




(Dollar amounts in 000’s except per share amounts)

Revenue by category is as follows:

2007 2006

Recurring service revenue 5,529 3,852

Non-recurring Hardware 
and Software Revenue

9,775 12,492

Recurring service revenue $	 15,304 $	 16,344

Note 13	 Financial Instruments

a) Fair Value of Financial Instruments: 

The Company’s financial instruments consist of cash and 

cash equivalents, accounts receivable and accounts payable 

and accrued liabilities The fair value of these financial instru-

ments approximates their carrying amount.

b) Foreign Currency Risk: 

During the year ended July 31, 2007, 59% of the Company’s 

revenue was in US dollars and 20% was in UK pounds (2006 

– 70% and 18%). The Company periodically estimates its 

obligations payable in these foreign currencies and converts 

excess foreign funds into Canadian currency. The Company 

does not currently use derivative instruments. At July 31, 

2007, the Company held net current monetary assets in 

US dollars and in UK pounds equal to $3,541 and $1,278 

respectively (2006: $7,585 US dollars and $1,612  

UK pounds). 

c) Credit Concentration and Risk:

The Company provides credit to its clients in the normal 

course of operations. The Company estimates, on a con-

tinuing basis, the probable losses and records a provision 

for losses based on the estimated realizable value. At July 

31, 2007, accounts receivable from three customers com-

prised an aggregate of 29.2% of total accounts receivable 

(2006 – 55%). 

No individual customer comprised greater than 10%  

of sales. 

Note 14	 Income Taxes  
Components of Income Tax provision  

Income taxes vary from the amount that would be computed 

by applying the combined federal and provincial tax  

rates of approximately 34.12% (2006 – 34.12%) for the  

following reasons:

2007 2006

Income taxes at statutory rates $	 (8,925) $	 377

Non-deductible stock-based 
compensation and other 
expenses

226 76

Deductible share issuance costs (295) (109)

Change in valuation allowance 8, 741 387

Reduction in statutory tax rates 292 (147)

Foreign tax rate differential (39) –

Utilization of loss carryforwards 
not previously recognized

– (167)

Utilization of income tax credit 
carryforwards not previously 
recognized

– (416)

$	  – $	  –

Future tax assets and liabilities are recognized for tempo-

rary differences between the carrying amounts of balances 

sheet items and their corresponding tax values as well as for 

the benefit of losses or credits available to be carried 

forward to future years that are likely to be realized.

Significant components of the Company’s future tax 

assets and liabilities, after applying enacted corporate 

income tax rates, are as follows: 

2007 2006

Non-capital losses carried 
forward

$	 6, 739 $	 –

Share issurance cost 923 334

Scientific research and 
experimental development 
pool

1,297 741

Investment tax credits 718 504

Capital assets 82 (32)

Accrued Liability 565 –

Other 50 67

Less: Valuation allowance (10,374) (1,614)

$	  – $	  –

NOTES TO THE CONSOLIDATED F INANCIAL  STATEMENTS

34



(Dollar amounts in 000’s except per share amounts)

NOTES TO THE CONSOLIDATED F INANCIAL  STATEMENTS

The Company has recorded a full valuation allowance 

against its future income tax assets based on the extent to 

which it is more likely than not that future income tax assets 

will be realized within the carry-forward period.

Canadian investment tax credits of $718 (2006 – $504) can 

be carried forward and applied against future income taxes 

payable. These investment tax credits will expire  

as follows:

2026 $ 504

2027 214

$ 718

Scientific research and experimental development 

expenditures of $4,252 can be carried forward indefinitely 

and applied against future income. 

Canadian non-capital loss carryovers of $21,100 can be 

carried forward and applied against future income taxes 

payable. These losses expire in 2027.

The UK operating loss carryovers of $1,013 can be  

carried forward and applied against future UK income  

taxes payable. These losses have an indefinite carry- 

forward period.

Note 15	 Commitments  
The Company has entered into commitments to purchase 

inventory from suppliers with a total estimated value of 

$2,236. An amount of $1,677 has been recorded as an 

accrued liability and as a loss on contract charge to the 

consolidated statement of operations being the difference 

between the cost of the inventory under contract and its fair 

market value as estimated by management. The balance 

of $1,677 is recognized as a commitment and will be fully 

recognized when the inventory is delivered. This liability  

will be reduced when the related inventory is delivered by 

the supplier.

The Company has entered into leases until 2017 for prem-

ises with the following total minimum annual (or cumulative) 

payments: 

2008 $	 290

2009       322

2010       350

2011        373

2012 — 2017    2, 284

Total $	3 , 619

Note 16	 Litigation 
On May 11, 2007 the Company was served with notice of a 

lawsuit filed in the Eastern District of Texas by Lunar Eye Inc., 

alleging patent infringement by the Company. This lawsuit 

has since been scheduled for trial in November 2008. 

The Company has reviewed the lawsuit and believes it to be 

without merit, and has taken the necessary steps to defend 

itself against the allegations contained therein at a trial cur-

rently scheduled for November 2008. The Company has filed 

a Request for Re-examination of the underlying patent with 

the US Patent and Trademark Office (“USPTO”). Should the 

request for re-examination be successful, it is likely that the 

related re-examination could take several years. 

The Company is taking certain legal action in Brazil against 

Crown in Brazil (note 4 and 6). At this time the Company 

believes it unlikely that it will realize any recovery of the 

amounts owed by Crown as a result of these actions.

Note 17	 Subsequent Event 
Subsequent to July 31, 2007, the Company issued 100,666 

common shares pursuant to the exercise of incentive stock op-

tions at a weighted average price of $0.54 per common share. 
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