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1. Nature of Operations and Basis of Presentation  
 

 

Azure Dynamics Corporation (the ñCompanyò) or (ñADCò) is incorporated under the laws of Alberta.  The 
Company is a development stage enterprise, involved in the development and supply of electric and hybrid 
electric powertrains and vehicle control systems for commercial vehicle applications. 
 

The consolidated financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles on a going concern basis which presumes the realization of assets and discharge of 
liabilities in the normal course of business for the foreseeable future. There are additional development stages 
to be completed before the marketability, if any, of the Companyôs technology can be determined. While the 
Company has derived limited revenue from the performance of development projects and from the sale of 
components to third parties, its ability to continue operations is uncertain and dependent upon the successful 
completion of technical development of the technology, obtaining additional financing and achieving profitable 
operations. The outcome of these matters cannot be predicted at this time. These consolidated financial 
statements do not include any adjustments to the amounts and liabilities that might be necessary should the 
Company be unable to continue in business.  

 

 

2. Significant Accounting Policies  
 

 

The consolidated financial statements of the Company have been prepared by management in accordance 
with Canadian generally accepted accounting principles. The preparation of consolidated financial statements 
in conformity with Canadian generally accepted accounting principles requires management to make 
estimates and assumptions that affect the amounts reported in the consolidated financial statements and 
accompanying notes. Actual results could differ from those estimates. The consolidated financial statements 
have, in managementôs opinion, been properly prepared using careful judgment with reasonable limits of 
materiality and within the framework of the significant accounting policies summarized below. 
 

(a) Consolidation 
The consolidated financial statements include the accounts of the Company and of its wholly owned 
subsidiaries since the date of acquisition. The Company has four wholly owned subsidiaries; Azure 
Dynamics Inc., which is incorporated under the Canada Business Corporations Act (ñCBCAò); Azure 
Dynamics Corporation of America (inactive) and Azure Dynamics Incorporated, both of which are 
incorporated under the laws of the state of Delaware, U.S.A.; and Azure Dynamics Limited, which is 
incorporated under the laws of England and Wales. Business acquisitions are accounted for using the 
purchase method. Investments in joint ventures are accounted for using the proportional consolidation 
method. All transactions within the subsidiaries have been eliminated upon consolidation. 

 

(b) Revenue recognition 
Certain product lines within Solectria (acquired in January 2005 - see note 3) are no longer considered 
development stage. Therefore the Company now recognizes revenues on the sales of those products at 
the point of shipment, provided that the Company has evidence of an arrangement, the fee is fixed and 
determinable, title and risk of loss have passed to the customer, and collection is reasonably assured.   
 
In addition, the Company recognizes revenues on long term engineering contracts within these product 
lines using the percentage of completion method. The revenue recognized is determined based on the 
total contract value and the percentage of the contract estimated completed at the end of the reporting 
period. Because of inherent uncertainties in estimating the costs to complete contracts in progress, it is 
possible that the estimates used will change within the near term. Changes in estimated job profitability 
are accounted for as changes in estimates in the current period.  Where applicable, the entire amount of 
future estimated losses on contracts in progress are recognized when they become known.   
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2. Significant Accounting Policies (b) (contôd.) 
 

 
The Company also recognizes revenues related to a technology and software licensing agreement (see 
note 10). The agreement provided for non-refundable payments which are being recognized in revenue on 
a straight-line basis over the period of the license agreement. 
 
Revenues earned from product lines that are considered in the development stage are reflected as a 
reduction of the related research and development costs. 
 
Customer deposits and deferred revenue primarily represent fees paid by customers in advance of 
products being shipped, contract revenue recognized, and the license agreement referred to in note 10. 

 

(c) Research and development costs 
Research costs are expensed in the year incurred. Development costs are expensed in the year incurred 
unless the Company believes a development project meets generally accepted criteria for deferral and 
amortization. No development costs have been deferred to date.  
 

Reimbursements of eligible costs pursuant to government assistance programs are recorded as a 
reduction of research and development costs when the related costs have been incurred.  Claims not 
settled by the balance sheet date are recorded as ñContributions receivableò on the consolidated balance 
sheets.  The determination of the amount of the claim, and hence the receivable amount, requires 
management to make calculations based on its interpretation of eligible expenditures in accordance with 
the terms of the programs.  The reimbursement claims submitted by the Company are subject to review by 
the relevant government agencies.  Although the Company has used its best judgment and understanding 
of the related program agreements in determining the receivable amount, it is possible that the amounts 
could increase or decrease by a material amount in the near term dependent on the review and audit by 
the government agency.  
 

The government assistance programs typically incorporate repayment provisions that are contingent upon 
future trigger-events.  In these cases, a repayment liability is recorded when the event occurs or it is 
considered more likely than not that the event will occur.  With respect to repayments in the form of future 
royalty payments based on revenue levels achieved, the liability will be recorded as the related revenues 
are recognized by the Company. 

 

(d) Investment tax credits 
The benefits of investment tax credits for scientific research and development expenditures are recognized 
in the year the qualifying expenditure is made provided there is reasonable assurance of recoverability. 
The investment tax credit reduces the carrying cost of expenditures for capital assets and research and 
development expense. Since becoming a public company, the Company is no longer eligible to receive 
cash refunds from the investment tax credit program ï all past investment tax credits receivable in cash 
have been collected.  Since becoming a public company, investment tax credits earned are being carried 
forward to reduce future federal taxes payable.  These investment tax credits have not been recorded as 
their ultimate utilization is uncertain. 
 

(e) Cash and cash equivalents 
The Company considers bank balances (including temporary bank overdrafts) and all highly liquid 
instruments purchased with an original maturity of three months or less to be cash equivalents.  
 

(f) Inventory and related prepayments 
Inventory is comprised of product, spare parts, product components and materials held for resale or use in 
the Companyôs product development activities or customer projects and include prepayments made for 
components on order.  Work in progress inventory is comprised of material, labour and a portion of 
overhead costs relating to in-progress customer and internal orders.  Inventory is valued at the lower of 
cost or net realisable value. 
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2.  Significant Accounting Policies (contôd.) 
 

 
(g) Accrued warranty liabilities 

The Company generally warranties its products against defects and workmanship for a period of one to 
three years from the date of shipment, subject to certain guidelines and exclusions. A provision has been 
established for this warranty obligation. In establishing the accrued warranty liability, management has 
estimated the likelihood that products sold will experience warranty claims and the estimated costs to 
resolve the claims received, taking into account the nature of the product and the past and projected 
claims experience with the products. 
 

(h) Guarantees ï Letter of Credit (ñLOCò) 
In February 2003, the CICA issued Accounting Guideline 14 (AcG-14), Disclosure of Guarantees, which 
identifies disclosure requirements for certain guarantees, for financial statements of interim and annual periods 
starting on or after January 1, 2003. The Company has entered into several Letters of Credit (LOC) with varying 
financial institutions whereby if certain obligations are not fulfilled by the Company, the beneficiaries of the Letter 

of Credit, may draw down on the LOC at the aforementioned financial institution.  The Company recognizes the 
various letters of credit at its face value in the form of restricted cash.  All foreign denominated LOCs are 
measured at the prevailing foreign exchange rate as at period end. 

 
(i) Property and equipment 

Property and equipment assets are recorded at cost, less accumulated amortization. Amortization is 
provided on a straight-line basis over the estimated useful lives of the assets as follows: 
  
Workshop equipment 5 years Office furniture and equipment 5 years 
Computer software 2 to 3 years Automotive 3 to 5 years 
Computer hardware 3 years Leasehold improvements  1 to 12 years  
Tooling 3 to 5 years  
 
The building (see note 4) is amortized on a 3% declining balance methodology. 

 

The Company tests long-lived assets for recoverability when events or changes in circumstances indicate 
that their carrying amount may not be recoverable. Circumstances which could trigger a review include, 
but are not limited to: significant decreases in the market price of the asset; significant adverse changes in 
the business climate or legal factors; the accumulation of costs significantly in excess of the amount 
originally expected for the acquisition or construction of the asset; current period cash flow or operating 
losses combined with a history of losses or a forecast of continuing losses associated with the use of the 
asset; and a current expectation that the asset will more likely than not be sold or disposed of significantly 
before the end of its previously estimated useful life. 
 
Recoverability is assessed based on the carrying amount of the asset and the sum of the undiscounted 
cash flows expected to result from the use and the eventual disposal of the asset or asset group. An 
impairment loss is recognized when the carrying amount is not recoverable and exceeds the fair value of 
the asset or asset group. The impairment loss is measured as the amount by which the carrying amount 
exceeds fair value. 

 
(j) Intangible assets 

Intangible assets include the fair value of identifiable intangible assets acquired in a purchase business 
combination. The customer order backlog asset is amortized as the underlying orders are executed. 
Amortization of the product technology asset is provided on a straight-line basis over the estimated useful 
life of ten years. The costs of acquiring and applying for patents, trademarks and licensed technology are 
capitalized and amortized on a straight-line basis over their estimated useful lives of five years. The costs 
of acquiring and applying for patents, trademarks and licensed technology costs do not necessarily reflect 
present or future values and the ultimate amount recoverable will be dependent upon the successful 
development and commercialization of products based on these intellectual properties. Management 
reviews the intellectual properties for impairment whenever events or changes in circumstances indicate  
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2.  Significant Accounting Policies (j) (contôd.) 
 

 
that full recoverability is questionable. Management measures any potential impairment by comparing the  
carrying value to the undiscounted amounts of expected future cash flows. 

 
(k) Goodwill 

Goodwill represents the excess of purchase price over the fair value of identifiable assets acquired in a 
purchase business combination. Goodwill is not amortized but is subject to annual fair value impairment 
tests or is adjusted if changes in circumstances indicate that the carrying value may not be recoverable. 
 

(l) Financial instruments  
The Company carries a number of financial instruments. Unless otherwise indicated, it is managementôs 
opinion that the Company is not exposed to significant interest, currency or credit risks arising from these 
financial instruments. The fair values of these financial instruments approximate their carrying values, 
unless otherwise noted. As of January 1, 2007, the Company adopted Section 1530 ï Comprehensive 
Income, Section 3855 ï Financial Instrument Recognition and Measurement, Section 3861 ï Financial 
Instruments Disclosure and Presentation, and Section 3865 ï Hedges, in accordance with the transitional 
provisions in each respective Section. As a result of the adoption of these Sections, the Company has 
determined that currently, there is no current material impact on the consolidated financial statements. 
 

(m) Foreign currency translation 
Monetary assets and liabilities of integrated operations that are not denominated in Canadian Dollars are 
translated at the rate of exchange prevailing at the period end, while revenues and expenses are 
translated at average rates of exchange during the period.  Exchange gains and losses arising on the 
translation of the accounts are included in consolidated earnings.  Non-monetary items are translated at 
historical exchange rates.  All of the Companyôs foreign subsidiariesô operations are considered to be 
integrated. 

For the year ended December 31, 2007, a foreign exchange loss of $62,000 was recognized in the 
consolidated earnings (2006 - foreign exchange loss of $89,000). 

 

(n) Future income taxes 
Income taxes are accounted for using the liability method of tax allocation. Future income taxes are 
recognized for the future income tax consequences attributable to differences between the carrying values 
of assets and liabilities and their respective income tax bases. Future income tax assets and liabilities are 
measured using substantively enacted income tax rates expected to apply to taxable income in the years 
in which temporary differences are expected to be recovered or settled. The effect on future income tax 
assets and liabilities of a change in rates is included in earnings in the period that includes the enactment 
date. Future income tax assets are recorded in the consolidated financial statements if realization is 
considered more likely than not. 

 

(o) Stock based compensation 
The Company grants stock options to officers, directors, employees and consultants pursuant to a stock 
option plan described in Note 12(c).  The Company accounts for the stock-based compensation using the 
fair-value method as at the grant date. Under this method, compensation expense related to option grants 
is recorded in consolidated earnings over the vesting period of the options or, for consultants, as the work 
is performed. The compensation expense amount is based on the fair value of the option as estimated 
using the Black-Scholes option pricing model.  The assumptions used in calculating the value of the stock 
options issued include managementôs best estimate, as of the date of grant, of the expected share price 
volatility over the term of the stock option and expected option life.  As such, the amounts reported as 
compensation expense are subject to measurement uncertainty as the expense amount may vary 
significantly based on the assumptions used.  

 

(p) Deferred share unit (ñDSUò) compensation  
The Company has a Deferred Share Unit Plan (ñDSU Planò) under which it may grant deferred share units 
(ñDSUò) to non-executive directors and selected employees pursuant to the DSU Plan described in Note  
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2.  Significant Accounting Policies (p) (contôd.) 
 

 
12(e). Under the DSU Plan, non-executive directors and selected employees may elect to receive their 
retainer or bonus compensation in DSUôs.  The number of DSUôs issued is calculated based on the 
amount owing and the trading price of the Companyôs common shares at the time of the election.  As the 
number of DSUôs issued is fixed and the Company has the right to settle the DSUôs in cash or in the 
delivery of shares, this amount is reflected in contributed surplus in the period in which the DSUôs are 
granted.   

 

(q) Earnings per share 
Basic earnings per common share are computed by dividing earnings by the weighted average number of 
common shares outstanding for the period. Diluted per share amounts reflect the potential dilution that 
could occur if securities or other contracts to issue common shares were exercised or converted to 
common shares. The treasury stock method is used to determine the dilutive effect of stock options and 
other dilutive instruments, in accordance with standards approved by the Canadian Institute of Chartered 
Accountants. 
 

(r) Use of estimates 
The preparation of consolidated financial statements requires the Companyôs management to make 
estimates and assumptions that affect the amounts reported in these consolidated financial statements 
and notes thereto. Significant areas requiring management to make estimates include inventory valuation, 
product warranty obligations, revenue recognition and recoverability of intangibles and goodwill. Actual 
results could differ from those estimates. 

 

(s) Comparative figures 
Certain comparative figures have been restated to be consistent with current year financial statement and 
footnote presentation. 

 

(t) Recent accounting pronouncements 
 Recent accounting pronouncements that have been issued but are not yet effective, and have a potential 
 implication for the Company are as follows: 
 
 Financial instruments 

 Effective January 1, 2008, the Company will be required to adopt two new CICA standards, Section 3862, 
 Financial Instruments Disclosure and Section 3863, Financial Instruments Presentation, which will replace 
 Section 3861 Financial Instruments Disclosure and Presentation. The new disclosure standard increases 
 the emphasis on the risks associated with both recognized and unrecognized financial instruments and 
 how those risks are managed. The new presentation standard carries forward the former presentations 
 requirements. The Company is currently evaluating the implications of these standards. 

 
 Capital disclosures 

 In November 2006, the CICA issued the new handbook Section 1535, ñCapital Disclosures,ò effective for 
 annual and interim periods related to fiscal years beginning on or after October, 1, 2007. This section 
 establishes standards for disclosing information about a Companyôs capital and how it is managed in order 
 that a user of the financial statements may evaluate the companyôs objectives, policies, and processes for 
 managed capital. The Company is currently determining the additional disclosures that may be required 
 under this standard. 
. 

 Inventories 
 The CICA issued a new section 3031, ñInventoriesò, in March 2007, which is based on International 
 Accounting Standard 2. The new section replaced the existing section 3030, Inventories. Under the new 
 section, inventories are required to be measured at the ñlower of cost and net realizable valueò, which is 
 different from the existing guidance of the ñlower of cost and marketò. The new section also allows the 
 reversal of any write-downs previously recognized. The new accounting standard and any consequential 
 amendments will be effective for the Company beginning January 1, 2008. The Company is currently 
 evaluating the implications of the new standard. 
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2.  Significant Accounting Policies (t) (contôd.) 
 

 

 Financial statement presentation 
 CICA Handbook Section 1400, General Standards on Financial Statement Presentation, has been 
 amended to include requirements to assess and disclose an entity's ability to continue as a going concern. 
 The changes are effective for interim and annual financial statements beginning on or after January 1, 
 2008. The Company does not expect the adoption of these changes to have a material impact on its 
 financial statements. 
 

 International financial reporting standards (IFRS) 
 In 2006, Canadaôs Accounting Standards Board ratified a strategic plan that will result in Canadian GAAP, 
 as used by public companies, being converged with International Financial Reporting Standards over a 
 transitional period currently expected to be about five years. The precise timing of convergence will 
 depend on an Accounting Standards Board progress review to be undertaken by early 2008. The impact of 
 this transition on the Companyôs consolidated financial statements has not yet been determined; however, 
 management continues to monitor these regulatory developments. 
 

 

3. Acquisition of Solectria  
 

 

On January 31, 2005, the Company completed the acquisition of Solectria Corporation (ñSolectriaò), a U.S. 
based hybrid electric powertrain and components supplier.  The Company acquired all of the outstanding 
shares of Solectria in exchange for 25,297,655 of its common shares, resulting in Solectriaôs former 
shareholders owning approximately 19.8% of the Companyôs issued and outstanding common shares at that 
time. Singapore Technologies Kinetics Ltd. (ñSTKò), a major Solectria shareholder, held approximately 11% of 
the Companyôs common shares immediately post-closing.  Solectria now operates as Azure Dynamics 
Incorporated.  
 
The Companyôs common shares traded at a weighted average price of approximately $0.88 prior to, and 
immediately after, the acquisition was announced on December 17, 2004.  After considering trading discounts 
for block share trades and typical issue costs the fair market value of the shares was deemed to be $0.66. The 
Company issued 25,297,655 common shares, with a deemed value of $16.7 million, and paid cash of $0.4 
million in settlement of the purchase price. Total consideration, including acquisition expenses of $0.7 million, 
is $17.8 million.   

 

The Company has accounted for the acquisition using the purchase method and the results of operations of 
Solectria have been consolidated into the Companyôs earnings with effect from February 1, 2005. The 
aggregate purchase price of $17.8 million was allocated to the assets acquired and liabilities assumed based 
on their estimated fair values as follows:  
 

 
(Stated in thousands of dollars) 

 

Current assets (including cash of $625) $ 3,074 
Restricted cash 745 
Property and equipment 4,678 
Other assets 53 
Intangible assets 13,400 
Goodwill 2,932 
Current liabilities (4,428) 
Notes payable (2,700) 

 $ 17,754 
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3. Acquisition of Solectria (contôd.) 
 

 
Assets and liabilities are recorded based on their estimated fair values at January 31, 2005.  Intangible assets 
are comprised of:   
 

 
 

 

 
The intangible assets associated with this acquisition included on the Consolidated Balance Sheet of $8.9 million 
at December 31, 2007, $10.2 million at December 31, 2006 are net of amortization of $4.5 million and $3.2 million 
respectively. 
 

 
4. Investment in Real Estate Joint Venture  
 

 

The Companyôs US subsidiary (formerly Solectria) owns a 50% interest in ND Solectria LLC, a joint venture 
partnership with NDNE Real Estate, Inc., a real estate development corporation.  The investment in the real 
estate joint venture, which is accounted for using the proportional consolidation method, was formed for the 
purpose of holding property located in Woburn, Massachusetts.  On October 1, 2001, the Company entered into 
a lease agreement for the Woburn property. The Company provided a security deposit of US$400,000 
(CDN$436,000) and made guarantees of an additional US$600,000 (CDN$595,000) that is in the form of a letter 
of credit, which is collateralized by certain cash equivalents. NDNE Real Estate, Inc. maintains the unilateral right 
to sell the property during the lease term and manages the property.  The Company is entitled to 50% of 
earnings of ND Solectria LLC.  During the year ended December 31, 2007 the Companyôs interest in earnings 
from the real estate joint venture amounted to $208,000 (2006 - $163,000). 
 
The Companyôs 50% proportional interest in ND Solectria LLC is included in the consolidated balance sheets as 
follows: 
 
 
(Stated in thousands of dollars) 
 December 31, 2007 December 31, 2006 

Cash and equivalents  $                                  286  $                               316  

Accounts receivable 11 13 

Property and equipment 2,999 3,117 

Prepaid Expenses  12 -  

Total assets  $                                3,308  $                             3,446  

   

Accounts payable and accrued liabilities  $                                   270   $                                300  

Note payable ï current                            35                             212  

Note payable ï long term                            2,064  2,294 

Shareholders' equity                               939                               640  

Total liabilities and shareholders' equity  $                                3,308   $                            3,446  

  
The note payable is the Companyôs proportionate share of a mortgage on the Boston property owned by ND 
Solectria LLC. The note is repayable on November 20, 2011, bears interest at a floating rate of the applicable 
Treasury rate plus 200 basis points and is secured by the mortgaged premises. As both parties are jointly and 
severally liable for repayment of the note payable, the maximum exposure to loss as a result of its involvement 
with this entity is $4.2 million. The principal repayments over the next five years payable by the joint venture  

 
(Stated in thousands of dollars) 

 

Customer order backlog  $ 900 
Product technology 12,500 

 $ 13,400 
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4.  Investment in Real Estate Joint Venture (contôd). 
 

 
are approximately as follows. 2008-$71,000, 2009-$76,000, 2010-$81,000, 2011-$1,871,000  
 
The Companyôs 50% proportional interest in ND Solectria LLC is included in the consolidated statements of 
operations and deficit as follows: 
 
(Stated in thousands of dollars) 
 

For the year ended 
December 31,  2007 

For the year ended 
December 31,  2006 

General and administrative $                        (366)   $                            (327)  

Other expense                            158                                                       164                             

Net income  $                           208   $                              163  

 
The Companyôs 50% proportional interest in ND Solectria LLC is included in the consolidated cash flow 
statement as follows: 
 
(Stated in thousands of dollars) 
 

For the year ended 
December 31,  2007 

For the year ended 
December 31,  2006 

Net Income  $                           208   $                           163  
Amortization                                82                                 90  

Principal payments on note payable                               (36)                               (54) 

Changes in short term assets and liabilities                             (284)                               (193)  

 (30) 6 
 
Cash and cash equivalents beginning of period                                 316                                    310    

Cash and cash equivalents end of period  $                           286   $                           316  
 

 

5.  Financial Instruments  
 

 

At December 31, 2007, substantially all of the Company's cash was held at a recognized Canadian national 
financial institution.  As a result, the Company was exposed to all of the risks associated with that institution. 

 

The Company holds monetary assets and liabilities that are denominated in foreign currencies and is therefore 
exposed to foreign currency exchange risk. The most significant of those balances are held in US dollars, 
where the net financial liability exposure at December 31, 2007 was $2.0 million (2006 ï net financial asset 
exposure was $0.5 million). 

  

 

6.  Cash and Cash Equivalents 
 

 
Restricted cash consists of short term U.S. treasury bills pledged as security with a bank as the collateral for a 
letter of credit which forms part of the security deposit for the facility in Woburn, Massachusetts (note 4). 
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7.  Inventory and Related Prepayments 
 

 

 
8.  Property and Equipment 
 

 
           December 31, 2007 

  Accumulated Net book 
(Stated in thousands)    Cost Amortization Value 

Workshop equipment         $        1,315         $            540 $            775 
Computer software 1,146 925 221 
Computer hardware 1,163 957 206 
Tooling 404 185 219 
Office furniture and equipment 310 232 78 
Automotive 
Building                                                         

214 
4,209 

172 
714 

42 
3,495 

Leasehold improvements 1,124 414 710 

 $        9,885 $          4,139 $        5,746 
 

           December 31, 2006 

  Accumulated Net book 
(Stated in thousands)    Cost Amortization Value 

Workshop equipment         $           964         $            568 $            396 
Computer software 976 801 175 
Computer hardware 1,017 762 255 
Tooling 236 47 189 
Office furniture and equipment 325 197 128 
Automotive 
Building                                                         

213 
4,255 

172 
572 

41 
3,683 

Leasehold improvements 1,085 338 747 

 $        9,071 $          3,457 $        5,614 
 

 

9. Intangible Assets  
 

 
           December 31, 2007 

  Accumulated Net book 
(Stated in thousands) Cost Amortization Value 

Patents $                662 $           284 $          378 
Trademarks  
Customer order backlog 
Product technology 

64 
900 

12,500 

41 
873 

3,645 

23 
27 

8,855 

 $           14,126 $        4,843 $      9,283 
 
 
 

(Stated in thousands of dollars) 

December 31 

2007 

December 31 

2006 

Components and finished goods $              8,012                                         

Work in progress 2,172                     1,864                     

Prepayments - components on order 17                        39                        

$            10,201                     $            3,821                     

$           1,918 
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9. Intangible Assets (contôd.)  
 

 

           December 31, 2006 

  Accumulated Net book 
 Cost Amortization Value 

Patents $                493 $           198 $          295 
Trademarks  
Customer order backlog 
Product technology 

61 
900 

12,500 

32 
786 

2,396 

29 
114 

10,104 

 $           13,954 $        3,412 $     10,542 
 

The costs of acquiring and applying for patents, trademarks and licenses are capitalized and amortized on a 
straight-line basis over their estimated useful lives of five years. The customer order backlog and product 
technology assets were a result of the Solectria acquisition (see note 3).  The value of the customer order 
backlog asset of $900,000 was derived based upon the expected free cash flow contribution of the Solectria 
backlog at the time of the acquisition. The free cash flow was discounted at 25% to present value. The backlog 
asset is amortized as revenues from the backlog as the underlying orders are executed. To date, $873,000 of 
the $900,000 backlog asset has been amortized. The value of the product technology asset of $12.5 million 
was derived based upon the expected free cash flow attributable to future revenues that are based upon the 
acquired technology. The cash flows were discounted at 25% to present value. The product technology asset 
is amortized on a straight-line basis over a 10 year period. 

 

 

10. Related Party Transactions  
 

 

In November 2003, Solectria entered into a Transfer of Technology and Software Licensing Agreement (ñTTA 
Agreementò) with STK.  Under the terms of the agreement, STK is granted a non-exclusive license to use and 
manufacture certain of the Companyôs technology in specified territories.  The Company also provided STK 
with the training necessary for the transfer of the technology.  The license expires in November 2020, and is 
subject to automatic one-year renewals thereafter.  The Company received cash consideration for the license 
and transfer of technology, and for the training in the aggregate amount of US$1.0 million (Cdn$1.2 million).  
As discussed in note 2(b), revenues from the TTA Agreement are being recognized on a straight-line basis 
over the period of the license agreement.  As of December 31, 2007, the Company has deferred revenue 
associated with the TTA Agreement in the amount of $0.9 million (2006 - $0.9 million).  During the twelve 
months ended December 31, 2007, revenues recognized by the Company from the sale of products to STK 
and its related companies and from certain other contractual arrangements totalled approximately $65,000 
(2006 - $68,000).  As of December 31, 2007, accounts receivable includes $nil (2006 - $11,000) due from STK 
and customer deposits includes $nil (2006 - $42,000) received from STK. 
 

 
11.  Pension Contributions 
 

 

After an executive officer or employee has completed one year of service, the Company may contribute up to 
5% of the officerôs or employeeôs base salary to a self-directed registered retirement plan. The resultant 
pension contribution expense is recorded in the period that the services are rendered by the officer or 
employee.  The Company incurred pension contribution expenses of $394,000 for the twelve months ended 
December 31, 2007 (2006 - $222,000).  
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12. Share Capital, Special Warrants and Stock Options 
 

 
(a) Authorized 

Unlimited common shares without par value 
Unlimited preferred shares without par value, non cumulative, redeemable, and non voting 

 

(b) Issued and outstanding common shares (amounts stated in thousands of dollars) 
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12. Share Capital, Special Warrants and Stock Options (b) (contôd). 
 

 

(i) 14,288,200 common shares were subject to escrow restrictions pursuant to an RTO.  There are no 
common shares subject to escrow restrictions as at December 31, 2007 (December 31, 2006 ï nil). 

 
(ii) On June 28, 2001, the Company completed a non-brokered placement of 8,000,000 Special A 

Warrants at a price of $0.45 each for net proceeds of $3.5 million, after deducting issue costs of 
$89,000.  Each Special A Warrant entitled the holder to receive, at no additional cost, one common 
share. 

 

(iii) On January 29, 2002, the Company completed a non-brokered placement of 10,400,000 Special B 
Warrants at a price of $0.50 each for net proceeds of $5.0 million, after deducting issue costs of 
$200,000.  Each Special B Warrant entitled the holder to receive, at no additional cost, one common 
share.  

 

(iv) On February 5, 2002, the Company received a receipt for its final prospectus (dated January 31, 2002) 
from the British Columbia, Alberta, and Ontario Securities Commissions relating to the qualification of 
8,000,000 Common Shares issuable upon the exercise of 8,000,000 Special A Warrants and 
10,400,000 Common Shares issuable upon the exercise of 10,400,000 Special B Warrants, 
whereupon the Special A and B Warrants were exercised and converted into common shares. 

 

(v) Effective June 30, 2002, the Company entered into a private placement subscription agreement for 
240,000 common shares of the Company, at a price of $0.50 per share, for gross proceeds of 
$120,000 in conjunction with a lease termination. 

 

(vi) On November 21, 2002, the Company completed a private placement of 1,300,000 units of the 
Company (the "Unit Financing"), at a price of $0.50 per unit, for net proceeds of $560,000 after 
deducting issue costs estimated at $90,000. Under the Unit Financing, each unit was comprised of 
one common share of the Company and one quarter warrant, each whole warrant exercisable into one 
common share at $0.55, until November 30, 2003. These warrants expired unexercised on December 
1, 2003. 

 

The Company also completed a private placement of 200,000 Special Warrants of the Company (the 
"Special Warrant Financing"), at a price of $0.50 per Special Warrant, for net proceeds of $90,000 
after deducting issue costs estimated at $10,000.  Under the Special Warrant Financing, each Special 
Warrant was exercisable into one common share of the Company and one Warrant, each Warrant 
exercisable into one common share at $0.55, until November 30, 2003.  On November 30, 2003, the 
Special Warrants were exercised into 200,000 common shares of the Company and 200,000 
Warrants; the Warrants, exercisable into common shares at $0.55, expired unexercised on December 
1, 2003.  

 

(vii) Effective July 31, 2003, the Company completed a $2.2 million secured convertible debenture 
financing. On December 19, 2003 the Company redeemed the Debentures.  All the Debenture holders 
elected to be redeemed by way of conversion and, in accordance with the terms of the Debentures, 
such conversion took place at a conversion price equal to $0.30 per share thereby giving the holders 
7,386,668 common shares of the Company. 

 

As these debentures were considered to be compound financial instruments, the liability component 
and the equity component, as determined at initial recognition, were presented separately.  The 
Company valued the equity component of these debentures using the óresidual value of equity 
componentô method, whereby the liability component was valued first using the current market rates 
for comparable instruments, at the time of issuance, and the difference between the proceeds of the 
debentures issued and the fair value of the liability was assigned to the equity component.    

 
 
 
 




