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NIGHTINGALE INFORMATIX CORPORATION 

 

The accompanying notes form an integral part of these consolidated financial statements. 
1. 

INTERIM CONSOLIDATED STATEMENT OF OPERATIONS AND COMPREHENSIVE LOSS 
FOR THE THREE AND SIX MONTH PERIODS ENDED SEPTEMBER 30, 2008 
 

   3 months    3 months      6 months    6 months 

  ending   ended    ending   ended 

 September  September   September  September 

  30, 2008   30, 2007     30, 2008   30, 2007 

         

Revenue $  4,246,312  $   5,756,782   $  9,191,899  $10,755,149 

         

Cost of sales         

Hardware, software and services 1,063,608       1,242,576        2,221,812  2,385,939 

Sales commissions 19,171          196,365           137,777  301,236 

 1,082,779  1,438,941   2,359,589            2,687,175 

         

Gross profit $  3,163,533  $   4,317,841   $  6,832,310  $ 8,067,974 

         

Expenses         

General and administration        831,058  1,081,273   1,683,696  1,804,226 

Sales and marketing        650,567  798,623   1,347,465  1,635,088 

Research and development 923,287  1,207,588        1,984,947  2,362,417 

Client services 1,216,414  1,388,758        2,509,947  2,805,866 

Stock based compensation    21,412  58,137             65,005  270,967 

Depreciation and amortization         632,571  549,870    1,244,873  1,118,915 

 $   4,275,309  $  5,084,249   $    8,835,933  $   9,997,479 

         

Operating loss $(1,111,776)  $  (766,408)   $ (2,003,623)  $(1,929,505) 

         

Interest, note 10 364,360  736,479   720,387  1,434,428 

Other loss (income)  15,536  99,324   27,531  153,003 

         

Loss from continuing operations (1,491,672)  (1,602,211)   (2,751,541)  (3,516,936) 

Earnings from discontinued operations, note 4 -  173,969   -  301,443 

         

Loss and comprehensive loss $  (1,491,672)  $(1,428,242)   $ (2,751,541)  $(3,215,493) 

      

Basic and diluted (loss per common share)         

Loss from continuing operations $  (0.02)  $ (0.02) $  (0.04) $  (0.05) 

Earnings from discontinued operations $     0.00  $   0.00   $     0.00 $    0.00 

Loss and comprehensive  per common share $  (0.02)  $(0.02) $  (0.04) $ (0.05) 

         

Weighted average number of common shares 67,478,540  66,914,490   67,478,540  65,139,625 

         

 
 
 
 
 
 



NIGHTINGALE INFORMATIX CORPORATION 

 

The accompanying notes form an integral part of these consolidated financial statements. 
2. 

INTERIM CONSOLIDATED BALANCE SHEET  
AS AT SEPTEMBER 30, 2008 

 

    As at     As at 
   September    March  
    30, 2008     31, 2008 

      
ASSETS      

      

Current assets      

Cash and cash equivalents  $    3,571,239   $   5,033,746 

Accounts receivable           2,735,850    3,151,582 

Other receivables            469,647    1,034,721 

Inventory  79,150    168,948 

Prepaid expenses  604,980    649,207 

  7,460,866    10,038,204 

      

Long-term assets      

Deferred costs  180,247   201,940 

Property and equipment         1,518,727    1,722,276 

Intangible assets  6,455,611          7,336,804  

Goodwill   4,692,399          4,692,399  

  12,846,984        13,953,419  

      

Total assets  $  20,307,850   $  23,991,623 

      
LIABILITIES      

      

Current liabilities      

Borrowing under line of credit  $       750,000    $                   - 

Accounts payable and accrued liabilities  3,418,926   4,048,260 

Income taxes payable, note 5  1,377,870   1,336,270 

Current portion of subordinated debt  500,000   - 

Current portion of deferred revenue           3,300,236          4,199,690  

Current portion of capital lease obligations               216,492             278,658  

  9,563,524   9,862,878 

      

Long term liabilities      

Subordinated debt, note 6         4,618,935    5,295,648  

Deferred revenue            1,246,730     1,214,110  

Capital lease obligations              384,892     438,682  

  6,250,557    6,948,440  

      

Total liabilities  15,814,081   16,811,318 

      

SHAREHOLDERS' EQUITY       

Capital stock,   27,521,485    27,521,485  

Contributed surplus, note 8  1,524,090    1,459,085  

Warrants, note 9  3,277,011    3,277,011  

Deficit  (27,828,817)   (25,077,276) 

  4,493,769    7,180,305 

      

Total liabilities and shareholders' equity  $   20,307,850    $  23,991,623 

      

 
 
Approved on behalf of the Board of Directors: 

 
_______”Samer Chebib”______________ Director 
 
_______”David Atkins”_______________ Director 



NIGHTINGALE INFORMATIX CORPORATION 

 

The accompanying notes form an integral part of these consolidated financial statements. 
3. 

INTERIM CONSOLIDATED STATEMENT OF DEFICIT  
FOR THE THREE AND SIX MONTH PERIODS ENDED SEPTEMBER 30, 2008 
 

   3 months    3 months      6 months    6 months 

  ending   ended    ending   ended 

 September  September    September  September 

  30, 2008   30, 2007     30, 2008   30, 2007 

         

Deficit, beginning of the period $   (26,337,145)  $ (14,053,100)   $  (25,077,276)  $(12,265,849) 

         

Loss and comprehensive loss (1,491,672)  (1,428,242)   (2,751,541)  (3,215,493) 

         

Deficit, end of the period $   (27,828,817)  $ (15,481,342)   $  (27,828,817)  $ (15,481,342) 

         

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



NIGHTINGALE INFORMATIX CORPORATION 

 

The accompanying notes form an integral part of these consolidated financial statements. 
4. 

INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS 
FOR THE THREE AND SIX MONTH PERIODS ENDED SEPTEMBER 30, 2008 

 

   3 months    3 months      6 months    6 months 

  ending   ended    Ending   Ended 

  September   September   September   September 

  30, 2008   30, 2007     30, 2008   30, 2007 

         

Cash Flow from Operating Activities         

Loss from continuing operations (1,491,672)  (1,602,211)   (2,751,541)  (3,516,936) 

         

Adjustments for:         

Depreciation and amortization 632,571  549,870   1,244,872  1,118,915 

Amortization of transaction costs related to debt financing 33,525  134,099   67,050  268,199 

Unrealized foreign exchange  loss (gain) 59,771  (19,308)   74,364  (68,442) 

Stock based compensation 43,912  58,137   65,004  270,996 

Interest accretion 128,460  196,857   256,238  393,714 

 (593,433)  (682,556)   (1,044,013)  (1,533,554) 

         

Changes in non-cash working capital balances         

  Accounts receivable 153,954  (1,351,569)   455,359  (1,006,657) 

  Prepaid expenses 109,362  (268,713)   44,227  (308,485) 

  Inventory 29,817  (23,931)   89,798  (79,066) 

  Deferred costs  (24,997)  20,111   21,694  420,921 

  Other receivables (65,120)  41,004   569,842  79,689 

  Accounts payable and accrued liabilities (388,727)  195,157   (702,251)  (605,420) 

  Deferred revenue (202,462)  321,198   (866,834)  131,163 

Cash flows used in operating activities (981,606)  (1,749,299)   (1,432,178)  (2,901,406) 

         

Cash flow from investing activities         

Purchase of property and equipment (42,529)  (306,406)   (103,866)  (454,502) 

VantageMed acquisition, note 3 -  -   -  (13,533,087) 

Cash flows used in investing activities (42,529)  (306,406)   (103,866)  (13,987,589) 

         

Cash flow from financing activities         

Increase in capital stock -  -   -  8,741,932 

Proceeds from subordinated debt financing -  -   -  11,089,812 

Repayment of subordinated debt financing (500,000)  -   (500,000)  - 

Repayment of capital lease obligations (73,832)  (79,903)   (176,463)  (150,995) 

Borrowing (repayment) under line of credit 750,000  -   750,000  (1,541,733) 

Cash flows from (used in) financing activities 176,168  (79,903)   73,537  18,139,016 

         

Foreign exchange gains(losses) on cash held in foreign currency 44,235  (118,644)   46,833  (221,457) 

         

Net increase (decrease) in cash from continuing operations (892,202)  (2,016,964)   (1,509,340)  1,471,478 

Net increase in cash from discontinued operations, note 4 -  247,778   -  658,388 

Net Increase (decrease) in cash during the period (847,967)  (1,887,830)   (1,462,507)  1,908,409 

Cash and cash equivalents, beginning of period 4,419,206  5,543,899   5,033,746  1,747,660 

         

Cash and cash equivalents, end of period $  3,571,239 $ 3,656,069 $ 3,571,239 $ 3,656,069 

         

 
 
Non-cash investing and financing activities:         
  Acquisition of property and equipment under capital lease $   56,265  $            -   $  56,265  $              - 
         
Supplemental cash flow information:         
  Interest paid $ 249,653  $577,787    $504,588  $1,119,909  
         



NIGHTINGALE INFORMATIX CORPORATION 
 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE THREE AND SIX MONTH PERIODS ENDED SEPTEMBER 30, 2008 

 

 
 

5. 

1. BASIS OF PRESENTATION 
 
The accompanying interim consolidated financial statements of Nightingale Informatix Corporation and its 
subsidiaries (“Nightingale” or the “Company”) have been prepared in accordance with Canadian generally 
accepted accounting principles (“Canadian GAAP”) for interim financial information. Accordingly, they do not 
include all of the information and footnotes required by Canadian GAAP for annual consolidated financial 
statements. 
 
The accompanying financial information reflects all adjustments, consisting primarily of normal recurring 
adjustments, which are, in the opinion of management, necessary for a fair presentation of results for interim 
periods. Operating results for the three and six months ended September 30, 2008 are not necessarily 
indicative of the results that may be expected for the fiscal year ending March 31, 2009. The accounting 
policies used in the preparation of these interim consolidated financial statements should be read in 
conjunction with the consolidated financial statements and notes thereto for fiscal 2008. 
 
These interim consolidated financial statements follow the same accounting policies and methods of 
application as the consolidated financial statements for the year ended March 31, 2008, except as described in 
Note 2 below. Certain prior period amounts have been reclassified to conform to the current period’s 
presentation. 
 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

 
Principles of consolidation 
 

The financial statements are prepared on a consolidated basis and include Nightingale and its wholly owned 
subsidiaries, Nightingale VantageMed Corporation, Nightingale HealtheNet Corporation, Nightingale 
HealtheNet Canada Corporation and VisionMD (2002) Inc.  
 
All significant intercompany balances and transactions have been eliminated on consolidation and certain 
amounts have been reclassified to conform to the current period presentation.   
 
Use of estimates 
 

The preparation of these consolidated financial statements in accordance with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of consolidated 
financial statements and the reported amounts of revenues and expenses during the reporting period.  Actual 
results may differ from those estimates.  
 
Changes in accounting policies 

 
As required by the Canadian Institute of Chartered Accountants (“CICA”), on April 1, 2008, the Company 
adopted CICA Handbook Section 1535, “Capital Disclosures,” Section 3862 “Financial Instruments-
Disclosures,” and Section 3863, “Financial Instruments-Presentation.” The prospective adoption of these new 
standards will impact disclosure provided by the Corporation but will not impact its financial position, results of 
operations or cash flows.  Section 1535 establishes disclosure requirements about an entity’s capital and how it 
is managed. The purpose will be to enable users of the financial statements to evaluate objectives, policies and 
processes for managing capital.  Section 3862 and 3863 will replace 3861, “Financial Instruments – Disclosure 
and Presentation,” revising and enhancing disclosure requirements while carrying forward its presentation 
requirements. These new sections will place increased emphasis on disclosure about the nature and extent of 
risks arising from financial instruments and how the entity manages those risks.   

In May 2007, the CICA issued Handbook Section 3031, which replaces the existing Section 3030 “Inventories.” 
The standard introduces changes to the measurement and disclosure of inventory and converges with 
international accounting standards.  This standard is effective for interim and annual periods related to fiscal 
years beginning on or after January 1, 2008.  The Company has adopted this new guidance effective April 1, 
2008.  This standard did not have a material impact on its consolidated financial position, results of operations 



NIGHTINGALE INFORMATIX CORPORATION 
 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE THREE AND SIX MONTH PERIODS ENDED SEPTEMBER 30, 2008 

 

 
 

6. 

or cash flows; however, the Company now carries inventory at the lower of cost and net realizable value.  
Previously, the Company carried inventory at the lower of cost and replacement cost.   

In May 2007, the Accounting Standards Board (“AcSB”) amended Section 1400, General Standards of 
Financial Statement Presentation, to change the guidance related to management's responsibility to assess 
the ability of the entity to continue as a going concern. Management is required to make an assessment of an 
entity's ability to continue as a going concern and should take into account all available information about the 
future, which is at least, but is not limited to, 12 months from the balance sheet dates. Disclosure is required of 
material uncertainties related to events or conditions that may cast significant doubt upon the entity's ability to 
continue as a going concern. These amendments are effective for the Company for annual periods beginning 
after January 1, 2008. The Corporation has adopted this new guidance effective April 1, 2008. The adoption of 
this guidance did not have a material impact on its financial position, results of operations or cash flows.  
 

Recent accounting pronouncements 

(i) Canadian standards 

In February 2008, CICA issued Handbook Section 3062 “Goodwill and Intangible Assets”, which replaces the 
existing Sections 3062 “Goodwill and Other Intangible Assets” and 3450 “Research and Development Costs.” 
The new standard introduces changes to recognition, measurement and disclosure of goodwill and intangible 
assets. The provisions relating to the definition and initial recognition of intangible assets are equivalent to the 
corresponding provisions of International Financial Reporting Standard IAS 38, "Intangible Assets."  The new 
standard also provides guidance for the recognition of internally developed intangible assets, including assets 
developed from research and development activities, ensuring consistent treatment of all intangible assets, 
whether separately acquired or internally developed.  The Section applies to interim and annual financial 
statements relating to fiscal years beginning on or after October 1, 2008 with earlier adoption encouraged. The 
Company will adopt this new guidance effective April 1, 2009.  The Corporation is currently assessing the 
impact of this standard may have on its financial positions, results of operations or cash flow. 

(ii) Convergence with International Financial Reporting Standards 

On February 13, 2008, Canada’s Accounting Standards Board (“AcSB”) confirmed the date of changeover 
from GAAP to International Financial Reporting Standards (“IFRS”).  Canadian publicly accountable 
enterprises must adopt IFRS for their interim and annual financial statements relating to fiscal years beginning 
on or after January 1, 2011.  The Company is currently in the preliminary stages of its IFRS conversion plan. 
 
 
3. BUSINESS COMBINATIONS 

 
VantageMed acquisition 

 
On April 18, 2007, the Company completed its acquisition of all the outstanding shares of VantageMed, a 
provider of practice management software and services to the healthcare industry in the U.S. market. Total 
consideration including transaction costs was $14,750,560 (US$13,316,478 or US$0.75 per share) for all of 
the outstanding shares of VantageMed. Cash of $1,217,473 was included in the acquired assets of 
VantageMed, resulting in net cash paid of $13,533,087. 

 



NIGHTINGALE INFORMATIX CORPORATION 
 
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE THREE AND SIX MONTH PERIODS ENDED SEPTEMBER 30, 2008 

 

 
 

7. 

The allocation of the purchase price to the fair value of the assets and liabilities acquired was as follows: 
 
Current assets  $        2,270,337  

Property and equipment                  61,189 

Assets under capital leases 23,967 

Accounts payable and other liabilities (2,528,995) 

Current deferred revenue          (3,712,239) 

Capital lease obligations               (44,344) 

Intangibles 16,491,695 

Goodwill 2,188,950 

  
 $      14,750,560 

  

Cash consideration  $      14,373,362  

Transaction costs                377,198  

  

 $      14,750,560  

  
 
This acquisition was accounted for using the purchase method and results have been included in the 
consolidated financial statements from the acquisition date.  
 
Intangible assets acquired consist of customer contract and contractual relationships, technology and brand 
names and are being amortized on a straight-line basis over their estimated useful lives ranging from five to 
ten years. 

   
 
4. DISCONTINUED OPERATIONS   

 
In February 2008, the Company completed the sale of its Helper business to Netsmart Technologies for a total 
purchase price of $11 million (US$11 million).  The Company received cash of $9.9 million (US$9.9 million) 
upon closing and recorded an escrow receivable of $1 million (US$1 million ), included in Other receivables at 
March 31, 2008, representing the balance of the consideration.  In April 2008, the Company received $608,332 
(US$600,000) of the escrow receivable and in June 2008, the Company received another $40,669 
(US$40,000).  The balance of the escrow receivable, $423,960 (US$400,000), is scheduled to be received in 
the fourth quarter of fiscal 2009 subject to certain indemnity escrow provisions as outlined in the Asset 
Purchase Agreement.  The Company is entitled to receive additional consideration for the sale in the first 
quarter of fiscal 2010 based on the occurrence of certain events.  The amounts cannot be reasonably 
estimated and consequently are not included in these financial statements.  The Helper business was acquired 
as part of the VantageMed acquisition (Note 3).   The results of the Helper business have been classified as 
discontinued operations in the fiscal 2008 Statement of Operations.   
 
The assets and liabilities sold included software and certain customer contracts including obligations to provide 
support and maintenance.  The following table provides additional information with respect to amounts 
included in the financial statements as discontinued operations for the three and six months ended September 
30, 2007:  

 
  3 months    6 months  
  ending    ending  
 September  September 
 30, 2007  30, 2007 
    
Statement of Operations – Discontinued Operations    
    
Revenue $ 1,228,934  $ 2,311,749 

Earnings from discontinued operations $    173,969  $    301,443 
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE THREE AND SIX MONTH PERIODS ENDED SEPTEMBER 30, 2008 

 

 
 

8. 

  3 months    6 months  

  ending    ending  

 September  September 

 30, 2007  30, 2007 

    
 Statement Of Cash Flows – Discontinued Operations    
    
Cash flow from operating activities $   247,778  $   651,549 

Net Increase in cash from discontinued operations $   247,778  $   651,549 

 
 
5. INCOME TAXES PAYABLE 
 

The sale of the Helper business in the fourth quarter of fiscal 2008 resulted in a taxable gain of approximately 
$11 million.  The Company was able to apply $8.3 million of loss carryforwards against the taxable gain and 
recorded a current tax provision of $0.9 million relating to the estimated remaining unsheltered portion of the 
taxable gain. In addition, the Company recorded a $0.4 million tax provision related to estimated withholding 
taxes payable. Income tax payable at September 30, 2008 was $1,377,870 and at March 31, 2008 was 
$1,336,270.  The Company expects that any actual tax liability associated with the Helper sale will be payable 
in the first quarter of fiscal 2010.   
 
 
6. SUBORDINATED DEBT  

 
On April 19, 2007, Nightingale closed a $12 million subordinated debt financing.  The financing was led by 
Wellington Financial LP and included Export Development Canada, a Limited Partner in Wellington Financial 
Fund III (the “Lenders”).  On November 23, 2007, certain terms and covenants of the subordinated debt were 
amended. The credit facility is a secured 29-month term loan facility. The subordinated debt bears interest at a 
rate of 12.75% per annum, payable monthly.  Nightingale also provided the lenders with 7,994,186 special 
warrants (“Warrants”). Each Warrant is convertible into common share purchase warrants, each entitling the 
holder to purchase one common share of Nightingale at a price of $0.43 per share for five years from the date 
of closing. These  Warrants and, as applicable, the warrants and common shares, are subject to a four-month 
hold period, pursuant to securities laws.   The transaction costs related to the subordinated debt financing and 
the November 2007 amendment totaled $1,160,188 which includes a commitment fee equal to 3.75% of the 
available facility and a $250,000 amendment fee. This amendment fee was classified as a current liability at 
September 30, 2008 and is payable in November 2008. 
 
The proceeds and costs were allocated to the debt and warrants based on the relative fair value of the debt 
and Warrants.   The fair value of the subordinated debt of $10,425,145 was determined by discounting the 
future contractual cash flows of the subordinated debt using an interest rate of 21%.  The fair value of the 
Warrants was determined to be $1,574,855 using the Black-Scholes option pricing model with the following 
assumptions:  
  
Warrant exercise price  $0.43 

Market value of common shares on date of issuance of Warrants  $0.43 

Risk-free rate 3.95% 

Expected volatility 50.0% 

Expected dividend yield 0.0% 

Estimated life of Warrants  4 years 

 
Based on the relative fair values of the subordinated debt and warrants, proceeds of $10,425,145 and 
transaction costs of $804,595 was allocated to the subordinated debt and proceeds of $1,574,855 and 
transaction costs of $105,593 was allocated to the warrants. The $250,000 amendment fee was allocated to 
the subordinated debt. 
 
In February 2008, the term of the subordinated debt was extended to March 2010, and following receipt of a 
waiver for certain quarterly and cumulative financial covenants, the covenants were amended. 
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During the quarter ended September 30, 2008 the Company experienced a breach of a financial covenant 
under the loan agreement with its lenders. The Company has received a waiver of the breach from the lenders 
and certain covenants and other terms of the subordinated debt agreement were amended. Management 
expects to meet these amended covenants over the remaining term of the loan agreement. The Company has 
also agreed to amend 50% or 3,997,093 of the Warrants provided to the lenders by amending the exercise 
price to a current market price and resetting the five year exercise period from the date of the waiver. Such 
amendments are subject to regulatory approval. The Company has also agreed to repay $750,000 of the 
outstanding principal during its second and third fiscal 2009 quarters of which $500,000 was repaid in 
September 2008. The remaining agreed upon principal repayment of $250,000 is classified as a current 
liability at September 30, 2008. The remaining principal amount of $5,250,000 is due March 2010. 
 
 
7. CAPITAL STOCK 
 

a. Stock option plan 

 
The Company has adopted a stock option plan that permits the Board of Directors to grant employees, 
officers, directors and consultants of the Company non-transferable stock options to purchase up to 10% of the 
common shares issued and outstanding at any time. Under the plan, no individual person may own greater 
than 5% of the outstanding stock options. Generally, the stock options vest over four years and are exercisable 
for a maximum term of five years.   
 
The fair value of each stock option on the date of grant was estimated using the Black-Scholes option pricing 
model with the following assumptions at the measurement date: 

 

 
Options Granted in 

Fiscal 2009 

Risk-free interest rate 3.46% 

Estimated volatility 50.0% 

Dividend yield 0.0% 

Expected life   4 years 

 

i. Summarized information relative to the Company’s stock option plan 

 
Number of stock options as at September 30, 2008 are as follows: 

 
    Weighted 

  Number of  Average 

  Stock  Exercise 

 Options  Price 

     
Balance as at March 31, 2008  3,860,060       $          0.82 

     

Issued  1,269,000  0.26 

Cancelled / Expired  (791,278)  0.61 

     
Balance as at September 30, 2008  4,337,782  $          0.69 
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Number of stock options as at September 30, 2007 are as follows: 

 
    Weighted 

  Number of  Average 

  Stock  Exercise 

 Options  Price 

     
Balance as at March 31, 2007  2,751,990       $          1.24 

     

Issued  1,780,849  0.45 

Cancelled / Expired  (259,829)  1.37 

     

Balance as at September 30, 2007  4,273,010  $          0.90 

 

ii. Summarized information relative to stock options outstanding 
 

Stock options outstanding as at September 30, 2008 are as follows: 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

8. CONTRIBUTED SURPLUS 
 

Included in contributed surplus is the expense related to the fair value of stock options granted to employees 
and non-employees valued under the Black-Scholes option pricing model.  At such date as the stock options 
are exercised, contributed surplus will be reduced by the previously recognized compensation expenses and a 
corresponding increase will be made to the value included in the capital stock attributable to common shares. 
 
Changes in contributed surplus for the period ended September 30, 2008 is as follows: 
 

 Amount 

   
Balance as at March 31, 2008     $  1,459,085 

   
STOCK OPTIONS   

Expensed  131,158 

Cancelled  (103,753) 

Changes in period due to stock options  27,405 

   
RESTRICTED SHARE GRANTS    

Expensed  37,600 

   
Balance as at September 30, 2008     $  1,524,090 

 

  Number    Remaining 
  Outstanding    Contracted 

Exercise  
as at 

September    Life 
Price  30, 2008  Exercisable  (Years) 

       
$0.26  1,269,000  -  4.93 
0.45  1,535,099  1,212,710  3.79 
0.46  13,171  13,171  0.23 
0.91  50,762  37,866                 1.27 
1.00  455,750  363,625                 1.50 
1.25  199,500  184,625  1.52 
1.50  814,500  564,750  2.03 

       
  4,337,782  2,403,747   
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9. WARRANTS 
 

The fair value of warrants was estimated using the Black-Scholes option pricing model.   
 
i. Summarized information relative to changes in warrants during the period  
 

Changes in Warrants for the period ended September 30, 2008 are as follows: 
 

     Weighted 

     Average 

     Exercise 

 Number  Amount  Price 

      
March 31, 2008 14,249,186  $   3,277,011  0.68 

      
Expired (6,255,000)  -  1.54 

      
Balance as at September 30, 2008 7,994,186  $   3,277,011  $     0.43 

 

ii. Summarized information relative to warrants outstanding and exercisable  
 

  Number    Remaining 
  Outstanding    Contracted 

Exercise  at September    Life 
Price  30, 2008  Exercisable  (Years) 

       0.43  7,994,186  7,994,186  3.53 

 
 
10. INTEREST 

 
  3 months    3 months    6 months    6 months  

  ending    ending    ending    ending  

 September  September  September  September 

 30, 2008  30, 2007  30, 2008  30, 2007 

        
Interest on capital lease obligations $      17,184  $     10,075     $    37,430   $     40,440 

Interest on subordinated debt 195,866       431,453        393,996  741,646 

Transaction costs on subordinated debt 33,525  134,099  67,050  268,198 

Interest on line of credit  -  -  -  10,924 

Transaction costs on line of credit -  -  -  52,232 

Interest accretion on subordinated debt 128,460  196,857  256,238  393,714 

Interest income (13,753)  (38,165)         (40,439)  (79,195) 

Other income 3,078  2,160  6,112  6,469 

        
 $    364,360  $  736,479  $  720,387  $ 1,434,428 

 
 
11. FINANCIAL INSTRUMENTS  

 
For the interim period ended September 30, 2008, the Company has adopted the requirements of The 
Canadian Institute of Chartered Accountants (“CICA”) Handbook Section 3862, “Financial Instruments 
Disclosures,” which apply to fiscal years beginning on or after October 1, 2007.  This section requires 
disclosures relating to the nature and extent of the Company’s exposure to risks arising from financial 
instruments, including credit risk, liquidity risk, foreign currency risk and interest rate risk, and how the 
Company manages those risks. 
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12. 

 
Liquidity risk 

 

The Company has sustained losses and negative cash flows from operations over the past three years.   At      
September 30, 2008, the Company has approximately $3.6 million of cash and short-term investments.  There 
are uncertainties related to the timing and use of the Company’s cash resources.  These uncertainties include, 
but are not limited to, the volume of sales, customer acceptance of its solutions and the fluctuation of the 
exchange rates.   As a result, the Company may need to seek additional equity or debt financing, which could 
include additional lines of credit.  There is no assurance that the Company will be successful in its financing 
efforts or that they will be sufficient.     

 
Credit risk 

 
Credit risk arises from the potential that a counterparty will fail to perform its obligations. The Company is 
exposed to credit risk from customers. However, the Company has a significant number of customers, which 
mitigates concentration of credit risk. At September  30, 2008, the Company’s two largest customer balances 
combined accounted for 25% of accounts receivable.  One of these customers and a second customer 
combined accounted for 40% of accounts receivable at March 31, 2008.  In order to minimize the risk of loss 
for trade receivables the Company’s extension of credit to customers involves review and approval by senior 
management as well as progress payments as contracts are executed.  
 
While the Company has credit controls and processes for the purpose of mitigating credit risk, these controls 
cannot eliminate credit risk and there can be no assurance that these controls will continue to be effective, or 
that the Company’s low credit loss experience will continue. Most sales are invoiced with payment terms in the 
range of 30 to 90 days. 
 
The Company reviews its trade receivable accounts regularly and writes them down to their expected 
realizable values, by making an allowance for doubtful receivables, as soon as the account is determined not 
to be fully collectible. The allowance is charged against earnings. Shortfalls in collections are applied against 
this provision. Estimates for allowance for doubtful debts are determined by a customer-by-customer 
evaluation of collectibility at each balance sheet reporting date, taking into account the amounts that are past 
due and any available relevant information on the customers’ liquidity. 
  
The Company’s exposure to credit risk for trade receivables by geographic area as at September 30, 2008 
was as follows: 
 

United States $   1,551,827 57%      

Canada 1,184,023 43% 

 $   2,735,850 100%       

 
Foreign currency risk  

 
 Foreign currency risk arises because of fluctuations in exchange rates. The Company conducts a significant 
portion of its business activities in U.S. dollars. Portions of revenues and expenses were denominated in US 
dollars. The assets and liabilities that are denominated in foreign currencies will be affected by changes in the 
exchange rate between the Canadian dollar and the U.S. dollar.  As at September 30, 2008, monetary assets 
were $4,511,928 and monetary liabilities were $3,716,821, resulting in net monetary assets in the amount of 
$795,107 denominated in US dollars. 
 
The Company recognized foreign exchange losses in the three and six months ended September 30, 2008 of 
$15,536 and $27,531, respectively, compared to foreign exchange losses in the three months and six ended 
September 30, 2007 of $99,324 and $153,003, respectively. 
 
The Company’s objective in managing its foreign currency risk is to minimize its net exposures to foreign 
currency cash flows by transacting with third parties in U.S. dollars and Canadian dollars to the maximum 
extent possible and practical. 
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13. 

 
Interest rate risk 

 
Interest rate risk arises because of the fluctuation in interest rates.  The Company is subject to interest rate risk 
on its cash, short-term investments and debt.     
 
Fair value 

 
At September 30, 2008 the estimated fair values of cash and cash equivalents, accounts receivable and other 
receivables, and accounts payable and accrued liabilities approximate their respective carrying values due to 
their short term nature. 
 
At September 30, 2008 the fair value of the Company’s subordinated debt is estimated to be equal to its 
carrying value. 
 
Management of capital 

 
The Company’s objective in managing capital is to ensure sufficient liquidity to pursue its growth strategy, fund 
research and development, and undertake selective acquisitions. 
 
The Company’s capital is composed of share capital and subordinated debt.  The Company’s primary uses of 
capital are to finance operating losses, increases in non-cash working capital and capital expenditures.  The 
Company currently funds these requirements from cash raised through past share and debt issuances.  The 
Company’s objectives when managing capital are to ensure that the Company will continue to have enough 
liquidity so it can provide its services to its customers and returns to its shareholders.   
 
The Company monitors its capital on the basis of the adequacy of its cash resources to fund its business plan.  
In order to maximize flexibility to finance the Company’s ongoing growth, the Company does not currently pay 
a dividend to holders of its common shares.   
 
 
12. SEGMENT INFORMATION 
 

During the  period ended September 30, 2008, the Company operated within a single operating segment 
across two geographic regions.  Information with respect to these geographic areas is as follows: 
 

  3 months    3 months    6 months    6 months  

  ending    ending    ending    ending  

 September  September  September  September 

 30, 2008  30, 2007  30, 2008  30, 2007 

        
Revenue         

Canada  $ 1,000,348   $2,144,147  $2,811,092  $3,932,616 

United States  3,245,964  3,612,635  $6,380,807  6,822,533 

        
 $4,246,312   $5,756,782  $9,191,899  $10,755,149 

        

     As at  As at 

     September  March  

     30, 2008  31,2008 

Property and equipment and goodwill    

Canada $2,032,739  $2,250,048 

United States $4,178,387  4,164,627 
    
 $6,211,126  $6,414,675 

 
Financial results for Discontinued Operations (Note 4) were limited to the United States geographic region. 


