’s common shares were delisted on the TSX on the close of market on 
September 2, 2009 and began trading on the NEX, a separate board of the TSX Venture 
Exchange, on September 3, 2009 (NEX-AIQ.H).  

� For all reporting dates in 2009 the Company was not in compliance with a certain covenant 
in the ComVest Agreement and had exceeded the maximum borrowing limit per the terms 
of this agreement. In December, 2009, ComVest consented to certain ad-hoc changes to the 
ComVest Agreement in the anticipation of subsequently amending this agreement (refer to 
“ComVest Agreements”).   

 

2. FORWARD-LOOKING STATEMENTS 

Forward-looking statements look into the future and provide an opinion about the effect of 
certain events and trends on the business. Forward-looking statements may include words such 
as “plans”, “intends”, “anticipates”, “should”, “estimates”, “expects”, “believes”, “indicates”, 
“targeting”, “suggests” and similar expressions. 
 
It has become increasingly difficult to forecast future revenues due to the complexity of the 
purchasing decision making process in the military sector, our status as a subcontractor and 
the large size of individual contracts relative to our lower revenue base. Accordingly, the 
Company expects to continue to not provide future revenue guidance until further notice. 

This MD&A, and in particular the “Business Outlook for 2010” section on page 42, contain 
forward-looking statements. These forward-looking statements are based on current expectations 
and various estimates, factors and assumptions, and involve known and unknown risks, 
uncertainties and other factors.  The material factors and assumptions that were applied in 
making the forward-looking statements in this MD&A include assumptions regarding: our 
ability to retain our current banking relationship and relationship with CEO Capital with access 
to additional ad-hoc advances; our ability to obtain financing to fund our losses and continue 
to operate as a going concern; our ability to win new projects and to successfully complete 
ongoing negotiations with new and existing customers for new work and to accurately 
forecast the timing of such wins; our ability to secure spinoff programs to the CFTS program; 
our current order backlog and the timing of its recognition; the stability and growth of military 
markets and expenditures worldwide and expected developments in the aerospace industry; 
the value of the Canadian dollar relative to foreign currencies, in particular, the U.S. dollar; our 
ability to meet contractual obligations under the CFTS program and SMHP or any other major 
program; our ability to complete new and existing projects on time and on budget; the 
performance of subcontractors; the availability of skilled personnel and that our cost reduction 
plan will not affect this availability; our eligibility for investment tax credits; the stability and 
growth of markets for simulation–based training products; our ability to protect and exploit our 
intellectual property; the level of capital programs to be completed and the accuracy of our 
projections of infrastructure spending at our facilities.  
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It is important to note that: 
 

� Unless otherwise indicated, forward-looking statements in this MD&A describe our 
expectations as of April 28, 2010. 

� Readers are cautioned not to place undue reliance on these statements as our actual 
results, performance or achievements may differ materially from any future results, 
performance or achievements expressed or implied by such forward-looking statements if 
known or unknown risks, uncertainties or other factors affect our business, or if our 
estimates or assumptions prove inaccurate. Therefore, we cannot provide any assurance 
that the predictions of forward-looking statements will materialize. 

� We assume no obligation to update or revise any forward-looking statement, whether as a 
result of new information, future events or for any other reason, except as required by 
applicable securities laws and regulations. 

 
Material factors that could cause our actual results to differ materially from the forward-looking 
statements in this MD&A include risks and uncertainties relating to but not limited to our 
ability to source capital to fund our operations; our ability to continue to operate as a going 
concern; our ability to meet debt obligations as required by our lending arrangements or 
secure waivers or amendments; our ability to convert sales, negotiations and marketing 
pursuits into actual awards and order backlog; our inability to repay bank debt on demand; 
the recent global financial crisis; our continued reliance on key customers for existing and 
new work including our ability to leverage off the CFTS program; the volatility of foreign 
exchange rates; the level of military expenditures and developments in the aerospace 
industry; our reliance on subcontractors; the availability of skilled personnel to ramp up new 
programs and complete existing programs; and our ability to protect the ownership of our 
technology and intellectual property..  
 
For additional information regarding risks and uncertainties that could affect our business, 
please refer to the “Business Risk Factors” section of this MD&A and the “Description of the 
Business – Risk Factors” section in our Annual Information Form, both of which are 
available on the System for Electronic Data and Retrieval (“SEDAR”) at www.sedar.com. 
 
Additional information regarding our Company is contained in filings with securities regulatory 
authorities, including our Annual Information Form and Management Information Circular. 
These documents are available on SEDAR.  
 

3. THE COMPANY 

 
Since our Company was founded 30 years ago, we have developed into a well recognized 
provider of simulation-based training technology, primarily targeted to the military and 
commercial aviation industries, where we have gained a solid reputation for our technological 
capabilities and innovative solutions. In the past several years, we have also broadened our 
capabilities and core competencies beyond simulation and now include customized and 
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integrated hardware and software training systems, e-learning solutions, instrumentation and 
control systems, and avionics test equipment. 
 
We believe that our integrated training systems and learning solutions allow our customers: to 
train students economically; reduce instructor-to-student ratio; reduce the cost of training by 
freeing up expensive assets such as fighter planes and full flight simulators through the use of 
simulation and virtual reality; speed up the learning process and enhance the quality of learning; 
maintain training consistency between groups that trained at different times and by different 
instructors; pre-screen students for their suitability in operational roles; and cost effectively 
update their training programs.   
 
We are headquartered in Brampton, Ontario and we operate through our wholly-owned 
subsidiary ASI, and through ASE, a division of ASC. At December 31, 2009, we had a total head 
count of 127, of which 44 were with the ASE division located in Halifax, Nova Scotia.  
 
We are registered under a number of quality management programs including ISO 9001:2008, 
AS9100:2004, CSA-Z299.1-1985, Boeing BQMS D6-82479 and Rockwell Collins RC-9000, 
among others.   
 

4. TRADITIONAL MARKETS 

Military 

Our roots are in the military and we will continue to strengthen our position in this market.   
 
There are a number of important trends in the military that favour the services we provide:   

� there is a trend towards outsourcing to better manage military budgets and to encourage 
more innovative training solutions; 

� expected high levels of attrition across armed forces creates a requirement to train more 
qualified technicians and trainers in less time; 

� the nature of warfare is changing and the use of sophisticated computer systems in 
communications, weapons delivery and networking lends itself perfectly to the use of 
synthetic training and performance-based learning systems; 

� with the advent of more powerful computers, more sophisticated peripheral technology 
and enhanced graphics, the realism in simulation has resulted in an ever-increasing 
acceptance of this learning approach by the military; and 

� the cost of simulation technology has been drastically reduced making it much more 
affordable to a wider base of applications and users.   

The CF have an unprecedented number of  major acquisition programs either underway or 
planned, including new airlift airframes, modernization of its frigates, new multi-purpose 
ships,  new trucks and tanks, a replacement fixed-wing search and rescue platform and arctic 
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patrol boats, as well as other recently announced programs.  All of these programs will require 
performance critical learning systems. Our capabilities position us well to capture a significant 
share of the training dollars for these programs. 

Civil Aviation 

We have been involved with the civil aviation industry since our inception and continue to view 
this market with interest. We expect the coming years will bring an unprecedented worldwide 
shortage of qualified commercial pilots due to the following trends:  

� a significant global growth in civil aviation that is expected to continue; 

� a significant proportion of the pilot population is approaching retirement age; and 

� fewer military pilots are transferring to civil aviation.  

Our flight training devices, cockpit procedures trainers and flight simulators are installed and 
operating around the world and we will continue to take a keen interest in the civil aviation 
industry worldwide.    

Other Potential Markets 

We believe that there are numerous other markets that would benefit from our synthetic learning 
systems. These include energy, the medical industry, complex industrial facilities and the 
transportation industry.  However, unless an unexpected opportunity arises, we do not intend to 
actively pursue these industries at this time.   

5. OUR STRATEGIC DIRECTION  

In the second half of 2008, we changed our strategic focus and positioning to leverage our core 
competencies and existing technologies in order to broaden the value we provide to our existing 
customer base. We implemented strategic account management practices in order to better focus 
our business development and research and development activities with a view to capitalizing on 
additional opportunities to use simulation methods to service the full life cycle of our customers’ 
products.  

During the last two years we have developed a strategic plan, restructured our management team, 
hired a new Chief Executive Officer, discontinued our unprofitable U.S. operation, established 
separate business units under the leadership of a single individual with full profit and loss 
responsibility, have continuously implemented additional cost reduction initiatives, secured 
bridge loan financing to provide working capital for recently awarded customer projects, 
renegotiated the lease at our Brampton, Ontario premises, and have, under difficult 
circumstances, maintained a our banking relationship with ComVest. More recently, we reached 
an agreement with our lenders on a plan to restructure our debt, which was approved by the 
Company’s shareholders at a special meeting of shareholders on March 23, 2010.  
 
By implementing strategic account management, we have focused our initial efforts on four 
strategic accounts. This narrow, but deep, approach to account management has already begun to 
show results. Since the beginning of 2009, we have secured approximately $12.6 million in new 
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or amended contracts, including two contracts with CAE as part of the Government of Canada C-
130J aircrew training program, a $2.0 million e-learning contract with L-3 MAPPS, and a $1.3 
million e-learning contract with the Canadian DND.  
 
Our continuing priorities are to recapitalize the Company; further reduce our cost structure and 
aggressively pursue new business opportunities that align with our strategic direction. 

6. COMVEST AGREEMENTS 

Effective April 30, 2008, the Company entered into financing arrangements by way of a 
revolving credit and term loan agreement (ComVest Agreement) with ComVest that provided up 
to U.S.$6.6 million of financing in the form of a secured term loan (the “Term Loan”) in the 
amount of U.S.$2.6 million at a rate of interest of 12.5% per annum payable monthly and a 
deferred interest fee of 5% per annum payable at maturity, as well as a secured revolving line of 
credit (the “Operating Line”) of up to U.S.$4.0 million based on a borrowing base at a rate of 
interest of U.S. prime plus 2% per annum, with a floor of 8%. The Term Loan matures on April 
30, 2011 and the Operating Line will be available until April 30, 2010, subject to a one-year 
extension at the option of the Company. The arrangement also involved the Company issuing 
warrants to acquire an aggregate of 9,300,000 common shares of the Company at an exercise 
price of $0.09 per share, with an expiry date of April 30, 2013 (the “ComVest Warrants”). 

As discussed further in the “Liquidity” section of this document, the Company has been for all 
quarter-end reporting dates commencing with June 30, 2008, in breach of a certain covenant 
under the ComVest Agreement and for all reporting dates commencing September 30, 2008, has 
exceeded its maximum borrowing capacity under the ComVest Operating Line.  

On March 25, 2009, the Board agreed to re-price the ComVest Warrants from $0.09 to $0.03 per 
share. The warrant re-pricing was in lieu of covenant waiver fees that would have been otherwise 
charged by ComVest for waivers for the March 31, 2009 and December 31, 2008 reporting 
periods. 

Effective April 1, 2009, ComVest began charging additional default interest of 5% per annum on 
both the Line of Credit and the Term Loan. The floor interest rate for the Line of Credit and the 
monthly interest rate for the Term Debt increased to 13% per annum and 17.5% per annum, 
respectively, for periods that the Company is in default. The deferred interest rate of 5% per 
annum for the Term Debt was not increased. 

The Company chose not to request a waiver in order to avoid paying a waiver fee for the 
June 30, 2009 reporting period. As a result of the then “in default” conditions the un-accreted 
balance of $594 for the finance costs associated with obtaining the ComVest Term Loan was 
written-off in the second quarter of 2009. The accretion resulted from the GAAP requirement 
to use the effective interest rate method for financial liabilities stated at amortized cost in 
order to recognize the expense of the original financing costs, including the initial fair value 
of the ComVest Warrants.  

Since September 2009 both ComVest and CEO Capital have made a series of advances to the 
Company pursuant to an ad-hoc over-advance facility in order for the Company to meet its 
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operational and working capital requirements. The advances were made with the expectation that 
such advances would be subsumed in a formal over-advance facility with ComVest in which 
CEO Capital would participate equally. As of December 31, 2009, CEO Capital and ComVest 
had provided additional advances to the Company of U.S. $450 and U.S. $1,286, respectively. 
For the presentation of the December 31, 2009 consolidated balance sheets, the ComVest 
overadvances are included in the operating line of credit, while the CEO Capital overadvances 
are included in bridge loans (refer to CEO Capital Bridge Financing”). The ComVest 
overadvances were determined without consideration to borrowing base restrictions on the 
Operating Line. The overadvances bear interest at 18% per annum. 
 
In December 2009, ComVest consented to certain ad-hoc changes to the ComVest Agreement in 
the anticipation of subsequently amending the ComVest Agreement. The changes include the 
transfer of $820 (US $780) from the Line of Credit to the Term Loan and the interim 
postponement of past due and future principal payments. 
 
The Company and ComVest agreed on February 23, 2010 to amend and restate the ComVest 
Agreement (Amended ComVest Agreement) whereby ComVest would convert U.S. $2.6 million 
of Term Debt into common shares of the Company, continue to extend a revolving credit loan 
for up to U.S. $4.0 million (Revolving Credit Commitment), and provide an additional revolving 
credit facility for up to U.S. $1.5 million (Overadvance Commitment). In a separate agreement, 
ComVest and CEO Capital have agreed to participate equally in the Overadvance Commitment 
(Participation Agreement). The Amended ComVest Agreement formalizes the ad-hoc advances 
made to date by ComVest and CEO Capital. Substantially all of the revolving credit facilities had 
already been advanced as of the date of execution of these agreements. 
 
The terms of the Amended ComVest Agreement are conditional upon approval by the 
Company’s shareholders by April 30, 2010, the Company remaining in compliance with the 
terms of the loan facilities, other than the financial test covenants, as well as the final approval of 
the TSX Venture Exchange. The terms of the Amended ComVest Agreement and the 
Participation Agreement include the following: 

• the conversion by ComVest of U.S. $ 2.6 million of Term Debt into common 
shares at a conversion price of CDN $0.02 of debt per common share, resulting in 
the issuance of 139,386,000 common shares;    

• the accrued interest on the Term Loan as of the date of conversion of the Term 
Debt will become the new balance for the Term Loan; 

• the removal of the borrowing base calculation and EBITDA financial test 
covenants contained in the ComVest Agreement; 

• upon the conversion of the Term Debt, the maturity date for each of the revolving 
credit facilities will be extended from April 30, 2010 to April 30, 2011;    

• the interest on the Overadvance Commitment is at 18% per annum on the 
outstanding balance; 
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• a modification fee of U.S. $120 is payable upon the conversion of the Term Debt, 
such fee to be added to increase the Revolving Credit Commitment to U.S. $4.12 
million; and 

• that ComVest appoint a majority of the directors to the Board. 

The Amended ComVest Agreement was approved by the Company’s shareholders and 
regulatory Boards on March 23, 2010. 

On April 13, 2010, the ComVest U.S. $2.6M was converted to 139,386,000 common shares at 
CDN $.02 per share.  The shares issued to ComVest result in a change of control of Atlantis 
Systems Corp. 

In accordance with the ComVest debt conversion, the related accrued and outstanding interest of 
U.S. $222 under the term loan becomes the new principal amount under the amended ComVest 
term loan which is due in full on April 30, 2011.  

As at April 28, 2010, the Company did not exceed the ComVest credit facility. 

7. CEO CAPITAL BRIDGE FINANCING 

On July 14, 2009, the Company, CEO Capital, and ComVest entered into an inter-creditor 
agreement, whereby the parties agreed to the following: ComVest agreed to share its collateral 
on the ComVest loans to the Company with bridge loans provided by CEO Capital for up to US 
$1,500; all parties agreed as to the priority of scheduled repayments; and CEO Capital agreed to 
provide ComVest with a 120 day cure period in the event of default.  

 
A director of the Company is a principal shareholder of CEO Capital which provides consulting 
services to the Company (refer to “Related Party Transactions”). The Company and CEO Capital 
secured the inter-creditor agreement in order to address the Company’s additional cash 
requirements in order to ramp up for new business awarded in 2009 as well as to maintain our 
high level of service on previously awarded customer programs.      

 
On July 15, 2009, CEO Capital provided a CDN$250 bridge loan to the Company, secured by a 
promissory note, and requiring monthly interest payments of 2% of the outstanding principal. 
CEO Capital has since extended the due date from November 11, 2009 to April 16, 2010. 
 
On August 21, 2009, CEO Capital provided a further bridge loan of CDN $450, requiring 
monthly interest payments of 2% of the outstanding principal. The bridge loan is secured by 
receipts subsequent to July 31, 2009 from one of the Company’s customer programs, pursuant to 
which the Company has repaid $274 of principal as of December 31, 2009. The due date for the 
full repayment of the bridge loan has been extended by CEO from December 18, 2009 to August 
14, 2010. In connection with this bridge loan, the Company issued 500,000 warrants to CEO 
Capital to purchase common shares of the Company at an exercise price of $0.025 per share. 
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In November 2009, CEO Capital advanced the Company US $450 requiring monthly interest 
payments of 1.5% on the outstanding principal. 
 
On January 19, 2010, CEO Capital provided a further bridge loan of US$ 240 requiring monthly 
interest payments of 1.5% on the outstanding principal. 
 
On April 16, 2010, the Company repaid the CDN $250 short term bridge loan along with the 
accrued and outstanding interest for February 2010 and March 2010 for all CEO Capital 
advances. 
 

8. COST REDUCTION INITIATIVES 

The Company initiated its cost reduction plan in the fourth quarter of 2007 in order to reduce 
costs and overall operating expenses by approximately 15% per year.  Workforce reductions and 
other cost cutting measures were expected to result in annualized savings of approximately $6.4 
million.  
 
In the fourth quarter of 2008, we incurred total severance costs of approximately $846, net of 
prior year accrual reversals, which included future estimated payments of $863 under settlement 
agreements with three former Canadian based executive officers of the Company. This further 
restructuring was expected to result in annualized cost savings of approximately $1.5 million in 
2009. In September 2009, we accrued additional severance costs of approximately $422, which 
includes the future estimated payments under settlement agreements with three senior managers 
of the Company. This cost reduction initiative is expected to result in additional annualized cost 
savings of approximately $440 per year.   
 
During 2009 the Company has also implemented additional layoffs, discontinued U.S. 
operations, eliminated quarterly audit reviews, reduced the cash outflow on severance payments 
by unilaterally reducing the payout by 50%, thereby extending the payout period to offset the 
reduced payout amount, and effective November 1, 2009, negotiated for a 66% reduction in its 
basic rent at the Brampton Facility. 
 
Through December 31, 2009, the cost reductions we have achieved as a result of our cost 
reduction initiatives are consistent with our original estimate. To date, the cost reductions at the 
Canadian operations have not impacted the Company’s ability to execute current contracts, or 
pursue identified new opportunities, as our workforce reductions have been primarily focused on 
non-revenue generating positions.  

9. BRAMPTON FACILITY 

 
The Company had previously entered into a sale-leaseback arrangement with its landlord in 
1998, with the original lease to expire on November 30, 2013. On July 7, 2009, the Company 
reached an agreement with its landlord whereby the Company could continue to defer certain 
past due rental payments until December 31, 2009. Under this agreement, the Company forfeited 
its right to its final mortgage payment, which was due December 1, 2013. Accordingly, the 
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mortgage receivable of $167 (discounted at 9%) was written off in the second quarter of 2009.  
 
On November 6, 2009, the Company accepted a proposal from its landlord that was substantially 
incorporated into the New Lease Agreement dated November 11, 2009. Under the terms of this 
agreement, which is effective October 31, 2009, the basic rental payment is approximately $23.3 
per month, with annual increases of 2.0%, for a term of five years. The agreement provides the 
Company’s landlord with the right to terminate the lease with a minimum of nine months notice 
at any time after November 1, 2012.  
 
In addition, the Company has agreed to make a rent deposit of approximately $151, of which 
$48.8 was paid prior to December 31, 2009, with the reminder due in four equal and consecutive 
monthly instalments which commenced on February 1, 2010.  This deposit may be applied by 
the landlord to remedy any future default with respect to the New Lease Agreement, including an 
early termination penalty for all rent payable for the lesser of the remaining term on the lease and 
three years.  
 
The Company has also committed to pay approximately $478 for rent in arrears with respect to 
the previous lease prior to the expiry of the new lease; however, the landlord has agreed to 
release the Company from such payment provided that the Company is not in default throughout 
the term of the new lease. The Company has also agreed to make six equal and consecutive 
monthly payments, of approximately $350 in total, which commenced on December 31, 2009, 
for recent repairs made by the landlord to the building and property. In addition, the Company 
has agreed to complete certain additional repairs prior to September 30, 2010. The Company will 
remain responsible for the maintenance of the property under the terms of the new lease.  
 
On April 16, 2010, the Company paid the outstanding March 2010 and April 2010 payments 
which comprised of rent, maintenance and rent deposit as stipulated in the November 11, 2009 
lease agreement.  The landlord waived the late penalty. 

10. DISCONTINUED OPERATIONS 

ASA, the Company’s wholly owned U.S. subsidiary, was established in 2006 to provide a direct 
U.S. presence in order to better facilitate winning contracts with U.S. defense contractors and the 
U.S. military. However, during the second quarter of 2009, the Board concluded that the future 
sales prospects for ASA were not sufficient to allow the U.S. subsidiary to become self-
sustaining. On this basis the Board set an effective date of June 30, 2009, to discontinue U.S. 
operations. As a result, under Canadian GAAP, the assets and liabilities of ASA have been 
segregated and presented separately as discontinued on the consolidated balance sheet as at 
December 31, 2009 and December 31, 2008. The results of operations and cash flows of ASA 
have been segregated and presented separately as discontinued in the consolidated statements of 
operations, comprehensive loss and deficit and the consolidated statements of cash flows for the 
years ended December 31, 2009 and 2008.  
 
As of June 30, 2009, ASA had completed all external revenue generating contracts and its only 
current remaining revenue generating activities were on behalf of ASI. ASA had provided notice 
of its intention to not renew the lease on its rental premises, which expired on June 30, 2009.  
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Subsequent to discontinuing its U.S. operations, the Company received U.S. $260 from a US 
based company for the successful transfer of ASA’s previous qualification rights to bid as a 
contractor under a contracting vehicle with the U.S. Army. 
Summarized balance sheet information for discontinued operations is as follows: 

2009 2008

Current assets

Cash -$       59$             

Trade receivables 16           72               

Prepaid expenses -         60               

Current assets of discontinued operations 16$         191$           

Long-lived assets

    Capital assets, net (note 9)Capital assets, net (note 9) -$       144$           

    Long-term prepaid expense Long-term prepaid expense -$       24$             

Long-lived assets of discontinued operations -$       168$           

Current liabilities

Accounts payable and accrued liabilities 11$         118$           

Deferred revenue 229             

Current liabilities of discontinued operations 11$         347$           
 

 
Excluded in accounts payable for discontinued operations is $6,988 (2008 – $7,565) payable to 
the Company.  
 
For a further discussion on the results of discontinued operations, refer to “Results of Operations 
– Discontinued Operations”. 

11. TSX  DELISTING  

Refer to “Going Concern Assumption”.  

12. REVENUE ADJUSTMENTS RELATED TO PRIOR PERIODS  

 
In most instances the projects undertaken by the Company require many months to complete. 
Accordingly the Company recognizes revenue on these projects based on the percentage of costs 
completed for each project. When our cost estimates to complete a project are increased in a 
given period, (without a corresponding increase in the contract value), the re-calculated lower 
percentage of completion implies that revenue was overstated for the prior periods. As a result, 
the revenue recorded in that period would include a negative adjustment component for 
previously recognized revenues. The expected costs to complete all major programs are reviewed 
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regularly by project management and finance.  
 
By the same principles, when the value of a contract is changed, the change in value must be 
recognized in revenue in the current reporting period for the percentage-of-completion achieved 
to-date. Such changes in contract value include contract amendments, or in the case of the 
SMHP, a change in the Canadian dollar value of this U.S. dollar denominated contract.   

13. THE CFTS PROGRAM 

Early in the second quarter of 2005, the Allied Wings consortium was awarded a $1.77 billion 
contract for the CFTS program by the DND and the CF to provide the design, development, 
installation, operation and support for the CFTS ground-based training system in Southport, 
Manitoba over approximately a twenty-three year period.  Atlantis is one of the five members of 
the Allied Wings consortium with Kelowna Flightcraft Ltd. (“Kelowna”) as the prime contractor. 
 
Our portion of the contract, which started in 2005, is currently expected to generate 
approximately $72.2 million in revenues for the production phase and approximately $18.9 
million for the twenty-year support services phase. The production phase of our contribution to 
the CFTS program involves the provision of an integrated training solution to the consortium and 
is scheduled for completion in the third quarter of 2010. Management believes there is strong 
potential for a significant recurring revenue stream from the CFTS program available to Atlantis, 
including courseware refresh and upgrades and new flight training devices. 
 
To date we have recognized revenues of $72.0 million (including support revenues). The 
Company’s percentage-of-completion revenue-recognition policy is based on the full contract 
value. As of December 31, 2009, the contract, including the support phase, was approximately 
79% complete.  
 
The CFTS contract is significantly larger than other contracts awarded to the Company to-date. 
The initial phase of this contract was approximately 93% complete as of December 21, 2007, 
which is a principal factor for the decline in the Company’s revenues over the last three years.  
 
The Company’s cost estimates for this project were significantly underestimated, which has 
produced net negative revenue adjustments for prior period revenues of $2.2 million and $1.2 
million for 2009 and 2008, respectively. In addition, during 2009, the value of the CFTS contract 
increased by approximately $0.9 million (2008 - $1.1 million) due to additional work covered by 
contract amendments and the inflation escalation clause for the support phase of the contract. 
This resulted in a positive adjustment to revenue in 2009 of approximately $0.7 million (2008 - 
$0.8 million) (refer to “Revenue Adjustments Related to Prior Periods”). 
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14. OVERVIEW 

Selected Annual Information for Continuing Operations 
 

Quarter Ended

Revenues 1,413 9,804 12,586 32,583 

Gross margin (1,204) 1,579 2,677 6,941 

Gross margin percentage  -85% 16% 21% 21%

Operating expenses
 (1) 1,191 5,466 7,263 8,771 

Depreciation and amortization 361 1,433 1,922 924 

Write-off of mortgage receivable                              -                     167                        -                             -   

Interest expense and financing costs

(net) 

385 2,152 930 (168)

Currency exchange (gain) loss on

foreign debt

(180) (1,149) 790 

Write off of HVTT deferred

development costs

                             -                        -   1,087                           -   

Write off of goodwill                              -                        -                   11,735                           -   

Net (loss) income                      (2,962)               (6,491)               (21,050)                   (2,586)

Net (loss) income per share (basic)                        (0.04)                 (0.12)                   (0.38)                     (0.05)

Total assets 6,853 6,853 6,805 27,365 

   2009                             

$

   2008                             

$

Years Ended December 31

December 31, 2009  

$

   2007                             

$

 

 (1) Includes selling and marketing (“S&M”), general and administrative (“G&A”) and stock option expense. 
(2) Excludes term loans included in current liabilities (see “ComVest Agreements”) 
 

For further discussion on specific line items, refer to “Results of Operations”.  
  

During the last three years, the Company’s revenues from continuing operations have declined 
significantly due to the maturing of the CFTS program. The decrease of $19,997 in revenue from 
continuing operations in 2008 from 2007 is substantially due to a corresponding decrease in 
CFTS revenues of $18,018.  
 
The decrease of $2,782 in revenue from continuing operations in 2009 over the prior year is 
primarily due to a decrease in revenue from the CFTS and SMHP programs of $3,705 in total, 
partially offset by increased revenues of $1,283 from other military programs. Approximately 
42% of revenue from other military programs in 2009 was generated by new programs awarded 
to the Company during 2009.  
 
Gross margin for continuing operations for the year ended December 31, 2009 was $1,579, or 
16% of revenue, as compared to $2,677, or 21 % of revenue, and $6,941, or 21% of revenue, for 
2008 and 2007, respectively. Gross margin in 2009 was increased by $1,473 from the 
recognition of OMDC refundable tax credits.  
 
For 2009 and 2008 we recorded material adjustments to revenue (and gross margin) related to 
prior period revenues from reconfiguring costs to complete large programs, from increases in the 
value of the CFTS program, and the end-of-period revaluation of the SMHP U.S. dollar contract. 
(refer to “Revenue Adjustments Related to Prior Period”, the “CFTS Program” and “Results of 
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Operations”).  
 
Operating expenses (defined as combined general and administrative (“G&A”), selling and 
marketing (“S&M”) and stock option expense) have decreased significantly in each of the last 
two years primarily due to our continuous cost reduction initiatives which began in the fourth 
quarter of 2007.  
 
The decrease of $488 in depreciation and amortization expense for fiscal 2009 over 2008 is 
primarily due to the write-off of certain deferred development costs in the fourth quarter of 
2008. The increase in 2008 over 2007 reflects the timing of the acquisition of the Eduplus 
core technology in September 2008.  

In the fourth quarter of 2008 we completed a detailed review of the carrying value of certain 
deferred development costs and the Company’s goodwill. Accordingly, in December 2008, 
the remaining unamortized value of $1,087 for deferred development costs was written off 
and we recorded a goodwill impairment loss of $11,735.  

Interest expense and financing costs, net, for the year ended December 31, 2009, increased by 
$1,222 over the 2008 levels. The net expense for 2009 includes an increase of $628 in the 
interest expense component as well as the write-off of $594 for the un-accreted financing costs 
related to the Term Loan (refer to “ComVest Agreements”). The increase in the interest 
component reflects increased levels of debt and the implementation of “in default” interest rates. 
The increase in 2008 is due to the Company having no significant debt in 2007 prior to securing 
an old term loan for $2.8 million in September of that year.  
 
The decrease in the net loss in 2009 as compared to 2008 was primarily attributable to the write 
of the goodwill in 2008 and reduced operating costs. The increase in the net loss in 2008 over 
2007 was primarily due to the write-off of these intangibles, as well as from significantly lower 
revenue/gross margin.   
 
The decrease in total assets as at both December 31, 2009 and 2008 from 2007 is primarily due 
to the write-off of goodwill and certain deferred development costs in 2008, and from a 
significant decrease in net cash resources (net of term debt and operating lines of credit), 
principally from the use of customer deposits related to the CFTS program.  
 
There were no reported long-term liabilities at December 31, 2009, 2008 and 2007 as a result of 
the GAAP requirement to classify the ComVest Term Loan at December 31, 2009 and 2008 and 
a previous term loan at December 31, 2007 as a current liability due to our non-compliance with 
certain covenants contained in their respective agreements.  

15. RESULTS OF OPERATIONS 

The following discussion is for the continuing operations of the Company, apart from the 
paragraphs that pertain explicitly to discontinued operations, thereby providing a separate 
discussion of the material factors influencing the continuing and discontinued operating results 
and financial condition of our Company, as at, and for the year ended December 31, 2009 with 
comparisons to the year ended December 31, 2008, where applicable, and the operating results 
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for the three-month period ended December 31, 2009 with comparisons to the three-month 
period ended December 31, 2008, where applicable.  
  
Continuing operations of the Company include the operating entities ASI and ASE (a division of 
ASC), and corporate overheads.  Discontinued operations of the Company are those of ASA. 

16. GOING CONCERN ASSUMPTION 

These consolidated financial statements have been prepared on a going concern basis which 
assumes that the Company will be able to meet its commitments, realize its assets and discharge 
its liabilities in the normal course of business. 
 
For the year ended December 31, 2009 the Company incurred a net loss of $6,491, and has a 
working capital deficiency of $10,655, a deficit of $109,101 and a shareholders’ deficiency of 
$9,857 as at December 31, 2009. This casts substantial doubt on the Company’s ability to 
continue as a going concern. Continuation of the Company as a going concern is dependent upon 
achieving profitable operations, and/or the ability of the Company to obtain additional financing 
when necessary. 

In addition, on December 12, 2008, the TSX placed the Company under a delisting review, 
pursuant to Part VII of the TSX Company Manual, as a result of a decline in the market value of 
the Company’s shares and concerns with the Company’s financial condition. After considering 
the Company’s submissions, the TSX notified the Company that it’s continuing listing 
deficiencies had not been rectified. The Company’s common shares were subsequently delisted 
from the Toronto Stock Exchange at the close of market on September 2, 2009. On September 3, 
2009, the Company transferred its listing to the NEX, a separate board of the TSX Venture 
Exchange (NEX-AIQ.H).  
 
If the going concern assumption were not appropriate for these financial statements, adjustments 
would be necessary in the carrying values of assets and liabilities, the reported net loss and the 
balance sheet classifications used. 
 
In the opinion of management, all adjustments considered necessary for fair presentation of the 
Company’s financial position, results of operations and cash flows have been included. 
Operating results for the year ended December 31, 2009 are not necessarily indicative of the 
results to be expected for any future periods. 
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17. CONTINUING OPERATIONS 

Year ended December 31 

The components of revenue for continuing operations for the years ended December 31, 2009 
and 2008 are as follows: 
 

$      % $    % $    %

CFTS     1,630 17%     4,674 37%   (3,044) -65%

SMHP     2,110 22%     2,771 22%      (661) -24%

Other military     4,330 44%     3,048 24%     1,283 42%

Other     1,734 14%     2,093 7%      (360) -17%

Total     9,804 100%   12,586 100%   (2,782) -22%

2009 2008 Change

 
 

Revenue from continuing operations for the year ended December 31, 2009 was $9,804 a 
decrease of 22% from revenue from continuing operations of $12,586 in the prior year. 
Excluding $2,237 and $805 in 2009 and 2008, respectively, of net negative revenue adjustments 
with respect to prior periods for increased estimates of costs-to-complete major programs, 
positive revenue adjustments for increases in the value of the CFTS contract, and the end-of-
period revaluations of U.S. dollar contracts, revenue from continuing operations in 2009 would 
have decreased by 10% to $12,041.  

Revenue from the CFTS program has continued to decline since the initial phase of the program 
reached maturity in the third quarter of 2007. Excluding negative revenue adjustments from an 
increase in the estimated cost-to-complete, and positive adjustments from an increase in its 
contractual value, revenues would have decreased by 38% to $3,122 in 2009.  For a further 
explanation of CFTS revenues and adjustments, refer to “The CFTS Program”. 
 
The decrease in revenues from the SMHP is primarily due to fluctuations during the applicable 
periods in the value of the Canadian dollar as compared to the U.S. dollar. Excluding the effect 
of end-of-period revaluations of this U.S. dollar contract, the SMHP revenue would have 
increased by 32% in 2009 over the prior year.  
 
The contract with Sikorsky Aircraft Corp. (“Sikorsky”) has remained unchanged at 
approximately U.S. $9.5 million since we acquired the SMHP contract with the completion of 
the Eduplus acquisition on September 27, 2007. ASE provides the program with training design, 
training documentation and courseware production. The program is now in excess of 50% 
complete and we expect revenues from this program through 2011.  
 
Revenue from other military contracts increased by 42% to $4,330 in the year ended December 
31, 2009, as compared to 2008. Other military revenue in 2009 was primarily derived from 
contracts awarded in 2009, and in particular, for e-learning programs awarded to ASE and from 
the C-130J aircrew training program, as well as from increases to an existing naval consulting 
contract and from an upgrade program for the CPT previously delivered to the RDAF for the 
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EH-101 helicopter.  
 
Other military revenue in 2008 was primarily derived from the RDAF program and the CF 
weapons load trainers program, which were both substantially completed in the third quarter of 
2008. Revenue in 2008 also includes a decrease in revenue of $1,088 due to reconfigured cost 
estimates to complete the RDAF program.  
 
Other revenues from continuing operations in the year ended December 31, 2009 and 2008 were 
derived from multiple, small and short-duration contracts, and from programs in the energy 
sector. The decrease in other revenue is primarily due to a 88% decrease in revenues from the 
energy sector.  
 
During the year ended December 31, 2009, we had three customers from continuing operations 
that represented more than 10% of total revenue, the CF with 21% (2008: 32%), Sikorsky with 
20% (2008: 19%), and CAE with 18% (2008: 0%). As at December 31, 2009, three customers 
from continuing operations represented more than 10% of total combined trade receivables and 
unbilled revenue as follows: Sikorsky with 59% (2008: 63%); CAE with 19% (2008: 0%); and 
the RDAF with 11% (2008: 19%). 
 
The order backlog for continuing operations at December 31, 2009 was $31.2 million and 
includes the following: $19.1 million from the CFTS program (with approximately $17.2 
million for future support services); $4.4 million from the SMHP; $7.1 million in total from 
four large contracts awarded in 2009; and $0.6 million from all other contracts.  

Gross margin from continuing operations for the year ended December 31, 2009 was $1,579, or 
16% of revenue from continuing operations, as compared to a gross margin of $2,677, or 21% of 
revenue, for the same period in 2008. The 2008 gross margins have been restated to exclude 
from gross margin the foreign exchange gains/losses on U.S. dollar denominated debt.     
 
With the exception of contributions from the RDAF program, the change in gross margins 
related to prior periods is equivalent to the changes in revenues related to prior periods as 
discussed above. The gross margin in the year ended December 31, 2008 includes a net reduction 
of only $363 from the RDAF program due to reconfigured cost estimates. In addition, the gross 
margin from continuing operations in 2009 includes a reduction in the cost of revenue of $1,473 
from the recognition of Ontario Media Development Corporation (“OMDC”) refundable tax 
credits, net of applicable fees.  
 
Excluding for all periods the effect on prior period revenues from reconfigured cost estimates, 
contract value increases, exchange rate differences, and refundable tax credits, the adjusted gross 
margin percentages for 2009 and 2008 would have been 19% and 21%, respectively. 
 
G&A and S&M expenses from continuing operations decreased 18% and 44%, respectively for 
the year ended December 31, 2009 over the prior year. This decrease in operating expenses 
reflects our continuing cost reduction initiatives, including staffing levels and discretionary 
programs. We expect that operating costs for 2010 will decrease further from the levels 
experienced in 2009.  
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We incurred depreciation and amortization expense for the year ended December 31, 2009 of 
$1,434, a decrease of $488 over the prior year.  This decrease is primarily due to the amortization 
expense of $108 per quarter recorded during 2008 for deferred development costs, which were 
written off in the fourth quarter of 2008.  

Interest expense and financing costs, net, for the year ended December 31, 2009, increased by 
$1,222 over the prior year. This increase is primarily due to the write-off of $594 for the un-
accreted financing costs related to the ComVest Term Loan (refer to “ComVest Agreements”) 
and an increase of $628 in the interest expense component. This increase in the interest expense 
component in 2009 is primarily the result of the following: higher interest rates on the ComVest 
Term Loan than the old term loan; the greater amounts borrowed in 2009 on the ComVest 
Operating Line; and the default interest rate increase of 5%, effective April 1, 2009.   

We recorded a foreign exchange gain of $1,149 ($2008: a loss of $790) for the year ended 
December 31, 2009 as a result of restating our U.S denominated debt in Canadian dollar 
equivalents at the prevailing period-end foreign-exchange rates.  
 
In the fourth quarter of 2008 we completed a detailed review of the carrying value of certain 
deferred development costs and the Company’s goodwill. Accordingly, in December 2008, 
the remaining unamortized value of $1,087 for deferred development costs was written off 
and we recorded a goodwill impairment loss of $11,735.  

There was no income tax (recovery) expense recorded for the years ended December 31, 
2009, and 2008. We had previously recorded a full valuation allowance for all future income 
tax assets (specifically cumulative operating loss carry-forwards and temporary differences) 
as we believed there was uncertainty in realizing the full benefit of these items. As a result, 
any income tax recovery, or expense, related to losses and earnings in 2009 and 2008 was 
offset by utilizing an equal portion of the unrecognized operating loss carry-forwards from 
previous years. As at December 31, 2009, we continue to carry a full valuation allowance 
against our income tax assets due to the continued uncertainty surrounding their full usage. 
We will not be required to record income tax expense against earnings in Canada until either 
all unrecognized operating loss carry-forwards are utilized or expire. As of December 31, 
2009, our Canadian loss carry-forwards were approximately $18,958, which expire between 
2010 and 2029. Furthermore, we will not be required to record income tax expense against 
earnings in the US until all unrecognized operating loss carry forwards are utilized or expire, 
however, with our U.S. operations now discontinuing, it is unlikely the Company will be able 
to utilize these loss carry forwards. As of December 31, 2008, our US loss carry-forwards 
were approximately $8,148.  

For the year ended December 31, 2009, we recognized a net loss from continuing operations of 
$6,491, or $0.12 per share, as compared to a net loss of $21,050, or $0.38 per share, for the prior 
year. The decreased net loss for 2009 was primarily due to the write-off of intangibles in 2008, 
reduced operating costs and the effect of foreign currency exchange rates on the ComVest debt, 
offset, in part, by an increase in interest and financing costs.    
 
As a result of the loss recorded for continuing and discontinued operations in the years ended 
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December 31, 2009, and 2008, potentially dilutive securities become anti-dilutive, and therefore 
the diluted net loss per share is unchanged from the basic net loss per share. 

Fourth Quarter 

The components of revenue for continuing operations for the three months ended December 31, 
2009 and 2008 are as follows: 
 

$      % $    % $    %

CFTS           (1) 0%        686 26%       (687) -100%

SMHP         (24) -2%        911 34%       (935) -103%

Other military      1,388 98%        626 24%        762 122%

Other           50 4%        425 -35%       (375) -88%

Total      1,413 100%     2,647 100%    (1,234) -47%

2009 2008 Change

 
 
 
Excluding the revenue adjustments related to prior periods from reconfigured cost estimates,  
increases in the contract value for the CFTS program, and foreign exchange conversions, 
revenue from continuing operations for the fourth quarter of 2009 would have increased by 41% 
to approximately $3.6 million. 
 
Revenues from the CFTS program decreased in the fourth quarter of 2009 primarily due to an 
increase of $1,095 in negative revenue adjustments (net) related to prior periods. SMHP revenue 
in the fourth quarter of 2009 includes a negative revenue adjustment of $605 subsequent to a 
detailed review of the expected costs to complete this project. Approximately 70% of revenue for 
other military programs in the fourth quarter of 2008 was derived from the C-130J aircrew 
training program. 
 
During the quarter ended December 31, 2009, we had one customer from continuing operations 
that represented more than 10% of total revenue, CAE with 72% (2008: 0%). 
 
After excluding the negative revenue adjustments described above, gross margin from continuing 
operations for the quarter ended December 31, 2009 would be $516, or 14% of revenue, as 
compared to an adjusted gross margin of $1,343, or 52% of revenue, for the same period in 2008. 
During the fourth quarter of 2008, gross margin benefited from unusually high-margin 
contributions from smaller military projects and other short-term programs.  
 
Operating expenses for the fourth quarter of 2009 decreased by 49% from the same period in 
2008. Operating expense for the fourth quarter of 2008 includes a severance accrual of $814 with 
respect to future estimated payments under settlement agreements with former employees of the 
Company. Without giving effect to this accrual, operating expenses from continuing operations 
for the fourth quarter of 2009 would have decreased by approximately 22% over the prior year 
period. 
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The nature of the changes in depreciation and amortization, interest and financing costs, net, 
currency exchange gains or losses of foreign debt, the write-off the intangibles in 2008 and net 
income are similar to the discussions above for the years ended December 31, 2009 and 2008.    
 

18. DISCONTINUED OPERATIONS 

Summarized income statements for ASA are as follows:  

2009 2008 2009 2008

Revenue from external cusotmers  139$             423$                1,088$    2,057$        

Income (loss) before impairment charge 131              (1,181)              (180)       (2,367)         

Impairment charge on capital assets -               -                  (50)         -              

Net income (loss) from discontinued operations 131$             (1,181)$            (230)$      (2,367)$       

Three months ended Year ended

December 31 December 31

 
 
The revenues recorded for discontinuing operations in 2009 from external customers were 
substantially derived from the successful transfer of ASA’s previous qualification rights to bid as 
a contractor under a contracting vehicle with the U.S. Army and a contract awarded to ASA from 
a large U.S. defense contractor in the first quarter of 2008. Revenue in 2008 was derived from 
the same contract as well as from two other contracts with the same contractor, both of which 
were completed in the second half of 2008. As of June 30, 2009, ASA had completed all of its 
obligations with respect to revenue generating contacts with independent parties and had no 
corresponding order backlog. 
 
Included in the loss from discontinued operations for the year ended December 31, 2009 is a 
long-lived asset impairment charge of $50 recorded prior to the sale these assets. Interest and 
general corporate overhead have not been allocated to discontinued operations.  
 
ASA was also a subcontractor to ASI on the CFTS project. The revenue from the CFTS project 
recorded in ASA, which is not included in the above table, for the three months and the years 
ended December 31, 2009 and 2008 are as follows: 
 

2009 2008 2009 2008

Revenue of ASA and cost of revenue of ASI -$           170$          279$        1,567$     

Three months ended Year ended

December 31 December 31

 

The CFTS revenues recorded in ASA are eliminated against the corresponding cost of 
revenue in continuing operations in our consolidated results of operations. However, the 
expense recorded by ASA in performing such CFTS related activities has been included in 
the consolidated cost of revenue for continuing operations. 
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19. SUMMARY OF QUARTERLY RESULTS (UNAUDITED) 

 
The following are the quarterly results for the Company’s eight most recently completed 
quarters:  
 

31-Dec     $ 30-Sept      

$

30-June     

$

31-March     

$

31-Dec     $ 30-Sept     

$

30-June     

$

31-March  

$

 Revenue          1,413          2,937         1,992           3,462          2,647          2,124          3,835          3,980 

 Gross margin (deficit) (1)         (1,204)             494          (249)           2,538          1,418             249             493             517 

 Operating expenses(2)          1,191          1,342         1,423           1,510          2,340          1,674          1,647          1,602 

 Net (loss) income from 

continuing operations 

        (2,962)           (963)       (2,642)                76      (15,067)        (2,341)        (1,998)        (1,644)

 Net loss         (2,831)           (844)       (2,935)            (111)      (16,248)        (2,530)        (2,337)        (2,302)

 Net loss from continuing 

operations per share (basic and 

diluted)  

          (0.05)          (0.02)         (0.05)  0.00          (0.27)          (0.04)          (0.04)          (0.03)

 Net loss per share (basic and 

diluted)  

          (0.05)          (0.02)         (0.05)  0.00          (0.29)          (0.05)          (0.04)          (0.04)

CFTS program revenues (1)              236           340          1,055         686           312           1,888        1,789        

SMHP revenues (24)            948           138          1,048         911           674           638           549           

Non-CFTS and SMHP revenues 

from continuing operations 1,438         1,753        1,514       1,359         1,050        1,138        1,309        1,642        

20082009

 

(1) All quarters prior to the third quarter of 2009 have been restated to exclude foreign exchange gains/losses on U.S. dollar   
    denominated debt.     
(2) Includes G&A, S&M and stock option expense  

 
The Company has been dependent over each of the last eight quarters on a small number of 
high-dollar value contracts, including the SMHP and the CFTS program, and recently, four 
new military contracts awarded to the Company in 2009.  

All the above periods reflect the maturing of the CFTS program, as well as material negative 
adjustments to revenue from an increase in cost estimates to complete this program. The 
increased CFTS revenue recorded in the first quarter of 2009 reflects increases in forecasted 
support billings from the application of inflation escalation clauses in the CFTS contract.  

Revenue from the SMHP in the first and fourth quarters of 2009 includes an increase of 
$543, and a decrease of $605, respectively, from reconfiguring cost estimates to complete 
this program. In addition, quarterly revenues have also fluctuated with the change in the 
relative strength of the Canadian dollar to the U.S. dollar and the amount of work performed 
in a period as determined by contractual milestones.  

Quarterly revenues from other than the CFTS program and the SMHP have increased in 2009 
over the fourth quarter of 2008 as a result of the $12.6 million in new contracts secured by 
the Company in 2009, and in particular from four higher margin contracts awarded to the 
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Company in 2009 for e-learning programs and the C-130J aircrew training program. From 
the first quarter of 2008 to the third quarter of 2008 revenues included significant, but 
decreasing contributions from the RDAF program and CF weapons load trainers, both of 
which matured in the third quarter of 2008.  

As the CFTS project revenue reached maturity, the Company began to experience substantial 
quarterly net losses from continuing operations. Commencing with the fourth quarter of 
2007, the Company has continuously engaged in restructuring and other cost reduction 
initiatives in order to reduce its overhead and operating costs. 

The net loss and net loss from continuing operations also reflect the effect on gross margin 
from changes in foreign exchange rates on the SMHP program, and changes in estimates of 
the cost to complete all major programs, as discussed above. 

Other significant changes to the net quarterly losses include the following: the third quarter 
of 2009 net loss was reduced by a foreign exchange gain of $637 on U.S. denominated debt 
and increased by an addition of $422 to the severance accrual; the second quarter of 2009 net 
loss includes the $594 write-off of the un-accreted financing costs related to the Term Loan; 
the first quarter of 2009 net loss was decreased by the recognition of $1,306 of OMDC 
refundable tax credits, net of applicable fees; the fourth quarter of 2008 net loss includes the 
write-off of goodwill and deferred development costs as well as net restructuring and 
severance accruals of approximately $0.8 million (including the effect of reversals in 2008 of 
amounts accrued in 2007) for overhead and operating expenses.   

Both the quarterly net loss per share (basic) and the quarterly net loss per share (diluted) for 
continuing operations would reflect increases in the number of common shares outstanding; 
however, no common shares have been issued in the last eight quarters. As at December 31, 
2009, the number of common shares outstanding was 55,993,929.  
 
For all quarters, both the diluted net loss per share and the diluted net loss per share for 
continuing operations did not result in any dilution versus the reported basic earnings per share. 
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CASH FLOW, LIQUIDITY AND CAPITAL RESOURCES   

20. CASH FLOW SUMMARY 

At December 31, 2009, we had bank balance of $161 as compared to $1,100 at December 31, 
2008.  The sources and uses for the changes in cash, for the years ended December 31, 2009 and 
2008, and the three-month periods ended December 31, 2009 and 2008, are as follows: 
  

2009 2008 2009 2008

Cash flows provided by (used in)

Operating activities  $          (975)  $       (1,208)  $      (3,808)  $       (5,939)

Investing activities                (28)               245               (30)               209 

Financing activities            1,139            1,064           3,194            2,728 

Foreign exchange gain on US$ Term Loan                (36)               273             (295)               382 

Increase in bank indebtedness               100               374             (939)           (2,620)

Bank indebtedness at beginning of period                 61               726           1,100            3,720 
Bank indebtedness at end of period  $           161  $        1,100  $          161  $        1,100 

December 31 December 31

 

For further detail of the components from continuing and discontinued operations, refer to 
the “Consolidated Statements of Cash Flows”. 

21.    OPERATING ACTIVITIES 

Year ended December 31 

For the year ended December 31, 2009, the cash outflow from operating activities of $3,808 
was primarily due to the net loss from continuing operations of $6,491, partially reduced by 
noncash expenses with respect to the ComVest financing as well as depreciation and 
amortization.   

For fiscal 2008, the cash outflow from operating activities of $5,939 was principally due to 
the net loss from continuing operations of $21,050, partially reduced by noncash expenses 
for the write-off of goodwill and deferred development costs, as well as for depreciation and 
amortization. In addition, the 2008 cash outflow from operating activities includes a cash 
outflow from discontinued operations of approximately $2.8 million, which was substantially 
negated by a net inflow from the change in working capital items related to continuing 
operations.    

Fourth Quarter 

For the three months ended December 31, 2009, the cash outflow from operating activities of 
$975 was substantially due to a net loss from operating activities for continuing operations of 
$2,962, partially reduced by depreciation and amortization expense, as well by inflows from both 
the net change in working capital items related to continuing operations and from discontinued 
operations.  
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The description of the material components for the cash outflows from operating activities 
for the fourth quarter of 2008 are similar in nature to that of fiscal 2008.  

22.   INVESTING ACTIVITIES 

Year ended December 31 

For the year ended December 31, 2009, the cash used by investing activities was $30, which 
is net of a $21 inflow from discontinued operations for the proceeds from the disposal of the 
remaining capital assets of ASA, and is consistent with the minimal levels of investment 
under our cost reduction initiatives. We expect that our capital expenditures will remain at 
minimum levels until business levels increase, and any additions during such time will 
reflect specific program requirements.    

Cash provided by investing activities for 2008 for $209 reflects a mortgage payment of $249 
received from the Company’s landlord, $3 from discontinued operations which as offset by $43 
of expenditures on capital assets for continuing operations. 

Fourth Quarter 

During the fourth quarters of 2009 and 2008, we invested $28 and $22 in capital assets, 
respectively. The net cash inflow for the fourth quarter of 2008 was 245 which includes the 
above mentioned $249 mortgage payment, $18 from the disposal of certain office equipment 
of ASA and the purchase of $22 in capital assets.  

23.       FINANCING ACTIVITIES 

Year ended December 31 

All financing activities relate to continuing operations.  

The net cash provided by financing activities of $3,194 in 2009 reflects the following:  

� $2,297 provided by the ComVest operating line 

� the transfer of $820 (U.S. $780) from the Line of Credit to the Term Loan 

� $700 in bridge financing provided by CEO Capital, net of repayments of $274 (refer 
to “Bridge Loans”) and $472 (U.S. $450) in ad-hoc overadvances provided by CEO 
Capital in anticipation of the Participation Agreement with ComVest; and 

� $821 of monthly principal payments on the Term Loan through August 31, 2009 
(refer to “ComVest Agreements”).  

In addition, the bank indebtedness, net, includes the ad-hoc overadvances of $1,351 (U.S. 
$1,286) made by ComVest in 2009.  
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In 2008 the $2,728 net cash provided by financing activities consist of $3,258 provided by 
the ComVest operating line, $2,613 from the Term debt proceeds which was offset by $2,660 
old term debt repayment, $385 financing costs and $98 principal payment to ComVest.   

Fourth Quarter 

For the fourth quarter of 2009, cash provided by financing activities of $1,139 includes the 
$473 in overadvances made by CEO Capital, the partial repayment of $274 for the bridge 
loans, the transfer of $820 from the Line of Credit to the Term Loan and $120 from the 
ComVest operating line. 

The cash outflows from financing activities of $1,064 for the fourth quarter of 2008 consists 
of $1,162 drawn on the ComVest operating line which was offset by $98 scheduled 
repayment of principal on the Term Debt.  

24.       LIQUIDITY  

Effective April 30, 2008, we entered into financing arrangements with ComVest that provided up 
to U.S. $6.6 million of financing in the form of the Term Loan of U.S.$2.6 million and the Line 
of Credit of up to U.S. $4.0 million, subject to borrowing base restrictions (refer to the 
“ComVest Agreements”).   

The ComVest Agreement contained covenants for the minimum requirement of an EBITDA to 
Fixed Charges ratio and an annual maximum capital expenditure limit. Fixed Charges are 
defined as the sum of the following: all principal payments scheduled or required to be made 
during the period with respect to the ComVest Loan; all related interest expense of the period; 
and all income taxes paid or accrued for that period. For each quarter-end reporting date in 2009 
the Company was not in compliance with the covenant included in the ComVest Agreement 
related to the rolling requirement for the previous four quarters of a minimum ratio of EBITDA 
to Fixed Charges of 1.25 to 1.0. The Company was also not in compliance with the EBITDA 
covenant then in effect for all previous quarter-end reporting dates with ComVest. 
 
As at December 31, 2009, the Company had exceeded the maximum borrowing limit per the 
original terms of the Operating Line agreement by approximately U.S. $3,604 (see discussion 
below). The Company had also exceeded the maximum borrowing limit for all previous quarter-
end reporting dates since September 30, 2008. The ComVest Agreement provided for a 
maximum borrowing base, based on the current month’s trade receivables and unbilled revenue 
balance. In addition, the Company was unable to remit the monthly principal payments for the 
Term Loan beginning with the September 2009 payment. 
 

The Company did not request a waiver from ComVest for the quarter-end reporting dates 
commencing June 30, 2009. For a summary of the previous waiver related activity and fees, refer 
to the “ComVest Agreements”.  

Effective April 1, 2009, ComVest commenced charging additional default interest of 5% per 
annum on both the Line of Credit and the Term Loan. 
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In the third quarter of 2009, without further ability to borrow, the Company required additional 
financing in order to ramp up for new business awarded in 2009, as well as to maintain its high 
level of service on previously awarded customer programs. Pursuant to an inter-creditor 
agreement between the Company, CEO Capital, and ComVest, CEO Capital provided the 
Company with bridge financing of $700 in the third quarter of 2009. An amount of $274 was 
repaid in the fourth quarter (refer to “CEO Capital Bridge Loans”).  
 
Since September 2009 both ComVest and CEO Capital have made a series of additional 
advances to the Company pursuant to an ad-hoc over-advance facility in order for the Company 
to meet its operational and working capital requirements. The advances were made by ComVest 
and CEO Capital with the expectation that such advances would be subsumed in a formal over-
advance facility to be provided by both lenders.  
 
In December 2009, ComVest consented to certain ad-hoc changes to the ComVest Agreement in 
the anticipation of subsequently amending the ComVest Agreement. The changes include the 
transfer of $820 from the Line of Credit to the Term Loan and the interim postponement of past 
due and future principal payments. In addition, ComVest was permitting the Company to borrow 
on the ComVest Operating Line without considering the borrowing base restrictions.        
 
On February 23, 2010, the Company and ComVest agreed to the Amended ComVest Agreement, 
subject to regulatory and shareholder approval. The Company received the necessary shareholder 
approvals on March 23, 2010. The Board had concluded that the new agreements were the only 
feasible alternative for the Company. As a result, interest expense will be reduced, and an 
amount of US $5.5 million will be available in the form of operating facilities without violating 
the terms of its agreements with ComVest. It is anticipated that the Participation Agreement will 
facilitate further opportunities for ad-hoc advances; however, there are no commitments to 
provide such future overadvances, nor are there be any assurances such funding would be 
available. Management believes that the Company will require additional capital in the very 
near-term and the Company remains engaged in ongoing discussions with ComVest and CEO 
Capital.  

 
The Company remains dependent on ComVest’s support and the loss of ComVest’s support 
would likely result in the Company being unable to continue operations. Any attempt by the 
Company to arrange financing to replace the Amended ComVest Agreement would require the 
approval and interim cooperation of ComVest.  

A schedule of debt maturities as at December 31, 2009 is provided in the financial risk note of 
the consolidated financial statements. This schedule reflects the terms of the Amended ComVest 
Agreement.  

In addition, the Company received approximately $1,473, net of applicable fees, in the second 
quarter of 2009, from the Government of Ontario for interactive digital medial tax credits from 
eligible expenditures in 2007 and 2008. The Company anticipates filing for approximately $500 
of such credits in the second quarter of 2010 with the Government of Nova Scotia for qualifying 
expenditures of the same periods.  

The Company’s stock price has declined substantially over the past eight quarters. The closing 
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price on April 28, 2010 on the NEX was $0.03 As a result, the Company is currently dependent 
on its lenders, cash generated from current and new projects, and refundable investment tax 
credits for its liquidity.  

25.   CAPITAL RESOURCES 

Stock Options 

During the year ended December 31, 2009, the Company awarded 2,250,000 options, at exercise 
prices ranging from $0.025 to $0.04 per share, to purchase shares of the Company under our 
stock option plan (the “Plan”). Of these options, 1,250,000 options were granted to five current 
and former directors of the Company as partial compensation for their services as directors for 
the period from June 12, 2008 to August 25, 2009. These options are exercisable at $0.025 per 
share, have a one-year term, and vested immediately. The remaining options were granted to 
senior staff and are exercisable at $0.04 per share for a term of five years and fully vested within 
180 days of the date of the grant.  

During the year ended December 31, 2008, the Company awarded 5,040,313 options, at 
exercise prices ranging from $0.02 to $0.11 per share, to purchase shares of the Company 
under the Plan. 

All options granted in 2008 were to directors, officers and employees, except for 2,000,000 
options granted on December 18, 2008 under the Option Plan, at an exercise price of $0.02 
per share, pursuant to CEO Capital’s consulting agreement with the Company. These options 
vested as to 50% immediately, and the remainder on March 30, 2009, and expire on the 
earlier of March 30, 2012, or 90 days after the member of the Board ceases to be involved 
with the Company (refer to “Related Party Transactions”). 
 
Options awarded to directors, officers and employees in 2008 expire between three and four 
years from the date of the grant. A total of 100,000 of these options vested immediately, the 
remainder vest from approximately three months to 1.5 years after the date of the grant 

During 2009, a total of 4,207,465 (2008 - 3,391,446) stock options were either cancelled or 
expired. No options were exercised in either year.  

As at December 31, 2009, based on the actual number of common shares outstanding, the 
Plan would allow for the issuance of a total of 8,399,089 options to purchase common shares 
of our Company. At December 31, 2009 a total of 5,949,442 options to purchase common 
shares are outstanding, leaving 2,449,647 (2008 – 492,182) options available for issuance 
under the Plan. The amount of options available for issuance will change as we grant options 
and as the actual number of common shares outstanding changes.   

During the year ended December 31, 2009, the Company recorded a net stock option 
compensation expense of $127 (2008 - $196) due to the combination of the vesting of 
existing options, the grant of new options and the recognition of cancelled options. The 
calculation of the compensation expense includes determining the fair value of each option 
as calculated on the date of the grant using the Black-Scholes option pricing model. 
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Warrants 
 

On April 30, 2008, pursuant to the ComVest Agreement, the Company issued the 9,300,000 
ComVest Warrants, with an estimated value of U.S. $572. On March 25, 2009, the Board agreed 
to re-price the ComVest Warrants, subject to regulatory approval, from $0.09 to $0.03 per share 
(refer to ComVest Agreements”).   

On August 28, 2009, the Company issued 500,000 warrants to purchase common shares of the 
Company to CEO Capital, in connection with a bridge financing. The warrants have an exercise 
price of $0.025 per share and expire on August 28, 2011 (refer to “Bridge Financing”). 

 
No common share warrants were exercised or expired during 2009. During the year ended 
December 31, 2008, no common share purchase warrants were exercised and 250,000 common 
share purchase warrants expired. 
 
Contributed Surplus 
 
Our contributed surplus as at December 31, 2009, increased by $127 to $9,327 from 
December 31, 2008 as a result of the stock option compensation expense recognized in the 
Consolidated Statement of Operations. 

26.    OUTSTANDING SHARE DATA 

The following table summarizes the changes in the common shares, common share purchase 
warrants and options to purchase common shares from December 31, 2008 to February 28, 
2010.    

 Common Shares  Warrants  Options 
Outstanding at December 31, 2008 55,993,929  9,300,000(1)  7,906,907 
Issued / Exercised -  -  2,250,000 
Granted -  500,000  - 
Cancelled / Expired -  -  (4,207,465) 

Outstanding at February 28, 2010 55,993,929(2)  9,800,000  5,949,442 

 
(1) Refer to “Capital Resources – Warrants”.  
(2) Does not reflect the Amended ComVest Agreement.  

 
As at February 28, 2010, there were 9,300,000 and 500,000 common share purchase warrants 
outstanding at an exercise price of $0.03 and $0.025 per share, respectively. 
 
As at February 28, 2010, there were 5,949,442 stock options outstanding at exercise prices 
ranging from $0.02 to $0.62 with expiry dates from March 3, 2010 through May 19, 2014. 
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27.       COMMITMENTS AND CONTINGENCIES 

Pursuant to an agreement of purchase and sale between Tecsult Inc. (“Tecsult”) and the 
Company under which we purchased the Eduplus assets from Tecsult on September 27, 2007, 
the two parties entered into an additional agreement (the “Teaming Agreement”), which 
established certain rights and obligations going forward for both parties. Under the terms of the 
Teaming Agreement, the Company was obligated to pay up to $500 for future milestone based 
payments, on a cash neutral basis, equivalent to the gross margin on payments received by the 
Company for a certain contract that was assumed with the Eduplus acquisition. 
 
The Company has entered into a settlement agreement on September 15, 2009 under which 
future payments made by a customer will be paid into escrow until the final settlement amount, 
not to exceed $450, is paid in full. Under the terms of the settlement agreement, for each 
payment made by this customer into the escrow account, 10% of the amount is to be paid to 
Tecsult, and the remainder to the Company. However, as of April 30, 2010, an amount of $92 is 
payable to Tecsult, and represents, net of amounts paid, 10% of payments received by the 
Company from the customer subsequent to the parties reaching a verbal agreement in 
November 2008. An additional amount of $28 is payable to Tecsult pursuant to purchase 
price adjustments included in the original agreement of purchase and sale.  
 
In 2004, the Company entered into a ten year license agreement with a Canadian Crown 
Corporation (the “Crown”) whereby the Company will commercialize a product developed by 
the Crown and will pay a variable license fee based on unit sales of the development product. 

Certain funding from the Canadian Network for the Advancement of Research, Industry and 
Education Inc. recognized in prior years related to development activities is contingently 
repayable if the resulting products are commercially successful. Contributions recognized in 
prior years which may be repayable total $3,749, of which $1,877 may be repayable based on a 
percentage of sales over an unlimited period and $1,872 may be repayable based on a percentage 
of sales over a limited period. During 2009 and 2008, no amount was due or repaid. Any 
subsequent repayments will be recorded as an expense in the in the period the Company becomes 
liable to make the payments. 

In the normal course of business, the Company enters into numerous agreements that may 
contain features that meet the definition of an indemnification and guarantees to counterparties in 
transactions such as; the sale of services or products; the purchase of products; and the 
acquisition of assets or businesses. 

In the ordinary course of business, the Company provides indemnification agreements to clients 
during the sale of services and products. These indemnification agreements require the Company 
to compensate the client for costs incurred as a result of litigation claims or damages for 
intellectual property right infringement and other similar items that may be suffered by the client 
as a consequence of the agreement. Historically, there have been no claims under such 
indemnification agreements. 

The nature of the above mentioned agreements prevents the Company from making a reasonable 
estimate of the maximum exposure due to the difficulties in assessing the liability which stems 
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from the unpredictability of future events and the unlimited coverage offered to counterparties. 
No amount has been accrued with respect to these items.  

The Company has entered into operating lease commitments for its office space and for software 
licenses as follows: 2010 - $500: 2011 - $484; 2012 - $487; 2013 - $298; and 2014 - $253.  

The above amounts include the basic rent payable under the Company’s new lease agreement for 
the Brampton, Ontario premises, effective November 11, 2009, but do not reflect certain 
amounts that remain payable or contingently payable with respect to the previous lease 
agreements (refer to the “Brampton Facility”). 

28.   USE OF FINANCIAL DERIVATIVES  

We may use foreign exchange forward contracts to manage exposures created when sales and 
purchases are made in foreign currencies. As at December 31, 2009 and 2008 there were no 
foreign exchange forward contracts outstanding. 

We have not used derivative instruments to reduce our exposure to interest rate risk or to 
change our exposure from fixed to floating interest rates.  

29.   RELATED PARTY TRANSACTIONS 

All related party transactions are in the normal course of operations, measured at the exchange 
amounts established and agreed to by the related parties. Amounts due to related parties are 
subject to normal trade terms for consultants and professional service providers.  
 
Included in accounts payable and accrued liabilities as at December 31, 2009 was $100 due to 
the law firm of Gowling Henderson Lafleur LLP of which a former director of the Company is a 
partner. This director resigned from the Board effective March 19, 2009. The amount includes 
$61 (2008 - $321) for services provided in 2009, all of which were provided prior to the 
director’s resignation. No additional amount is due to related parties at December 31, 2009. The 
amount due to related parties included in accounts payable and accrued liabilities as at 
December 31, 2008 was $115. 
 
The Company recorded expenses, including related costs, of $431 (2008 - $317), during the year 
ended December 31, 2009, for consulting services provided by CEO Capital. A director of the 
Company is a principal shareholder of CEO Capital which provides consulting services, pursuant 
to a consulting agreement with the Company, principally in the areas of corporate strategy, 
capital restructuring and business development. The consulting agreement, which commenced in 
July 2008 for a term of one year, and has since been extended by the Board on a monthly basis, 
calls for a fee of $25 per month plus expenses. In addition, an amount of $43.5 for ongoing 
expenses of CEO Capital was paid and expensed in each of the second, third and fourth quarters 
of 2009. These expenses will be deducted from any fees due to CEO Capital in the event the 
consultant earns a fee with respect to a future capital related transaction of the Company. 
 
Pursuant to the terms of the consulting agreement, the Company granted on December 18, 2008, 
2,000,000 options to CEO Capital, at an exercise price of $0.02 per share (refer to Capital 
Resources”). The amortization of the fair value of the 2,000,000 options granted to CEO Capital 
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has been included in stock option expense for 2009 and 2008. Also under the terms of the 
agreement with CEO Capital, the Board approved in September, 2008, the reimbursement of $90 
of consulting fee expenditures. This amount was expensed in 2008 and paid in six equal monthly 
instalments beginning in October, 2008.  
 
The Company incurred expenses of $62 (2008 - nil) during the year ended December 31, 2009 
for investor-relations services provided by Breakthrough Growth Corporation (“Breakthrough”). 
A director of the Company has a controlling interest in Breakthrough. The Company entered into 
a one-year investor-relations contract with Breakthrough effective February 1, 2009 for $5 per 
month plus expenses.  
 
The Company incurred expenses of $13 (2008 - $27) in 2009 related to corporate strategy 
sessions facilitated by an organization in which a director of the Company has a controlling 
interest. During the second quarter of 2009 the Company paid annual fees of $6 on behalf of the 
interim CEO of the Company to the Presidents of Enterprising Organizations, an organization of 
which a director of the Company is a principal.  
 
In addition, in February, 2009, the Company incurred a onetime charge of $31 for consulting 
services from Harborview Advisors LLC in which a former director of the Company is a 
principal.  
 
All of the above related party expenses, except for the option expense, have been included in 
general and administrative expense in 2009, and in general and administrative expense, as well 
as to the financing costs for the Term Loan, in 2008. 
 
There were no fees charged by CEO Capital with respect to bridge loans or ad-hoc overadvances 
provided to the Company, except for the 500,000 warrants issued to CEO Capital in connection 
with an August 21, 2009 bridge loan (refer to “CEO Capital Bridge Loans”). The fair value of 
these warrants was estimated at $10 using the Black-Scholes option pricing model. In addition, 
interest expense related to the bridge loans was $69 for 2009. These expenses have been included 
in interest and financing costs, net, and are not otherwise reflected in this section. 

30.   SUBSEQUENT EVENTS 

On January 19, 2010, CEO Capital provided a short term bridge loan for U.S. $240 at an interest 
rate of 18% per annum payable monthly on the outstanding principal. 
 
The Company and ComVest agreed on February 23, 2010 to amend and restate the ComVest 
Agreement, subject to regulatory and shareholder approvals On March 23, 2010, the Company’s 
shareholders approved the Amended ComVest Agreement (refer to “ComVest Agreements”). 

On March 23, 2010 at the Special Shareholders’ Meeting, the “Recapitalization Transaction” was 
approved by the Board, the Nex and the Shareholders. 

On April 13, 2010, the ComVest U.S. $2.6M was converted to 139,386,000 common shares at 
CDN $.02 per share.  The shares issued to ComVest result in a change of control of Atlantis 
Systems Corp. 
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In accordance with the ComVest debt conversion, the related accrued and outstanding interest of 
U.S. $222 under the term loan becomes the new principal amount under the amended ComVest 
term loan which is due in full on April 30, 2011.  The new ComVest term debt requires monthly 
interest payments of 12.5% per annum on the outstanding principal and is due in full on April 30, 
2011. 

On April 16, 2010, the Company paid the accrued and outstanding ComVest interest for 
February 2010 and March 2010. 

On April 16, 2010, the Company repaid the CDN $250 CEO Capital short term loan along with 
the accrued and outstanding February 2010 and March 2010 interest payments for CEO 
advances. 

On April 16, 2010, the Company paid the landlord CDN $313 which comprised of the rent, 
maintenance and rent deposit for February 2010 and March 2010.  The landlord waived the late 
penalty. 

31.   ACCOUNTING POLICY DEVELOPMENTS 

The Company had previously adopted and is now utilizing the recommendations in Section 
3475, Disposal of Long-Lived Assets and Discontinued Operations, of the Institute of Chartered 
Accountants (“CICA”) Handbook which establishes revised standards for the recognition, 
measurement, presentation and disclosure of the disposal of long-lived assets. The Company also 
adopted the recommendations of Abstract 161 of the Emerging Issues Committee (“EIC”) of the 
CICA with respect to the allocation of interest expense and overhead to discontinued operations. 
   
On January 1, 2009, the Company adopted the recommendations in Section 3064, Goodwill and 
Intangibles, of the CICA Handbook which establishes revised standards for the recognition, 
measurement, presentation and disclosure of goodwill and intangible assets. The Company also 
adopted the amendments to CICA Handbook Section 1000, Financial Statement Concepts, which 
was amended to provide consistency with Section 3064. The adoption of these amendments did 
not have an impact on the Company’s financial results. 
 
On January 1, 2009, the Company adopted the recommendations in Section 1400, General 
Standards on Financial Statement Presentation, of the CICA Handbook which has been amended 
to include requirements to assess and disclose an entity’s ability to continue as a going concern.  

For the year ended December 31, 2009, the Company has adopted the recommendations in the 
amended CICA Handbook Section 3862, Financial Instruments – Disclosure, which are 
consistent with amendments recently made to IFRS 7 Financial Instruments Disclosures. The 
amendments require enhanced disclosures about fair value measurements, including the relative 
reliability of the inputs used in those measurements, and the liquidity risk of financial 
instruments. The amendments apply to financial statements relating to fiscal years ending after 
September 30, 2009 and comparative information is not required in the first year of application. 
The adoption of these amendments did not have a material impact on the Company’s disclosure 
for financial instruments.  
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Recent accounting pronouncements issued but not yet adopted 
 
On February 13, 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed the 
mandatory International Financial Reporting Standards (“IFRS”) changeover date for Canadian 
profit-oriented publicly accountable entities (“PAEs”).  This means that PAEs will be required to 
prepare financial statements in accordance with IFRS for interim and annual financial statements 
for fiscal years beginning on or after January 1, 2011. The transition date of January 1, 2011 will 
require restatement for comparative purposes of amounts reported by the Company for annual 
and interim periods for the year ended December 31, 2010. 
 
Canadian GAAP is expected to converge with IFRS through a combination of two methods: 
as current joint-convergence projects of the U.S. Financial Accounting Standards Board and 
the International Accounting Standards Board (“IASB”) are agreed upon, they will be 
adopted by the ACSB and may be introduced in Canada before the complete changeover to 
IFRS; and standards not subject to a joint-convergence project will be exposed in an omnibus 
manner for introduction at the time of the complete changeover to IFRS. The IASB currently, 
and expectedly, has projects underway that should result in new pronouncements that 
continue to evolve IFRS. 

In January 2009, the CICA issued Handbook Section 1582, Business Combinations, which 
replaces the existing standards. This section establishes the standards for the accounting of 
business combinations, and states that all assets and liabilities of an acquired business will be 
recorded at fair value. Obligations for contingent considerations and contingencies will also be 
recorded at fair value at the acquisition date. The standard also states that acquisition related 
costs will be expensed as incurred and that restructuring charges will be expensed in the periods 
after the acquisition date. This standard is equivalent to International Financial Reporting 
Standards on business combinations. This standard is to be applied prospectively to business 
combinations with acquisition dates on or after January 1, 2011, although earlier adoption is 
permitted. The Company is currently evaluating the impact of adopting this standard on its 
consolidated financial statements. 

In January 2009, the CICA issued Handbook Section 1602, Non-controlling Interests, which 
establishes standards for the accounting of non-controlling interests of a subsidiary in the 
preparation of consolidated financial statements subsequent to a business combination. This 
standard is equivalent to International Financial Reporting Standards on consolidated and 
separate financial statements. This standard is effective for our fiscal periods beginning January 
1, 2011, although earlier adoption is permitted. The Company believes that adopting this 
standard will not have an impact on its consolidated financial statements.  

In January 2009, the CICA issued Handbook Section 1601, Consolidated Financial Statements, 
which replaces the existing standards. This section establishes the standards for preparing 
consolidated financial statements and is effective for our fiscal periods beginning January 1, 
2011, although earlier adoption is permitted. The Company is currently evaluating the impact of 
adopting this standard on its consolidated financial statements. 
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IFRS Conversion Plan  
 
On May 9, 2008, the Canadian Securities Administrators (“CSA”) released Staff Notice 53-
320, Disclosure of Expected Changes in Accounting Policies Relating to the Changeover to 
International Financial Reporting Standards. The Staff Notice addresses disclosure in the 
MD&A for all PAEs for interim and annual periods beginning three years before the 
changeover to IFRS.  

General Timing 

Management anticipates that we will not adopt IFRS for annual and interim reporting periods 
before our fiscal year beginning January 1, 2011. In addition, we will continue to investigate and 
implement the other key elements of the updated plan as discussed below. 
 
For the annual and interim periods in fiscal 2010, we will provide updated discussions in the 
MD&A on our preparations for changeover to IFRS. Annual and interim period financial 
statements in 2011 are required to include the prior year comparative numbers per the 
Company’s application of IFRS.  
 
We have fallen behind our previously disclosed conversion schedule and updates thereto. 
Our current financial condition has placed constraints on our staff resources in finance, 
information technology and administration to both finish planning and to implement our 
IFRS conversion. As a result we have deferred numerous activities to after the completion of the 
audit work for our 2009 audited financial statements.  
 
Discussion of Key Elements 

Accounting Policies 

Set out below are key areas where changes in accounting policies are expected that may 
impact our consolidated financial statements. The list and comments should not be regarded 
as a complete list of changes that will result from the transition to IFRS as our analysis 
remains incomplete.  

The standard setting bodies which promulgate IFRS and Canadian GAAP have significant 
ongoing projects that could affect the ultimate differences between Canadian GAAP and 
IFRS. The differences described below reflect the current differences in Canadian GAAP and 
IFRS as applied to the current circumstances of the Company. At this time the Company is 
not able to quantify the expected impact of these differences. The discussion below does not 
provide an analysis of changes with respect to issues of presentation and disclosure.  

Impairment of Assets  

Canadian GAAP generally uses a two-step approach to impairment by first testing the 
carrying value against undiscounted future cash flows to determine whether impairment 
exists, and then measuring any impairment by comparing the carrying value to fair values. 
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IFRS uses a one step approach to test for and measure impairment by comparing the carrying 
value directly to the higher of the fair value, less costs to sell, and the value in use, which 
uses discounted future cash flows. The IFRS standard would then potentially result in a 
greater quantity of write-downs. However, under IFRS, write-downs may be reversed to the 
extent of any previous impairment losses. No such reversals are permitted under Canadian 
GAAP.  

Provisions and Contingent Liabilities 

IFRS requires that a provision be recognized when there is a present obligation to a past 
transaction or event, it is probable that an outflow of resources will be required to settle the 
obligation, and a reliable estimate can be made of the obligation. Probable means “more 
likely than not” and is therefore a lower threshold test than “likely” as required under 
Canadian GAAP. However, IFRS does not recognize contingent liabilities on the balance 
sheet, whereas, under Canadian GAAP, possible obligations from past transactions for likely 
future events are recognized when the obligation can be reasonably estimated.  

Revenue Recognition  

IFRS does not require a written or formal contract to recognize revenue and permits revenue 
recognition when contract amendments are probable and reliably measurable. Under IFRS, 
service contracts are treated substantially as construction contracts and therefore require the 
percentage of completion method. IFRS then provides specific guidelines on when multiple 
contracts should be treated as one, and when one contract should be treated as multiple 
agreements. IFRS also requires revenue recognition on service contracts upon completing a 
significant act that is “much more important” than any other act required under the contract.  
Although we currently recognize revenue on our customer programs using the percentage of 
completion method, further study is needed to determine what effect, if any, IFRS will have 
on our revenue recognition policies, and in particular, any subsequent contractual 
amendments to the CFTS program, as well as the long-term service contract portion of the 
CFTS program. We will also need to address the required changes to our financial 
information systems and any applicable customer program documents.   

Stock Option Expense 
 

Under IFRS each vesting period must be treated as a separate arrangement when determining fair 
value. Under Canadian GAAP, the options can be considered as a pool of options, using an 
average life to determine fair value. IFRS also requires that the calculation of stock option 
compensation expense include the estimated number of options expected to vest, with forfeitures 
recognized as they occur.  Currently, as permitted by Canadian GAAP, we originally assume that 
all options vest and then recognizing forfeitures as they occur. In addition to further investigating 
the effect of these GAAP/IFRS differences on our financial statements, we must ensure our third 
party option software is IFRS compliant as required. We do not currently expect that adjustments 
to unrecognized compensation expense will result in a material adjustment to opening retained 
earnings upon adopting the IFRS standards.  
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Property Plant Equipment and Intangibles 

We expect to elect to use a cost basis to measure these assets subsequent to initial 
recognition, as opposed to a market based revaluation method which is also permitted under 
IFRS. However under IFRS, significant changes to the classification and presentation of 
these assets will be required.  

Infrastructure:   

Our IFRS conversion plan will ensure the following: 

� Sufficient development of internal IFRS expertise from accounting line functions 
through to executive officers and the Board; and 

� The sufficient and accurate modification of our internal financial systems and 
verification of the same for certain third party information systems to ensure they 
provide the information, and in the format required, for our conversion to IFRS.  

We do expect to continue to develop our internal IFRS expertise across all financial staffing 
levels of the Company. We expect minimal changes will be required in our internal financial 
systems. 

Business Activities: 

The IFRS conversion plan will ensure that all relevant business activities are properly 
accounted for and presented under IFRS. In addition, it will address the changes required 
during the transition to IFRS for all external and internal agreements, including long-term 
contracts and amendments, debt covenants, management compensation, agreements between 
ASC and its subsidiaries, and customer program reporting. We expect that minimal IFRS 
related changes will be required as a result of completing our review of our business 
activities. 

Control Activities: 

The IFRS conversion plan will itemize processes and related change management protocols 
in order to ensure that no material errors will occur in our conversion to IFRS, or in the 
communication of any such plans and their results.  

 

 

 

 

 



 
Page 41 

The following table is an updated assessment of our IFRS conversion plan as of April 28, 

2010: 

Key Activity Deadlines Status 
Financial statement preparation: 
Identification of differences in 
Canadian GAAP/IFRS accounting 
policies and choices: 

• Selection of entity’s 
continuing IFRS policies 

• Selection of IFRS new 
adopted accounting policy 
choices 

• Financial statement format 

• Quantification of effects of 
change to IFRS including 
disclosures and 
comparatives  for 2010 
financial statements, 
including note disclosure 

 

 
 
 
 

• Prepare 2010 quarterly 
and annual comparative 
information 
(quantitative and note 
disclosures) for the 
2011 financial 
statements  

• Preparation of IFRS 
financial statements in 
2011   

 
 
 
 

• Preliminary assessment of 
significant differences in 
Canadian GAAP versus IFRS 
is complete 

• Further investigation of 
required continuing IFRS 
policies, selection of 
accounting policy choices, 
related disclosures and 
preliminary quantification of 
changes to be completed by 
July 31, 2010.  

• Prepare all preliminary 
quarterly comparative 
information for 2011 by 
October 31, 2010 

Infrastructure: IFRS expertise 
identification and development at 
level of: 

• Accounting staff 

• Senior financial staff 

• Board level, including 
Audit Committee 

 

 
 
 

• Sufficient training to be 
completed in time to 
determine 2011 prior 
year comparative 
information   

 

 
 
 

• Accounting staff expected to 
begin training in 2nd quarter of 
2010  

• Senior finance staff to 
complete training in 2nd quarter 
of 2010 

• Audit Committee charter to be 
revised to reflect IFRS 
conversion issues. Board to 
agree on timing and activities 
required to establish required 
IFRS expertise  

Infrastructure: Information 
technology: 

• Systematic processing 
changes 

• Program upgrades/changes 

• One-off calculations (as  
IFRS new adopter) 

• Disclosure data gathering 

• Scope of consolidation 
package 

 
 

• Prepare comparative 
quarterly information 
disclosures for 2010 

• General ledgers for 
2010 to be prepared in 
Canadian GAAP only 

 

 
 

• Scoping study to be completed 
by end of 1st quarter, 2010 

• Complete plan by the end of 
2nd quarter of 2010 including 
support to 2010 IFRS quarterly 
reconciliations 

 

Business Policy Assessment: 
Financial covenants and practices 

• Identify and renegotiate, 
if required, any  
covenants  

• Identification of all relevant 
GAAP-dependent covenants 
and contracts by  May 31, 2010 
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Business policy assessment: 
Compensation arrangements  

• Future arrangements to 
identify and consider 
metrics  affected by 
Canadian GAAP/IFRS 
differences 

• Currently no compensation 
plans with IFRS conversion 
issues. 

 

Business policy assessment: 
Customer and supplier contract 
evaluation 
 

• Complete review of 
customer/supplier 
contracts and 
amendments and 
revenue/cost 
recognition model 

• Evaluation of IFRS issues to be 
completed in 2nd quarter of 
2010.  

Control environment: ICFR 

• Accounting policy 
determination, 
documentation and IT 
implementation 

• Independent review of 
applications 

 
 

• Review and sign off by 
management, and 
review by the Audit 
Committee, of all 
accounting policy 
changes by end of the 
3rd quarter, 2010 

• IT implementation 
complete by end of 3rd  
quarter 2010 

• Review by external 
experts in the 4th 
quarter,  2010 of IT 
implementation  

• CEO/CFO certification 
process updated by 4th 
quarter 2010 

• Identification of all material 
sites to commence in 3rd 
quarter of 2009, complete by 
end of 2009. 

• Accounting policies manual 
rewrite team to be assembled in 
2nd quarter of 2010, complete 
in 3rd quarter of 2010.  

 

32. CRITICAL ACCOUNTING ESTIMATES 

We are required to make estimates and assumptions when accounting for assets and liabilities 
and when disclosing contingent assets and liabilities at the date of the financial statements, 
and for revenues and expenses for the period reported.  We regularly review and change, 
when necessary, our estimates and assumptions, particularly as they relate to accounting for 
the percentage of completion basis on long-term contracts, allowance for doubtful accounts 
and inventory reserves, the provision for product warranties, the determination of the fair 
value of financial instruments, stock-based compensation costs, income taxes, deferred 
development costs, and intangible assets, based on management’s judgment of current 
conditions and actions that we may undertake in the future. Actual results may differ from 
estimates previously recorded. 

33.     BUSINESS OUTLOOK   

The following contains forward-looking statements about our business outlook for 2009. 
Reference should be made to “Forward-Looking Statements” on page 6. For a description of 
material factors that could cause our actual results to differ materially from the forward-
looking statements in the following, please refer to the Business Risk Factors section of this 
MD&A on page 44 and the Description of the Business – Risk Factors section in our Annual 
Information Form. 
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It has become increasingly difficult to forecast future revenues due to the complexity of the 
purchasing decision-making process in the military sector, our frequent status as a subcontractor, 
and the large size of individual contracts relative to our revenue base. Accordingly, the Company 
will continue to not provide future revenue guidance. 

Our liquidity and ability to continue operations as currently constituted will depend on the 
continuing ad-hoc support of our lenders subsequent to the recent restructuring of our debt, the 
timing of recognition for our current order backlog and new customer orders. 

Assuming adequate liquidity, our performance during 2010 will be determined by the uncertain 
timing of the award of military training contracts and our ability to quickly leverage our strategic 
accounts to address their requirements for projected upgrades, enhancements and improvements 
to our previously installed training systems as well as their new program requirements. 

In terms of specific results for fiscal 2010, we expect that:  

� We will continue to implement our strategic focus to broaden the value we provide to our 
existing customer base and develop our strategic account management approach to selling. 
We anticipate with this strategy that we will have continued success in landing substantial 
new contracts.   

� We believe that the CFTS program has contributed significantly to our intellectual property 
and has enhanced our ability to handle large and complex learning systems.  In addition, 
our participation in the program greatly enhances our ability to capture significant new 
business that will flow from the CFTS program in the form of enhancements to the existing 
program and new procurement programs. As a result, we believe that opportunities related 
to the CFTS program with the CF and DND will continue to be a significant contributor to 
our Company’s revenue base for the foreseeable future due to planned and projected 
upgrades, enhancements and improvements to the training procedures and technologies 
required by the CF throughout the life cycle of the program.  

� Gross margins will continue to fluctuate and will depend on our future revenue levels, 
changes in estimates in the costs to complete large customer programs, the relative 
strength of the Canadian dollar to the U.S. dollar, our ability to manage non-variable 
overhead costs and the margin levels attainable for anticipated new business.   

� Operating expenses, excluding any one time accruals for senior staff severances, will 
decrease further in 2010 from the levels experienced in prior periods as a result of 
continuing cost reduction initiatives. 

� Interest expense and financing costs are anticipated to decrease over 2009 levels as a result 
of the recent completion of our debt restructuring. 

� Capital expenditures are expected to continue to be at minimum levels and will be 
driven by new business and related staffing requirements. 

� We expect that we will further need access to ad-hoc advances or to complete 
additional financings. Our current lenders may not wish to provide further advances and 
access to such capital from other sources at acceptable commercial terms for a company 
of our size and financial status will be greatly dependent on our ability to continue to 
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increase our backlog position and demonstrate execution of our business strategy as 
well as the general condition of the credit markets, and may be significantly dilutive to 
existing shareholders. The Company’s access to credit or capital could be further 
restricted by the recent global financial crisis which has restricted credit worldwide. 
Should the Company not be able to secure further advances from its current lenders or 
additional financing from other parties, it is unlikely the Company will be able to 
continue operations as presently constituted (refer to – “Results of Operations – Going 
Concern Assumption” and “Liquidity”). 

34. REPORT ON DISCLOSURE CONTROLS AND PROCEDURES AND 
INTERNAL CONTROLS OVER FINANCIAL REPORTING 

The Company’s Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) are 
responsible for establishing and maintaining the Company’s disclosure controls and procedures 
pursuant to National Instrument 52-109. They are assisted in this responsibility by the 
Company’s Disclosure Committee, which consists of senior managers of the Company.  The 
Disclosure Committee evaluates material information to determine the appropriateness and 
timing of its public release.  The CEO and CFO have evaluated the effectiveness of the 
Company’s disclosure controls and procedures and have concluded that they were adequate and 
effective as of December 31, 2009.   
 
The Company maintains internal controls over financial reporting designed to provide reasonable 
assurance regarding the reliability of financial reporting and preparation of financial statements 
in accordance with generally accepted accounting principles.  The Company’s CEO and CFO 
have concluded that the Company’s internal controls for financial reporting (“ICFR”) are 
operationally effective, although they do not expect that these internal controls will prevent all 
error and all fraud.  The Company’s CEO and CFO have based their conclusion on the 
operational effectiveness of its ICFR, in part, on the results of substantial internal review and 
testing processes last performed in the first quarter of 2009. However, internal controls can only 
provide reasonable, not absolute, assurance that the objectives of the system are met.  Because of 
inherent limitations, internal controls over financial reporting may not prevent or detect 
misstatements and fraud.  Controls can be circumvented by the individual acts of some persons, 
by collusion of two or more people or by management override of the control.  Internal controls 
over financial reporting are based partly on assumptions about the likelihood of future events and 
there can be no assurance that any design will succeed in achieving its stated goals under all 
potential future conditions. 
 
During the year ended December 31, 2009, there have been no changes in our Company’s 
internal control over financial reporting that have materially affected, or are reasonably likely to 
materially affect, our Company’s internal control over financial reporting. 
 

35.   BUSINESS RISK FACTORS  

Our operations and financial results are subject to various risks and uncertainties which are 
outlined below.  These risks are in addition to those outlined elsewhere in this MD&A and in 
our Annual Information Form.  
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Relationship with ComVest and CEO Capital 

With the Over-Advance Commitment substantially advanced prior to the execution of the 
Amended ComVest Agreement, it is expected that the Company will need near-term further ad-
hoc overadvances to be able to meet its operational cash requirements. It is anticipated that the 
Participation Agreement would facilitate further opportunities for ad-hoc advances; however, 
there are no commitments to provide such future overadvances, nor are there any assurances 
such funding would be available, when needed. The Company remains dependent on ComVest’s 
support and the loss of ComVest’s support would likely result in the Company being unable 
to continue operations. Any attempt by the Company to arrange financing to replace the 
Amended ComVest Agreement would require the approval and interim cooperation of ComVest. 
 

Financing and Financial Condition 
Our mid-term future is also dependent on management’s ability to secure 
replacement/additional capital in the marketplace on reasonable terms for a company of our 
size and financial status.  Access to such capital at acceptable commercial terms for a 
company of our size and financial status continues to be greatly dependent on our ability to 
further increase our backlog position, demonstrate execution of our business strategy and the 
general condition of the credit markets, and may be significantly dilutive to existing 
shareholders. The Company’s access to credit or capital could be further restricted by the 
recent global financial crisis which has restricted credit worldwide. Should the Company not 
be able to secure replacement/additional financing as required, it is unlikely the Company 
will be able to continue operations as presently constituted. We have included a “Going 
Concern” note in our Consolidated Financial Statements for the year ended December 31, 
2009 (refer to – “Going Concern”). 
 

New Contracts 
The Company plans to secure significant new projects in the first two quarters of 2010 by 
successfully completing ongoing negotiations with new and existing customers for new 
work.  However, there can be no assurance that any expected new contracts will close in this 
period and an inability to do so will negatively affect our consolidated results of operations 
and financial condition.  
 
Current Financial Position 

There can be no assurance that our current financial position will not negatively affect our 
ability to obtain or execute contracts, including our ability to obtain letters of credit or 
performance bonds or meet working capital requirements.  
 
Reliance on Key Customers 
In any one fiscal year, we have typically derived a substantial portion of our revenues from a 
small number of contracts with major customers. Our revenues and profitability will be 
dependent upon our ability to win key contracts from such major customers, and then 
successfully execute such contracts, which represents substantial business risk and credit risk 
concentration. In the near term we will continue to be dependent on our ability to leverage 
the CFTS program for additional contracts. 
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Timing of Revenue Recognition from Backlog 
A delay from the Company’s expectations of when it will complete milestones / recognize 
revenue from its current order backlog would have a negative affect on our consolidated 
results of operations and financial condition. 
 
Level of Customer Expenditures 

There is no assurance that management’s expectations as to the programs and expenditures of 
the Canadian and U.S. military markets will materialize. There can also be no assurance that 
management’s expectations of the acceptance of our product offerings by the aerospace 
industry will materialize.  To the extent there is a change from these expectations, our 
consolidated results of operations and our financial condition will be negatively affected. 
 
Reliability of Cost Estimates 
Revenue and profitability initially recognized on our long-term contracts depends on reliable 
cost estimates made in the early stages of such projects. To the extent that there is a 
significant change in these cost estimates, our revenue and profitability in subsequent periods 
could change significantly which could, in turn, have an adverse affect on our consolidated 
gross margins, results of operations and on our financial condition. This risk is increased 
when large projects such as the CFTS are substantially complete. Unanticipated costs will 
negatively affect cash flow and revenue recognition (refer to “Revenue Adjustments Related 
to Prior Periods”). 
 
Foreign Exchange 
The Company’s exposure to fluctuations in the value of the Canadian dollar relative to U.S. 
dollar has increased substantially over the last two years due to the increased level of U.S. 
dollar denominated debt, which could result in significant exchange losses and increased 
costs. The Company is also exposed to foreign exchange fluctuations from a large U.S. dollar 
customer contract.   
 

Contracts and Dependence on Subcontractors 

We are dependent on our ability to meet contractual obligations under any major program. 
Our financial condition, and customer perception of our value, is dependent on our 
completing these projects on time and on budget. Our risk associated with not meeting 
contractual obligations, and not completing projects on time and on budget, is increased by 
our dependence on the performance of subcontractors, as well as the relative proportion of 
in-house and subcontractor work. There can be no assurance that we will meet our 
contractual commitments or complete projects within our budget and failure to do so will 
negatively affect our consolidated results of operations, our financial condition and our 
ability to obtain subsequent work.   
 

Length of Sales Cycles 
The nature of our business involves lengthy sales cycles and regular delays over which we 
have no control.  Any ongoing failure to achieve such sales could have a material adverse 
effect on our business, financial condition and the results of our operations. Furthermore, the 
maintenance of our key partnerships as our sales strategies evolve is essential.   
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Availability of Skilled Personnel 
Our performance depends on our ability to attract and retain personnel with appropriate 
technical, administrative and program-related skills and experience. To the extent that we are 
unable to attract and retain such personnel, our competitiveness could be adversely affected.  
Our cost reduction plan and current financial situation may adversely affect our ability to 
retain key personnel.  
 
Nova Scotia and Ontario Interactive Digital Media Tax Credit 

We anticipate filing in the second quarter of 2010 with the Government of Nova Scotia for 
approximately $500 of interactive digital medial tax credits from eligible expenditures 
incurred in 2007 and 2008. However, there are no assurances that we will receive this refund 
or that future applications for such tax credits will be considered eligible.  
 

Relationship with Existing U.S. Prime Contractors 

Certain opportunities in the United States will require continued business relationships with 
our partners who are prime contractors for U.S. military procurements.  If we are unable to 
maintain and develop these relationships, business opportunities in the United States may be 
limited which could, in turn, have an adverse affect on our consolidated results of operations 
and on our financial condition. 
 

Growth of Simulation Training Markets 
There is no assurance that management’s expectations as to the stability and growth of 
markets for simulation–based training products will materialize. To the extent there is a 
significant change from these expectations, our consolidated results of operations and our 
financial condition may be negatively affected. 
 

Ownership of Technology 
Our future is dependent on management’s ability to protect and exploit our intellectual 
property. We rely in part on trade secrets and contractual arrangements, such as 
confidentiality and non-disclosure agreements, to establish and protect our technology. Such 
reliance may be insufficient to prevent misappropriation of our technology or to deter others 
from developing similar technologies. Enforcement of our intellectual property rights or our 
ability to acquire such rights may be unavailable or limited. In addition, infringement claims 
may be brought against us or our customers in the future.  We may not be successful in the 
defence of such claims and may not be able to develop processes that do not infringe on the 
rights of third parties or obtain licenses on commercially acceptable terms, if at all. 
 

Technological Change  

The markets for our current and planned products and services are characterized by rapid 
technological advances, competing technological platforms, emerging and evolving industry 
standards, changes in customer requirements and frequent new product introductions and 
enhancements.  Our future success will depend upon our ability to enhance our current 
products and services, develop and introduce new products and services that keep pace with 
technological developments, respond to evolving customer requirements, meet the technical 
requirements of our strategic partners and achieve market acceptance for our products.  We 
rely on technological competence to provide value to our customers.  In an environment of 
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rapid technological change, ownership of any particular technology cannot guarantee market 
position.  To the extent that we are unable to sustain our technological competitiveness, we 
may be less successful in achieving future contract awards.   
 
Competition 
The markets in which we operate are highly competitive.  Competition may prevent us from 
winning significant contracts and may prevent us from realizing historically typical levels of 
profitability. Any such effects would negatively affect our consolidated results of operations 
and financial condition.  
 

Commitments 
As a condition of dispositions, teaming agreements and in the normal course of our business, 
we enter into non-compete, non-disclosure, and other similar commitments. Non-
performance on these commitments could negatively affect future results.  
 

Change to Government Policies 

Our historical operating results reflect substantial benefits from programs sponsored by the 
Canadian federal government and the Ontario provincial government to support businesses 
like ours.  If changes in law or government policies regarding these programs were to result 
in their termination or adverse modification, or if we were to become unable to participate in, 
or take advantage of these programs, the cost of our operations could materially increase and 
there could be an adverse effect on our results. 
 

Acquisitions 

We may pursue acquisitions in order to complement or expand our business. The negotiation 
of potential acquisitions could divert our time and resources and require funds to 
consummate.  The process of combining with another company could be disruptive to our 
business and could result in unforeseen operating difficulties requiring financial resources.  
Further, we may finance future acquisitions through borrowings or otherwise incur 
indebtedness in connection with acquisitions.  In addition, if we consummate one or more 
acquisitions through the issuance of common shares, holders of common shares could suffer 
dilution of their ownership interests. 
 
Regulatory Compliance  

We are subject to laws, regulations and standards relating to corporate governance and public 
disclosure in Canada. Our efforts to comply with such requirements have resulted in, and 
may continue to result in, increased general and administrative expenses and diversion of 
management time and attention from revenue-generating activities to compliance activities. 
Recently, we completed our second assessment of our internal controls over financial 
reporting with a view to being able to conduct an evaluation when requirements to do so are 
imposed by Canadian securities regulators in the future. Such assessment of our internal 
controls over financial reporting is a continuing process and may bring to light additional 
weaknesses in internal control over financial reporting. To the extent that we identify 
additional internal control weaknesses that require correction, we may be required to incur 
expenditures or costs, which, if significant, could adversely affect our operating results. 
 



 
Page 49 

Additional information about us can be found in our Annual Information Form and in our 
Management Information Circular, both of which are available on SEDAR at 
www.sedar.com.   

April 28, 2010 

 

 

 

 

 


