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C o n t i n u e d  s t r o n g  g r o wt h   
Despite a difficult economic environment, Nstein continued to grow in 2008, with revenues up 41%. 

This performance demonstrates the value of the Company’s solutions, which allow publishers to 

increase their revenues while reducing their operating costs.  
 
Over the years, Nstein has built a client portfolio that features many of the biggest players in the press 

and media sector, able to testify to their impressive return on investment after acquiring Nstein 

solutions. This is a key argument for new sales among a clientele that, despite the recession, must 

migrate content online using new generation platforms like the ones offered by Nstein. 
 

2 0 0 8  h i g h l i g h t s   
Nstein significantly increased its presence in Europe by acquiring the British firm Picdar at the start of the year. This acquisition contributed 

significantly to increasing group recurrent revenues. Picdar is some twenty years old and has a number of the country’s major publishers 

among its clients.  
 
Nstein revenues rose by 41% over 2007, reaching $25.7 million in 2008 compared to $18.2 million a year earlier. Sales made during the 

year to major players in the publishing industry like Hearst Newspapers (owns over 65 newspapers including the San Francisco Chronicle 

and the Houston Chronicle), Bonnier (more than 40 magazines including Parenting and Popular Science), Independent News and Media 

(more than 200 publications including The Independent and The Belfast Telegraph) and others, indicating our progress toward our objective 

of becoming the leader in digital publishing solutions.  
 

Nstein succeeded in selling twenty new projects during the year, ending on a high note by signing eight projects during the fourth quarter. 

Clearly Nstein is becoming the standard for organizations ready to implement a digital transformation strategy.  
 
The Company posted a negative EBITDA of $1,647,955 in 2008, compared to an EBITDA of $133,105 in the previous year. The decline in 

EBITDA is due in part to increased investment required at the beginning of the year to the sales force in order to accelerate the growth of the 

Company’s revenues and its developing markets in North America, the United Kingdom and France. Because of the economic slowdown, 

the revenues from software licenses were lower than the company had anticipated, since some customers delayed their decision to 

purchase. In the context of an uncertain economic environment, the Company made certain adjustments in its cost structure during second 

half of the year, including halting its hiring program and reducing some discretionary spending and the size of its workforce. 

 
W e l l  p o s i t i o n e d  f o r  2 0 0 9  
We begin fiscal 2009 on a sound financial footing, able to actively continue to develop our products and market our solutions. The integrated 

Nstein offering remains unique on the market and our proprietary semantic technology enables us to automatically enrich the Web sites we 

create for our clients. Readers can thus more easily find these sites through search engines and stay longer while viewing more Web pages, 

thus allowing publishers to substantially increasing their advertising revenues.  
 
As pioneers in the development of semantic technologies, our people can provide client sites with cutting-edge functionalities, thereby 

setting new standards for the industry. We are determined to continue along this path and making the most of our experience in the field and 

our special relationships with present and future clients. 
 
On behalf of the Board of Directors and the management of Nstein, I would like to thank our employees, clients, shareholders and partners 

for their support and confidence. 

 

 

 
Luc Filiatreault 
President and Chief Executive Officer 
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Management’s  Discussion and Analysis  of  Financial  
Condit ion and Results  of  Operations 

This analysis provides the reader with a summary of changes in the financial position of Nstein Technologies Inc. (“Nstein” or “the 

Company”) during fiscal year ended December 31, 2008. It also compares results of operations and cash flows for the 12-month period 

ended December 31, 2008 to those for the previous fiscal year. 

 

The analysis should be read in conjunction with the audited consolidated financial statements as at December 31, 2008, and related notes 

presented in the Company’s annual report. Nstein’s financial statements were prepared in accordance with Canadian generally accepted 

accounting principles (GAAP). The Company reports its results in Canadian dollars. Unless otherwise indicated, all amounts in this analysis 

are in Canadian dollars. 

 

Some statements in this analysis are forward-looking statements and reflect the Company’s present assumptions regarding future events. 

Forward-looking statements involve risks and uncertainties that could cause actual results to differ from current expectations. 

 

Overview 
Nstein Technologies (TSX-V: EIN) develops and markets multilingual solutions that power digital publishing for the most prestigious 

newspapers, magazines, and content-driven organizations. Nstein’s solutions generate new revenue opportunities and reduce operational 

costs by enabling the centralization, management and automated indexing of digital assets. Nstein partners with clients to design a complete 

digital strategy for success using publishing industry best practices for the implementation of its Web Content Management, Digital Asset 

Management, Text Mining Engine and Picture Management Desk products. www.nstein.com 

 

Stra tegy  
Since its inception, the Company has been committed to developing and marketing online publishing solutions that accelerate and improve 

multilingual search and content repurposing operations. Its solutions are the result of many years of experience with digital content 

publishers, who were the first to recognize the impact of the technologies offered by Nstein on their firms’ profitability. During fiscal 2008, the 

acquisition of Picdar Group Ltd. (“Picdar”) in the United Kingdom enabled the Company to integrate new functionalities in its product offering 

as well as providing access to Picdar’s large pool of existing clients, to which components of Nstein solutions can be sold. 

 

The Company is actively pursuing the development and commercialization of these solutions, to which the market is very receptive. These 

solutions allow publishers to migrate rapidly their publications from paper to Web, which is crucial to ensure their success. Since the 

amounts allocated to the Web by advertisers are constantly increasing at the expense of the amounts allocated to print publications, 

publishers must offer their content to their readers quickly via websites equipped with the latest features. The Company will continue its 

research activities in order to refine its technology even further and identify other promising markets for its digital publishing solutions. 

 

Due to the current economic situation advertisers have greatly reduced their spending thus negatively affecting the publishing industry. The 

strategic objectives during this period of economic uncertainty are the protection of liquid assets, EBITDA* and human capital. However, if 

market conditions continue to worsen, the Company will be ready to apply additional measures to protect its liquid assets. 

 

B u s i n e s s  c o m b i n a t i o n  
On February 13, 2008, the Company acquired all of the outstanding shares of Picdar Group Ltd (“Picdar”), a digital asset and image 

management solutions provider in the United Kingdom (the “Transaction”) for a purchase price equivalent to the sum of (i) the value of the
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Company established between $6,617,700 and $9,275,810 (between £3,375,000 and £4,730,625) and (ii) the surplus working capital 

estimated at closing at $4,472,255 (£2,280,832).  

 

An amount of $6,617,700 (£3,375,000) was paid upon closing of the Transaction and the balance of the value of the company, up to 

$2,658,110 (£1,355,625), is payable in three annual instalments beginning March 31, 2008 based on the achievement of the target future 

revenues and EBITDA*. Each instalment is composed of a 75% portion in cash and cash equivalents and 25% in newly issued shares of the 

Company at a unit price set according to the weighted average price of the Company’s last 20 trading days on the TSX Venture Exchange 

immediately preceding each payment date. On February 13, 2008, the Company issued 1,835,480 common shares in initial payment of the 

purchase price. The issued shares are subject to escrow conditions and will be released quarterly over a period of twenty-four (24) months.  

 

The surplus working capital is payable in cash and cash equivalents. A first instalment of $3,419,841 (£1,744,105) having been paid upon 

closing of the Transaction and the balance of $1,052,414 (£536,727) having been paid on receipt of the closing financial statements in April 

2008. In July 2008, the company settled the first annual installment of the purchase price through the issuance of 191,144 common shares 

with a carrying value of $121,580 and a cash payment of $533,210 (£265,781).   

 

K e y  p e r f o r m a n c e  i n d i c a t o r s  
Nstein evaluates its company-wide performance using key financial indicators, particularly revenues, EBITDA* and net loss. These items are 

described in the appropriate sections below. Management also monitors performance using certain indicators related to operations. 

 

Selected financial information 

 
* Definition of EBITDA: Earnings (loss) before financial expenses, exchange gain (loss), income tax, depreciation, amortization, restructuring fees and impairment of intangible assets. 
EBITDA is presented as an additional measurement of earnings to help readers determine the Company’s capacity to generate liquidity from its activities and defray its financial expenses. 
It is also an indicator that is widely used for evaluation purposes. Because this term has no standardized meaning under Canadian generally accepted accounting principles, it may not be 
comparable to similar measurements used by other companies 

 

The decline in EBITDA* in 2008 is due in part to the increased investment at the start of the fiscal year to the sales force necessary to 

accelerate the growth of the Company’s revenues and the development of its markets, in both North America and the United Kingdom and 

France. Because of the economic slowdown, revenues from software user licenses were less than the Company had anticipated, with some 

clients delaying their purchase decision. In the context of an uncertain economic environment, the Company made certain adjustments to its 

cost structure during the second half of the year, terminating its hiring program and reducing certain discretionary expenditures as well as 

the size of its staff. 

 

Operating results 
R e v e n u e s  
For the year ended December 31, 2008, the Company recorded revenues of $25,712,336, representing an increase of 41% compared to 

revenues of $18,171,858 realized in the corresponding previous period. This increase is attributable in nearly equal parts to revenues from 

Picdar, acquired in February 2008, and the increase in service revenues associated with the implementation of digital content management 

solutions. The Company derives most of its revenues from the sale of software user licenses, post-sales technical support and specialized 

services. Given the high unit price of its software licenses, the Company’s results are materially affected when sales shift to a subsequent 

quarter. 

(In Canadian dollars) 2008 2007 2006 2005 2004
$ $ $ $ $

Revenues 25,712,336            18,171,858            10,717,311            9,103,887              4,848,140             
EBITDA* (1,647,955)             133,105                 (2,785,873)             (3,132,020)             (2,349,974)            
Loss (2,149,386)             (1,830,081)             (4,834,372)             (6,769,125)             (3,195,477)            
Basic and diluted loss per share (0.043) (0.049) (0.186) (0.363) (0.210)
Total Assets 31,290,472            29,094,254            18,047,976            12,083,369            15,716,206           
Long-Term Liabilities 1,091,870              759,832                 1,074,847              2,988,619              2,258,895             
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C o s t  o f  s a l e s ,  n e t  o f  t a x  c r e d i t s  
The cost of sales comprises human resources assigned to the various projects (employees and external consultants), as well as third-party 

software charges. The cost of sales net of tax credits rose 42% in 2008 to $10,718,676 or 42% of revenues for the year 2008, compared to 

$7,561,455 or 42% of 2007 revenues. The cost of sales generally varies according to the composition of revenues, since direct costs are 

lower for revenues from the sale of software user licenses compared to revenues from the provision of services.  

 

Due to its eligibility for the Cité Multimédia Montréal Program, the Company is entitled to a 40% refundable tax credit on eligible salaries up 

to an annual maximum of $15,000 per employee. These tax credits, applied against the cost of sales, amounted to $278,041 for 2008, 

compared to $202,476 in 2007. This increase in tax credits is related to the growth of staff levels assigned to delivery of our solutions. In 

2008, the Government of Québec announced the introduction of a new information technology tax credit, which could allow the Company to 

continue to benefit from assistance comparable to the Cité Multimédia Montréal Program, which expires in December 2010. 

 

S e l l i n g  an d  a d m i n i s t r a t i v e  e x p e n s e s  
Selling and administrative expenses are mainly composed of employee compensation costs, commissions for sales personnel, travel 

expenses, office premises charges, professional fees and costs related to the management of a publicly held corporation. Selling and 

administrative expenses amounted to $13,054,784 or 51% of revenues for 2008, compared to $8,228,963 or 45% of revenues for the 

previous year. The increase in costs of 59% results mainly from employee hiring’s at the beginning of 2008 in order to accelerate the 

marketing of our solutions, the increase in staff following the acquisition of Picdar and the increase in the charge associated with bad debts, 

which amounted to $1,126,091 compared to $94,170 in the previous fiscal year. 

 

R e s e a r c h  a n d  d e v e l o p m e n t  e x p e n s e s ,  n e t  o f  t a x  c r e d i t s  
Research and development expenses mainly comprise the cost of human resources assigned to the various projects. Research and 

development expenses, net of tax credits, amounted to $3,586,831 in 2008, compared to $2,248,335 in 2007. This increase in costs is 

attributable to the hiring of employees to accelerate introduction of new features within the Company’s solutions, as well as increased 

staffing following the acquisition of Picdar. The Company is actively pursuing the development of its cutting-edge content management 

solutions for the media and e-publishing industry. It launched the new version 4 of its Web Content Management software during the fiscal 

year. 
 

The Company also benefits from scientific research and experimental development tax credits. These tax credits, presented in reduction of 

research and development expenses, amounted to $901,381 for 2008, compared to $619,935 in 2007. The increase in tax credits was due 

to higher staffing and an upward adjustment of amounts receivable in the previous year. 

 

A m o r t i za t i o n  o f  i n t a n g i b l e  a s s e t s  
Intangible assets consist of acquired technologies, backlog, client relationships, software licenses and non-competition agreements. 

Amortization of intangible assets increased 102% from $442,229 in 2007 to $891,168 in 2008. Following the acquisition of Picdar in 

February 2008, the Company recorded intangible assets of $3,046,103, which explains the increase in amortization expenses compared to 

2007.  

 

Exchange  ga in  and  l o s s  
The Company recorded a foreign exchange gain of $518,116 in 2008, compared to a loss of $149,118 in 2007. The depreciation of the 

Canadian dollar in 2008 resulted in a gain on net assets denominated in US dollars and euros. In 2007, the appreciation of the Canadian 

dollar against the US dollar and euros had resulted in an exchange loss on net assets. 
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Financ ia l  expenses  
The company earned financial revenues of $126,902 in 2008, compared to costs of $519,045 in 2007. This improvement stems mostly from 

interest charges and the amortization of debt-related deferred charges through convertible debentures for which the last payment was made 

on August 31, 2007.  

 

R e s t r u c t u r i n g  f e e s  
In 2008, the Company incurred an expense of $419,156 for non-recurring restructuring fees compared to $661,505 in 2007. These fees are 

mainly composed of severance benefits paid to former officers and employee.  

 

L o s s  
Nstein recorded a loss of $2,149,386 or $0.043 per share for the fiscal year ended December 31, 2008, compared to a loss of $1,830,081 or 

$0.049 per share for the corresponding previous fiscal year. This represents a 17% increase. This greater loss results from the increase in 

the Company’s expenses, in particular to our marketing efforts in Europe and the United States, the increase in the charge for bad debts and 

lower revenues than anticipated. However, the increase was partly offset by the decline in financial expenses and the exchange gain 

recorded during the fiscal year. 

 

The Company will continue to rigorously manage costs throughout fiscal 2009 and will carefully monitor its activities in each region, adapting 

and realigning the organization as necessary in order to maintain an optimal financial situation in the context of existing economic 

conditions. 

 

Liquidity and financial resources 
C a s h  a n d  c a s h  e q u i v a l e n t s  
As at December 31, 2008, cash and cash equivalents amounted to $7,405,217, compared to $11,730,855 as at December 31, 2007. 

 

C a s h  f l o ws  
O p e r a t i n g  a c t i v i t i e s  

Cash flows from to operating activities totalled $1,388,809 in 2008, compared to a use of $3,906,218 in 2007. The improvement is largely 

due to non-cash operating working capital items, such as the variation in accounts receivable, which had a positive impact of $1,348,345 on 

cash flow in 2008 compared to a negative impact of $2,714,911 in 2007. In 2008, the Company also collected reimbursable income tax 

credits from prior years. 

 

F i n a n c i n g  a c t i v i t i e s  

Cash flows used for financing activities totalled $2,649,707 in 2008, compared to an increase of cash of $11,781,937 in 2007. In 2008, the 

Company allocated $1,585,624 as an instalment of a portion of the balance of the purchase price of Picdar Group Ltd. in the United 

Kingdom. In 2008, the Company also reimbursed all bank loans contracted to finance its tax credit receivables. The instalments on the debt 

amounted to $405,607 in 2008, down from $1,188,991 in 2007. The Company had completed three private placements during fiscal 2007, 

on May 7, September 27 and November 30 for gross amounts of $1,900,000, $3,000,000 and $8,000,000 respectively. Total issue fees of 

$784,184 regarding these placements were incurred.  

 

I n v e s t i n g  a c t i v i t i e s  

Cash flows used for investing activities totalled $3,064,740 for the fiscal year ended December 31, 2008, compared to a cash increase of 

$1,488,011 in 2007. This difference is mainly due to the use of cash of $2,790,291 for the acquisition of Picdar in 2008. In 2007, the 

increase in cash flows was due to the repatriation of $1,859,799 of restricted cash, after the reimbursement of a debt. 
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Based on rational assumptions, the Company’s forecast provides confidence that its current financial resources, combined with cash flows 

from operations, will be sufficient to allow it to attain its objectives and preserve its financial autonomy in the foreseeable future.  

 

C o n t r a c tu a l  o b l i ga t i o n s  

   

S h a r e h o l d e r s ’  e q u i t y  
S h a r e  c a p i t a l  

Authorized share capital is as follows: 

 -  Unlimited number of common shares, without par value, voting and participating 

 -  Unlimited number of preferred shares, without par value, non-voting and non-participating 

Issued and fully paid 

 

 Common shares 

Number  

 

Common shares 

Amount 

$ 

As at March 18, 2009 

As at December 31, 2008 

As at December 31, 2007  

51 788 018 

51 566 057 

41 125 536 

54 086 087 

54 028 128 

52 652 275 

 

W a r r a n t s  a n d  s t o c k  o p t i o n s   

Each warrant and each stock option allow the holder to acquire one common share in the share capital. 

Number Warrants Stock options Special warrants 

As at March 18, 2009 

As at December 31, 2008 

As at December 31, 2007 

5 403 218 

5 403 218 

5 603 218 

3 642 723 

2 760 923 

1 519 078 

- 

- 

8 000 000 

On February 7, 2008, the Company obtained confirmation from the Autorité des marchés financiers du Quebec (the Quebec securities 

commission) to the effect that the final simplified prospectus of the Company had been endorsed by the authorities of British Columbia, 

Alberta, Ontario and Quebec. Accordingly, the special warrants issued by the Company on November 30, 2007 were deemed exercised on 

February 13, 2008, three working days after obtaining the visa mentioned above. The same day, the Company thus issued 8,000,000 

commons shares to the holders of special warrants.  

 

Fourth quarter of 2008 
For the three-month period ended December 31, 2008, the Company’s revenues amounted to $8,073,965, representing an increase of 29% 

over the revenues of $6,268,163 realized in the corresponding period of the previous year. Over the past few years, the Company has 

observed that several customers seem to acquire Nstein solutions in the fourth quarter, which contributed this year to the strong 

fourth-quarter increase in sales compared to the previous three quarters. 

 

The cost of sales increased by 21 % in the fourth quarter of 2008, reaching $2,668,590 or 33% of revenues compared to $2,214,356 or 35% 

of revenues for the corresponding period in 2007. The total of other expenses amounted to $4,439,440 for the fourth quarter of 2008, up 

13% compared to $3,944,095 in 2007. This increase in costs results mainly from the charge for bad debts of $811,752 accounted for in the 

fourth quarter of 2008. 

Instalments payable, by period Total Less than 1 year 1 to 3 years 4 to 5 years Over 5 years
$ $ $ $ $

Long-term debt 851,302             330,503                387,696             133,103             -                         
Use of offices 3,129,967          1,044,070             1,779,290          141,890             164,717             
Royalties on utilization of a software license 300,000             300,000                -                         -                         -                         
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Nstein posted earnings of $1,350,304 or $0.026 per share for the three-month period ended on December 31, 2008, compared to earnings 

of $109,713 or $0.003 per share for the corresponding previous period, attributable to higher sales, an exchange gain of $435,093 and a 

$346,791 income tax recovery. 

 

The Company posted earnings before financial expenses, exchange loss, income tax, depreciation, amortization and restructuring fees 

(EBITDA) of $813,915 compared to EBITDA of $555,970 the previous year, or an increase of 46%. 

 

The Company’s cash flow increased by $1,100,136 during the fourth quarter of 2008 compared to $5,493,009 for the same period last year. 

The difference is mainly due to financing of $8,000,000 made on November 30, 2007.  

 

The following quarterly information has been presented on the same basis as the audited consolidated financial statements. The following 

stated amounts present fairly the unaudited quarterly results, which should be read in conjunction with our audited consolidated financial 

statements and the notes thereto.  

 

Selected quarterly financial information 

 
* Definition of EBITDA: Earnings (loss) before financial expenses, exchange gain (loss), income tax, depreciation, amortization, restructuring fees and impairment of intangible assets. 
EBITDA is presented as an additional measurement of earnings to help readers determine the Company’s capacity to generate liquidity from its activities and defray its financial expenses. 
It is also an indicator that is widely used for evaluation purposes. Because this term has no standardized meaning under Canadian generally accepted accounting principles, it may not be 
comparable to similar measurements used by other companies 
 

Significant accounting policies 
U s e  o f  e s t i m at e s  
The preparation of financial statements in accordance with Canadian generally accepted accounting principles requires management to 

make estimates and assumptions that affect the amounts of assets and liabilities reported in the financial statements. These estimates and 

assumptions also affect the disclosure of contingencies at the date of the financial statements and the reported amounts of revenues and 

expenses. Significant estimates include the allowance for doubtful accounts receivable, the degree of progress of work in process, 

recoverable tax credits, the useful lives of property, plant and equipment and intangible assets, impairment of long-lived assets, certain 

accrued liabilities and measurement of financial instruments. Actual results may differ from those estimates. 

 

G o o d wi l l  
Goodwill represents the excess of the purchase price of acquired businesses over the estimated fair value of the net identifiable assets 

acquired. Goodwill is not subject to amortization but is tested for impairment on an annual basis, or more frequently if events or 

circumstances occur, indicating that it is more likely than not that it might be impaired.  

 

The recoverability of goodwill is established at the reporting unit level on the basis of a two-step impairment test. First, the net carrying value 

of a reporting unit is compared to its fair value, which is established based on available discounted cash flows. If the net carrying value of a 

Fourth Third Second First Total
Quarter Quarter Quarter Quarter

                 $                  $                  $                  $                  $
Fiscal year ended december 31, 2008 Sep 30, 2008 Jun 30, 2008 Mar 31, 2008 Dec 31, 2008
Revenues 8,073,965       5,600,516       6,008,624       6,029,231       25,712,336     
EBITDA* 813,915          (818,202)         (1,176,642)      (467,026)         (1,647,955)      
Earnings (loss) 1,350,304       (1,056,073)      (1,551,727)      (891,890)         (2,149,386)      
Basic and diluted earnings (loss) per share 0.026 ( 0.021 ) ( 0.030 ) ( 0.019 ) ( 0.043 )

Fiscal year ended december 31, 2007 Sep 30, 2007 Jun 30, 2007 Mar 31, 2007 Dec 31, 2007
Revenues 6,268,163       4,092,092       4,007,729       3,803,874       18,171,858     
EBITDA* 555,970          (84,025)           (144,315)         (194,525)         133,105          
Earnings (loss) 109,713          (291,195)         (1,010,003)      (638,596)         (1,830,081)      
Basic and diluted earnings (loss) per share 0.003 ( 0.008 ) ( 0.028 ) ( 0.019 ) ( 0.049 )
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reporting unit exceeds its fair value, the second step of the test must be performed. For this step, the amount of any goodwill impairment 

loss is the excess of the carrying value of goodwill over its fair value. This amount is charged to earnings in the period in which it is incurred. 

For purposes of this impairment test, the fair value of goodwill is estimated in the same way as goodwill is determined in business 

acquisitions, meaning that it represents the excess of a reporting unit's fair value over the estimated fair value of its net identifiable assets. 

The Company comprises a single reporting unit.  

 

The Company has elected to perform its annual impairment test in December of each year and noted no impairment loss for fiscal years 

2008 and 2007. 

 

I m p a i r me n t  o f  l on g - l i v e d  a s s e t s  
Long-lived assets are reviewed for impairment when events or circumstances indicate that costs may not be recoverable. Impairment exists 

when the carrying value of an asset or a group of assets is greater than the undiscounted future cash flows expected to be provided by the 

asset or group of assets. The amount of impairment loss is the excess of the carrying value over fair value. The fair value of those assets is 

determined based on discounted future cash flows. During fiscal 2008 and 2007, no impairment was recognized. 

 

R e v e n u e  r e c o g n i t i o n ,  wor k  i n  p r o c e s s  a n d  d e f e r r e d  r e v e n u e s  
The Company recognizes revenues from the sale of software licenses and related post-contract customer support and other related services 

in accordance with Emerging Issues Committee Abstracts EIC-141 to 143 on revenue recognition. Fees from arrangements involving 

licenses, post-contract customer support and other related services are allocated to the various elements based on Company-specific 

objective evidence of the fair value of each of the elements. Revenues from software licenses are recognized when there is persuasive 

evidence of a valid arrangement, the software product has been delivered, there are no uncertainties surrounding product acceptance, the 

related fees are fixed or determinable and collection is reasonably assured. Revenues from post-contract customer support elements are 

recognized rateably during the related support period. Revenues from other related services are recognized as the services are performed 

using the percentage-of-completion method and all foreseeable losses are included in earnings, when it is determined that such losses are 

estimated to be likely to occur. Furthermore, amounts received for services not yet rendered are accounted for as deferred revenues in the 

balance sheet. 

 

Stock-based  compensa t ion  and  o t h e r  s t o c k - bas e d  p a y m e n t s   
S t o c k  o p t i o n  p l a n   

As described in note 9, the Company offers a stock option plan for directors, employees and service suppliers to the Company or its 

subsidiaries. The Company uses the fair value-based method for stock options granted to employees and non-employees. The fair value of 

stock options is determined using the Black and Scholes options valuation model, and stock-based compensation costs are amortized to 

expenses over the vesting periods and credited to other equity components.  

 

E m p l o y e e  s t o c k  p u r c h a s e  p l a n   

As described in note 9, the Company offers a stock purchase plan to its employees. The contribution the Company makes on behalf of 

employees is recognized as a compensation charge and a compensatory amount is charged to the share capital. Any consideration paid by 

employees upon the purchase of shares is also credited to the share capital. 

 

D e f e r r e d  s t o c k  u n i t  p l a n  f o r  d i r e c t o r s   

As described in note 9, the Company offers a deferred stock unit plan to directors who are not employees. The number of deferred stock 

units issued is calculated by dividing the applicable amount of the compensation by the weighted average price of the Company's shares 

during the last five trading days before the issuance date. This amount, as well as subsequent changes in the stock price, are recorded as 

compensation costs and included in selling and administrative expenses.  
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F i n a n c i a l  i n s t r ume n t s   
Pursuant to the standards of Section 3855 “Financial Instruments – Recognition and Measurement,” all financial instruments must be 

classified in one of the following categories: held for trading, held to maturity, available for sale, loans and receivables or other financial 

liabilities. Their measurement in later periods reflects their category.  

 

Transaction costs related to financial instruments held for trading are recognized in the earnings of the period in which they are incurred. For 

the other financial instruments, the Company has chosen to capitalize the transaction costs upon initial recognition and present them with 

the related financial instruments. They are then amortized using the effective interest rate method. Financial assets and liabilities held for 

trading are recognized at fair value, and variations are recorded in net earnings. Financial assets and liabilities held until maturity, loans and 

receivables and other financial liabilities are measured at amortized cost using the effective interest rate method. Financial assets available 

for sale are measured at fair value or at cost if there are not published prices on an active market, and variations are recognized in the 

comprehensive income. 

 

The Company has classified its cash and cash equivalents and term deposits as held for trading. Receivables and work in progress are 

classified as loans and receivables. Accounts payable and accrued liabilities and long-term debt are classified as other financial liabilities.  

 

Changes  in  account ing  po l i c i e s  
Effective January 1, 2008, the Company has adopted the new accounting standards under Section 1400 “General Standards of Financial 

Statement Presentation,” Section 1535 "Capital Disclosures,” Section 3862 "Financial Instruments – Disclosures” and Section 3863 

“Financial Instruments – Presentation" of the Canadian Institute of Chartered Accountants (CICA) Handbook. The main changes in these 

new accounting standards are summarized as follows: 

 

G e n e r a l  s t a n d a r d s  o f  f i n a n c i a l  s t a t e m e n t  p r e s e n t a t i o n   

The CICA amended Section 1400 of the CICA Handbook, “General Standards of Financial Statement Presentation”, to include a 

requirement whereby management shall make an assessment of an entity’s ability to continue as a going concern when preparing financial 

statements. These changes, including the related disclosure requirements, came into effect on January 1, 2008 and did not impact the 

Company’s financial statements.  

 

C a p i t a l  d i s c l o s u r e s   

Section 1535 “Capital disclosures”, establishes standards for disclosing information about an entity’s capital and how it is managed. The 

section describes the standards for disclosing information about objectives, policies and processes for managing capital of the entity and 

summary quantitative data on the elements included in the management of capital. The section seeks to establish whether the entity has 

complied with capital requirements and if not, the consequences of such non-compliance. 

 

F i n a n c i a l  i n s t r u m e n t s   

Section 3862, “Financial Instruments – Disclosures”, describes the required disclosure to evaluate the significance of financial instruments 

for the entity’s financial position and performance as well as the nature and extent of risks arising from financial instruments to which the 

entity is exposed and how the entity manages those risks. Section 3863, “Financial Instruments – Presentation”, establishes standards for 

presentation of financial instruments and non-financial derivatives. It details the presentation of standards described in Section 3861, 

“Financial Instruments – Disclosure and Presentation”. 
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F u t u r e  A c c o u n t i ng  C h a n g e s  
G o o d w i l l  a n d  i n t a n g i b l e  a s s e t s  

In February 2008, the CICA published Section 3064 “Goodwill and Intangible Assets,” defining the standards for the recognition, 

measurement, presentation and disclosure applicable to goodwill and intangible assets following their initial recognition. The new section will 

replace section 3062 “Goodwill and Other Intangible Assets,” and Section 3450 “Research and Development Costs.” Various changes have 

been made to other sections of the CICA Handbook for reasons of consistency. The new standards apply to interim and annual financial 

statements for fiscal years beginning on or after October 1, 2008. The Company is currently assessing the impact of this new standard on its 

consolidated financial statements.  

 

O t h e r  f u t u r e  a c c o u n t i n g  c h a n g e s   

In January 2009, the CICA issued sections 1582 “Business Combinations,” 1601 “Consolidated Financial Statements,” and 1602 “Non-

Controlling Interests.” 

 

Section 1582 will be converged with IFRS 3, “Business Combinations.” Section 1602 will be converged with the requirements of IAS 27, 

“Consolidated and Separate Financial Statements," concerning non-controlling interests. Finally, Section 1601 will carry forward the 

requirements of Section 1600 “Consolidated Financial Statements,” other than those affecting non-controlling interests. 

 

Section 1582 applies to operations where the purchaser obtains control of one or more businesses. The term “business” is more broadly 

defined in the current standard. Most assets acquired and liabilities assumed, including contingent liabilities considered “improbable,” will be 

measured at their fair value. Acquisition costs must be expensed. 

 

Pursuant to Section 1602, any none controlling interest will be recognized as a separates component of shareholders’ equity. The 

calculation of net earnings does not show any deduction for non-controlling interests. Instead, net earnings will be allocated between 

controlling and non-controlling interests. 

 

The new standards will come into force in 2011. The Company is currently evaluating the impact of the adoption of these new standards on 

its consolidated financial statements. 

 

H a r m o n i z a t i o n  o f  C a n a d i a n  a n d  i n t e r n a t i o n a l  s t a n d a r d s  

In February 2008, the Accounting Standards Board of Canada confirmed that Canadian GAAP, publicly accountable enterprises, will be 

converged with the International Financial Reporting Standards ("IFRS") published by the International Accounting Standards Board 

(“IASB“). The Company will have to present its interim and annual financial statements for fiscal 2011 according to IFRS.  

 

The Company is developing a changeover plan for conversion to these new standards according to the timetable set for these new rules. 

The implementation plan includes three main phases, i.e. initial assessment of impacts and definition of their scope, analysis of the 

repercussions and design, implementation and review. In its preliminary comparative analysis of IFRS and Canadian GAAP, the Company 

detected numerous differences. At this time, the impacts on the financial position and future operating results cannot be established or 

estimated in a reasonable way. In 2009, the Company will continue its review of standards applicable to Nstein and assess these impacts.  

 

The Company will present its results of fiscal 2010 according to the Canadian GAAP in force. In 2011, it will present the corresponding 

figures for fiscal 2010 in accordance with IFRS of the IASB then in force. As a result, the Company will prepare an opening balance sheet 

and maintain two parallel sets of accounts in 2010. 

 

Off-balance sheet arrangements 
The Company has no off-balance sheet arrangements 



M a n a g e m e n t ’ s  D i s c u s s i o n  a n d  A n a l y s i s  o f  F i n a n c i a l  C o n d i t i o n  a n d  R e s u l t s  o f  O p e r a t i o n s  

 Nstein Technologies Inc. | Annual Report 2008  |    11      

Contingency 
A subsidiary of the Company has been given notice of a lawsuit, alleging the existence of a verbal license agreement and seeking to force it 

to provide software or alternatively pay US$500,000 in damages. Management denies the existence of such an agreement and believes this 

suit to be without merit. Accordingly, no provision has been recorded for this purpose. 

 

Subsequent events 
On March 9, 2009, the Company entered into a new banking agreement for $2.6 M with the Bank of Montreal. This agreement includes an 

operating line of credit of $1 M and financing of $1.6 M for research and development and Cité Multimédia Montréal tax credits. The facilities 

are guaranteed by the Company’s current and future receivables and are subject to the Company maintaining certain financial ratios. 

 

Controls and procedures 
Nstein is a venture issuer and accordingly not required to certify the design and effectiveness of its controls. Nstein’s management attributes 

great importance to the quality of its internal controls and makes sure that the controls in place adequately protect the Company’s assets 

and ensure the production of complete and quality financial information.  

 

Risks and uncertainties 
Nstein’s area of activity is subject to a variety of risk factors and uncertainties. The Company’s business, financial position and results of 

operations may suffer the adverse effects of the risk factors and uncertainties described below. The risk factors and uncertainties are not the 

only ones that may affect the Company. Other risks and uncertainties currently unknown to the Company or regarded as negligible could 

also impact its business operations.  

 

Economic  s i tua t ion   
The economic slowdown could cause a reduction in demand for our products. Growth in our client’s activities depends on the economic 

situation and accordingly could have an impact on the Company’s operating results. We are not able to predict either the repercussions of 

the economic situation on our future earnings nor when a noticeable recovery will occur. During this recessionary period, it is possible that 

current clients and potential clients will reduce or delay their purchases of digital publishing solutions. This situation could also result in 

defaults on payments or in the collection of receivables, which could result in lower operating earnings. Such circumstances could cause a 

decline in sales of publishing solutions and affect profitability. 

 

Length  o f  sa l e s  cyc l e  
The Company’s current sales cycle is long, and approval of contracts by clients is often delayed for various reasons. This is beyond the 

control of Nstein and can have a material adverse impact on the level of revenue of the Company.  

 

Potent ia l  f luc tua t ions  in  quar ter ly  re su l t s  
The Company’s quarterly operating results may fluctuate according to the time frame and size of certain orders; the number, date and scope 

of new product announcements made by the Company or its competitors; the Company’s ability to develop, present and commercialize 

improved versions of its products on a regular basis; the competitiveness of products and prices; and economic factors in general. The 

publishing industry, the primary market for Nstein’s products, is undergoing a major transformation and capital spending could be affected. 

These and other events such as delays in development or delivery of new products may affect quarterly results in the future. 
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O p e r a t i n g  l o s s e s  i n  r e c e n t  y e a r s  
The Company incurred losses during fiscal 2008 and recent fiscal years. As a result, the Company posted an accumulated deficit of 

$36,491,060 as at December 31, 2008. There is no assurance that the Company will be in a position to maintain or improve its profitability or 

cash position through its operating activities on a quarterly or annual basis in the future. 

 

C a s h  p o s i t i o n  a n d  a c c e s s  t o  f i n a n c i n g  s o u r c e s  
From time to time, Nstein turns to the financial markets to finance its activities. The Company’s future needs with respect to capital depend 

on a number of factors, especially expenses related to research and development required to consolidate or improve the competitive 

advantage of its technology, and the expenditures required to pursue commercialization of its products and services. However, there is no 

guarantee that additional financing will be available, or that it will be available on acceptable terms. Any factor affecting the Company’s 

capacity to access financial markets, such as sharply fluctuating interest rates, changes in the economic climate, or investor perception of 

the Company’s financial position or growth prospects could adversely affect its financial position and results of operations. 

 

R e l i a n c e  o n  k e y  pe r s o n n e l  
The Company relies heavily on its officers and its key employees. The loss of their services would have a material adverse effect on the 

business of the Company. There can be no assurance that one or all of the employees of the Company will continue to work for the 

Company or that they will not found their own companies in order to compete with the Company or accept positions with competitors. 

However, the Company has entered into employment contracts with all of its employees which employment contracts include non-

competition, non-solicitation and confidentiality covenants.  

 

Even though all the employees of the Company have entered into a confidentiality agreement, there is no guarantee that these agreements 

will not be breached, that the Company will have adequate remedies in the event they are breached or that the trade secrets and knowledge 

that form part of the intellectual property of the Company will not become known by other means or discovered independently by third 

parties. Recruitment and retention of qualified employees, partners, advisors and consultants will be vital for the successful and efficient 

management of the growth of the Company. There is fierce competition for such qualified employees in the area in which the Company 

operates and there can be no assurance that the Company will be able to attract and retain such employees. 

 

C o m p e t i t i o n  
Nstein's area of activity is relatively new and includes an increasing number of competitors. New players, new partnerships and new 

technology solutions are constantly entering the market. In order to maintain its competitive advantage, the Company will continue to invest 

heavily in research and development and will have to retain key personnel. 

 

P r o t e c t i o n  o f  t h e  p r o p r i e t a r y  t e c hn o l o g y  
The Company’s success depends in part on its ability to protect its rights in its intellectual property. The Company relies on various 

intellectual property protections, including patents, copyright, trade-mark and trade secret laws and contractual provisions, to preserve its 

intellectual property rights. Even though the Company has filed patent applications and holds patents in Europe and the United States, those 

are related to early versions of the technologies used by the Company. Other technologies and applications actually developed and used by 

the Company are protected by a combination of copyrights, trade secrets and contractual provisions. The Company may file, if deemed 

necessary, additional patent applications. Despite these precautions, it may be possible for third parties to obtain and use the intellectual 

property of the Company without its authorization. Policing unauthorized use of intellectual property is difficult, and some foreign laws do not 

protect proprietary rights to the same extent as the laws of Canada and the United States. To protect its intellectual property, the Company 

may become involved in litigation, which could result in substantial expenses, divert the attention of the management, cause significant 

delays and materially disrupt the conduct of the business of the Company. With more competitors emerging, there is an increased risk of 

other firms trying to produce new products or replacement technologies.  
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Dependence  on  cer ta in  l i c en s e d  i n t e l l e c t u a l  p r o p e r t y  
The Company licenses certain technologies used in its products from third parties. The termination of any of these licences, or the failure of 

the licensors to maintain or update their products adequately, could delay the ability of the Company to ship solutions while the Company 

seeks to implement alternative technology offered by other sources that may require significant unplanned investments. In addition, 

alternative technology may not be available, and even if it is available it may not be available on commercially reasonable terms. In the 

future, it may be necessary or desirable to obtain other third-party technology licences relating to one or more of the solutions of the 

Company or relating to current or future technologies to enhance the product offerings of the Company. There is a risk that the Company will 

not be able to obtain licensing rights to the needed technology on commercially reasonable terms, if at all. 

 

U s e  o f  o p e n  s o u r c e  s o f t wa r e  
The Company uses certain open source software in the development of certain of its software products, which is not maintained or 

supported by the original developers thereof. This open source software was developed originally by third parties over whom the Company 

has no control. The Company has no assurances that embedded open source software components do not infringe on the intellectual 

property rights of others and the Company could be exposed to infringement claims and liability in connection with the use of such open 

source software. The Company conducted no independent investigation to determine whether the sources of that software have the rights 

necessary to permit the Company to use this software free of claims of infringement by third parties. If claims of infringement against the 

Company by third parties were successful, the Company could be required to replace certain components with internally developed or 

commercially licensed equivalents, which could delay product development plans, interfere with the ability of the Company to support its 

customers and/or require the Company to pay licensing fees. Certain open source software licences provide that any software that makes 

use of or incorporates components distributed under that licence will itself become subject to the same general distribution rights and other 

terms of that licence.  

 

I n f r i n g em e n t  o f  i n t e l l e c t ua l  p r o p e r t y  r i g h t s  
While the Company believes that its products and other intellectual property do not infringe upon the proprietary rights of third parties, the 

commercial success of the Company depends, in part, upon the Company not infringing upon the intellectual property rights of others. A 

number of competitors of the Company and other third parties have been issued patents and may have filed patent applications or may 

obtain additional patents and proprietary rights for technologies similar to those used in the solutions of the Company. Some of these 

patents may grant very broad protection to the owners of the patents. The Company may become subject to claims by third parties that its 

technology infringes their intellectual property rights due to the growth of products in the target markets of the Company, the overlap in 

functionality of these products and the prevalence of products. The Company may become subject to these claims either directly or through 

indemnities against these claims that the Company routinely provides to its clients and partners. Litigation may be necessary to determine 

the scope, enforceability and validity of third party proprietary rights or to establish the proprietary rights of the Company. Some of the 

competitors of the Company have, or are affiliated with companies having, substantially greater resources than Nstein and these 

competitors may be able to sustain the costs of complex intellectual property litigation to a greater degree and for a longer period of time 

than Nstein. Regardless of their merit, any such claims could be time consuming to evaluate and defend; result in costly litigation; cause 

product shipment delays or stoppages; divert management’s attention and focus away from the business; subject the Company to significant 

liabilities and equitable remedies, including injunctions; require the Company to enter into costly royalty or licensing agreements; and require 

the Company to modify or stop using infringing technology. The Company may be prohibited from developing or commercializing certain 

technologies and products unless the Company obtains a licence from a third party. There can be no assurance that the Company will be 

able to obtain any such licence on commercially favourable terms, or at all. If the Company does not obtain such a licence, the Company 

could be required to cease the sale of certain of its solutions. 

 

Poss ib l e  produc t  l i ab i l i t y  
In view of their complexity, Nstein products may contain undetected errors or give rise to compatibility issues, especially when they are first 

introduced or when new versions are launched. Nothing guarantees that errors will not be found in new products after commercial delivery 
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has begun. The Company operates a stringent quality assurance program, with rigorous testing to minimize errors. Nstein has general 

liability insurance covering professional errors and omissions. 

 

C r e d i t  r i s k  
Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash and cash equivalents, 

term deposits and accounts receivable. Cash and cash equivalents as well as term deposits are held with reputable financial institutions. 

Consequently, management considers the risk of nonfulfilment related to these instruments to be minimal. There is no particular 

concentration of credit risk. The Company does not normally require collateral or other security from customers for trade accounts 

receivable; however, credit is extended only after evaluation of creditworthiness. In addition, the Company performs ongoing credit reviews 

of all its customers and establishes an allowance for doubtful accounts when balances are deemed to be uncollectible. 

 

C u r r e n c y  r i sk  
The Company is exposed to currency risks as a result of its sales to foreign countries and the related trade accounts receivable. Most of 

these sales are denominated in US dollars and Euros. The risks are partially hedged by purchases and operating expenses denominated in 

US dollars and Euros. 

 

G r o wt h  M a n a g e m e n t  
As a result of the rapid growth of the field in which the Company operates, there will be significant pressure on management, operations and 

technical resources. The Company anticipates that its operating and personnel costs will increase in the future. In order to manage its 

growth, the Company will have to increase the number of its technical and operational employees and manage its employees, while 

efficiently maintaining a large number of relationships with third parties. There is no guarantee that the Company will be able to manage the 

growth of its business. The Company’s inability to implement coherent management systems, add economical resources or adequately 

manage its expansion will have a significant and unforeseeable impact on its operations and operating results. 

 

A c q u i s i t i o n s  
The Company intends to continue to acquire businesses and assets. There is no assurance that the Company will be able to complete 

acquisitions, or that it will succeed in integrating the newly acquired businesses and assets into its operations. The failure to do so and to 

retain key personnel of acquired businesses could have a material adverse effect on the operating results of the Company. The acquisitions 

may require, in addition to the cash generated by the operations of the Company, other sources of financing. It is impossible to guarantee 

the availability of additional financial resources or that they will be available under acceptable conditions. Failure to obtain such financing 

could render future acquisitions difficult or impossible. 

 

P o s s i b l e  n e g a t i v e  t a x  c o n s e q u e n c e s  
Nstein derives major benefits from government programs supporting research and development in Canada, particularly tax credits for 

scientific research and experimental developments, and government funding. If changes in legislation or government policies respecting 

these programs result in their being cancelled or adversely modified, or if the Company is no longer in a position to participate in them, its 

operating costs would increase substantially. 

 

This analysis of the Company’s financial position and results of operations was prepared as of March 18, 2009. Additional information on the 

Company can be found on the SEDAR Web site at www.sedar.com. 
 
 

 

Bruno Martel  

Chief Financial Officer 
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Management’s  Report 

Nstein’s management is responsible for the preparation, integrity and objectivity of the consolidated financial statements and other financial 

information presented in this Annual Report. 

 

These consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting principles and 

include some amounts that are based on estimates and judgments. Management has determined such amounts on a reasonable basis in 

order to ensure that the financial statements are presented fairly in all material respects. 

 

Nstein’s policy is to maintain a system of internal accounting and administrative controls designed to provide reasonable assurance that the 

financial information is relevant, accurate and reliable, and that our assets are appropriately accounted for and adequately safeguarded. 

 

The Board of Directors is responsible for ensuring that Management fulfills its financial reporting responsibilities and is ultimately responsible 

for reviewing and approving the financial statements. The Board carries out these responsibilities primarily through its Audit Committee. 

 

The Audit Committee is appointed by the Board and is composed of outside directors. The Committee meets periodically with Management 

and external auditors to review accounting, auditing and internal control procedures. 

 

These consolidated financial statements have been reviewed and approved by the Board of Directors on the recommendation of the Audit 

Committee. 

 

The consolidated financial statements have been audited on behalf of shareholders by PricewaterhouseCoopers LLP/s.r.l/s.e.n.c.r.l, the 

external auditors, in accordance with generally accepted auditing standards. The external auditors have full and free access to the Audit 

Committee. 

 

 

 
 

Luc Filiatreault 

President and Chief Executive Officer  

 
 
 

 

Bruno Martel 

Chief Financial Officer 

 

 

 

Montreal, Quebec, Canada 

March 18, 2009 
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Auditors' Report  
 

To the Shareholders of 

Nstein Technologies Inc. 

 

 

We have audited the consolidated balance sheets of Nstein Technologies Inc. as at December 31, 2008 and 2007 and the consolidated 

statements of earnings and deficit, shareholders' equity and cash flows for the years then ended. These financial statements are the 

responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits. 

 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan and 

perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes 

examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing 

the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement 

presentation. 

 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company as at 

December 31, 2008 and 2007 and the results of its operations and its cash flows for the years then ended in accordance with Canadian 

generally accepted accounting principles. 

 

 
 

Quebec, Quebec, Canada 

March 18, 2009 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
1 Chartered accountant auditor permit No. 7451 

 

 
“PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP/s.r.l./s.e.n.c.r.l., an Ontario limited liability partnership, or, as the context requires, the 
PricewaterhouseCoopers global network or other member firms of the network, each of which is a separate and independent legal entity.



É t a t s  f i n a n c i e r s  c o n s o l i d é s  
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† The accompanying notes are an integral part of these consolidated financial statements. 

 

Approved by the Board of Directors,  

 

 

 

Luc Filiatreault, Director   A. Michel Lavigne, Director 

CONSOLIDATED BALANCE SHEETS †

AS AT DECEMBER 31, 2008 AND 2007

2008 2007
$ $

Assets
Current assets
Cash and cash equivalents 7,405,217                        11,730,855                      
Term deposits (note 7) 214,600                           185,386                           
Accounts receivable 6,864,825                        7,081,392                        
Refundable tax credits 984,478                           1,540,023                        
Income taxes recoverable 335,656                           -                                       
Work in progress 680,639                           875,350                           
Prepaid expenses 207,389                           330,150                           

16,692,804                      21,743,156                      

Property, plant and equipment (note 4) 736,506                           538,336                           
Intangible assets (note 5) 3,364,257                        1,171,188                        
Goodwill (note 3) 10,496,905                      5,641,574                        

31,290,472                    29,094,254                     

Liabilities
Current liabilities
Bank loans (note 6) -                                       563,280                           
Accounts payable and accrued liabilities 4,442,361                        4,012,304                        
Deferred revenues 3,236,640                        1,104,685                        
Future income tax liabilities (note 17) 150,315                           -                                       
Current portion of long-term debt (note 7) 330,503                           295,997                           

8,159,819                        5,976,266                        

Long-term debt (note 7) 520,799                           759,832                           
Future income tax liabilities (note 17) 571,071                           -                                       

9,251,689                        6,736,098                        

Shareholders' Equity
Share capital (note 8) 54,028,128                      52,652,275                      
Other equity components (note 9) 2,695,998                        2,823,558                        
Contributed surplus (note 10) 1,805,717                        1,223,997                        
Deficit (36,491,060)                     (34,341,674)                     

22,038,783                      22,358,156                      
31,290,472                    29,094,254                     

Commitments (note 11)
Contingency (note 19)
Subsequent event (note 20)
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† The accompanying notes are an integral part of these consolidated financial statements. 

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY†

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007
 Other equity 
components  

 Contributed 
surplus 

 Deficit  Total shareholders’ 
equity 

Number $ $ $ $ $

Balance as at December 31, 2006 33,303,337          40,178,085            2,269,836              532,143           (32,511,593)           10,468,471                  
Shares issued upon the exercise of stock options 15,000                 9,998                     (3,997)                    -                   -                        6,001                           
Shares issued under the employee stock purchase plan 102,256               90,875                   -                         -                   -                        90,875                         
Shares issued for cash, net of issue expenses (note 8b and c) 6,452,486            4,125,550              -                         -                   -                        4,125,550                    
Special warrants issued for cash, net of issue expenses (note 8 a) - 7,253,689              -                         -                   -                        7,253,689                    
Shares issued for long-term debt repayment and conversion 1,252,457            994,078                 (4,009)                    -                   -                        990,069                       
Expiry of a long-term debt conversion option -                       -                        (150,412)                150,412           -                        -                               
Expiry of the stock option related to a business combination -                       -                        (108,589)                108,589           -                        -                               
Reversal of stock options granted as compensation following employee 
departure -                       -                        (126,059)                126,059           -                        -                               
Expiry of warrants (note 8) -                       -                        (306,794)                306,794           -                        -                               
Issuance of warrants (note 8) -                       -                        905,532                 -                   -                        905,532                       
Stock-based compensation costs -                       -                        348,050                 -                   -                        348,050                       
Net loss and comprehensive loss for the year -                       -                        -                         -                   (1,830,081)             (1,830,081)                   

Balance as at December 31, 2007 41,125,536          52,652,275            2,823,558              1,223,997         (34,341,674)           22,358,156                  

 Shares issued upon the exercise of stock options 126,667               87,291                   (35,003)                  -                   -                        52,288                         
 Shares issued under the employee stock purchase plan 287,230               170,253                 -                         -                   -                        170,253                       

 
Shares issued upon the exercise of special warrants, net of issue expenses 
(note 8) 8,000,000            (161,172)                -                         -                   -                        (161,172)                      
Issuance of shares related to business combination (note 3) 2,026,624            1,279,481              -                         -                   -                        1,279,481                    
Reversal of stock options granted as compensation following employee 
departure -                       -                        (377,175)                377,175           -                        -                               
Expiry of warrants (note 8) -                       -                        (204,545)                204,545           -                        -                               
Stock-based compensation costs -                       -                        489,163                 -                   -                        489,163                       
Net loss and comprehensive loss for the year -                       -                        -                         -                   (2,149,386)             (2,149,386)                   

Balance as at December 31, 2008 51,566,057          54,028,128            2,695,998              1,805,717         (36,491,060)           22,038,783                  

 Share capital 

Common shares 
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† The accompanying notes are an integral part of these consolidated financial statements. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CONSOLIDATED STATEMENTS OF EARNINGS AND DEFICIT †

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007
2008 2007 2008 2007

                 $                  $                  $                  $

Revenues (note 18) 8,073,965       6,268,163       25,712,336     18,171,858     
Cost of sales, net of tax credits (note 12) 2,668,590       2,214,356       10,718,676     7,561,455       

5,405,375       4,053,807       14,993,660     10,610,403     

Expenses
Selling and administrative 3,640,342       2,864,853       13,054,784     8,228,963       
Research and development, net of tax credits (note 12) 951,118          632,984          3,586,831       2,248,335       
Depreciation of property, plant and equipment 88,008            51,890            314,439          191,289          
Amortization of intangible assets 218,025          111,542          891,168          442,229          
Exchange loss (gain) (435,093)         117,107          (518,116)         149,118          
Financial expenses (revenues) (note 14a) (22,960)           (7,546)             (126,902)         519,045          
Restructuring fees (note 13) -                      173,264          419,156          661,505          

4,439,440       3,944,094       17,621,360     12,440,484     
Loss before income taxes (965,935)         (109,713)         2,627,700       1,830,081       

Income tax recovery -                      -                      
Income taxes recovered (346,791)         (346,791)         -                      
Future income taxes (37 578) -                      (131,523)         -                      

(384,369)         -                      (478,314)         -                      

Net loss and comprehensive loss for the year (1,350,304)      (109,713)         2,149,386       1,830,081       

Deficit - Beginning of year 37,841,364     34,451,387     34,341,674     32,511,593     

Deficit - End of year 36,491,060     34,341,674     36,491,060     34,341,674     

Basic and diluted net loss per share (note 2) 0.026-              0.003-              0.043              0.049              

51,506,288     41,113,271     50,085,716     37,043,429     Basic and diluted weighted average number of shares outstanding
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† The accompanying notes are an integral part of these consolidated financial statements. 

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
                 $                  $

Cash flows from operating activities
Net loss for the year (2,149,386)      (1,830,081)      
Items not affecting cash and cash equivalents

Interest capitalized on long-term debt 27,339            53,865            
Unrealized exchange loss (gain) 13,564            (73,406)           
Depreciation of property, plant and equipment 314,439          191,289          
Amortization of intangible assets 891,168          442,229          
Gain on disposal of property, plant and equipment -                      (4,393)             
Amortization of deferred financing expenses -                      67,074            
Stock-based compensation costs 489,163          348,050          
Compensation costs related to the deferred share unit plan for directors 46,691            261,871          
Costs related to the employee stock purchase plan 85,127            45,437            
Future income taxes (131,523)         -                      

(413,418)         (498,065)         

Change in non-cash operating working capital items
Accounts receivable 1,348,345       (2,714,916)      
Refundable tax credits 555,545          (759,756)         
Income taxes recoverable (335,656)         -                      
Work in progress 194,711          (297,245)         
Prepaid expenses 206,446          (144,615)         
Accounts payable and accrued liabilities (730,318)         59,590            
Deferred revenues 563,154          448,789          

1,802,227       (3,408,153)      
1,388,809       (3,906,218)      

Cash flows from financing activities
Variation in bank loans (563,280)         563,280          
Payments on long-term debt (405,607)         (1,188,991)      
Payment on balance of purchase price of a subsidiary (note 3) (1,585,624)      -                      
Issuance of warrants, net of issue expenses -                      736,577          
Issuance of common shares, net of issue expenses (95,196)           11,671,071      

(2,649,707)      11,781,937      

Cash flows from investing activities
Variation in term deposits (29,214)           5,735              
Variation in short-term restricted cash -                      1,859,799       
Business acquisitions, net of cash and cash equivalents (2,790,291)      (48,390)           
Additions to property, plant and equipment (207,101)         (238,936)         
Additions to intangible assets (38,134)           (117,459)         
Proceeds from the disposal of property, plant and equipment -                      27,262            

(3,064,740)      1,488,011       

Increase (decrease) in cash and cash equivalents (4,325,638)      9,363,730       

Cash and cash equivalents – Beginning of year 11,730,855      2,367,125       

Cash and cash equivalents – End of year 7,405,217      11,730,855     
Additional information (note 14b and c)
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Notes to Consol idated Financial  Statements 

Note 1 - Statutes and nature of activities 
The Company, incorporated in January 2000 under Part 1A of the Québec Companies Act, develops and markets multilingual online 

publishing solutions dedicated to players in the media industry, such as newspapers, magazines and digital content providers. Nstein 

solutions generate new revenue sources and reduce operating costs by allowing centralization, management and automated indexing of 

digital content. Nstein collaborates closely with its customers to implement winning strategies based on publishing industry best practices, 

which allow rapid implementation of its Web Content Management, Digital Asset Management, Text Mining Engine and Picture Management 

Desk products. 

 

Note 2 - Summary of significant accounting policies 
B a s i s  o f  c o n s o l i da t i o n  
These consolidated financial statements include the accounts of the Company and those of its wholly-owned subsidiaries, Nstein R&D inc., 

Nstein Technologies Corp., Nstein Technologies France S.A.S.U., KMTechnologies inc., Alis Technologies inc., Cabinet Conseil Valsar inc. 

and Picdar Group Ltd. 

 

U s e  o f  e s t i m at e s  
The preparation of financial statements in accordance with Canadian generally accepted accounting principles requires management to 

make estimates and assumptions that affect the amounts of assets and liabilities reported in the financial statements. These estimates and 

assumptions also affect the disclosure of contingencies at the date of the financial statements and the reported amounts of revenues and 

expenses. Significant estimates include the allowance for doubtful accounts receivable, the degree of progress of work in process, 

recoverable tax credits, the useful lives of property, plant and equipment and intangible assets, impairment of long-lived assets, certain 

accrued liabilities and measurement of financial instruments. Actual results may differ from those estimates. 

 

F o r e i g n  c u r r e n c y  
F o r e i g n  c u r r e n c y  t r a n s a c t i o n s  

Transactions denominated in currencies other than the functional currency are translated into the functional currency as follows: monetary 

assets and liabilities are translated at the exchange rate in effect at the balance sheet date and revenues and expenses are translated at the 

monthly average rate for the year. Non-monetary assets and liabilities are translated at historical rates. Gains and losses arising from such 

translation are reflected in the statements of earnings. 

 

F o r e i g n  s u b s i d i a r i e s  

Foreign subsidiaries are considered to be integrated foreign operations. As a result, the foreign subsidiaries' accounts are remeasured into 

Canadian dollars using the temporal method. Under this method, monetary assets and liabilities are remeasured at the exchange rates in 

effect at the balance sheet date. Non-monetary assets and liabilities are remeasured at historical rates. Revenues and expenses are 

remeasured at the monthly average rate for the year. Gains and losses arising from such remeasurement are reflected in the statements of 

earnings. 

 

C a s h  a n d  c a s h  e q u i v a l e n t s  
Cash and cash equivalents consist of cash on hand and balances with banks as well as all highly liquid short-term investments. 
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Proper ty ,  p lan t  and  equ ipment  
Property, plant and equipment are recorded at cost and are depreciated over their useful lives using the declining balance method 

calculated monthly at the rates mentioned in note 4, except for leasehold improvements, which are depreciated using the straight-line 

method over a period of five years. 

 

In tang ib l e  a s se t s  
Intangible assets are recorded at cost and are amortized on a declining balance or straight-line basis using the rates and periods mentioned 

in note 5. 

 

G o o d wi l l  
Goodwill represents the excess of the purchase price of acquired businesses over the estimated fair value of the net identifiable assets 

acquired. Goodwill is not subject to amortization but is tested for impairment on an annual basis, or more frequently if events or 

circumstances occur, indicating that it is more likely than not that it might be impaired.  

 

The recoverability of goodwill is established at the reporting unit level on the basis of a two-step impairment test. First, the net carrying value 

of a reporting unit is compared to its fair value, which is established based on available discounted cash flows. If the net carrying value of a 

reporting unit exceeds its fair value, the second step of the test must be performed. For this step, the amount of any goodwill impairment 

loss is the excess of the carrying value of goodwill over its fair value. This amount is charged to earnings in the period in which it is incurred. 

For purposes of this impairment test, the fair value of goodwill is estimated in the same way as goodwill is determined in business 

acquisitions, meaning that it represents the excess of a reporting unit's fair value over the estimated fair value of its net identifiable assets. 

The Company comprises a single reporting unit.  

 

The Company has elected to perform its annual impairment test in December of each year and noted no impairment loss for fiscal years 

2008 and 2007. 

 

I m p a i r me n t  o f  l on g - l i v e d  a s s e t s  
Long-lived assets are reviewed for impairment when events or circumstances indicate that costs may not be recoverable. Impairment exists 

when the carrying value of an asset or a group of assets is greater than the undiscounted future cash flows expected to be provided by the 

asset or group of assets. The amount of impairment loss is the excess of the carrying value over fair value. The fair value of those assets is 

determined based on discounted future cash flows. During fiscal 2008 and 2007, no impairment was recognized. 

 

I n c o m e  t a x e s  
The Company provides for income taxes using the liability method of tax allocation. Under this method, future income tax assets and 

liabilities are determined based on deductible or taxable temporary differences between the carrying amounts and tax bases of the assets 

and liabilities, using enacted or substantively enacted tax rates expected to be in effect for the year in which the differences are expected to 

reverse. The Company establishes a valuation allowance against future income tax assets if, based on available information, it is more likely 

than not that some or all of the future income tax assets will not be realized. 

 

T a x  c r e d i t s  
As a result of its eligibility for the Cité Multimédia Montréal program, the Company is entitled to a refundable tax credit of 40% on qualified 

salaries up to an annual maximum of $15,000 per employee. Research and development tax credits and other tax credits are accounted for 

using the cost reduction method. Under this method, tax credits related to eligible expenditures are accounted for as a reduction of the 

related expenditures in the year in which the expenditures are incurred, provided their realization is reasonably assured. These tax credits 

could be subjected to a review and a possible adjustment by the Canadian federal and Quebec provincial tax authorities.
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R e v e n u e  r e c o g n i t i o n ,  wor k  i n  p r o c e s s  a n d  d e f e r r e d  r e v e n u e s  
The Company recognizes revenues from the sale of software licenses and related post-contract customer support and other related services 

in accordance with Emerging Issues Committee Abstracts EIC-141 to 143 on revenue recognition. Fees from arrangements involving 

licenses, post-contract customer support and other related services are allocated to the various elements based on Company-specific 

objective evidence of the fair value of each of the elements. Revenues from software licenses are recognized when there is persuasive 

evidence of a valid arrangement, the software product has been delivered, there are no uncertainties surrounding product acceptance, the 

related fees are fixed or determinable and collection is reasonably assured. Revenues from post-contract customer support elements are 

recognized rateably during the related support period. Revenues from other related services are recognized as the services are performed 

using the percentage-of-completion method and all foreseeable losses are included in earnings, when it is determined that such losses are 

estimated to be likely to occur. Furthermore, amounts received for services not yet rendered are accounted for as deferred revenues in the 

balance sheet. 

 

Research  and  deve lopment  expenses   
Research costs are expensed as incurred. Product development costs are deferred if the product or process and its market or usefulness 

are clearly defined, the product or process has reached technological feasibility, adequate resources exist or are expected to exist to 

complete the project and management intends to market or use the product or process. Technological feasibility is attained when the 

software has completed system testing and has been determined viable for its intended use. The time between the attainment of 

technological feasibility and completion of software development has historically been relatively short with immaterial development costs 

incurred during this period. Accordingly, the Company has not capitalized any development costs. 

 

B a s i c  a n d  d i l u t e d  e a r n i n g s  p e r  s h a r e  
Basic earnings per share are determined using the weighted average number of participating shares outstanding during the year. Diluted 

earnings per share are determined using the weighted average number of participating shares outstanding during the year, plus the effects 

of dilutive potential participating shares outstanding during the year. The calculation of diluted earnings per share is made using the treasury 

stock method for stock options and warrants, as if all dilutive potential shares had been exercised at the later of the beginning of the year or 

the date of issuance, as the case may be, and that the funds obtained thereby be used to purchase participating shares of the Company at 

the average market value of the participating shares during the year. For the years ended December 31, 2008 and 2007, the diluted net loss 

per share was the same as the basic net loss per share since the dilutive effect of stock options and warrants was not included in the 

calculation; otherwise the effect would have been anti-dilutive. Accordingly, the diluted net loss per share for those years was calculated 

using the basic weighted average number of shares outstanding. 

 

S h a r e  i s sue  e x p e n s e s  
Share issue expenses have been applied against the proceeds from the issuance of share capital.  

 

Stock-based  compensa t ion  and  o t h e r  s t o c k - bas e d  p a y m e n t s   
S t o c k  o p t i o n  p l a n   

As described in note 9, the Company offers a stock option plan for directors, employees and service suppliers to the Company or its 

subsidiaries. The Company uses the fair value-based method for stock options granted to employees and non-employees. The fair value of 

stock options is determined using the Black and Scholes options valuation model, and stock-based compensation costs are amortized to 

expenses over the vesting periods and credited to other equity components.  

 

E m p l o y e e  s t o c k  p u r c h a s e  p l a n   

As described in note 9, the Company offers a stock purchase plan to its employees. The contribution the Company makes on behalf of 

employees is recognized as a compensation charge and a compensatory amount is charged to the share capital. Any consideration paid by 

employees upon the purchase of shares is also credited to the share capital. 
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D e f e r r e d  s t o c k  u n i t  p l a n  f o r  d i r e c t o r s   

As described in note 9, the Company offers a deferred stock unit plan to directors who are not employees. The number of deferred stock 

units issued is calculated by dividing the applicable amount of the compensation by the weighted average price of the Company's shares 

during the last five trading days before the issuance date. This amount, as well as subsequent changes in the stock price, are recorded as 

compensation costs and included in selling and administrative expenses.  

 

F i n a n c i a l  i n s t r ume n t s   
Pursuant to the standards of Section 3855 “Financial Instruments – Recognition and Measurement,” all financial instruments must be 

classified in one of the following categories: held for trading, held to maturity, available for sale, loans and receivables or other financial 

liabilities. Their measurement in later periods reflects their category.  

 

Transaction costs related to financial instruments held for trading are recognized in the earnings of the period in which they are incurred. For 

the other financial instruments, the Company has chosen to capitalize the transaction costs upon initial recognition and present them with 

the related financial instruments. They are then amortized using the effective interest rate method. Financial assets and liabilities held for 

trading are recognized at fair value, and variations are recorded in net earnings. Financial assets and liabilities held until maturity, loans and 

receivables and other financial liabilities are measured at amortized cost using the effective interest rate method. Financial assets available 

for sale are measured at fair value or at cost if there are not published prices on an active market, and variations are recognized in the 

comprehensive income. 

 

The Company has classified its cash and cash equivalents and term deposits as held for trading. Receivables and work in progress are 

classified as loans and receivables. Accounts payable and accrued liabilities and long-term debt are classified as other financial liabilities.  

 

Changes  in  account ing  po l i c i e s  
Effective January 1, 2008, the Company has adopted the new accounting standards under Section 1400 “General Standards of Financial 

Statement Presentation,” Section 1535 "Capital Disclosures,” Section 3862 "Financial Instruments – Disclosures” and Section 3863 

“Financial Instruments – Presentation" of the Canadian Institute of Chartered Accountants (CICA) Handbook. The main changes in these 

new accounting standards are summarized as follows: 

 

G e n e r a l  s t a n d a r d s  o f  f i n a n c i a l  s t a t e m e n t  p r e s e n t a t i o n   

The CICA amended Section 1400 of the CICA Handbook, “General Standards of Financial Statement Presentation”, to include a 

requirement whereby management shall make an assessment of an entity’s ability to continue as a going concern when preparing financial 

statements. These changes, including the related disclosure requirements, came into effect on January 1, 2008 and did not impact the 

Company’s financial statements.  

 

C a p i t a l  d i s c l o s u r e s   

Section 1535 “Capital Disclosures”, establishes standards for disclosing information about an entity’s capital and how it is managed. The 

section describes the standards for disclosing information about objectives, policies and processes for managing capital of the entity and 

summary quantitative data  on the elements included in the management of capital. The section seeks to establish whether the entity has 

complied with capital requirements and if not, the consequences of such non-compliance. 

 

F i n a n c i a l  i n s t r u m e n t s   

Section 3862, “Financial Instruments – Disclosures”, describes the required disclosure to evaluate the significance of financial instruments 

for the entity’s financial position and performance as well as the nature and extent of risks arising from financial instruments to which the 

entity is exposed and how the entity manages those risks. Section 3863, “Financial Instruments – Presentation”, establishes standards for 

presentation of financial instruments and non-financial derivatives. It details the presentation of standards described in Section 3861, 

“Financial Instruments – Disclosure and Presentation”. 
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F u t u r e  A c c o u n t i ng  C h a n g e s  
G o o d w i l l  a n d  i n t a n g i b l e  a s s e t s  

In February 2008, the CICA published Section 3064 “Goodwill and Intangible Assets,” defining the standards for the recognition, 

measurement, presentation and disclosure applicable to goodwill and intangible assets following their initial recognition. The new section will 

replace Section 3062 “Goodwill and Other Intangible Assets,” and Section 3450 “Research and Development Costs.” Various changes have 

been made to other sections of the CICA Handbook for reasons of consistency. The new standards apply to interim and annual financial 

statements for fiscal years beginning on or after October 1, 2008. The Company is currently assessing the impact of this new standard on its 

consolidated financial statements.  

 

O t h e r  f u t u r e  a c c o u n t i n g  c h a n g e s   

In January 2009, the CICA issued sections 1582 “Business Combinations,” 1601 “Consolidated Financial Statements,” and 1602 “Non-

Controlling Interests.” 

 

Section 1582 will be converged with IFRS 3, “Business Combinations.” Section 1602 will be converged with the requirements of IAS 27, 

“Consolidated and Separate Financial Statements," concerning non-controlling interests. Finally, Section 1601 will carry forwards the 

requirements of Section 1600 “Consolidated Financial Statements,” other than those affecting non-controlling interests. 

 

Section 1582 applies to operations where the purchaser obtains control of one or more businesses. The term “business” is more broadly 

defined in the current standard. Most assets acquired and liabilities assumed, including contingent liabilities considered “improbable,” will be 

measured at their fair value. Acquisition costs must be expensed. 

 

Pursuant to Section 1602, any none controlling interest will be recognized as a separates component of shareholders’ equity. The 

calculation of net earnings does not show any deduction for non-controlling interests. Instead, net earnings will be allocated between 

controlling and non-controlling interests. 

 

The new standards will come into force in 2011. The Company is currently evaluating the impact of the adoption of these new standards on 

its consolidated financial statements. 

 

H a r m o n i z a t i o n  o f  C a n a d i a n  a n d  i n t e r n a t i o n a l  s t a n d a r d s  

In February 2008, the Accounting Standards Board of Canada confirmed that Canadian GAAP, for publicly accountable enterprises, will be 

converged with the International Financial Reporting Standards ("IFRS") published by the International Accounting Standards Board 

(“IASB“). The Company will have to present its interim and annual financial statements for fiscal 2011 according to IFRS.  

 

The Company has developed a changing plan for conversion to these new standards according to the timetable set for these new rules. The 

implementation plan includes three main phases, i.e. initial assessment of impacts and definition of their scope, analysis of the 

repercussions and design, implementation and review.  

 

In its preliminary comparative analysis of IFRS and Canadian GAAP, the Company detected numerous differences. At this time, the impacts 

on the financial position and future operating results cannot be established or estimated in a reasonable way. In 2009, the Company will 

continue its review of standards applicable to Nstein and assess these impacts.  

 

The Company will present its results of fiscal 2010 according to the Canadian GAAP in force. In 2011, it will present the corresponding 

figures for fiscal 2010 in accordance with IFRS of the IASB then in force. As a result, the Company will maintain two parallel sets of accounts 

in 2010. 
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C o m p a r a t i v e  f i g ur e s  
Certain comparative figures have been reclassified to conform to the current year presentation. 

 

Note 3 – Business combination 
On February 13, 2008, the Company acquired all of the outstanding shares of Picdar Group Ltd (“Picdar”), a digital asset and image 

management solutions provider in the United Kingdom (the “Transaction”) for a purchase price equivalent to the sum of (i) the value of the 

company established between $6,617,700 and $9,275,810 (between £3,375,000 and £4,730,625) and (ii) the surplus working capital 

estimated at closing at $4,472,255 (£2,280,832).  
 
An amount of $6,617,700 (£3,375,000) was paid upon closing of the Transaction and the balance of the value of the company, up to 

$2,658,110 (£1,355,625), is payable in three annual instalments beginning March 31, 2008 based on the achievement of the target future 

revenues and EBITDA. Each instalment is composed of a 75% portion in cash and cash equivalents and 25% in newly issued shares of the 

Company at a unit price set according to the weighted average price of the Company’s last 20 trading days on the TSX Venture Exchange 

immediately preceding each payment date. On February 13, 2008, the Company issued 1,835,480 common shares in initial payment of the 

purchase price. The issued shares are subject to escrow conditions and will be released quarterly over a period of twenty-four (24) months.  
 
The surplus working capital is payable in cash and cash equivalents, a first instalment of $3,419,841 (£1,744,105) having been paid upon 

closing of the Transaction and the balance of $1,052,414 (£536,727) having been paid on receipt of the closing financial statements in April 

2008. In July 2008, the company settled the first annual instalment of the purchase price through the issuance of 191,144 common shares 

with a carrying value of $121,580 and a cash payment of $533,210 (£265,781).   

 
At the purchase date, this acquisition has been accounted for using the purchase method, and the results have been consolidated from the 

acquisition date. The portion of the purchase price paid in shares has been reduced by an average discount of 30% in order to consider the 

impact of the escrow on the share value and a blockage discount due to the large number of shares traded at a precise moment in a limited 

market. With the exception of the first conditional payment, which was estimated at $642,724 $ (£327,786), two other conditional payments 

were not recorded because it is impossible to establish beyond reasonable doubt that the necessary conditions for the payment of additional 

consideration will be met.  

 
The following table summarizes the purchase price allocation, established with the help of independent experts, including business 

combination-related costs based on the estimated fair value of the net assets acquired at the date of the acquisition. 

  

$  
Cash and cash equivalents 6,128,584                                          
Other current assets 1,215,463                                          
Property, plant and equipment 165,780                                             
Intangible assets

Core technology 2,254,920                                          
Backlog 32,353                                               
Customer relationships 656,868                                             
Non-compete agreements 101,962                                             

Total assets acquired 10,555,930                                       

Current liabilities 2,425,712                                          
Future income tax liabilities 852,909                                             
Long-term debt 24,500                                               
Total liabilities assumed 3,303,121                                         

Net identifiable assets acquired 7,252,809                                          
Goodwill 4,855,331                                          

Purchase price 12,108,140                                       

Settled as follows:
Common shares issued 1,157,901                                          
Cash amount 8,392,988                                          
Balance of purchase price 1,695,137                                          
Business combination-related costs 862,114                                             

12,108,140                                       
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Note 4 – Property, plant and equipment 
 

 

 

Note 5 – Intangible assets 
 

 
 

Note 6 – Bank loans 
In 2007, the Company contracted bank loans to finance a portion of its scientific research and experimental development tax credits. These 

loans, bearing interest at prime plus 1.50%, were reimbursed in December 2008 when the Company was paid its tax credits. A moveable 

hypothec on all of the present and future assets had been given to secure these loans. 

2008 2007

Depreciation Cost Accumulated Cost Accumulated

rates and period depreciation depreciation

$ $ $ $

Office furniture and equipment 20% 557,801             425,003             263,365             175,931             

Automotive equipment 20% 166,327             81,877               36,049               10,386               

Computer equipment 35% 2,161,626          1,869,142          996,312             718,866             

Leasehold improvements 5 years 496,336             423,041             401,804             307,490             

Assets under a capital lease 35% 197,386             43,907               57,656               4,177                 

3,579,476          2,842,970          1,755,186          1,216,850          

Less: Accumulated depreciation 2,842,970          1,216,850          

Net amount 736,506             538,336             

2008 2007

Amortization Cost Accumulated Cost Accumulated

rates and period amortization amortization

$ $ $ $

Software 50% and 10 years 879,910             390,371             882,323             321,967             

Nstein software 50% 1,040,000          1,038,934          1,040,000          1,038,225          

Core technology 4 years and 7 years 3,141,777          1,053,222          886,857             653,556             

Backlog 1 year 32,353               28,309               -                    -                    

Customer relationships 5 years 1,684,060          960,361             1,027,192          695,936             

Non-compete agreements 2 years 419,469             362,115             317,507             273,007             

7,197,569          3,833,312          4,153,879          2,982,691          

Less: Accumulated amortization 3,833,312          2,982,691          

Net amount 3,364,257          1,171,188          
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Note 7 – Long-term debt 

- Discounted at 10%, payable in monthly instalments of $8,929, maturing in May 2013. A 

moveable hypothec on all present and future assets, both tangible and intangible, of a 

subsidiary, has been given as security 

374,531 440,083 

- Discounted at 8%, with the National Research Council of Canada ("NRC"), payable in 

quarterly instalments of $47,500 from October 2007, maturing in July 2009 

91,210 265,631 

- Discounted at 8%, with the NRC, payable in four annual instalments of $78,338, starting 

on January 1, 2007, maturing in January 2010 

149 764 

 

216,395 

- 10%, for which a letter of credit in the amount of $164,600 has been issued, payable in 

monthly instalments of $1,538 including principal and interest, maturing in August 2011. A 

moveable hypothec on a deposit certificate in the amount of $164,600 has been given as 

security for the letter of credit 

43,035 56,446 

- 4%, payable in monthly instalments of $667 (€392) including principal and interest, 

maturing in June 2011. A moveable hypothec on a vehicle with a net carrying value of 

$18,750 has been given as security 

19,004 22,713 

- 5%, payable in monthly instalments of $795 (€448) including principal and interest, 

maturing in November 2010. A moveable hypothec on a vehicle with a net carrying value 

of $65,700 has been given as security 

23,559 - 

Obligations under capital leases   

- Discounted at 7.75%, payable in total monthly instalments of $6,163 including principal 

and interest, maturing between August 2010 and November 2011 

150,199 54,561 

 

The principal annual instalments due on long-term debt over the next five years are as follows: 

 
 

Note 8 – Share capital 
Authorized: 

 - Unlimited number of common shares, without par value, voting and participating 

 - Unlimited number of preferred shares, without par value, non-voting and non-participating 

 

Other debts
$ $

2009 73,950                                265,929                                   
2010 69,726                                197,547                                   
2011 20,727                                104,522                                   
2012 -                                          98,132                                     
2013 -                                          34,973                                     

164,403                              701,103                                   
Less interest 14,204                                

150,199                              

Obligations under capital leases

  2008 2007 

  $ $ 

Term loans   

  851,302 1,055,829 

Less: Current portion 330,503 295,997 

  520,799  759,832 
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I s s u a n c e  o f  s h a r e s :  

a) On November 30, 2007, the Company concluded a firm underwriting private placement of 8,000,000 special warrants of the Company at 

a price of $1.00 per special warrant, for a gross total amount of $8,000,000 (the “Offering”). The Offering was made through an underwriting 

syndicate led by Desjardins Securities Inc. and including TD Securities Inc. and Jennings Capital Inc. (collectively, the “Underwriters”). 

Certain Company insiders subscribed for the placement. Each special warrant entitles the holder thereof to receive one common share of 

the Company upon exercising the special warrants. The special warrants are exercisable by the holder in whole or in part at any time after 

the closing of the Offering, being November 30, 2007 (the “Closing”), without any additional consideration, and the special warrants will be 

deemed to be exercised on the earlier of: (a) four (4) months and one day after the Closing and (b) the day which is three business days 

after a receipt is issued by the Canadian securities regulatory authorities for a final prospectus qualifying the common shares to be issued 

upon the exercise of the special warrants. The Company obtained such receipt on February 7, 2008 and has therefore issued on the same 

day 8,000,000 common shares to the holders of the special warrants. The Underwriters received as compensation at Closing a commission 

of $354,000 and 354,000 warrants, each of these warrants entitling its holder to acquire one common share at the price of $1.00 for a period 

of two (2) years after Closing. Issue expenses of $577,356 (including the Underwriters’ commission expense) and the fair value of the 

warrants granted to the Underwriters, being $168,955, were applied against equity. 
 

b) On September 27, 2007, the Company issued 3,529,412 units at a price of $0.85 each, for gross proceeds of $3,000,000, as part of a 

private placement with an institutional investor and a group of 27 employees of the Company, along with other investors. Each unit consists 

of one common share, one-half of one A-tranche share purchase warrant and one-half of one B-tranche share purchase warrant. One whole 

A-tranche share purchase warrant entitles its holder to purchase one additional common share of the Company’s share capital at a price of 

$1.50. One whole B-tranche share purchase warrant entitles its holder to purchase one additional common share of the Company’s share 

capital at a price of $2.00. These share purchase warrants are valid for three years from the date of issue. The $3,000,000 in gross 

proceeds was divided up between common shares and warrants based on their relative fair values. Accordingly, an amount of $2,258,846 

was allocated to common shares and $741,154 to warrants. Unit issue expenses totalling respectively $13,950 and $4,577 were applied 

against the share capital and other equity components.  

 

c) On May 7, 2007, the Company concluded a private placement of $1,900,000 with a group of investors including members of the Board of 

Directors and the Company’s management team. The Company issued 2,923,074 common shares at a price of $0.65 per share. Share 

issue expenses in the amount of $19,346 were applied against share capital. 

 

Note 9 – Other equity components 
The following table presents the other equity components as at December 31, 2008 and 2007: 

  

Stock-based  compensa t ion  p lans   
S t o c k  o p t i o n  p l a n   

In May 2008, the Company amended the stock option plan for directors, employees and service suppliers of the Company or its 

subsidiaries. All the options granted under the plan may from now on be exercised within a maximum period of 7 years following the date of 

grant. The Board of Directors will designate the recipients of options and will determine the number of common shares covered by each of 

these options, the vesting date, the exercise price, the expiry date, the vesting conditions and the restrictions related to the exercise of these 

options. The purchase price of these shares may not be lower than their closing price on the day preceding the date of grant. The maximum 

number of common shares that is issuable under the plan was fixed at 5,100,000 common shares and the maximum number that may be 

granted to a recipient shall not exceed 5% of all the outstanding common shares. 

 

2008 2007
$ $

Stock option-based compensation         1,206,769              1,129,784 
Warrants         1,489,229              1,693,774 

        2,695,998              2,823,558 
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The following tables present the stock option activity since January 1, 2007 and summarize information about fixed stock options 

outstanding and exercisable as at December 31: 

 
 

 

During the year ended December 31, 2008, the Company granted its employees and service suppliers 825,000 stock options (1,390,000 in 

2007). The fair value of these stock options amounts to $572,325 ($737,399 in 2007). Compensation costs for the year ended December 31, 

2008 amounted to $489,163 ($348,050 in 2007). 

 

The fair value of options granted in each fiscal year has been established using the Black-Scholes options pricing model with the following 

weighted average assumptions: 

  

 

The Black-Scholes options valuation model was developed for use in estimating the fair value of traded options which have no vesting 

restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective assumptions, including the 

expected stock price volatility. 

 

E m p l o y e e  s t o c k  p u r c h a s e  p l a n   

The Company has established an employee stock purchase plan to enable employees of the Company and its participating subsidiaries to 

buy common shares by way of regular salary deductions to which management contributions are added. Under this plan, employees can 

2008 2007

Number
Weighted average 

exercise price Number
Weighted average 

exercise price
$ $

2,943,286                                      1.17 2,408,203                              1.76 
Granted 825,000                                         1.02 1,390,000                              0.79 
Exercised (126,667)            0,42 (15,000)                                  0.40 
Cancelled (880,696)                                        1.69 (839,917)                                2.22 

2,760,923                                     1.00 2,943,286                              1.17 

1,693,215                                     1.08 1,519,079                              1.53 

Outstanding – Beginning of year

Outstanding – End of year

Exercisable – End of year

Options outstanding Options exercisable 
as at December 31, 2008 as at December 31, 2008

Exercise price Number

Weighted average 
remaining contractual 

life Number

Weighted average 
remaining 

contractual life
$0.37               65,000 2.95                                          48,750 2.95                       
$0.40             309,583 2.73                                        274,167 2.73                       
$0.65             600,000 3.28                                        350,000 3.28                       
$0.69             175,000 3.48                                        102,083 3.48                       
$0.73             150,000 3.34                                          87,500 3.34                       
$0.80               40,000 3.21                                          26,667 3.21                       
$1.00             126,000 2.93                                          91,833 2.57                       
$1.02             630,000 4.24                                        205,000 4.24                       
$1.12             250,000 3.76                                        112,500 3.75                       
$1.20             120,000 1.95                                          99,375 1.95                       
$2.10               50,000 0.82                                          50,000 0.82                       
$2.15               50,000 1.17                                          50,000 1.17                       
$2.80             145,000 0.91                                        145,000 0.91                       
$3.00               50,340 0.25                                          50,340 0.25                       

          2,760,923         1,693,215 

2008 2007
Risk-free interest rate 2.92 % 4.21 %
Expected volatility 85 % 82 %
Dividend yield nil nil
Expected life 60 months 59 months
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pay up to 8% of their annual base salary to a maximum of $3,000 per year. The Company and its participating subsidiaries pay contributions 

equal to those of the employees. The plan allows deferral of the income tax associated with the employee and employer contributions as 

part of a registered retirement savings plan (RRSP). The Company issues common shares monthly. The purchase price of the shares is 

equal to the weighted average price for the last five business days prior to the last business day of the month. The Company recorded 

compensation costs of $85,127 ($45,437 in 2007) for employer contributions to this plan. 

 

D e f e r r e d  s t o c k  u n i t  p l a n  f o r  d i r e c t o r s   

The Company has established a deferred stock unit compensation plan for its non-employee directors. The directors receive as annual 

compensation and director’s fees deferred stock units redeemable in cash when they cease to be directors of the Company. The number of 

stock units issued is calculated by dividing the applicable amount of the compensation by the weighted average price of Company shares 

during the last five trading days preceding the end of each quarter. This amount, as well as any subsequent changes in share prices, are 

recorded as compensation costs and included in selling and administrative expenses. As at December 31, 2008, the number of outstanding 

stock units amounted to 614,855 (479,218 in 2007). During the fiscal year, the Company recorded as administrative expenses a charge of 

$46,691 ($261,871 in 2007) for compensation under this plan. As at December 31, 2008, the amount due to directors under this plan is 

$461,141 ($513,018 as at December 31, 2007). 

 

Warrant s  
The following table presents the warrant activity during the years ended December 31, 2008 and 2007: 

 

 

* On September 27, 2007, the Company issued 1,764,705 A-tranche warrants and 1,764,707 B-tranche warrants to the investors, allowing 

acquisition of common shares at respective prices of $1.50 and $2.00 per share during a period of three years. The fair value of the warrants 

granted was estimated at $736,577 (net of issue expenses of $4,577) using the Black-Scholes method based on the following assumptions: 

 

 

* On November 30, 2007, the Company issued 354,000 warrants to the investors, allowing acquisition of common shares at a price of $1.00 

per share during a period of two years. The fair value of the warrants granted was estimated at $168,955 using the Black-Scholes method 

based on the following assumptions: 

 
 

** In November 2008, 200,000 warrants expired (469,133 in October 2007). The fair value of these warrants in the amount of $204,545 

($386,794 in 2007) was transferred to the contributed surplus. 

 

 

 

 

 

2008 2007

Number Number
$ $

5,603,218         1.63 2,188,939        1.44
Granted* -                                                     -   3,883,412        1.68
Cancelled** (200,000)           1.00           (469,133) 1.40

         5,403,218 1.65         5,603,218 1.63

Weighted average 
exercise price

Outstanding – End of year

Outstanding – Beginning of year

Weighted average 
exercise price

Risk-free interest rate 4.23%
Expected volatility 83.5%
Dividend yield nil
Expected life 36 months

Risk-free interest rate 3,73%
Expected volatility 86,0%
Dividend yield nil
Expected life 24 months
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The following table presents the fair value of warrants using the Black-Scholes model: 

 
 

 

Note 10 – Contributed surplus 
The following table presents the contributed surplus components as at December 31, 2008 and 2007: 

 
 

Note 11 – Commitments 
The Company's aggregate commitments under lease agreements for offices are $3,129,967. Furthermore, the Company agreed to pay 

royalties of $300,000 on royalties on utilization of a software license. The minimum annual instalments to be paid over the next five years 

are established as follows: 

   

Note 12 – Tax credits 
As a result of its eligibility for the Cité Multimédia Montréal program, the Company is entitled to a refundable tax credit of 40% on qualified 

salaries, up to a maximum of $15,000 per employee. Those tax credits, which were applied against the cost of sales, amounted to $278,041 

for fiscal 2008 ($202,476 in 2007).  

 

The Company also benefits from scientific research and experimental development tax credits. These tax credits, which were applied 

against research and development expenses, stood at $901,381 for fiscal 2008 ($619,935 in 2007). 
 

Note 13 – Restructuring fees 
During the first quarter of 2008, the Company incurred $419,156 ($661,505 in 2007) as non-recurring restructuring fees. These fees consist 

mainly of severance pay for former executives and employees.  

 

2008 2007
$ $

200,000 warrants at $1.00, maturing on November 28, 2008                      -                   204,545 
354,000 warrants at $1.00, maturing on November 7, 2009            168,955                 168,955 
1,764,705 warrants at $1.50, maturing on September 27, 2010            404,181                 404,181 
1,764,707 warrants at $2.00, maturing on September 27, 2010            332,396                 332,396 
1,166,865 warrants at $1.80, maturing on October 12, 2010            383,538                 383,538 
352,941 warrants at $0.85, maturing on June 12, 2011            200,159                 200,159 

        1,489,229              1,693,774 

2008 2007
$ $

Expiry of a long-term debt conversion option            390,480                 390,480 
Expiry of the stock option related to a business combination            266,779                 266,779 
Expiry of warrants            603,584                 399,039 
Reversal of stock options granted as compensation following employee departure            544,874                 167,699 

        1,805,717              1,223,997 

2009 2010 2011 2012 2013
$ $ $ $ $

Use of offices 1,044,070            1,058,105            721,185               70,945                 70,945                 
Royalties on utilization of a software license 300,000               -                       -                       -                       -                       
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Note 14 – Additional information 
S t a t e m e nt  o f  e a r n i n g s  
a )   F i n a n c i a l  e x p e n s e s  

 
 

S t a t e m e nt  o f  c a s h  f l o ws  
b )  I t e m s  n o t  a f f e c t i n g  c a s h  a n d  c a s h  e q u i v a l e n t s  r e l a t e d  t o  f i n a n c i n g  a n d  i n v e s t i n g  a c t i v i t i e s  

  

 

c )  A d d i t i o n a l  i n f o r m a t i o n  

 

 

Note 15 – Financial instruments 
N a t u r e  a n d  e x t e n t  o f  r i sk s   
Since January 1, 2008, the Company adopted the new requirements of CICA Handbook Section 3862, “Financial Instruments – 

Disclosures”. This new section requires the entity to disclose information to enable users to evaluate the significance of financial instruments 

for the entity’s financial position and performance, and the nature and extent of an entity’s exposure to risks arising from financial 

instruments, including how the entity manages those risks. The Company is mainly exposed, through its financial instruments, to credit, 

liquidity, foreign currency and interest rates risks. The following analysis provides a measure of these risks as at December 31, 2008. 

 

C r e d i t  r i s k   

Financial instruments that potentially subject the Company to credit risk consist primarily of cash and cash equivalents, term deposits and 

accounts receivable. Cash and cash equivalents as well as term deposits are held with reputable Canadians financial institutions. 

Consequently, management considers the risk of non-fulfilment related to these instruments to be minimal.  

 

2008 2007
                 $                  $

Amortization of deferred financing expenses -                          67,074                 
Interest on long-term debt 96,384                 509,542               
Interest and bank charges 36,978                 67,520                 
Interest income (260,264)              (125,091)              

Total (126,902)              519,045               

2008 2007
$ $

Warrants issued -                          168,955               
Convertible debentures converted into common shares -                          994,078               
Transfer of the matured portion of options to the contributed surplus -                          259,001               
Transfer of matured warrants to the contributed surplus 204,545               306,794               
Converted portion of the long-term debt conversion options transferred to share capital -                          4,009                   
Stock options granted as compensation transferred to the contributed surplus 377,175               126,059               
Stock options exerciced as compensation transferred to share capital 35,003                 3,997                   
Business combination-related costs included in accounts payable and accrued liabilities 336,227               -                          
Issue expenses included in accounts payable and accrued liabilities -                          71,438                 
Assets under a capital lease 139,728               57,656                 

2008 2007
$ $

Interest paid 97,223                 411,085               
Interest cashed (296,478)              (72,332)                
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The Company’s credit risk is primarily attributable to its accounts receivable. In the event of a future credit loss relating to one or more 

significant clients, the Company could be required to record a material charge to earnings. The Company believes that credit risk regarding 

accounts receivable is limited due to the geographic location of its clients and their credit history.  

 

In general, the Company does not normally require collateral or other security from clients for trade accounts receivable; however, credit is 

extended only after evaluation of creditworthiness. In addition, the Company performs ongoing credit reviews of all its clients and establishes 

an allowance for doubtful accounts when balances are deemed to be uncollectible. This allowance is applied against accounts receivable. 

The Company is exposed to credit risk up to the carrying amount. As at December 31, 2008, the provision for bad debts amounted to 

$532,128 ($135,437 in 2007). The bad debt expense of $1,126,091 ($94,170 in 2007) has been reflected in earnings under selling and 

administrative expenses.  

 

The aging of the trade receivables (before provision for bad debt) is as follows: 

 

 

L i q u i d i t y  r i s k  

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The Company manages liquidity 

risk by monitoring closely its cash to maintain a sufficient level of liquidity to be able to meet its financial obligations in the foreseeable future. 

During the previous fiscal years, the Company principally financed its expansion through the issuance of shares.  

 

The following are the contractual maturities of financial liabilities as at December 31, 2008. 

 

 

F o r e i g n  c u r r e n c y  r i s k  

The Company is exposed to foreign currency risks as a result of its sales to foreign countries and the related trade accounts receivable. 

Most of these sales are denominated in US dollars (USD), in euros (EUR) and in pound sterling (GBP). The risks are partially hedged by 

purchases and operating expenses denominated in these currencies.  

  

The following tables present the main financial instruments exposed to foreign currency risks as at December 31, 2008: 

 
 

2008 2007
$ $

0 - 30 days                4,338,743                3,500,221 
31 - 60 days                1,297,008                1,722,826 
61 - 90 days                   306,419                   397,975 
91 +                1,355,265                1,447,616 

               7,297,435                7,068,638 

 Carrying amount Contractual cash 
flows 

 Less than 1 year  1-3 years 4-5 years 

 $  $  $  $ $ 
Accounts payable and accrued 
liabilities                4,442,361                4,442,361                4,442,361  - - 
Long-term debt                   851,302                   975,108                   390,423                   441,829                   142,856 

               5,293,663                5,417,469                4,832,784                   441,829                   142,856 

(In Canadian dollars) USD EUR GBP
Cash and cash equivalents                   648,889                   649,356                   671,331 

Current assets                3,964,245                   751,720                1,713,648 

Current liabilities                 (434,147)                 (870,199)                 (445,098)

Long-term debt                            -                     (19,003)                   (23,559)
Financial instruments exposed to foreign currency risk 4,178,987              511,874                 1,916,322              
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The following exchange rates are those of the year ended December 31, 2008: 

 

 

Based on the Company’s foreign currency exposures noted above, a hypothetical increase in the foreign exchange rate of 5% compared to 

the Canadian dollar presented in the table above would have increased (decreased) net earnings as follows: 

 

 

I n t e r e s t  r a t e  r i s k  

The Company’s interest rate risk is related to cash and cash equivalents and term deposits. The Company’s debts are subject to fixed 

interest rates or are non-interest bearing, as mentioned in note 7. The Company considers that interest rate risk is not significant on its 

operations, and has not provided any sensitivity analysis on the effects of potential fluctuations. Accounts receivable, work in progress as 

well as accounts payable and accrued liabilities are non-interest bearing. 

 

F a i r  v a l u e  

Cash and cash equivalents and term deposits are recognized at fair value, while accounts receivable, work in progress, accounts payable 

and accrued liabilities as well as long-term debt are financial instruments whose fair value approximates their carrying value because of their 

short-term maturity or current market rates.  

 

Note 16 – Capital disclosures 
The Company’s objective in managing capital is to ensure sufficient liquidity to pursue its organic growth strategy and undertake selective 

acquisitions, while at the same time taking a conservation approach towards financial leverage and management of financial risk. The 

Company aims to increase its market share and its profits to maximize the shareholders' investment return and intends to maintain a flexible 

capital structure in order to finance its growth, take advantage of acquisition opportunities and react to variations in economic conditions. 

 

The Company’s objectives, policies and procedures for capital management have not changed since the pervious year. Moreover, the 

Company is not subject to respect ratios or other external requirements concerning its capital structure. The Company defines its capital as 

consisting of cash and cash equivalents, term deposits, current portion of the long-term debt, bank loans, long-term debt and shareholders’ 

equity.  

 

 

 

 

 

 

(In Canadian dollars) USD EUR GBP
Revenues                9,682,891                2,442,125                4,339,854 

Expenses              (2,164,557)              (3,377,621)              (3,862,972)
Net exposure to foreign currency risk                7,518,334                 (935,496)                   476,882 

Closing rate 

USD to CAD                     1.0660 1.2180                   
EUR to CAD 1.5603                   1.6992                   
GBP to CAD 1.9617                   1.7754                   

Average rate

(In Canadian dollars) Source of net earning variability from changes in exchange rates
USD EUR GBP

Financial instruments                   208,949                     25,594                     95,816 
Revenues and operating expenses                   375,917                   (46,775)                     23,844 
Increase (decrease) in net earnings                   584,866                   (21,181)                   119,660 
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The amounts under management are reflected in the table below:  

 

The Company’s financial strategy is designed and formulated to maintain a flexible capital structure consistent with the objectives stated 

above and to respond to changes in economic conditions and the risk characteristics of underlying assets. In order to maintain or adjust its 

capital structure, the Company may purchase shares, issue new shares and new debt titles or refinance existing debt with different 

characteristics.  

  

Note 17 – Future income taxes 
The reconciliation of the income tax provision, calculated using the combined Canadian federal and provincial statutory income tax rate, with 

the income tax provision per the financial statements is as follows: 

  
Significant components of the Company’s future income tax assets and liabilities are as follows: 

  

 

 

 

 

 

2008 2007
$ $

Cash and cash equivalents                7,405,217              11,730,855 
Term deposits                   214,600                   185,386 
Current portion of long-term debt                   330,503                   295,997 
Bank loans                            -                     563,280 
Long-term debt                   520,799                   759,832 

2008 2007
$ $

Income tax provision at combined Canadian federal and provincial 
statutory tax rate (30.90% in 2008 and 32.02% in 2007) (820,000)         (590,000)         

Increase (decrease) due to:
Non-deductible expenses or non-taxable revenues (60,000)           160,000          
Future income tax asset related to share capital components (50,000)           (170,000)         
Effect of exchange rate on deferred losses in foreign currencies (400,000)         280,000          
Effect of exchange rate on translation of integrated foreign subsidiaries 380,000          (30,000)           
Expiry of tax losses 2,210,000       850,000          
Difference between statutory and future income tax rates (40,000)           2,440,000       
Variation in valuation allowance (1,710,000)      (2,660,000)      
Others 10,000            (280,000)         

(480,000)         -                      

2008 2007
$ $

Future income tax assets
Property, plant and equipment 1,130,000       1,130,000       
Intangible assets 1,160,000       1,030,000       
Research and development expenses 6,170,000       5,410,000       
Financing expenses 160,000          200,000          
Others 420,000          420,000          
Deferred losses 7,900,000       10,820,000     

16,940,000     19,010,000     
Valuation allowance (16,750,000)    (18,930,000)    

190,000          80,000            
Future income tax liabilities

Intangible asssets (800,000)         -                      
Research and development tax credits (110,000)         (80,000)           

Net future income tax assets (720,000)         -                      
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As at December 31, 2008, the Company has accumulated operating losses, for income tax purposes, in several tax jurisdictions against 

which a valuation allowance of $7,820,000 ($10,740,000 in 2007) was established. The following table summarizes the year of expiry of 

these operating losses by tax jurisdiction: 

 

 

During the year, losses of $8,842,835 at the federal level ($2,480,913 in 2007) and $7,448,880 at the provincial level ($4,054,309 in 2007) 

expired. 

 

In addition, a Company’s subsidiary has accumulated capital losses of $590,000 ($590,000 in 2007) at the federal and provincial levels, 

against which a valuation allowance of $80,000 ($80,000 in 2007) was established. These losses can be carried forward indefinitely against 

future capital gains. 

 

In addition to the operating losses, as at December 31, 2008, the Company has accumulated research and development expenses in 

Canada amounting to $15,630,000 ($13,930,000 in 2007) at the federal level and $32,110,000 ($27,900,000 in 2007) at the provincial level, 

against which a valuation allowance of $6,170,000 ($5,410,000 in 2007) was established. These expenses can be carried forward 

indefinitely against future years’ taxable income in their respective tax jurisdiction. 

 

 Also, investment tax credits of $2,930,000 ($2,380,000 in 2007) at the federal level can be applied against income taxes of future years 

expiring between 2009 and 2028. 

 

Finally, the difference between the carrying amounts and tax bases of some assets and liabilities has created a deductible timing difference 

of $10,530,000 ($10,190,000 in 2007) at the federal level and $10,920,000 ($10,590,000 in 2007) at the provincial level. 

 

Note 18 – Segment information 
The Company’s activities are grouped under a single operating segment, namely the sale of software solutions and related post-contract 

customer support. Substantially all of the Company's property, plant and equipment are located in Canada. 

 

Revenues by geographic region are detailed as follows: 

 

Revenues are allocated to geographic regions based on the country of residence of the related customers. 

Year of expiry United States
Federal Provincial and Other

$ $ $
2009 7,530,000      5,830,000       -                      
2010 3,850,000      3,580,000       -                      
2014 4,010,000      3,960,000       -                      
2015 1,960,000      1,830,000       -                      
2019 -                     -                      40,000            
2020 -                     -                      110,000          
2021 -                     -                      140,000          
2022 -                     -                      1,860,000       
2023 -                     -                      840,000          
2024 -                     -                      1,020,000       
2025 -                     -                      760,000          
2026 3,760,000      3,350,000       -                      
2027 520,000         340,000          -                      
Indefinite -                     -                      2,170,000       

21,630,000    18,890,000     6,940,000       

Canada

2008 2007
                 $                  $

Canada        9,285,868      10,704,469 
United States        9,525,413       4,066,218 
Europe        6,901,055       3,401,171 
Total       25,712,336      18,171,858 
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Note 19 - Contingency 
A subsidiary of the Company has been given notice of a lawsuit, alleging the existence of a verbal license agreement and seeking to force it 

to provide software or alternatively pay US$500,000 in damages. Management denies the existence of such an agreement and believes this 

suit to be without merit. Accordingly, no provision has been recorded for this purpose. 

 

Note 20 - Subsequent event 
On March 9, 2009, the Company entered into a new banking agreement for $2.6 M with the Bank of Montreal. This agreement includes an 

operating line of credit of $1 M and financing of $1.6 M for research and development and Cité Multimédia Montréal tax credits. The facilities 

are guaranteed by the Company’s current and future receivables and are subject to the Company maintaining certain financial ratios. 
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Board of  Directors 

Ra iner  Busch  
Since 2001, Rainer Busch is the founder and managing partner of Mercury Partners, a Swiss based private equity investments firm. He has 

been working mainly in the finance sector for about 18 years, in Europe and in the United States. Rainer Busch holds a Masters in Sciences 

from the École Polytechnique Fédérale (Lausanne, Switzerland) and a MBA from Columbia University (New York, United States). 

 
A n d r é  C o u r t e m a n c h e  
André Courtemanche is President and CEO of VIAVAR Capital Inc., an investment firm, since September 2004. In 1988, he founded Steltor 

Inc., a leader in time management communications technology, of which he was President and CEO until its  acquisition by Oracle 

Corporation (software) in 2002; he was Vice President of Time Management Platforms for Oracle’s Server Technology group from 2002 to 

2004. André Courtemanche is a member of the Board of directors of Mediagrif Technologies Interactive Inc. (eCommerce). 

 

P i e r r e  Don a l d s o n  
Since November 2005, Pierre Donaldson is a General Partner of JLA Ventures (venture capital), a shareholder that beneficially owns 

7,082,353 Shares of Nstein (13.68 %). From April 2000 to September 2004, he was President and Chief Executive Officer of Bioscrypt Inc. 

Prior thereto, he held the position of Executive Vice President of The Descartes Systems Group Inc., a provider of business-to-business 

Internet logistics solutions from May 1998 to April 2000. He is currently Chairman of the Board of Nstein. 

 
L u c  F i l i a t r e a u l t  
Luc Filiatreault is president and Chief Executive Officer of Nstein Technologies Inc. since 2007. Prior thereto, he was Chairman of the Board 

and CEO of PG Mensys Information Systems (software), acquired by Harris Computer Systems in 2007.  In 2002, he founded NordTech 

Aerospace Inc. (aerospace) which he was President until 2005, renamed ExelTech Aerospace Inc. From 2000 to 2002, Luc Filiatreault was 

President of BellZinc (business portal), a Bell Canada company. In 1987, He co-founded the Informission Group (now Nurun Inc.), where he 

held several executive positions until the acquisition by Quebecor in 2000. Luc Filiatreault graduated in Engineering Physics from Laval 

University (Quebec City). 

 
A.  Miche l  Lav igne  
A. Michel Lavigne is a director of the Caisse de dépôt et placement du Québec and Canada Post Corporation. Also, since June 2005, he is 

a director and a member of the Audit Committee of Quebecor Media (media), Vidéotron Ltée (telecommunications), Sun Media Corporation 

(media) and TVA Group Inc. (media). He is as well the Chairman of the Board of Primary Energy Recycling Corporation (energy). Until May 

2005, he served as President and Chief Executive Officer of Raymond Chabot Grant Thornton (Chartered accountants) in Montréal, 

Quebec, Chairman of the Board of Grant Thornton Canada and was a member of the Board of Governors of Grant Thornton International 

(Chartered accountants). Mr. Lavigne is a Fellow Chartered Accountant of the Ordre des comptables agréés du Québec and a member of 

the Canadian Institute of Chartered Accountants since 1973. He is currently Chair of the Audit Committee of Nstein. 

 

M i c h e l  Lo ze a u  
Michel Lozeau has spent more than 30 years in the field of management and information technologies. He is currently active as a Corporate 

Director and an Executive Coach. Previously, he held the positions of Senior Vice-President of E-Commerce at the National Bank of Canada 

(bank), where he was also a member of the Executive Committee (2001-2003), and Group Vice-President at Oracle Consulting (information 

technology services), a division of Oracle Corporation (software) from 1995 to 2001. Mr. Lozeau has been awarded the designation of ICD.D 

from the Institute of Corporate Directors in 2005. He is currently Chair of the Human Resources and Corporate Governance and Nomination 

Committee of Nstein. 
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Management Team 

Senior Management 
 

Luc Filiatreault – President and Chief Executive Officer  

 

Frédéric Brabant – Vice-President, Customer Care 

 

Jean-François Desaulniers – President, Cabinet Conseil Valsar  

 

Bruno Martel – Chief Financial Officer  

 

Marie-Josée Métivier – Senior Vice-President  

 

Louis Mousseau – Managing Director -Europe 

 

Denis Lavallée – General Manager - Americas 

 

Jean-Michel Texier – Chief Innovation Officer  

 

David Crouy – Marketing Director 

 

 

 

Officers 
 

Stéphanie Benoit, LL.B. – Legal Counsel and Corporate Secretary 

 






