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NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS 

The accompanying unaudited interim financial statements of the Corporation have been prepared by and are the responsibility of the 
Corporation’s management.  The Corporation’s independent auditor has not performed a review of these financial statements in 
accordance with the standards established by the Canadian Institute of Chartered Accountants for a review of interim financial statements. 

 

 



 
As At March 31, 2010 and December 31, 2009 (unaudited) 
(In thousands of Canadian dollars, except share data)  

 
 

March 31,

2010

December 31,

2009

Cash 945 1,049

Accounts receivable 7,736 7,326

Unbilled revenue 316 259

Inventory 2,763 2,768

Prepaid expenses and other 1,800 2,074

13,560 13,476

Investment tax credit receivable 580 580

59 59

Future tax asset 435 435

3,366 3,421

10,679 11,114

11,201 11,344

39,880 40,429

Operating line of credit (note 6) 2,845 2,698

Accounts payable and accrued liabilities 3,985 4,628

Unearned revenue 2,058 2,331

Current portion of long-term debt (note 7) 2,726 1,610

Current portion of deferred lease inducement 160 160

11,774 11,427

Deferred lease inducement and other long term liabilities 1,285 1,339

Future tax liability 1,686 1,738

6,927 8,320

21,672 22,824

Share capital (note 8) 24,159 24,110

Contributed surplus (note 8) 985 1,005

Deficit (7,016) (7,526)

Accumulated other comprehensive income 80 16

18,208 17,605

39,880 40,429

                   William Hammett                          Alykhan Mamdani

              (signed) "William Hammett”             (signed) "Alykhan Mamdani" 

Long term debt (note 7)

See accompanying notes to consolidated financial statements.

On behalf of the Board:

Shareholders' equity:

Assets
Current assets: 

Deferred costs

Property & equipment 

Customer relationships & contracts 

Goodwill 

Liabilities and Shareholders' Equity
Current liabilities:



 
As At March 31, 2010 and 2009 (unaudited) 
(In thousands of Canadian dollars, except share data)  

   

March 31,

2010

March 31,

2009

13,042 6,445

7,541 3,156

5,501 3,289

Selling and administrative  3,684 2,063

Research & development 303 163

Amortization of property & equipment 352 249

Amortization of customer relationships & contracts 327 153

Loss on foreign exchange 2 (5)

Interest 122 6

4,790 2,629

711 660

Income tax expense (recovery) 201 -

Net income 510 660

Basic earnings 0.01 0.02

Diluted earnings 0.01 0.02

Weighted average number of shares outstanding 

Basic 42,273,410 41,608,216

Diluted 42,970,597 42,300,403

Net income per share  

Operating expenses:

Income before income tax

Revenue 

Cost of revenue 

 
 

As At March 31, 2010 and 2009 (unaudited)

(In thousands of Canadian dollars, except share data)

2010 2009 

Net income 510                         660                        

Other comprehensive income

Foreign currency translation 64                           -

Other comprehensive income 574                         660                        

 

As At March 31, 2010 and 2009 (unaudited)

(In thousands of Canadian dollars, except share data)

2010 2009 

Deficit, beginning of period (7,526)                    (10,550)              

Net income 510                         660                      

Deficit, end of period (7,016)                    (9,890)                

Accumulated other comprehensive income, beginning of period 16                            -

Foreign currency translation 64                            -

Accumulated other comprehensive income, end of period 80                            -

See accompanying notes to consolidated financial statements. 



 
As At March 31, 2010 and 2009 (unaudited) 
(In thousands of Canadian dollars, except share data)  

   
 
 

2010 2009

Cash flows from (used in) operating activities:

Net income from operations 510                            660                            

Items not involving cash:

Amortization of property & equipment 352                            249                            

Amortization of customer relationships & contracts 327                            153                            

Amortization of deferred lease inducement (45)                             (40)                             

1,144                         1,022                         

Change in non-cash working capital balances from operations:

Accounts receivable (409)                           48                               

Unbilled revenue (57)                             60                               

Inventory (1)                               (43)                             

Prepaid expenses and other 274                            (114)                           

Accounts payable and accrued liabilities (640)                           (784)                           

Unearned revenue (273)                           535                            

Increase in cash from operations 38                               724                            

Cash flows from (used in) financing activities:

Shares issued for cash 29                               5                                 

Proceeds from operating line of credit 147                            -

Proceeds from long term debt 49                               -

Repayment of long term debt (49)                             (850)                           

176                            (845)                           

Cash flows from (used in) investing activities:

Purchase of property & equipment (318)                           (135)                           

(318)                           (135)                           

Decrease in cash (104)                           (256)                           

Cash, beginning of period 1,049                         1,127                         

Cash, end of period 945                            871                            

Supplemental disclosure of cash flow information:

122                            6                                 

See accompanying notes to consolidated financial statements.

     Interest paid
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1. Basis of Presentation 
 

The interim consolidated financial statements of CriticalControl Solutions Corp. (the “Corporation”) have been prepared in 
accordance with Canadian generally accepted accounting principles for interim financial statements.  These interim 
consolidated financial statements follow the same accounting policies and methods of application as the most recent 
annual audited consolidated financial statements.  These interim consolidated financial statements do not include all 
disclosures normally provided in annual financial statements and should be read in conjunction with the Corporation’s 
annual audited consolidated financial statements as at and for the year ended December 31, 2009, except as described in 
note 2. In management’s opinion, the interim consolidated financial statements include all adjustments necessary to fairly 
present such information. 

 

2. Accounting Policy Changes 

 
Future Accounting Changes  

On January 1, 2010, the Corporation early adopted the three new accounting standards issued in January 2009: Section 
1582, “Business Combinations”, Section 1601, “Consolidated Financial Statements” and Section 1602, “Non-Controlling 
Interests”. Section 1582 replaces Section 1581 and establishes standards for the accounting for a business combination. It 
provides the Canadian equivalent to IFRS 3, “Business Combinations”. Sections 1601 and 1602 together replace Section 
1600, “Consolidated Financial Statements”. Section 1601 establishes standards for the preparation of consolidated 
financial statements. Section 1602 establishes standards for accounting for a non-controlling interest in a subsidiary in 
consolidated financial statements. It is equivalent to the corresponding provisions of lAS-27, “Consolidated and Separate 
Financial Statements”.  The adoption of these standards did not have a material impact on the interim consolidated 
financial statements. 

 

3. Segmented Information 
 

The Corporation has identified Service Bureau Operations and Energy Services as reportable segments which are used to 
manage the business and key areas of potential growth to increase profitability.  Prior to 2010, Services Bureau Operations 
consisted primarily of the Corporation’s government services based in Alberta and now includes the operations resulting 
from the Corporation’s expansion of such business outside of Alberta and to verticals outside its previous scope.  The 
segmented disclosures reflect these key segments.   

 
All public company costs, interest and other expenses not directly attributed to the two operating segments are included 
in corporate.   
 
In assessing performance of the segments and the allocation of resources to the segments, management of CriticalControl 
evaluates gross margin directly attributable to the segments. 
 
All of the Corporation’s identifiable assets are located in Canada and U.S. 
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Service Bureau 

Operations

Energy 

Services Corporate 

Three months 

ended March 

31, 2010

Revenue 5,089                     7,953                     - 13,042                  

Cost of revenue 3,517                     4,024                     - 7,541                     

Gross margin 1,572                     3,929                     - 5,501                     

Selling & administrative expense 1,543                     970                        1,171                     3,684                     

Research & development expense - 303                        - 303                        

Amortization of property & equipment 112                        239                        1                             352                        

Amortization of customer relationships & contracts 171                        156                        - 327                        

Interest & other expenses - - 124                        124                        

1,826                     1,668                     1,296                     4,790                     

Income before income tax (254)                       2,261                     (1,296)                   711                        

Segment assets 13,737                  26,130                  13                           39,880                  

Goodwill 2,708                     8,493                     - 11,201                  

Capital expenditures 87                           32                           199                        318                        

 

Service Bureau 

Operations

Energy 

Services Corporate

Three Months 

ended March 

31, 2009

Revenue 3,366 3,079 -                              6,445                     

Cost of revenue 2,033 1,123 -                              3,156                     

Gross margin 1,333                     1,956                     -                              3,289                     

Selling & administrative expense 745                        719                        599                        2,063                     

Research & development expense - 163                        -                              163                        

Amortization of property & equipment 59                           189                        1                             249                        

Amortization of customer relationships & contracts 53                           100                        -                              153                        

Interest & other expenses -                              -                              1                             1                             

857                        1,171                     601                        2,629                     

Income before income tax 476                        785                        (601)                       660                        

Segment assets 6,422                     12,513                  30                           18,965                  

Goodwill 2,490                     3,713                     -                              6,203                     

Capital expenditures 120                        15                           - 135                        

For the three months ended March 31, 2010 the Corporation derived approximately 13% (2009 – 43%) of its total revenue 
from the Government of Alberta.  As at March 31, 2010, 9% (2009 – 34%) of accounts receivable pertained to this 
customer. 

 



 
As At March 31, 2010 and 2009 (unaudited) 
(In thousands of Canadian dollars, except share data) Page 3 

  
   

The Corporation earned revenue from sales to customers in the following geographical areas (based on location of the 
customer): 
 

Three Months ended 

March 31, 2010

Three Months ended 

March 31, 2009

Canada 7,974                                    6,445                                               

U.S.A. 5,068                                    -

13,042                                  6,445                                                
 
 

Canada U.S.A. Canada U.S.A.

Segmented Assets 24,820             15,060       18,965           -

Goodwill 6,529               4,672         6,203              -

March 31, 2010 March 31, 2009

 
 

4. Business Acquisitions 
 

a. On November 1, 2009, CriticalControl Energy Services Inc., (“CCES”) incorporated in Delaware, a wholly-owned 
subsidiary of the Corporation acquired 100% of the outstanding shares of Gas Analytical Service, Inc. (“GAS”) for 
$11,170.  GAS is a provider of natural gas measurement services based in Bridgeport, WV with field offices in Indiana, 
PA and Canonsburg, PA.  
 
The purchase price consisted of $960 cash, $9,669 promissory note bearing an interest rate of 4% over a period of 5 
years and transaction costs of $541. The acquisition has been accounted for using the purchase method and the 
results of operations are included in the consolidated statements of operations and other comprehensive income 
from  the date of acquisition.  The purchase equation is preliminary and subject to change. 
 

Fair value of net assets acquired

Cash 422                    

Non-cash working capital 3,068                

Property & equipment 873                    

Long term debt (244)                  

Future tax liability (1,737)              

Customer relationships & contracts 3,846                

Goodwill 4,942                

Net assets acquired 11,170              

Consideration

Cash 960                    

Promissory note 9,669                

Transaction costs 541                    

11,170               
 

b. On October 1, 2009 the Corporation acquired 100% of the outstanding shares of Southport Data Systems Inc. 
(“Southport”) for $1,828, consisting of $1,500 cash, $300 non-interest bearing promissory note due on the 12 month 
anniversary, and transaction costs of $28. Contingent consideration of $500 will be payable upon meeting certain 
performance criteria, the occurrence of which is not currently determinable. This component of the purchase price 
will be recognized as an additional cost of the purchase being assigned to customer relationships if and when the 
future event is realized and the contingent consideration is paid.     
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The acquisition has been accounted for using the purchase method and the results of operations are included in the 
consolidated statements of operations and other comprehensive income from the date of acquisition.  The purchase 
equation is preliminary and subject to change. 
 

Fair value of net assets acquired

Cash 191                    

Non-cash working capital 1                        

Property & equipment 417                    

Long term liabilities (69)                    

Future tax liabilities (699)                  

Customer relationships & contracts 1,768                

Goodwill 219                    

Net assets acquired 1,828                

Consideration

Cash 1,500                

Promissory note 300                    

Transaction costs 28                      

1,828                 
 

c. On July 31, 2009, the Corporation acquired 100% of the outstanding shares of BPO Management Services, Ltd. 
(“BPOMS”).  Pursuant to the acquisition, the Corporation’s non-cash working capital of $2,527 including BPOMS line 
of credit for $1,517 and long term debt of $17, which was paid out on closing.  The acquisition has been accounted for 
using the purchase method and the results of operations are included in the consolidated statements of operations 
and other comprehensive income from the date of acquisition.  The purchase equation is preliminary and subject to 
change. 
 

Fair value of net assets acquired

Cash 268                    

Property & equipment 339                    

Future tax asset 936                    

Non-cash working capital (2,527)              

Customer relationships & contracts 1,984                

Net assets acquired 1,000                

Consideration

Cash 100                    

Restructuring costs 725                    

Transaction costs 175                    

1,000                 

 
 

5. Income Taxes  

 
As at March 31, 2010 the Corporations’ Canadian subsidiaries had non-capital loss carry-forwards for income tax purposes 
available to reduce future taxable income. Income taxes payable for the Corporations’ US subsidiary have been accrued.   
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6. Operating Line of Credit 

 
The Corporation has a secured revolving line of credit with a Schedule “A” Canadian chartered bank, for up to $5,000 to 
support the Corporation’s working capital requirements. The line bears interest at prime plus 1.25% payable monthly in 
arrears.  The line of credit is limited by the standard margining of accounts receivable and the outstanding letters of credit 
which reduce the Corporation’s available funds under its operating line of credit.   
 
Pursuant to a US$9,000 promissory note issued in relation to the acquisition of GAS, the Corporation has agreed with the 
vendor not to increase the Corporation’s operating line above $5,000 until a total of US$3,000 has been repaid on the 
promissory note due to the vendor (notes 4a and 7).  

 

7. Long-term Debt 
 

The Corporation has the following long-term debt obligations:  
 

March 31,

2010

December 31,

2009

Unsecured promissory note, $300 due on October 1, 2010.                            300                            300 

Secured promissory note US$9,000 maturing November 1,  2014. 9,140                                              9,419 

Installment loans with financial institutions, payable in variable monthly 

installments of $12, including interest rates of 0% to 9.25%, maturing at various 

dates through July 2013, secured by vehicles. 213                                                     211 

                        9,653                         9,930 

Less: current portion                         2,726                         1,610 

                        6,927                         8,320 

 
On October 1, 2009 the Corporation, upon the acquisition of Southport (note 4b) issued a $300 promissory note to the 
pervious shareholders of Southport Data Systems Inc.  The note is non interest bearing, due and payable on October 1, 
2010.  
 
On November 1, 2009 the Corporation, upon the acquisition of GAS (note 4a) issued a $9,669 (US$9,000) promissory note, 
bearing interest at the rate of 4% per annum over a 5 year term.  The promissory note is secured by a general security 
agreement with a first priority security interest on all of the Corporation’s present and after acquired property and assets 
of GAS.  Interest payments are payable on a quarterly basis and the principal payment will be made as per the following 
schedule:  
 

Year

2010 1,143 (US$1,125)

2011 2,285 (US$2,250)

2012 2,666 (US$2,625)

2013  1,523 (US$1,500)

2014  1,523 (US$1,500)

 9,140 (US$9,000)  
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8. Share Capital 

             
a. Authorized:  Unlimited common shares without nominal or par value. 

 
b. Issued and Outstanding 

 

Common shares Amount

Balance, December 31, 2009 42,216,782            $24,110

    Issued on exercise of stock options 69,998                    $49

Balance, March 31, 2010 42,286,780            $24,159

Number

 
 

During the period ended March 31, 2010, options to purchase common shares were exercised for proceeds of $29.  
The additional $20 credited to share capital represents a transfer of the contributed surplus in respect of these 
options.   

 
c. Contributed Surplus 

 

Balance, December 31, 2009 $1,005

   Stock-based compensation expense -

   Reclassification to share capital for stock options exercised (note 8b) (20)

Balance, March 31, 2010 $985

 
d. Stock Option Plan  

 
As at March 31, 2010, the Corporation had 62,663 (2009 – 147,660) stock options outstanding with exercise prices 
ranging from $0.60 to $0.75 per share, expiring May 1, 2010 to August 9, 2011.  The following table summarizes stock 
option transactions:  
 

Number of 

options

Weighted-average 

exercise price

Outstanding, December 31, 2009 139,327 $0.54

Exercised 69,998 $0.42

Forfeited 6,666 $0.48

Outstanding, March 31, 2010 62,663 $0.72

Exerciseable, March 31, 2010 62,663 $0.72

 
The Corporation has the following stock options outstanding: 
 

Exercise 

Price

Number outstanding 

at March 31, 2010

Weighted-average 

remaining contractual 

life (years)

Number exercisable 

at March 31, 2010

$0.60 11,666 1.18 11,666

$0.75 50,997 0.08 50,997

62,663 0.29 62,663

 
The Corporation records compensation costs on the granting of stock options using the fair value based method.  The 
following table presents the weighted-average assumptions used to determine stock-based compensation expense 
using the Black-Scholes option pricing model: 
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March 31,

2010

December 31,

2009

Stock-based compensation expense - (4)

Dividend yield 0% 0%

Expected volatility 106.05% 106.05%

Risk-free interest rate 0.50% 0.50%

Expected life 1 year 1 year

Weighted-average grant date fair value $0.45 $0.45

 
e. Deferred Annual Bonus and Share Purchase Plan 

 

As an additional performance incentive measure, the Corporation adopted a Deferred Annual Bonus and Share 
Purchase Plan (“DSP”) in 2006.  The DSP enables employees to elect to receive up to 10% of their annual base salary 
and up to 100% of any annual bonus to which they become entitled in the form of Deferred Common Shares (“DCS”).  
Each DCS may be redeemed by the holder for one common share of the Corporation for no additional payment on the 
death or termination of the holder’s service to the Corporation.  Up to 1,000,000 DCS may be issued under the Plan, 
but in no event shall the total number of DCS, combined with the number of outstanding stock options issued 
pursuant to the Corporation’s stock option plan, exceed 10% of the outstanding shares of the Corporation. 
 

As at March 31, 2010, 697,187 DCS have been granted with a deemed value of $283. 
 

f. Net Income per Share 
 

The calculation of net income per share is based on the consolidated weighted-average number of common shares 
outstanding and the diluted shares for the period ended March 31, 2010 of 42,970,597 (three months ended March 
31, 2009 - 42,300,403). Diluted amounts are calculated using the treasury stock method, taking into consideration the 
potential conversions and the exercise of options, warrants and deferred share units.   
 

 

9. Financial Instruments  
 

The Corporation’s financial instruments consist of cash, accounts receivable, operating line of credit, accounts payable and 
accrued liabilities  and long term debt. 

 

The Corporation has classified cash as held-for-trading measured at fair value with any gains or losses identified during 
periodic evaluations recorded in net income. 

 

Accounts receivable are classified as loans and receivables and are measured at amortized cost.  The carrying value of 
these financial assets approximates their fair value due to the relatively short period to maturity. 

 

Operating line of credit and accounts payable and accrued liabilities are classified as other financial liabilities and 
measured at amortized cost.  The carrying value of these other financial liabilities approximate their fair value due to the 
relatively short period to maturity. The stated value of the long term debt approximates its fair value at March 31, 2010 
due to the relative short period of issuance before the end of period. 
 
Financial Risk management 

 

The Corporation’s activities expose it to a variety of financial risks including foreign currency, credit risk and liquidity risk. 
Management reviews these risks on an ongoing basis to ensure that the risks are appropriately managed. The Corporation 
does not have a practice of trading derivatives and has none outstanding at December 31, 2009. 

 

a. Interest Rate Risk 
 

The Corporation’s objective in managing interest rate risk is to monitor expected volatility in interest rates while also 
minimizing financing expense levels.  Interest rate risk mainly arises from fluctuations of interest rates and the impact 
on the return earned on cash and the expense on floating rate debt. On an ongoing basis, management monitors 
changes in short-term rates and considers long-term forecasts to assess potential cash flow impacts to the 
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Corporation. A change of 100 basis points in the market interest rate would have had for the period ended March 31, 
2010 an approximate impact on net earnings of $31 ($1 -2009). The Corporation does not currently hold any financial 
instruments to mitigate its interest risk.  

 
b. Credit Risk 

 
Credit risk is the risk of a financial loss to the Corporation if a customer or counterparty to a financial instrument fails 
to meet its contractual obligations. The Corporation is exposed to credit risk through its cash and accounts receivable. 
Credit risk for accounts receivables are managed through established credit monitoring activities. 

 
The Corporation has a concentration of customers in government agencies. Losses under trade accounts receivable 
have been historically insignificant. The credit worthiness of new customers is subject to review by management and 
that of existing customers is monitored. 

 
The Corporation reviews its trade receivable accounts regularly and amounts are written down to their expected 
realizable value when the account is determined not to be fully collectible. The bad debt expense is charged to net 
income in the period that the account is determined to be doubtful. The accounts receivable aging for the period 
ended March 31, 2010 was as follows: 
 

Accounts receivable carrying values Current 30 days 60 days over 90 days

5,448                  1,262                  503                      523                           

70% 16% 7% 7%
2010

 
 
 
The Corporation has an allowance of $444 for doubtful accounts as of March 31, 2010 (2009 - $215. 
 

c. Liquidity Risk 
 
The Corporation’s liquidity risk results from its potential ability to meet its financial liabilities. The Corporation 
regularly monitors its operations and cash flow to ensure that current and future obligations will be met.  
 
The Corporation’s financial liabilities inclusive of operating leases were as follows:  
 

2010 2011 2012 Beyond 2012

Operating line of credit                      2,845                             -    -  - 

Accounts payable and accrued liabilities                      3,985                             -    -  - 

Long term debt                      1,584                      2,357                      2,666                      3,046 

Commitments                      1,526                      1,435                      1,149                      4,069 

Total                      9,940                      3,792                      3,815                      7,115 

 
Management anticipates that its current level of cash flow from operations is sufficient to meet its obligations, but 
expects to regularly review its level of capital resources and adjust spending accordingly.  This review will consider 
factors such as the current economic environment, changes in demand for the Corporation’s services and profitability 
of the Corporation’s operations, any of which may materially affect the Corporation’s ability to meet its obligations. 
   

d. Foreign exchange rate risk 
 
A portion of the Corporation’s sales and long term debt are in U.S. dollars.  Future fluctuations in the exchange rates 
could have amaterial effect on the Corporation's business and results of operations.  The Corporation does not 
currently undertake any exchange rate hedging activities. 
 
A change of 100 basis points in exchange rate would have had for the period ended March 31, 2010 an approximate 
impact on net earnings of $11.  The Corporation does not currently hold any financial instruments to mitigate foreign 
exchange rate risk. 
 


