
1 

 

Brian Little :Magellan Aerospace Corporation-- A340 /500.600 : (MALUK:Magellan Aerospace UK) 

            ñFinal Report Versionò :  General Release Tuesday 15 December 2009 

 

WHO  CAN WE TRUST? 

When clever, able people join their skills in a common purpose, they can achieve outstanding results - 

and benefits for others as well as themselves. Such is what we expect in a publicly quoted business. 

But when these executives do so in order to cover up an embarrassing mistake, engage in a άfraudέ, 

and then get rid of the witness best placed to detect and expose it ς their collective skills become 

focused on destroying that witness.  Woe betide the effect of this on the business, the witness, and on 

the third parties involved. 

This is the story of Magellan Aerospace Corporation and its third highest-ranking executive, Brian Little. 

In the 3 years since they fired him in September 2006, during which time they have been locked in 

battle in a Bristol court, the stock market value of the company has indeed collapsed and he and his 

family have forfeited their ancestral family home to pay his legal fees. As if this were not enough, the 

stress in explaining his story and the facts in the case has rendered Mr Little unconscious with seizures 

on three occasions in court, requiring paramedic support.                                                                                               

You may ŀǎƪ Ψ²Ƙȅ ǎƘƻǳƭŘ ǘƘƛǎ ƳŀǘǘŜǊ ǘƻ ƳŜΚΩ                                                        

The answer is ς there, but for the grace of God, go I.  If Brian Little was not there to pursue justice, all 

of us would be worse off because, without people like him, the big corporations would not be brought 

to account and would simply walk over us.  

But,  you may say, if there was a misstatement of the accounts by management the external auditors 

would find it and refuse to sign off the accounts. Could there ever be a situation in which they found 

deception  and still sign off the accounts?  If so, is that not something everyone should know about? 

Then you say, surely the shareholders would want to know all about this? Why would any shareholder 

want it covered up?  What possible interest could that shareholder have? 

And even if a shareholder did have such an interest, you may then ask ς by what possible means could 

he and/or others enlist the support of such impeccable institutions as Ernst & Young  and 

PricewaterhouseCoopers ?  Because of being able to rely upon the unquestioning support and 

ǊŜǇǳǘŀǘƛƻƴ ƻŦ ǘƘŜ /ƘŀƛǊƳŀƴ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ !ǳŘƛǘ /ƻƳmittee ,   who is an internationally recognised 

authority on corporate governance?  
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And what sort of pressure could have been brought to bear on the ŎƻǊǇƻǊŀǘƛƻƴΩǎ UK lawyers 

PinsentMasons LLP to retrospectively certify crucial Magellan UK written resolutions ς involving Mr 

Little, and pivotal to his UK case as true and complete, when no such Notice of or Board meeting 

/resolutions took place before his dismissal?  

Could all of these icons of respectability have contributed to a cover-up? If our confidence in them 

were to be so undermined, in whom could we place our trust to regulate the world of business?   

The answers to these deeply disturbing questions lie in the document attached.                                              

What matters if the truth doeǎƴΩǘΚ   

 An  Anonymous Observer 

           

 

          Foreword      

This account is at once personal, narrative, analytical, and evidential. It is tightly argued in content and aimed at 

a broad readership, ranging from those who know nothing about the case, or, indeed, the aerospace industry, to 

those who  were principally involved as main players in the case. As such, it is set out in levels to allow the 

reader to be selective or all-embracing, depending on his or her interest in the case, and designed to allow each 

reader to measure the facts.  It  is therefore presented in five sections.  

Following .Ǌƛŀƴ [ƛǘǘƭŜΩǎ Introduction (Section 1) is the Evidence in Detail ( Section 2) , supported by a series of 

attachments (Section 3). This includes witness evidence from the relevant public UK court notes, some 

documents and then Question & Answer notes from the Magellan AGMs in May 2008 and 2009.  

Section 4 provides views from 15 people from all walks of life, who were provided with Sections 2 and 3, and 

recently asked by Mr Little to review the evidence.                                                                                                           

Finally, Section 5 is a document he created as a Supplementary Witness Statement 2 (SWS2) in January 2009 to 

provide his perspective on the UK case and its implications for his wider family ŀƴŘ ǘƘƛǎ άDirector with 

CharacterΦέ 
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Colour Coding in Attachments  

Highlights of written or oral evidence   in UK court case 
  Yellow      Comments from MAC public documents or their public evidence  in UK court 
                    Comments by Respondents Counsel  - Mr Lynch QC 
  Green       Comments from Chairman/Employment Judge in UK Court  
 Purple        Comments by Mr Little or Mr Stafford QC  or on occasion from Mr Bobbi at p 64-66 
 Blue            Due Dilgence Checklist comments on (c ) and (d) ï outside of public MAC documents      
 

Aircelle- MACôs customer for the A340 /Trent 500 engine exhaust system ï then shipped to AirbusToulouse  

        

      People 

 

        Mr N. Murray Edwards- Chairman of MAC (28% ordinary shares- well known in Canada /oil:aerospace billionaire)        

Extracts of Witness Evidence Attachment  D   Pages 82 - 89  and then Attachment J 

       Mr William A. Dimma    -  Chair of the MAC Audit Committee (renowned for his books on Boards/Governance): 

 Extracts of Witness Evidence Attachment E    Pages 100  ï 114 and then Attachment J 

Mr Richard Neill          -  President and CEO  (to end FY2006 when he retired) ï now Vice Chairman  

Extracts of Witness Evidence on A340 Attachment C pages 57 - 64 and D p 72 -78 and then Attachment J 

Mr James Butyniec     -  COO (to end FY2006) and now President and CEO of MAC (MAC Director) : 

 Extracts of Witness Evidence on A340 Attachment D page 81 and then Attachment J 

Mr John Dekker          -  Chief Financial Officer and Company Secretary of MAC (and MALUK Director): 

Extracts of Witness Evidence on A340 Attachment  D pages 79 & 80 (excludes pricing & costs)and then Attment J  

Mr Shawn Smith       - Chief Financial Officer and Company Secretary/Director of Magellan UK (MALUK) : Witness 

Mr Phillip Underwood  - Vice President and General Manager ï Magellan UK and MALUK Director : Witness 

Dr Raj Thamburaj -  Manager of Advanced Engineering Services at MAC (Orenda Aerospace)  (Not a witness) 

Mr John Furbay - Magellan /Aeronca factory for A340 exhaust units- Chief Financial Officer      (Not a witness) 

Mr John P. Cheffins  CBE-  Rolls-Royce  Chief Operating Officer ï in that role in 2006 and 2007(Not a witness)            

Other MAC/MALUK witnesses- Mr N.Jones & Ms Wade (Finance), Ball and Walker (HR), Mr Coley ( solicitor) 

Mr John F.Tracey  Lead Partner from PwC UK for the 7 month ñindependent forensic investigationò (Not a witness) 

Mr Don Linsdell -  Audit Partner from Ernst & Young Canada for Magellan Aerospace Corporation   (Not a witness) 

Mr Ian Powell                    -  Chairman and Senior Partner of PricewaterhouseCoopers in UK (PwC UK) 

Mr Christie Clarke            ï  CEO and Senior Partner for PricewaterhouseCoopers in Canada (PwC Canada) 

Mr Louis Pagnutti             ï  Chairman and CEO for Ernst and Young in Canada (E&Y Canada) 

Mr Adrian Lynch QC        -   Queenôs  Counsel for MAC and MALUK in UK court / tribunal legal case  

PinsentMasons LLP         -   Instructing solicitors in UK for MAC and MALUK in UK court / Tribunal legal case. 

Brian Little / ñClaimantò witnesses 

Mr Iain Gray  -   Airbus UK (AUK)  Managing Directorï in that role to December 2007 (member of Toulouse EXCO) 

Mr Mark Bobbi-Leading aerospace/defense strategy and business development consultant (one of BL16 /p64-66) 

Other witnesses ï  Customer (AUK): Mr Renson ( Engineering), Fairbairn ( Commercial), Price ( Procurement); 

MALUK major suppliers: Wilkins ï Apollo Metals MD,  Stocker - Joint MD ï All Metal Services , Semple ï Moyola;  

Mr Underwood (Chief Designer at MALUK); Ms Pettifer, Mrs Prinsloo, Mr Precious  and Mr Baigent ï MALUK 

finance staff ï and Mr Nokes (MALUK Engineering and Business Development)  and Ms Clorley (MALUK 

admin.support).MALUK current employees Dr Martin Bellia (Engineering) and Mr David Stewart (Quality), although 

they did produce witness statements for the court, were stood down re my anxiety for them. Ms Jones (Finance) 

was not called by me, at her request.(19)                My Solicitors were CMS Cameron McKenna LLP (London) , 

Leading Counsel Mr Andrew Stafford QC and Junior counsel Mr Andrew Edge (as per his CV). 
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Section 1    :   1.0   Introduction  

 

For the three years since my summary dismissal on arrival at Toronto International Airport by 

Magellan Aerospace Corporation (MAC) ï ña Toronto Stock Exchange listed companyò - I have 

been pursuing my legal case for Unfair Dismissal by reason of whistleblowing in a UK court.  

 

Of the various issues raised in my original whistleblower claims, one of the central issues was 

that I had ñreasonable beliefò that accounting errors and a mis-statement were likely to be made 

in the MAC balance sheet, relating to MACôs amortisation recoveries of the 

Engineering/Development costs and labour learning costs on its largest project asset, the Airbus 

A340-500/600 (2006.capitalized value > C$40 million).  

 

I believe that by firing me on 18 September 2006, MAC was expecting to silence me on this (and 

other financial/ business /legal matters), by removing my voice and preventing this becoming 

public knowledge in the financial reporting for the Group. Those accounting errors/ misstatement 

were then made later in Q3/4.2006 in the MAC accounts. 

 

Initially, MAC accepted that I was ñreasonable in my belief ñ but, since the publication of a 

ñforensic investigationò report commissioned from PricerwaterhouseCoopers (PwC) , supporting  

MACôs  likely sales of the A340-500/600 and their amortisation treatment in MACôs balance sheet. 

MAC have now sought to reverse that stance and  try and  prove that I had no grounds for my 

ñreasonable beliefò in the three protected disclosures I made to two ñManagementò Directors and 

the Senior Officer/CFO and Corporate Secretary in Aug/Sept.2006. 

 

I strongly believe that irregularities remain in MACôs assessment on the A340-500/600 for 

MACôs Balance Sheet. To demonstrate this, one has to not only examine the conduct and 

performance of the Senior Officers and Directors of MAC but also directly challenge the 

information, and lack of it, which formed the basis of the conclusions in the PwC report. I have 

largely done so in the evidential phases of the trial, which have just completed. The case is of 

course ongoing. 

 

I believe that, at the very least, the PwC report on A340 was neither ñforensicò nor 

ñindependent.ò 

 



7 

 

I have summarised my conclusions in the pages that follow but have also included some of the 

substantive factual evidence at my disposal to allow readers to consider the subject matter and 

findings for themselves. That is consistent with what I stated I would do at the Annual General 

Meeting (AGM) of MAC on 12 May 2009. 

 

2  Relevant Context  

 

2.1  I cannot begin my narrative without setting the ethical context, which MAC had set for itself in 

its  own Ethics Policy é.  

 

 

άIt is the policy of Magellan Aerospace Corporation to conduct its business affairs in compliance 

with all applicable laws, statutes, rules, and regulations and expects Employees acting on its behalf 

to do likewise. In addition , business dealings among Employees and by Employees with customers, 

suppliers, governmental and regulatory authorities, communities and shareholders 

όάǎǘŀƪŜƘƻƭŘŜǊǎέύ Ƴǳǎǘ ōŜ ōŀǎŜŘ ƻƴ ǇǊƛƴŎƛǇƭŜǎ ƻŦ ƘƻƴŜǎǘȅΣ ƛƴǘŜƎǊƛǘȅ ŀƴŘ ǘƘŜ ŜǘƘƛŎŀƭ ǎǘŀƴŘŀǊŘǎ 

outlined belowέ.  

άThe principles in the Code are the individual and collective responsibility of all Employees. 

 

X   LAWS, STATUTES and REGULATIONS 

 

 It is the policy of Magellan to comply, not merely with the letter, but also with the spirit of the 

ƭŀǿΦ ±ƛƻƭŀǘƛƻƴ ƻŦ ǘƘŜ ƭŀǿ Ŏŀƴ ŀŦŦŜŎǘ aŀƎŜƭƭŀƴΩǎ ǊŜǇǳǘŀǘƛƻƴ ŀƴŘ ŀōƛƭƛǘȅ ǘƻ ŎŀǊǊȅ ƻƴ business. Each 

employee is responsible for knowing and understanding the laws, rules and ǊŜƎǳƭŀǘƛƻƴǎΩ applicable 

in the performance of his or her duties at Magellan and complying with the letter and spirit of 

these law, rules and regulations. Ignorance of the law is not a valid defense if the law has been 

contravened.  Employees must not knowingly or actively assist in activity that is criminal in the 

ƧǳǊƛǎŘƛŎǘƛƻƴǎ ƛƴ ǿƘƛŎƘ aŀƎŜƭƭŀƴ ŎƻƴŘǳŎǘǎ ōǳǎƛƴŜǎǎΧΦΦέ 

 

ñIII.  INTEGRITY OF RECORDS AND SOUND ACCOUNTING PRACTICES  

 

Magellan takes very seriously the accuracy of its financial records and financial statements. All 

Company records are to be prepared with care and honesty ŀƴŘ ƛƴ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ aŀƎŜƭƭŀƴΩǎ 
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internal control procedures, record keeping policy and with Canadian generally accepted 

accounting principles and all standards, laws and regulations for accounting and financial reporting 

of transactions, estimates and forecasts . 

 

All Employees involved  in preparing or providing information for inclusion in any reports or 

documents which Magellan is required to file with any governmental or regulatory agency or any 

public communications are responsible for ensuring that (i) information provided is complete, 

accurate and current,  and  (ii) reports and documents are prepared in conformity with all 

regulatory requirements and filed in a timely manner. If an Employee becomes aware of a 

materially inaccurate or misleading statement in a public communication, the Employee must 

report it immediately to the Chief Executive Officer of Magellan or the chairman of the Audit 

Committee of the Board. Making false or misleading statements to external auditors can be a 

criminal act that can result in severe penalties. No Employee may directly or indirectly take any 

action to frŀǳŘǳƭŜƴǘƭȅΣ ƛƴŦƭǳŜƴŎŜΣ ŎƻŜǊŎŜΣ ƳŀƴƛǇǳƭŀǘŜΣ ƻǊ ƳƛǎƭŜŀŘ aŀƎŜƭƭŀƴΩǎ ƛƴŘŜǇŜƴŘŜƴǘ ǇǳōƭƛŎ 

auditors for the ǇǳǊǇƻǎŜ ƻŦ ǊŜƴŘŜǊƛƴƎ aŀƎŜƭƭŀƴΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ƳƛǎƭŜŀŘƛƴƎΦέ 

 

 

2.2    On 11 May 2007 Magellan Aerospace Corporation (MAC) provided a Press Release to the 

Canada News Wire (CNW) and Toronto Stock Exchange (TSE) for its Q1.2007 earnings report 

and then stated again in its Annual Report to shareholders for FY2007 at pages 10 and 11:  

ñ In addition, administrative and general expenses also contain legal and accounting fees of 

approximately $3.5m incurred by the Corporation in relation to a wrongful dismissal claim by a 

former employee and as a result a detailed investigation of concerns raised by a former employee  

regarding certain accounting issues. The concerns were thoroughly investigated by 

tǊƛŎŜǿŀǘŜǊƘƻǳǎŜ/ƻƻǇŜǊǎ όάt²/έύ ǿƘƻΣ ǳƴŘŜǊ ǘƘŜ ŘƛǊŜŎǘƛƻƴ ƻŦ ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ ŀǳŘƛǘ ŎƻƳƳƛǘǘŜŜΣ 

ǇǊŜǇŀǊŜŘ ŀ ǊŜǇƻǊǘ ŦƻǊ ǘƘŜ ŀǳŘƛǘ ŎƻƳƳƛǘǘŜŜ ƻƴ ǘƘŜƛǊ ŦƛƴŘƛƴƎǎΦ ¢ƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ ƭŜƎŀƭ ŎƻǳƴǎŜƭ Ƙŀǎ 

advised the Board of DirecǘƻǊǎ ǘƘŀǘ t²/ ƳŜǘ ǿƛǘƘ ǘƘŜ ŀǳŘƛǘ ŎƻƳƳƛǘǘŜŜ ŀƴŘ ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ 

external auditors, and based on the report prepared by PWC, PWC has advised the audit 

committee that they had not found anything that would undermine the integrity or accuracy of 

the CorporationΩs financial statements. 

 

Amended and Restated Resultsέ   ΧΧ Accounting errors and misstatements ςsee Page 16 
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2.3    The ñwrongful dismissal claimò referred to by MAC above has resulted in 40+ days of 

public evidence in a UK court/tribunal. The ñevidenceò was completed on 22 October 2009; 

when the Tribunal ruled that they had now read and heard sufficient and proportionate 

evidence on the A340 subject to allow them to form their own opinion on my ñreasonable 

beliefò, in the context of the overall case. MAC called some 12 witnesses from the 

MAC/MALUK Board and senior staff. Neither PwC nor E&Y appeared as witnesses for their 

client, Magellan Aerospace. I presented 16 witnesses, including seven in key roles from MACôs 

main UK customer, Airbus UK and their primary UK suppliers at the time of my ñsummary 

dismissalò on 18 September 2006. The UK process now moves to Closing Submissions in 

January / February 2010 and as I stated to shareholders and others at the MAC AGM on 12 

May 2009 (4165/p.120-122), I can now air my views and the basis for those beliefs about 

A340 in response to those publicly stated by MAC from 11 May 2007 in all of their public 

documents and UK court evidence. 

 

3.0    General  Case Summary  

 

3.1    My ñReasonable Beliefò in MACôs Likely Accounting Error / Misstatement in   

Q3/Q4.2006 (which I consider they made ï then and ever since) 

 

Throughout my legal claim in the UK for Unfair Dismissal by reason of whistle blowing, I have 

asserted, amongst other Protected Disclosures, my continuing belief that the balance sheet 

of MAC is materially overstated because of the treatment of the A340 capitalised cost. 

A340 was the single largest project Asset at >  C$40 million on the MAC balance sheet at 

FY2006. 

 

  3.1A  :  Whilst there is acceptance (in theòRespondents Protected Disclosure  PD Scheduleò- 

in the UK court) that these matters were disclosed to two MAC Directors (Mr Neill and Mr 

Edwards) and a Senior Officer (Mr Dekker) in August and September 2006, and would tend to 

show a breach of the law, their position on my ñreasonable beliefò was initially expressed in 

May/June 2007 (6 June 2007-CMD 4)  as  
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ñ At present there is no challenge made by the Respondents in regard to the 

ñreasonablenessò  of any beliefs of the Claimant. If that is not a live issue between the 

parties, ordering disclosure (of the PwC report) in connection with that non issue would, with 

respect, be inconsistent with the over-riding objective and would not be necessary for the fair 

disposal of the case. Naturally, the issues in litigation can shift. Further, if, say, the issue of 

reasonable belief became a live issue between the parties that would be relevant to consideration 

of whether the PwC Report was a relevant document for disclosure. However, until such time as 

the final Report exists, the above cannot be determined.ò  

 

The UK Court/Tribunal then ordered disclosure of the ñPwC reportò which MAC had relied on 

for its press release at page 8 on 11 May 2007. That was the ñFinal Draftò PwC report. The 

Final Copy of PwCôs report was then released in Canada / UK, after their seven-month C$3m+ 

ñindependent forensic investigationò was completed, at the end of August 2007. 

 

3.1B   : During the first hearing in the UK court/tribunal on 16/19 November 2007 the 

Respondents (Magellan) position was on the record as 

 

  ñIt is right to say that, prior to the receipt of the PWC report, the Respondents 

envisaged that the issue of reasonable belief might not be a live issue.  PWC concluded 

that the view adopted by the Respondents as to the treatment of those costs and 

likely sales of the A340 formed no basis for criticism.ò  

 

Since then a Court Order and directions have been required by the UK court for relevant 

documents. For example, in November 2008, when the Tribunal Ruled that  

 

ñThese documents could potentially or could well be relevant to the issue of 

reasonable belief, and we were swayed because the MAC financial statements state 

there was relianceò.  

 

As a result we now have a number of document disclosures from December 2008 to November 

2009 of various MAC A340 production, spares and repairs schedule 

representations/commentaries for FY2006 to E&Y and PwC. 
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3.1C   : When I asked again publicly  during  the final ñevidenceò stage in the UK court/tribunal 

on 22 October 2009, the Respondents counsel Mr Lynch QC restated their change / 

challenge to my ñreasonable beliefò and reiterated  ñWe stand by the PwC reportò. 

 

3.2   My response to MACôs rebuttal of my case  

In its rebuttal of my ñreasonable beliefò case MAC has argued consistently that the accounting 

treatment for the A340 capitalisation / NRC recovery can be supported by a combination of the 

following: 

 

(a)   A340-500/600 Aircraft Production Build Total Expectations 

 

 - BUT I say no consensus market estimate since 2006 supports Aeronca/MAC senior 

managementós representations of aircraft production demand.(MAC Representations, as 

late as 13 March 2007, was for an almost 300 aircraft total production buildï was 291a/c / 1184 

engine exhaust units ï 3605 B/D- see attachments D1/D2 at page 98 and 99). Furthermore, 

also in March 2007, managementôs accounting treatment had not been amended to reflect the 

reduced demand levels in the period from 2007 ï 2009, confirmed by Airbus in their A340 

delivery projection /production plans since Aug/Sept 2006. I had determined, after Farnborough 

Air Show, that it was the ñend of the A340-500/600 production line.ñ  I certainly was not alone. 

In Sept. 2006 a senior Airbus Procurement Manager had also told my MALUK VP 

Manufacturing colleague, Mr Underwood,  that the A340-600 was ñTrashed.ò 

 

then (b) A340-500/600 Spares (including replacement spares)  

 

 - BUT I say MACôs likely, predicted need/volume of spares is wholly inconsistent with 

industry experience and airline expectations (3605H.p68). ( MAC/Aeronca projected to be 

190 on 1 March 2007 and then on 14 March 2007  Mr Neill re-forecast it to be  ñin excess of 800 

units over the period FY2007 to FY2021ò ) At a practical level, it is also contrary to the product 

design/certification documents and the Component Maintenance manuals at the airlines. It is also 

not supported by the ñagreedò contract language for guarantees on Shop Processing Time (SPT) 

or the Direct Maintenance Cost (DMC) guaranteed $ values per flying hour in the MAC contracts 

with Aircelle, and in turn Airbus. When Magellanôs customer, Aircelle, was asked about 

ñreplacement sparesò, they wrote ñwe believe the whole thing is a hoaxé ò(see page 46) 



12 

 

 

and then (c )Potential Magellan A340-500/600 Factory Repairs                                         

(ñOn Conditionò maintenance) 

 

 -- BUT I say, by their advisorôs own admission (PwC 8.72) - due to the ñunpredictability of 

repair workò,    - these should not be included when recovering capitalized assets. Mr Neill, 

as a Director of MAC, also restated that this was indeed their approach in MAC (3598B/3597),  

just hours before the MAC Board approved the FY2006 financial statements on 30 March 2007.  

 

In part this accounting treatment is because other companies, such as the global number 1 

supplier of engine nacelles/exhaust systems, Goodrich (also audited by E&Y), provide a Repair & 

Overhaul service for the A340 /Trent 500 Exhaust Plug and nozzle to the airlines. Mr Lynch QC 

confirmed this MAC approach in his cross-examination of Mr Bobbi when he stated  

 

ñ that Mr Neill makes it expressly clear that Magellan is simply basing its calculations for 

accountancy purposes on spares or replacements, he ós not included anything to do with 

repairsò         Witness :   Mr Mark Bobbi; ò Thatôs right.ò  

 

3.3     A340-500/600 accounting changes since FY2006 

 

Notwithstanding the introduction of a new Canadian inventory standard (3031) in FY2008 that 

permitted the ñwrite offò of approx C$10 million in A340 labour learning costs, plus the benefits 

of retrospective and future price increases following ñarbitrationò with Aircelle in 2008 (PART of a 

C$10.4m retroactive price adjustment in Q3/2008 ï some of that short-term pricing/revenue gain 

I did anticipate-in my former role)  - é  MAC management has not been able to provide any 

credible market-based information that supports their assumed treatment of the A340 

assets in FY2006 and subsequently. 
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4.0     In considering my summary termination and claims, I believe the following are also relevant: 

4.1    A340 was and is vitally important to MAC. The A340-500/600 project investment/asset 

was the single largest financial number (>C$40m) and failure to fully realize the value of the 

project would, inter alia, bring about the triple consequences of  (1) an overstatement of project 

/NRC  assets (2)  financial losses and (3)  create a future cash deficiency / non-recovery in the 

internal and public reporting. 

  

Naturally, one would expect that all the MAC senior executive management would therefore be 

well versed in the detail of the A340 project and the centrality of the cash recovery from that 

MAC asset in the strategic / budget plans. This was, not least, because of MACôs ongoing 

liquidity and ñDebt/fundingò needs before, during, and even now.    

 

        The substantial cash deficit predicted for A340 is still impacting MACôs liquidity.  MAC recorded in 

their Q3.2009 results that they are, as yet, unable to redeem the C$20m preference shareholders     

in 2010, although Mr Dekker did tell the MAC AGM in May 2009 (p118) ñIn view of our projected 

cashflow we view that funds will be available in January and there will be sufficient liquidityò. Also    

Mr Edwards now receives, in 2009, approximately C$ 13m ï 15m in interest / management  charges 

from MAC. This is in return for the more than C$100m in funds he has provided to MAC since March 

2007 (avoiding a ñgoing concernò  before the FY2006 unsatisfactory financial results were publicly 

released) for his further bank guarantees and through 12% interest pa.C$65m loans and his 

investment of some C$40m in 10% interest pa.convertible debentures. In parallel, since the filing of 

their defences in the UK court in Jan.2007, the TSE market capitalisation of MAC has fallen from  

circa C$300m by about 90%. Regardless, a former Ontario Premier Mr Bill Davis, as Chair of the 

Human Resources and Compensation Committee, has approved corporate management bonuses. 

 

4.2     Any responsible company management and audit committee would keep such a 

key asset under frequent review.  Logically, one would expect that every company with 

substantial NRC investments, as MAC had, would consider in its due diligence on a quarterly 

basis their Program Estimates to Complete (EAC) and use: 

 

(a)   its Customers program and delivery projections whilst also seeking    

(b)    external market forecasts from a number (from at least 7 available) of professional third 

party forecasters to ñverifyò a manufacturer , such as Airbusôs  ñnatural optimismò  



14 

 

(c )  reading the information/data from publications/articles in global aerospace/airline industry 

magazines 

(d)   and listening/gathering and considering the information, which it learns itself, through the 

numerous contacts in its trading relationships with their customer ï in the A340 instance , from 

Airbus Toulouse/Airbus UK and Aircelle and other people thoughout the aerospace/airline 

industry. 

 

       These four (ñdue diligenceò checks (a),(b),(c),(d) ) will be highlighted in the following narrative. 

  

But MAC is a Group that notwithstanding a stated accounting policy in its FY2006 Financial 

Report at page 14 of relying on ñcustomers delivery projections as well as external market 

forecasts to determine the number of units over which to amortize non-recurring costsò, 

refer (a) and (b) above: 

 

---   disregarded  its customers own ñmuch lowerò A340 program forecasts / production plans   

---   used a solitary ñoutlierò A340 market forecast and did not obtain any of the other six out 

of seven of the available external market forecasts from professional analysts (whilst at 

least Mr Neill was well aware of the Teal Group pessimism since 2006 :  PwC UK aware too) 

---   was ñseemingly ignorantò to the implications of the market publications/articles & industry 

feedback  

 when representing the accounting treatment for its largest balance sheet capitalized 

asset.>C$40M. 

 

 The facts and evidence in this report from Pages 23-131 speak individually and collectively for 

themselves.  

    

4.3  MACôs top management did not take that responsibility seriously. MACôs top 

management has failed to comprehensively accept individual and collective responsibility and 

display the knowledge one would normally expect in relation to the management of and 

accounting for one of the largest single asset items on the Group balance sheet. Whilst each 

top manager has their individual functional roles (as I had as Senior Vice President ïIT, 

Strategy and Business Development), they also, as a Senior Officer, have legal and fiduciary 

duties to the shareholders for the MAC business, which they quite simply ñlegallyò cannot 

delegate away to others.  
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Indeed the Institute of Directors, in its UK Directors handbook, edited by PinsentMasons, states 

at page 24  ñ Directors should be aware that when they delegate any of their duties to 

others, the responsibility and liability for fulfilling those duties remains with themé.ò As 

colloquially the North Americans say, ñthe buck stops here.ò Mr Dekker dealt with this during 

his testimony when é.. 

 

the Judge asked him ñYouôve heard the Claimantôs motivation. What can you tell us? It was a 

valid concern. How did you regard it at that time?ò  

 

and Mr Dekker responded   ñWe were aware of this programme and the risk. It was not being 

disregarded by anyone. As a management team itôs important to have different points of view. 

Mr Littleôs view is important in this assessment but his is not the only one. His point of view was 

valuable. The auditors were comfortable with the outcome.ò  

 

I would remind the reader of the MAC Ethics policy at page 7 which  stated, ñIgnorance of the 

law is not a valid defense if the law has been contravenedò. Nor can ñapparentò ignorance of the 

widespread customer/market and contract information available to top management be so 

singularly disregarded by all, and then attributed simplistically as an assessment by a Senior 

Officer, who was also charged and experienced in his functional role, as a ñdifferent point of 

viewò.   After all, it had legal and public financial reporting consequences for each, and all, of us.    

 

Notably, as Mr Dimma ,Chairman of the Audit Committee, states in his most recent book ñ 

Tougher Boards for Tougher Times : Corporate Governance in the Post-Enron era :ò If there is 

one governance lesson to be learned from the many corporate calamities of the past few 

years, (and counting),it can be captured in the title of this chapter 2 ñIndividual Competence, 

Collective Impotenceò. Later in his Chapter 23 ñPersonal Take on Ethicsò he says ñFirstly, 

merely staying on the right side of the law is not enough, Although for some, even that is too 

much to ask. Without it, chaos rules. But the law as a regulator of ethical behavior is usually 

too little and invariably too late. The law sets boundaries that separate those on the right 

sideéééé..ò 

 

4.4      Worryingly, the MAC Board and the management seem all too ready to absolve 

themselves of this responsibility through the appointment of advisers (e.g. PwC/E&Y) 
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and an unquestioning reliance on their opinions in areas where they MAC, have the 

ultimate duty and responsibility. The advisors on the other hand state they rely on 

management representations. This then becomes circular as the Board and management pass 

the buck to the auditors and/or forensic accountant, who pass it back to them. The  term 

ñmanagement assertsò, which PwC use in their report, often signals that they are relying on an 

assertion by management for a central component, which is not underpinned by PwC 

ñindependentò analysis or substantively incomplete/ wrong.eg Revenues variance $8470K at 

para 8.62B or shortfall / PwC Spares & Repairs logic, maths &,business basis for expected 

demand of ñ1572ò units for Spares and Repairs  ï para 8.71/8.78.  

 

 Also Mr Linsdell, as MACôs lead E&Y auditor, concluding  comment, to Ms Clare Pettifer and 

me on 14 December 2006 at our meeting in London,  that ñIt doesnôt pay to be a 

whistleblowerò has seldom left my mind since and  certainly will never leave my living 

memory.                                             

        

 Although MAC ós Chairman Mr Edwards repeatedly told the UK court in his 5 June 2008 and 

31 March 2009 testimonies that ñhe trusted the companyôs auditors EY to provide a fair 

analysis of  MAC projectsò he and  Mr Dimma, as Chair of their Audit Committee are not 

strangers to accounting errors and mis-statements at Magellan. In the FY2007 Annual 

Report  at Page 11, they recorded, following the reference to the PwC investigation above. ñ 

Amended and Restated Results    

  

In FY2007 ñAccounting errors and mis-statements in accounts receivable were uncovered 

at one of the Corporationôs divisions during the course of an ongoing process to collect 

outstanding accounts receivable on a timely basis. This prompted an internal investigation that 

uncovered the overstatement of various assets on the balance sheet resulting from improper 

accounting and also discovered unsupported and unrecorded transactions. 

 

As a result of the accounting irregularities that occurred from 2003 ï 2007  ééé Although 

the amounts of the restatements relating to the individual years prior to 2007 were not likely 

material, the Corporation  has restated those periods as the cumulative irregularities was 

material in 2007éò  
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4.5        PwC was an expensive exercise that was flawed in its conception and execution. As the 

evidence has shown, by most working definitions of the terms it was neither ñforensicò 

or ñindependentò. I have highlighted major shortcomings in the ñindependentò ñforensicò 

ñinvestigationò process, and the very limited information base used by PwC in conducting an 

exercise that has cost MAC shareholders some C$3.5m in legal and accounting fees. 

Surprisingly Mr Dimma stated to the UK court that the PwC investigation ñwas only necessary 

after I <Brian Little> engaged the extremely risk adverse audit communityò. I would 

highlight that this was after his own inferior investigation ï see his evidence at Attachment E. I 

have given Mr Dimma, PwC, and E&Y the opportunity to comment on the factual content of 

this report, in advance of its finalization and full release.  They chose not to do so. 

 

    I was denied a similar opportunity to comment on the factual contents of the PwC Final Draft 

report, when I asked in July 2007 if we would be invited to do so. The PwC report on A340 is 

flawed in its underlying information/analysis, and conclusions that are, and would be judged, 

ungrounded by experienced aerospace and accounting personnel.  

 

     According to Mr Alan B Zysman B.Comm, CA-IFA, CFE of Zysman Forensic Accounting Inc of 

Toronto Canada, ña forensic investigationò is ñthe integration of accounting, auditing and 

investigative skills to provide an accounting analysis that is suitable to the court, which will form 

the basis of discussion, debate and ultimately dispute resolutionò . According to the New 

Oxford Dictionary of English (1998), óforensicò ñmeans of or relating to or denoting the 

application of scientific methods and techniques to the investigation of crime, but it can also 

mean of or relating to the courtsò.  

  

     According to ñA Guide to Forensic Accounting Investigationò (Golden & others, Wiley 

2005) the bedrock of an effective audit are   

 

                                                 1.  professional scepticism, 

                                                             2.  knowledge and experience and 

                                                            3   independence and objectivity. 

  

One of our real concerns from the very outset of the PwC ñindependent forensic investigationò 

(585), likely to be chaired by Mr Dimma, was written up in a Network of independent Forensic 

Accountants (NIFA) editorial article, during the time of the investigation on 14 March 2007, 
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about ñA healthy dose of common sense and scepticism. Does what you are being told 

tally with other evidence that you have been presented with?   One of the key mistakes 

that had befallen many a forensic accountant is paying lip service to a clientôs claim ï 

only for it to slowly disintegrate before their eyes, due to not carrying out some 

commonsense reasonableness checks. ñ  

 

So, when I use the term ñForensic Deceitò later in this document on A340, I mean that it is not 

trustworthy, because either the intention of the authors PwC or the effect of their less than 

rigorous investigation or audit standards was to mislead the reader in the ñfactsò and 

conclusions from its work. 

      

 Nevertheless, this was a draft report that after 100 days was damming in commenting that 

ñFinancial control in MAC and MALUK in relation to the areas we examined is poor and 

needs to be improved; this need is particularly acute given that MAC is a public 

company.ò It is significant that this critical comment is totally omitted from PwCôs Final Report, 

supporting my strong belief that this report was in effect an attempt to ñwhitewashò my concerns 

and vindicate the position of Mr Dimma and MAC. 

 

  4.6      In the legal case, MAC first stonewalled, trying not to disclose any of the underlying 

documents on the accounting issues by denying their relevance. That stonewalling 

approach has been a hallmark of their conduct of the case, as their legal team have 

consistently refused to look at the documents requested by me in advance, to confirm their 

relevance, preferring instead to drive up the time and cost both inside and outside the court 

process by mounting spurious arguments such as ñthis is a classic fishing expeditionò and ñto 

cross the line between fishing and non-fishingò you must demonstrate some evidence of 

relevance. When the documents are finally disclosed by Magellan it is evident to everyone why 

they were and are individually and collectively ñsubstantivelyò relevant .  

 

         I am disappointed also that after enormous cost to me, my family and in terms of damage to 

my career after a ñswarmò of largely misplaced allegations on their part, regarding my personal 

character and conduct/behavior (see my public Witness Statement W/S ï 126 pages, my 

Supplementary Witness Statement  SWS1ï30/235 pages and my SWS2ï14 pages at 

Attachment  L/P.182 - 195)                        MAC has still failed to provide credible or 

compelling documentary evidence to refute the basis for my whistleblower claims.  
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             As my QC stated at the first hearing in Oct/November 2007 ñMoreover it is important to 

appreciate that the Respondents approach is entirely consistent with the way in which 

whistleblowers are treated;   first ignored, then demonized, then dismissed and then 

publicly rubbished.ò What makes it look and feel worse was that all the business activities I was 

engaged in , with Airbus UK and its MD, were focused on improving short and long term profits 

and cash flow ï this objective was evidenced by my actions both before and even shortly after, 

my ñwithout-warning firingò on arrival at Toronto International Airport.  

 

 All I was doing was carrying out my three roles to ensure that we at Magellan dealt diligently 

and professionally with the commercial and financial matters highlighted ï including A340 -

500/600. With the liquidity /funding challenges in August/September 2006, and which were 

forecast to continue, I donôt think that Mr Neill wanted to deal with these and A340 properly, 

given the triple impact on the MAC finances, before his retirement in December 2006, that is at 

the financial year end. It was Mr Neillôs functional and Director role and legal responsibility to 

have the financial impact of the ñTrashedò A340 practically completed in MACôs public financial 

reporting before he retired in Q4.2006/FY2006, and certainly before being promoted to Vice 

Chairman. That he would, unfairly, leave to others. I did not think that should be left to our new 

President and CEO, Mr Butyniec, to address as he took office.  

 

 As for Mr Edwards, our Board meeting on Thursday 10 August 2006 had been difficult. One of 

his comments ñone hand of the senior management here in MAC donôtô know what the other is 

doingò. When Mr Neill, Mr Edwards and I spoke about the A340 -500/600 programme after the 

Board meeting, including the obvious triple financial consequences of that, I was to learn from 

Mr Dekker the following morning that he had since been instructed by Mr Edwards that there 

was to be no more cash to be sent from MAC to MALUK. Mr Edwards had never said that 

before in relation to MALUK. I still do not know whether the A340 -500/600 programme 

reduction, with its resultant significant cash deficit, conversation in some way provoked Mr 

Edwards to give his instruction ñNo more cash to MALUKò . All I knew was that MALUK was a 

separate legal entity with no overdraft banking facility / no Parent Company Guarantee and an 

inappropriate loan/shareholder structure from a ñsolvency testò perspective.                               

 

 After I was fired Mr Dekker and Mr Smith tried to cover up an important change on 18 October 

2006 (although I was still a UK director until removed on 15 November 2006) by having a 
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PinsentMasons solicitor certify on 11 July 2007 as ñOriginalò Written Board resolutions 

dated 28 April 2005 changing the MAC loan/shareholder structure at MALUK. I would 

emphasise that I was a director of MALUK at that time and can confirm that no MALUK Board 

meeting ever took place that day in accordance with the Articles of Association and therefore 

obviously Magellan could not disclose, in accordance with the Tribunal Order dated 3 

December 2008 the Request 4 for the Notice or the MALUK Board minutes, - critically this was 

the Board meeting on which E&Y and the PinsentMasons solicitor had relied on for that 

certification as Original Board resolutions (506/477-481) and  reported in the MALUK FY2005 

statutory accounts.  

 

That important change was the conversion of a £10m intercompany loan from MAC into 

shareholder equity (allotted).The next day,12 July 2007 the FY2005 MALUK statutory 

accounts (528) would be filed, late,  with the UK Companies Registry.  

        

         Mr Edwards repeated this ñNo more cash to the UKò to all the attendees at our MAC staff 

meeting the following Tuesday 15 August 2006 (p.82-85). I believe I understood his justifiable 

frustration with MAC and MALUK senior management, and the regular need for further cash 

funding. Nevertheless, it was frequently clear that Mr Edwards wanted to ensure that Magellan 

could continue to retain and secure funding from public and banking sources ï not just solely 

and continually rely on him. I took his explicit remarks very seriously;  and acted accordingly, 

unfortunately in hindsight.   

 

 The prospects of that triple impact of a C$10M + ( a higher number to be ñfinalisedò ï but fired 

before we could work through the detail in the strategy and my meetings in Toronto that 

September week) failure to fully realize the value of the project would, inter alia, bring about 

the triple consequences of  (1) an overstatement of project /NRC  assets (2)  financial losses 

and (3)  create a future cash deficiency / recovery, which was what MAC didnôt need, and in 

the financial markets would most likely be unwelcome in the near-term in raising  ñpublicò  

monies.  

 

         It is my belief that the management of MAC did not want to address the A340 NRC issue, 

whilst concurrently facing ongoing liquidity challenges AND the planning/execution of the 

replacement funding of the C$70m convertible debentures due within 18 months.  
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 My three roles and experience were such that I was probably the best ñnetworkedò into the 

European customer /market information. I was in the midst of the Aircelle/price arbitration 

preparations and I was expected to formally take over part of Mr Neillôs role on MACôs strategy 

on his imminent retirement. In coordinating the development of that MAC business strategy it 

would have been wholly remiss of me not to be focused on the cash income expectations from 

projects, such as the largest one - A340-500/600, as well as recommending which aerospace 

/defense projects we should invest in, with the financial resources required to do so, and the 

justification for same.   

 

Lastly, and by now it should be perfectly clear, I had a fiduciary duty to the shareholders, my 

quarterly certifications and a obligation to comply with the law and our Ethics policy. It is 

significant to me within hours of my dismissal at the Airport ,MAC sent out an Announcement 

of my leaving the company to all its customers and suppliers. As you will see at Page 54, this 

was signed by both Mr Edwards and Mr Neill and was couched not in the customary anodyne 

language of such announcements but in words that served to cast doubt over the reasons for 

my departure. It also stated that any communication the addressee would have had with me 

should be directed to other officers of the company. I believe that this latter statement was 

made in part to cut me off from the very people who could, in all likelihood, provide supporting 

evidence. I would add that this announcement also had the effect of compromising 

substantively my ability to find another job in the aerospace industry, through the reputational 

damage and suspicion it caused among headhunting firms who inevitably learned of its 

existence. 

 

 Whistleblowers normally stand alone.   

Nevertheless the fact that I have been able to present to the UK court  16 witnesses speaks 

volumesééééééé.. 

        

       Which brings me back to character. Directors and Senior Officers individually and boards 

collectively must have the conviction and the strength to speak up and say NO more often than 

they do.   Mr Dimmaôs testimony that ñall investigations were about your termination, not about 

subsequent claimsò and his two page investigation report on 14 November 2006 (p111/112) stating 

that ñmy concerns were historicò and that they were not ñfinancial or governance issues that were 

of concern to me as Chairman of the Audit Committeeò , despite everything he states in his books, 

was an enormous surprise  and profound disappointment. 
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5.0          My assessment on the A340-500/600 project / balance sheet at MAC today 

   

  We as shareholders still face a big hole in the balance sheet and consequently, a material 

shortfall in the planned cash recoveries from one of the largest assets in the balance sheet. 

   

   I have repeatedly asked that MAC voluntarily disclose, for some 7 months now, the few 

documents (Requests 16B and 16C in FY2008/FY2009) that would prove that I am wrong 

today. Only a couple of weeks ago they instructed their solicitors to state they would not be 

doing so. After the experience you will read about it here,  it is simply not sufficient to make 

Management Representations to the auditors and then, in the same breath, say we rely on the 

auditors, Ernst & Young. The buck stops with MAC management and the MAC Board.        

    

  After very careful consideration of all the evidence  I reiterate my earlier assertions (Protected 

Disclosures  PD22,PD23 and PD24 from Aug 8+9 , 10 and 14  September 2006) , that the 

Balance Sheet treatment of the A340 assets remains overstated  by at least  C$10 

million in the current public reporting in 2009 by the Directors /Senior Officers of 

Magellan Aerospace Corporation.  

 

  The adjustment, for the change in accounting treatment under the new Canadian inventory 

standard 3031 in January 2008 , by a further C$10m does not, of course, recover the cash. 

This figure would also have been much higher in the financial reports to the TSE/public in 

FY2006 and FY2007. I believe from the financial analysis carried out, subsequent to my 

termination and for my witness evidence,  the figures at the end of FY2006 and FY2007 were 

an A340 asset mis-statement  of approximately                  C$20 million - C$30 million  ï see 

doc.4242A etc. The CFO Mr Dekker and others have been provided with these documents.  

 

Brian Little as at Wednesday 18 November 2009                 Former Roles, Duties and Responsibilities 

 

1. Former Senior Vice President ï IT, Strategy and Business Development ï 12 May 2005 to 18 Sept.2006 

See Organisation Notice for my promotion to MAC on page 53 

2. Former Senior Officer of MAC ï promoted/appointed 12 May 2005 to 9 November 2006 - MAC Board  

3. Former Director of Magellan Aerospace UK ï ñremovedò by MAC/MALUK on 15 November 2006  

        (with Functional responsibility in UK for Sales and Marketing, Engineering and IT.  Not the Manufacturing business) 
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Section 2                The ñDetailò  Report               A340-500/600 Background  

 Magellan Aerospace Corporation (MAC) entered its A340 contract in 1998 with Hurel Hispano /Aircelle 

for the A340-500/600/Trent 500 engine exhaust system, for the period to 31 December 2012. As he was 

then President/CEO, as well as Chairman of  MAC,  Mr Murray Edwards was at least responsible for the 

decision to agree to amortise the Magellan costs for engineering /development and manufacturing costs 

for the A340-500/600 (Non Recurring Costs = NRC) over 1285 Engine exhaust system units.  

 

Amortisation means spreading the Hurel Hispano/Aircelle agreed MAC estimated NRC costs over the 

contractually-agreed volumes and time. MAC would then take the risk on the projected volumes for the 

production and sale of the A340 -500/600 aircraft  (Mr Edwards accepted  300 aircraft)  and then seek to 

recover these NRC costs/investments in  the requisite higher selling prices for the units delivered up to 

FY2012. In the meantime, those NRC costs would be added as Assets to the MAC Balance Sheet, rather 

than be written off to the Profit and Loss account as incurred. That initial substantial investment would 

then lead to a progressive asset reduction; creating a significant cash recovery gain as each engine 

exhaust unit was paid for by Aircelle in due course. These 1285 units were calculated as  300 aircraft  x 4 

engines (1200 engine nacelle exhaust system units), 20 units for  development/testing and  65 units for  

initial provisioning (IP) spares (element one) for airlines operating the Airbus A340 ï 500/600 Aircraft with 

RR Trent 500 engines. 

 

A few years later (date unknown) and up to 13 March 2007, management at Magellan had increased its 

Spares and Repairs estimate from 65 to 190 units. This was to provide for the second element, 

ñRotablesò, (the extra units needed to support airline service whilst those exhaust nozzle and plugs were 

being repaired within the guaranteed turnaround time of 30 calendar days in MAC/ elsewhere) and third 

element, a percentage of units returned for Factory Repair to MAC/elsewhere, which would eventually be 

judged to be Beyond Economic Repair (BER) and require replacement.  

  

 A340ï500/600  Unit ñVolumesò -   I filed my legal claim for ñAutomatic unfair dismissal by reason of 

ñWhistleblowingò (ERA.103A)  in December 2006 - and reconfirmed  in it  (GOC para 65.3 /PD23/2603 ) 

what I had stated in August and September 2006, before being ñfiredò, regarding  the internal Airbus 

future delivery program  projections  now being between 60 and a 100 further aircraft deliveries (Airbus; 

to a maximum total aircraft build of 195 ) and the resultant  C$10m +  despite this MAC management 

/Senior Officers, Mr Dekker and Mr Butyniec, and Mr Neill a MAC Director, would still lead and represent 

in their A340 Program Estimate to Complete (EAC) for Q4/2006 and other relevant documents 

(1831/1831A &3605B/D) to Ernst & Young (E&Y), their external auditors, and PricewaterhouseCoopers 

(PwC) (1831/1831A &3605E/G) during its ñindependent forensic investigationò, that there would be almost 

300 aircraft built. As late as 1 March 2007 MAC actually presented a A340 -500/600 projected total 

build of 291 aircraft /1164 engine exhaust units.  

 

This was almost DOUBLE Airbusôs ñMost Optimisticò  A340-500/600 further build program  

projections. Even the imminent production /delivery rates for the period 2007- 2009 were also 

almost DOUBLE those stated by Airbus since August /Sept 2006 (2117). With these ñmisleadingò 

1164 units, and the 190 units predicted for Spares and Repairs,  MAC could continue to represent that 

1285 units be used for amortization/ NRC recovery in its FY2006 financial statements. 
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In UK court evidence (p.79) the MAC CFO Mr Dekker confirmed that the A340 was the single largest  

NRC project in MAC and that after approximately 33% of deliveries (towards  the1285 amortization 

quantity ) in  the Program  EAC,  there still remained, on the MAC FY2006 Balance Sheet,  NRC of  

approx. > C$40 million assets.  Also that  the Q4.2006 EAC workbooks provided to EY for their FY2006 

audit represented that the remaining 833 units were scheduled to complete by FY2012/contract period. 

 

In completing this A340.Program EAC each quarter, and particularly for Q4.2006/FY2006,  

The Magellan Aerospace Corporation (MAC) FY2006 Annual Report at Page 14 states that  

 ñThe Corporation relies on customers delivery projections as well as external market forecasts  

<sic> to determine the number of units over which to amortize non-recurring costsò.  

 So using common (sense) every company with substantial NRC investments, as MAC had, would 

consider in its due diligence  on a quarterly basis their Program Estimates to Complete (EAC) and use    

  

(a) its Customers program and production delivery projections whilst also seeking   

   

(b)  external market forecasts from a number (from at least 7 available) of professional providers to 

ñverifyò Airbus ñnatural optimismò  

 

(c )  reading the information/data from publications/articles in global aerospace/airline industry magazines 

 

(d)   and listening/gathering and considering the information, which it learns itself, through the numerous 

contacts in its trading relationships with their customer ï in the A340 instance , from Airbus 

Toulouse/Airbus UK and Aircelle and other people thoughout the aerospace/airline industry. 

These four (ñdue diligenceò checks (a),(b),(c),(d) ) will be highlighted in the following narrative. 

 

Although the current  MAC President and CEO , Mr Butyniec inexplicably did not know in the UK court 

(p.81) which  (b) external marketing forecast reports Magellan used in assessing the validity of  what 

was its largest EAC/NRC Balance Sheet asset  - the A340 -500/600 -  it is now clear, from the UK public 

court evidence, of the former CEO (retired in December 2006 /FY2006) and  now MAC Vice Chairman  

Mr Neill, that the sole external market forecast input, apparently completely relied on by MAC, was from 

Forecast International (FI) of the USA.  

 

FI are best known for their market forecasting work on US defence projects /engines, rather than 

expertise in the Civil aircraft market. FIôs A340 annual report in April 2009 (4084) now forecasts a further 

reduction in the aircraft to be built by Airbus to a total aircraft build of 133 A340 ï 500/600 aircraft. In 

March/April 2007, whilst reducing its 2006 forecast it was still predicting a further 117 deliveries to a 

production build of 213 aircraft.  

 

That 2007 forecast left FI entirely out on its own, when compared with the six other external market 

forecasters and incredibly was some 15% higher than Airbusôs own OPTIMISTIC total build delivery 

projections scenario of a 100 further production aircraft deliveries (to a total of 195 a/c) or even more 

concerning some 50% above the Airbus ñpessimisticò view of a 60 further deliveries (to a total of 155 a/c) 

from January 2007 . In 30 years, I have never before witnessed an aerospace market analyst report 

predicting a higher demand than that of the manufacturer. Many others concur with that experience too. 
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The FI forecast of total aircraft build of 133 in April 2009 is now finally within the 2006/07 range of 130 ï

150 production aircraft (ñconsensusò = 135 aircraft / 540 exhaust units) from the other recognised 

SIX of SEVEN professional providers of A340 external market forecasts (b).  

 

The substantive analysis and resultant numerical forecasts had been evaluated by everyone else 

(FI projected 78 aircraft sales - total 213 a/c - above that 135 a/c ñconsensusò) in an almost unique 

ñmarket forecasterò consensus on the A340-500/600 future, since as early as 2006 (e.g. 135 a/c -

Teal Group - 2993) and certainly by April 2007 (e.g. 135 a/c -Merrill Lynch ï 2936).  

 

The  March /April 2007 Teal Group A340 external market forecast annual report (b)  was headed                             

ñDead Plane Flyingò  (April 2006 - Airbusôs Tragic Quadjet)  and was at least one of perhaps the other six 

ñmarket consensus- 135 aircraftò forecasts available within PwC (London - Mr Hoon Lee) for this forensic 

investigation.  

 

Although I had heard Mr Aboulafia of Teal Group speak at the AIAA conference in Toronto in late 

September 2005 (with Mr Neill et al) I had never seen any of his Teal Group market forecast reports for 

A340. I was sufficiently impressed by him generally then, to tell PwC in our late January 2007 meeting, 

during their question about outside of MAC market expertise and knowledge  (audio tape- 587) ñ Just to 

deal with the outside of him ï referring to John Furbay ï I suggest what you do is you get two or 

three analysts to give their view, probably the guy who is best in the market is TEAL group,  a guy 

called Richard Aboulafia , and everybody, all the others , may have different views but he is worth 

reading and getting.  It would cost you a couple of thousand dollars but he is usually not that far 

away from reality.        I think most people see it like this ï this is the end of the line.ò Although Mr 

Furbay and Mr Neill responded to PwC Canada at Q4 (3598A) on 22 March 2007 that ñWe are unaware of 

other sources beyond Forecast Internationalééò . Whilst that response, surprisingly it would seem was 

the extent of Mr Furbay knowledge, at least for Mr Neill that certainly was not true. He referred to the Teal 

ñpessimismò/ p72/75/77. 

 

Following these audio-recorded comments when my support team and I received the Final Draft PwC 

report after the UK Court Order for disclosure on 20/21 June 2007 we were stunned to see that PwC had 

included only a single external market analyst report from FI and ignored my initial recommendation to 

ñget two or threeò, one of which ought to have been from  Mr Aboulafia/Teal. I then decided to obtain, for 

the first time myself, the Teal Reports. The A340 Teal reports for June 2005 (242 a/c) and April 2006 (135 

a/c) and 2007 (139 a/c) were sent to me by Teal on 3 July 2007. At that time, I was totally unaware that 

these Teal Reports were already freely available within PwC via their annual subscription, throughout the 

entire 7-month period of the PwC Independent Forensic Investigation, to support exactly these types of 

audit/ investigatory work through their knowledge management processes for  the global PwC firms.  

 

Mr Neill, as he quite clearly recalled  in response to a question from the Judge in the UK court ,(p.77) had 

provided PwC, in  March 2007 from  his extensive reading with his file of A340 press articles retained 

from Flight International,  Aviation Week and  Air Transport World publications and perhaps others.(c) He 

could not recall whether he provided the Teal Group information. These naturally gave a sense as to the 

A340 market/sales etc. at the relevant times (e.g.4271/4) .I know he did retain such a file in his office as on 

regular occasions we would discuss articles and subjects which we had both seen or read. I also used 
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articles from publications regularly in my December 2005, March 2006, and May 2006 Board 

presentations.  

 

PwC do not mention any market data/articles from any publications or any Teal Forecasts in their 

Reports. Mr Neill provided his assessment to the court of the probable reasons for that (p77). PwC were 

also unable; recently, to retrieve Mr Neillôs ñPublicationsò file and return it to MAC when requested 

(4294A/G). This was to enable its contents for the period September 2005ï March 2007 to be a matter of 

court record. I have been able to obtain all the relevant A340 articles directly from the Publications 

mentioned by Mr Neill on 27 July 2007 for that period. Those articles (c).that I recall that Mr Neill and I 

had read separately and discussed (mostly Flight) are annotated accordingly now in the UK court bundle. 

 

I also used copies from publications/articles (c ) with the MAC Board, often sending the Directors copies 

to read in advance of the Board meeting so that they could be used as part of my Board presentation. For 

example, an extensive folder (100+) pages was sent on the Aerospace/Market environment in December 

2005. I used these, amongst other things, to help identify phases of progression and crucial decisions. 

For example for the A340 ï 500/600 programme: 

 

(A)  the response to the Boeing 787 program and sales success was the launch of  the original 

Airbus A350. Initially it had been launched as a much-improved A330 at Paris Airshow in June 2005.  It 

was not targeted to replace the A340-500/600 and separately an engineering programme was launched  

in September 2005 called the A3456 ï or A340 Enhanced ï from both Geoff Pinner in AUK Engineering 

and Iain Gray as MD, Airbus UK . I was aware of this because of the study and engineering resource 

implications on the UK wing and resources. This also gained some publicity in Flight in November 2005 

(4270) and I spoke with Mr Neill and the MAC Board about that article/subject matter on 8 December 

2005.   

 

(B) by the end of  2005/January 2006  in the Aerospace publications reporting (e.g.4272/4) it was 

clear that the Boeing 777 had completely outsold the A340. Current sales campaigns were being lost on a 

monthly basis by Airbus. Without the A340 ñEnhancedò product the future looked ñterminalò. This is why 

my email dated 19 February 2006 to Mr Neill, Mr Butyniec, Mr Dekker and Mr Edwards (1437/8)  pointing 

to the current situation regarding sales campaigns and  my concerns that some internal Airbus estimates 

of production volumes for the A340-500/600 programme were for just 75 sales/deliveries from  that time 

was    crucial  ( a total production build of 150/155  aircraft - (Brian Little witness statement para 200.)                                                                                                                                                                                            

 

I also endorsed my Q4.2005 Canadian regulatory Senior Officer quarterly certificate dated 24 February 

2006 to Mr Neill and Mr Dekker recording the ñcontinuing challenges on A340 and we would need to keep 

under close scrutiny in 2006ò.   (Brian Little witness statement para 201.doc 1457-1460) 

 

From my customer network within the Airbus top management I was aware that some of the sales 

campaigns (Qatar) and orders ( such as Emirates  A340 600  for 18 aircraft ) were all now inextricably 

tied up with product development decisions on A340 Enhanced and  the A350. Some of this was also 

reported within the aerospace/airline industry. (Flight 4276)  
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(C)  On or about 16 March 2006 - from the knowledge I had gleaned from within Airbus and the 

recent articles I had read in publications  (c ) - just before MACôs Board  meeting on the 17 March 2006, I 

informed Mr Dekker that MACôs financial statements were based on an  assumption  regarding Aeroncaôs 

ability to fully recoup its NRC on the A340 and that MAC would have to review its financial statements to 

ensure they accurately reflected the Groupôs profitability and assets in the second half of the year .                                                                                      

For example, I was aware from Mr Iain Gray (the Airbus UK MD, a member of the Airbus Executive 

Committee and a key member of the Airbus product development steering committee) that Emirates had 

now stated unequivocally to Airbus that their order for 18 A340 600 aircraft for delivery in 2009 -2011 was 

dependent on an Enhanced A340- 600 product. The engineering study (AUK Wing/T1500 engine) for 

A3456 was now vital. Rolls Royce had also firmly told Airbus that Airbus / RR needed to do something 

different as the Boeing 777 (its only engine source was GE) was winning every major sales campaign. 

 

(D) Again at the 11 May 2006 MAC Board (Brian Little W/S 204). I provided files (c )  and a 

presentation on the Twin Aisle market (including A340 /A350 ï 247/6) explaining in some detail during 

that 10/15 minutes the phases which the original A350 and A340-500 /600 were moving through. I 

recommended that we continue to be present in this Twin Aisle market and believed that we should target 

a revenue value of $500K per aircraft of core competence work from both the Boeing 787 and Airbus 

A350 aircraft programmes as they would most likely broadly share this market. MAC Board concurred. As 

part of the presentation I also commented on the widely publicised reporting of remarks ( 4290) by Mr 

Udvar Hazy, one of the best known customers (ILFC ï International Lease finance Corporation)  and a 

respected commentator  in the airline industry on the challenges facing Airbus on A340 -500/600 and 

their ñcurrentò A350 product offering. Several key decisions would now be made in the next couple of 

months ï page 28 

Mr Edwards also referred to the Pricing challenges with Aircelle and that Mr Dekker and I were now 

seriously considering a potential action through arbitration. I was underway with a complete contract 

review of all the prior Magellan/Aircelle contract documentation and some European lawyers were now 

provisionally engaged with us to determine the probable value of any arbitration process and expected 

case outcome. Then July/August 2006 timeline and my conclusion ñend of the A340-500/600  lineò ï 

p.28 

 

I do not know which of the seven external market forecast reports (known to Airbus and me) or other 

publications Ernst &Young had access to within the knowledge management process of the global E&Y 

firms and which they utilised as references for part of their annual audits at MAC on the A340- 500/600 

projects, or indeed other large projects at MAC such as the GE 414/Super Hornet, in coming to express 

their audit opinion each year.   However, we do know that a market range of 130 -150 aircraft would have 

been revealed by any of those other six global market reports. Ms Hadfield ( EY UK)  told Mr Precious 

and me on 7 December 2006 that she had  also read the UK Times article in late October 2006, which 

had recorded in its headline   ñEnd looms for Airbus A340 as Emirates cancel $4bn ordersò -  

2642/3)  (c ) 

 

Reflecting apparent confirmation within Magellan of these market report developments, Mr Underwood, 

the Vice President and General Manager of Magellan UK, noted at a customer meeting (d ) with Mr 

Vandersteen of Airbus UK , on the 15 September 2006 (2291) that Mr Vandersteen  had  just told him 

that the Airbus A340-600  program was ñTRASHEDò.   Mr Underwood  subsequently confirmed to the UK 
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court that Mr Vandersteen was, characteristically blunt;  Mr Vandersteen was very well placed within 

Airbus to know and act on the future A340 plans, as he had substantial responsibility for the 

purchase/financial and cash commitment by Airbus  procurement to meet A340 production.   

 

Strangely, Mr Butyniec stated in January 2008 (p.81) that this crucial ñTrashedò information about A340 

from Mr Vandersteen had never been relayed to him by Mr Underwood (d ).  This was despite Mr 

Underwood reporting directly to him and their joint awareness of the A340 ï 500/600 being the single 

largest project for /NRC asset/cash  recovery - with greater than C$40 million remaining on the MAC 

Balance Sheet in FY2006. Mr Dimma was similarly not advised of this, later in his inquiries. (297D). 

Although PwC interviewed Mr Underwood , neither he nor PwC state whether A340 was discussed by 

them. 

 

I am interpreting this senior Airbus Managerôs use of the word ñTrashedò as a succinct summary of what 

my more comprehensive factual analysis of the A340 ï 500/600 programme had concluded in mid July 

/August 2006. This was now effectively the end of the airline sales orders and production line for A340.  

 

The timeline for the four crucial decisions that finally determined my ñend of the A340-500/600 line ñ 

conclusion  were: 

 

(1)  A350-1000XWB was publicly launched at the Farnborough Air Show on 17 July 2006 (now 

effectively a product specification for the long-term A340- 500/600 replacement) following a 

ñcustomer/airlines initial A350 product specification - rebuttal yearò for the earlier Airbus product 

offerings for A350/A340 Enhanced (Aviation Week- 4290/4290A). (Brian Little Witness Statement 

paragraph 205) 

 

(2) A consequence of this was the A340 ï 500/ 600 ñEnhancedò (A3456?) work ceased ï 10 July 2006   

(Brian Little Witness Statement paragraph 204) 
 

(3)  Because the A340 ñEnhancedò study was terminated, Emirates and Airbus considered a different 
aircraft sales solution in July/August 2006.  Within a few months, Emirates confirmed their 
cancellation of their existing order for 18 A340 600 aircraft and the diversion of those cash 
prepayments into other Airbus sales transactions. (Flight .29.Nov.2005= 4270 & 
17.March.2006=4277 & 1 Aug.2006= 4279/80 & UK Times : 28 Oct 2006 =2642/3     (BL W/S 205) 

 

(4)  In June 2006 (after re-appraisal-Flight.14. Feb 2006 ï 4276) Qatar Airways confirmed their initial 
decision for 20  Boeing 777 aircraft, rather than any further orders for the A340  600 product 
(Flight 27June 2006- 4278).  This was yet another sales win, as for Air Canada in Nov 2005, for the 
Boeing 777 (4272/4). As Air Transport World  (ATW) reported  ñ Some orders are option 
conversions from previous sales battles , but in the past 18 months the trend is that Boeing are 
winning all  the major campaignsò (4287- March 2007)  (Brian Little Witness Statement paragraph 
201) 

 
At our weekly MAC staff meetings on Tuesday 1 August 2006 (Request 8 doc; the only set of MAC staff 

minutes that cannot be located by MAC; from the 1246 pages they decided to disclose) and on the 12 

September 2006 (Section.35.2179) I discussed with Mr Edwards, Mr Neill and Mr Furbay the current 

A340 market /sales and related product developments, alongside further A340 programme reductions for 
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2007 -2009. These covered the period from mid-July and the Farnborough Air Show through to early 

August 2006, and I also updated them all whilst attending the entire four-hour staff meeting on 12 

September 2006, after my recent telecoms of that last several days with Airbus in Toulouse /UK on A340 

ï 500/600.  

 

All of these developments and their implications for future A340 aircraft sales campaigns/orders plus 

their consequential impact on MAC finances were discussed by me with Mr Neill on 8 August 2006 in his 

office for 10/15 minutes (PD22), AND then noted on my Senior Officer quarterly certificate (part of 

Canadian regulatory & MAC processes)  for a further discussion on 9 August with Mr Neill/Mr Dekker, 

which never took place   (My Protected disclosure PD22).    (Brian Little Witness Statement paragraphs 

210 & 211)  

 

I ensured it was to feature in my specific conversation with Messrs Neill and Edwards on 10 August 

2006, after a difficult MAC Board meeting. I told them both again that Airbusôs  internal sales plans were 

now for some 60 (to 155 a/c) to 100 (to 195 a/c)  and I believed the financial consequences for MAC 

would exceed ï C$10 million (PD23- confirmed : Yes .Col.1). and would be required in our future public 

financial reporting ( PD23- confirmed :Yes Col 3(1).Brian Little Witness Statement  paragraph 212.doc 

2605  Obviously a part of that impact would be to simply further inflate MAC funding needs in the 

strategic plan by FY2011. This customer Pessimistic scenario (of 155 a/c) was now final confirmation of 

what I had said in my emails (1437/8) to Mr Neill ,Mr Edwards, Mr Butyniec and Mr Dekker on 19 

February 2006  - a further 75 aircraft deliveries  to a 150/155 total aircraft production build for the A340 -

500/600.  

 

 I raised the subject again on Thursday 14 September 2006 with Mr Dekker at 07.39 pm in the final part 

of my 29 minute call , (PD24 - confirmed Yes:.Col.1.and Yes ; Col 3 (1) ) Brian Little Witness/S para 213 

as part of a wider review on the forthcoming arbitration  on A340 pricing and the current contract 

escalation formula with Aircelle(849-879), following our extensive conversation on  some other crucial  

MALUK subjects (Protected disclosures - PD6,PD7,PD8,PD9,PD10ï deferred, and then not investigated 

by PwC).  

 

The significance of these A340 decisions from a strategic and financial accounting /cash recovery 

perspective was enormous for MAC and its future cash /funding. This A340 subject would all be against 

a backdrop, in 2007, of activity to replace the funding of the C$70 million of 8.5% convertible unsecured 

debentures and be strategically central to future cash generation for use in MAC and of course the 

accuracy of its Balance Sheet/P&L.(3038). There is no way that they could be considered as normal, 

random, management conversations. The level and circumstances in which these meetings took place 

underpin their importance from a policy, strategic and business/legal perspective, before the forthcoming 

Strategy meetings, which I would lead in Toronto in my functional Senior Vice President (SVP) role for 

MAC business strategy development on Tuesday 19 September 2006 

 

It was imperative for me (since my promotion to MAC in June 2005 ïsee attachment A1 page 53), 

bearing in mind my functional MAC Strategy and my fiduciary responsibilities as a Senior Officer of MAC 

to the public shareholders and the Toronto Stock Exchange, that these matters be comprehensively and 

numerically addressed by all of us at those forthcoming strategy discussions in Toronto. This never took 
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place for me.  A significant part of my three week annual holiday was interrupted by business. As Mr 

Smith, MALUK CFO, was encountering difficulties he asked for my assistance (2108) with major 

Magellan UK (MALUK) matters involving price increases and sales income/cash acceleration with senior 

Airbus management. This had of necessity now to include the Airbus UK Managing Director Mr Gray, 

who was a witness.(2439/2441)  In tandem, as I was the best-known Director, and with my colleaguesô 

ñinvolvement and  knowledgeò, I was properly agreeing contractual variations with the Managing Directors 

of two of MALUKôs largest trade creditors for raw material - delaying our payments by 14 days to 27 

September 2006.Both of whom were witnesses. These items demanded time, as did my further 

preparations on A340 and for the MAC Strategy meetings. Then I suddenly found myself, on arrival at 

Toronto Airport from Belfast on Monday 18 September 2006, being summarily ñfiredò by Mr Neill, without 

warning, and in breach of the statutory disciplinary/ dismissal procedures known to Mr Neill, shortly after 

collecting my  luggage.  

 

Within hours Magellan Aerospace had sent notifications to customers, staff and suppliers stating ñé.Mr 

Brian Little is no longer an employee of Magellan Aerospace Corporation or its subsidiary companieséò  

and those public statements have been regarded as being pregnant with unstated reproach. Anyone 

reading them were prompted to wonder and ask what I had done wrong (see page 

54/2479).Concurrently with Mr Edwards and Mr Neill co-signing this Announcement I was still 

concentrating on gaining final approval from Mr Gray, the Airbus UK MD, for his authorization for A380 

engineering work (2441) with a sales revenue and straight profit of £209K/C$440K. There was a deep 

sense of irony in all of this. I was ñfiredò while that £209K profit was recorded in the Q3/2006 finances of 

MALUK Engineering (2547/2647), which was to offset an A380 sales reserve of £200K released in 2003 

by Mr Neill and Mr Dekker, and enabled MAC to publicly report its first positive net income of C$221, 

000 in many quarters.  

 

RETURNING now to the MAC Annual Report at Page 14 -   

                           ñThe Corporation relies on  customers delivery projectionsé (a)  

The published AIRBUS / customers delivery projections reduction for the period from 2007 to 2009 

to only 32 aircraft, , were provided to both E&Y and PwC (e.g. 3600). 

 

 Although the MAC FY2006 Annual Report stated its reliance on those customer projections (a) as part 

of MACôs assessment of the number of units to be used in NRC recovery, I believe PwC deliberately 

IGNORED those Airbus A340 customer projections in their Report. As a result NO reconciliation 

/commentary was carried out by PwC in their report between Airbus numbers  and  the MAC  

ñrepresentationsò set out below: 

 

(a)    both PwC and E&Y had  the AIRBUS volumes/timing in their planned delivery projections in the 

period from 2007 to 2009 documents ï which were equal to 32 aircraft  or a production rate of 10 

aircraft per year(2007= 52 units,2008= 40 units,2009= 36 units : doc.3600 (a) dated 6 Feb.2007 - 

not referred to in the PwC report) which was widely known within Magellan since September.2006. 

 

(b)   the Q4.2006 EAC dated  21 February 2007 (1831A) with volumes/timing equal to some 833 units   

(2007 =  40 exhaust units , 2008 = 156 units , 2009 = 162 units , 2010 = 162 units , 2011 = 162 units , 

2012 = 151 units)  and therefore an assumption  that  the remaining 833 of the 1285 units would be 
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delivered to Aircelle by the end of the commercial contract in FY2012  (doc.1831A ï not an Exhibit  in  

the PWC Forensic Report).This was also the basis of the initial submission to the MAC strategic plan.  

 
(c)    the  Airbus volumes/timing in the MAC 1 MARCH 2007 representation to EY & PwC (doc 

3605B/G)  in the period from 2007 to 2009 ï  was equal to 62 aircraft  (2007 =  72 exhaust units, 

2008 = 72 units , 2009 = 104 units; documents not Exhibit in the PwC report) . This was equivalent to 

a production  rate  of  20 aircraft per year , when the  A340 ï 500/600 rate was  thoroughly briefed  to 

have  halved (c- 50% )  to an  approx 10 per year  in Aug 2006 ï see MAC 12 September staff 

meeting (2179) and (2117) As (a). Mr Butyniec confirmed his knowledge of that production rate of 10 

aircraft per year as making sense in the UK court (p.81). MACôs total production build program was 

for 291 aircraft/1164 units ï see Mr Neillôs evidence to the UK court on 14 November 2007 (p.73). It is 

noted that Mr Neill and Mr Furbay later wrote on 22 March 2007, in response to PwC Q1 (3598A),  

that ñ.  Other forecast data supplied to you on numerous occasions indicates volumes greater than 

1247 and this is potential upside in the program, but we have chosen not to use these figures in our 

business projectionsò 

 
(d)  then the PwC forensic team obtained an advance copy in mid March 2007 of the March/April 2007 

market forecast  from FI.     In the near term the Forecast International  March/ April 2007  ñHIGH  

CONFIDENCEò   aircraft delivery volumes projected for the period 2007-2009 was for 41 aircraft or 

equivalent to a production  rate of 14 aircraft per year (almost 30% higher than the manufacturers, 

Airbus production plan at (a)  ( FI = 2007=56 exhaust units ,  2008=52 units , 2009=56 units  with  

the remaining forecast  for 2010 - 2015 = 304 units : doc.3616),   PwC having obtained  this latest FI 

report in mid March 2007, directly from FI sources, passed it on to MAC and Mr Neill (notes.p.67).    

 

For its largest NRC project it is simply NOT credible that Magellan Senior management did not consider 

ALL the inputs (a) Airbus  programmes  (b) external market reports, (c) aerospace publications 

information and (d) their communications network they had on A340 from mid 2006 to early 2007. At its 

most simplistic a Representation document  that MAC would manufacture the equivalent of 62 aircraft (on 

1 March 2007) and 41 aircraft (14 March 2007)  for the period  2007  to 2009,  when they were all aware 

of a rate of 10 aircraft per year in the Airbus programme for 32 aircraft (3600)  is simply absurd. Even a 

cursory glance at their FY2007 EAC /budget for 10 aircraft / 40 units, as compared to their 1 March 2007 

representation  of 20 aircraft / 78 units would create some basic questioning of the  market /production 

number submissions. This surely could not have been oversight/incompetence by Magellan top 

management?  

 

And then we have the document disclosed on 27 August 2009 headed Aeronca  Aircelle A340 program ï 

Actual/Estimated Quantities (Engine Sets) dated 14 March 2007 .  This document is included at 

Attachment C2 page 68 and should be referred to by the reader now. This is vitally important as it is 

recorded in response to Q3 from PwC (3598A) by Mr Furbay/Mr Neill on 22 March 2007 that 

ñManagementôs judgment does not differ from the estimate used at 31 December 2006.  Please see 

Answer 1 above. Any alternative projections produced were at the request of PwC or E&Y and were 

provided for reference purposes. New information that has become available has not changed our 

well established and consistent estimate and is therefore not pertinent.ò It is not known which firm 

asked for the analysis based on the two other detail program volumes outcomes below. This document 
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3605H is critical as it opens up the subject of replacement spares needs at an ñassumedò 40,000 flying 

hours creating in excess of 400 -700 units to enable MAC to continue to use 1285 units in the amortization 

for the Q4/2006 EAC /FY 2006. 

 

Outcome 1 :  Production volumes planï a plan based on Airbusôs actual production plan for 2007-2009 to 

build 32 aircraft (that is (a) 3600 above) with production completing at a total aircraft build of 135 aircraft 

(542 + 20 development units). This of course was what I suggested (150 a/c  my assessment pre 

termination ïsee 1437/ 2605 and then 135 aircraft in my W/S 226.3) and also the market consensus ï 

135 aircraft- of 6 out of 7 of the other professional forecasters in 2006/early 2007. The Spares and 

Repairs line was then reforecast on Mr Neillôs instruction based on Dr Thamburajôs email of 12 March 

2007 (3618/3621) and a useful ñExhaust life of 40,000 hoursò / 5000 flying hours per year and its resultant 

Spares total calculated of ñ886ò Spares and Repairs (uplifted from the MAC/Aeronca forecast of 190 on 1 

March 2007). 

 

Outcome 2 :  Airbus website ï total aircraft sales orders ï 153 aircraft (3602) and then termination. The 

production demand forecast of a further 228 units by MAC failed to review the seven customer outstanding 

orders - for multiple aircraft - status. The Emirates order for 18 had been cancelled in 2006. Air Canada for 

3 was ñeffectivelyò cancelled in 2005. Aerolineas Argentines (6) and Virgin Atlantic (6), for which deliveries 

were suspended indefinitely. In effect a real total build of ñ132ò aircraft with ñ12ò of those ñsuspendedò.   

 

My assessment was, and is, that the Outcome 1 production forecast (a) used by MAC on 14 March 2007 

was exactly what I said, whilst the Spares and Repairs is grossly inflated using ñSpares replacementsò  and 

ignoring the Factory Repairs (at MAC or elsewhere), when only units that are returned by the airlines and 

judged Beyond Economic Repair (BER) should be counted ï a ñnormò  of 13%-15% - for Spares. Even on 

MACôs ñincorrectò assumption of complete replacement at 40000 flying hours the calculation has two 

business errors. The first, as Mr Neill agreed in his evidence, is that it should have been based on airline 

aircraft in service dates (not historic delivery dates from Aeronca to Aircelle). Secondly the average annual  

hours are 4400 flying hours per year. That is a nine year replacement cycle ï 40,000/4,400 (not eight 

years).  

 

When this calculation is ñcorrectedò then the MAC predicted ñmaximumò Spares demand is for a 

further 613 units, and not 868. The production termination at 135 aircraft now meant that the 

shortfall to the 1285 units required in the Q4 EAC was 705 units with a MAC-assumption-based 

ñsparesò demand of  613 units by FY2021. PwC had doc.3605H (C2 page 68) from 14 March 2007 via 

Mr Furbay. 

 

PwC failed to question all the glaringly conflicting data at their disposal. MAC had represented in March 

2007 production volumes for 2007 ï 2009 that were DOUBLE those planned and published by Airbus 

more than six months earlier.  Whilst this was clearly misleading PwC consciously elected instead to 

use as the SOLITARY basis for their Report (see para 8.78.p.63) the FI March/April 2007 market forecast 

for 2007ï2009/2015, which, not only did it not reflect the ñmarket consensus -135ò amongst the 

professional providers but also, unprecedentedly for the industry, and improbably, FI had also 

positioned its forecast by almost 30%  above the definitive production plans of 32 aircraft for the 

next three years of the manufacturer itself . I have never in thirty years witnessed this before in any 
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external market forecasts in the aerospace industry, nor have any of the many others with whom I have 

spoken in the last two years.   

  

Additionally and centrally PwC, as recorded at PwC para 8.3, were aware from my briefings/documents 

and filed Grounds of Complaint within the UK court process (PD23) that the Airbus internal sales/program  

scenarios of a further 60 (total build  155 aircraft) and 100 aircraft (total build 195 a/c) - which naturally 

tend to be higher/optimistic, as they are the manufacturers -  exceeded by some 15 ï 50%  the 

remaining total aircraft build forecast of 117 made by Forecast International in March 2007.  

 

In March /April 2007, in common with all the other market analysts and forecasters, FI  had successfully 

identified the four drivers (as is stated in Page 33) for substantial reductions in market volumes in its 

Forecast Rationale (3616) using their language  

 

(1)    ñThe planned A350-900 and -1000 will offer competition to the 777ò (A350XWB launched ï      

Brian Little Witness Statement para 205 and as BL timeline.1.above) 

(2)    ñThe Possibility exists that the company will build a ñcleaned upò A340 é. but during 2006 

company officials showed  little enthusiasm for committing resources to such a moveò(A340 

ñEnhanced-3456ò terminated ï Brian Little Witness Statement para 204 and as BL timeline.2)  

(3)    ñEmirates Airline was a major proponent of an upgraded A340. The company already operates 16  

A340s and had ordered another 18, with 10 options for delivery in 2009-2010. But the company 

cancelled the order in the last quarter of 2006.   We think this move is significant and that other 

carriers will be equally unwilling to wait for Airbus to clarify its intentions towards the A340ò (A340 

ñEnhancedò abandoned / Emirates order for 18 cancelledïBL W/S205 and as BL timeline.3) 

(4)    ñThe company began 2007 with a firm order backlog of 43 aircraft, and market demand for the 

A340 is relatively weak. Put bluntly, the A340 has been taking a beating from the 777, and Airbus 

has not yet offered carriers compelling new reasons to select its four engine aircraft over Boeingôs 

design. Industry feedback indicates that the 777 offers lower operating costs and better overall 

economicsò   (Current A340 Sales campaigns& orders ïBL Witness Statement 201 and as BL 

timeline.4.4272/4) 

 

(These four decisions were restated in the Forecast Rationale April 2009 FI report ï which now forecast a 

total aircraft build of 133, finally joining the market consensus of the others.. It adds in 2009 (5) ñthat the 

Virgin Atlantic outstanding order for six a/c for delivery in 2013/14 is all but certain to be cancelled.ò  

 

However, FI failed in April 2007 to follow their ñForecast Rationaleò  analysis language through  in to their  

annual numerical forecast of the reduced production forecast numbers ï by 70 to 213 aircraft (but still 

some 78 aircraft:312 engine exhaust units  greater than  the ñ135 a/c market consensusñ of  the six 

others)  I am reliably informed by FI that in the April 2007 report Bill Dane (who had just recently been 

diagnosed with terminal pancreatic cancer) ñelected to keep production in the early part of the period at 

the level he did for only reasons he can answer. Additionally FI are not privy to Airbus internal documents 

ï if our forecast exceeded the actual numbers produced , it is because Bill Dane believed ïfor reasons 

only he could explain that they would ñ. From what I can determine the FI processes do  not  consider  

existing fleets and future airline sales and campaigns for long haul routes, from a ñtop/down and 

bottom/up scienceò, for those existing/potential new customers of A340 aircraft. As a former FI employee 
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Mr Bobbi was able to confirm that was not part of the FI process and often it was just a ñguesstimateò by 

the analyst.  

 

In conclusion the FI numerical forecast was therefore fundamentally impaired, as well as unbelievably 

exceeding Airbusôs own production plans for the immediate future from  2007 ï 2009  by +9 aircraft 

(almost 30%)  whilst over the 10 year period from 2007 ï 2016  they were   20  to  60  aircraft  (15 % ï 

50% higher than Airbusô own internal views ï WS 205/2605).  

 

All the other forecasters, like Mr Greensletôs Airline Monitor, had dramatically reduced their forecast below 

Airbusôs worst case scenario (of 155 aircraft) following his top-down and detailed routes/airlines analysis. 

Greenslet was notably quoted  in a Business Week article ñBoeing Roars Aheadò in November 2005  

ñThe A340 is going the way of the dinosaurò.After discussing that article with Mr Neill he retained my 

copy of this edition of the magazine (4296A).  

 

I submit it is NOT credible to consider that Mr Neill, Mr Butyniec, Mr Dekker and Mr Furbay, on their largest 

single cash- generating project in the strategic/ budget plans, would make these significant errors in 

accounting estimates, unwittingly, in the EAC/ documents in their representations to E&Y in March 2007.   

 

Additionally, Mr Butyniec (acting CEO) was never interviewed by PwC, although he certified those 

Q4.2006 accounts (323.p.81). I was surprised about that, as Mr  Butyniec, in July 2006, had told me that 

he too was concerned about MAC ever recovering all its A340 NRC (B Little W/S 205 unchallenged). I 

had said to PwC  in January 2007 that  ñHe (Mr Neill) and Mr Dekker and I have got to face into that 

because thatôs what going to happen. Thatôs not fair to Mr Butyniec to be taking over a balance sheet that 

isnôt right.ò (586)  

 

We know, at least in part, what E&Y did; as PwC amended its ñFinal Draftò Report to include in its Final 

Report in August 2007 at para 8.61 ñThe Q4 FY2006 EAC was also used by EY for year-end auditing 

testing purposes.ò (b at p30/31)it represented that a further 833 units (those remaining units to 1285) 

would be delivered by FY2012 and the end of the current contract.                                                                                             

As yet we also do not know how E&Y reconciled this Q4.2006 EAC and the volumes /timings by FY2012, 

with the customersô delivery projections they received from MAC and me , as well as which of the other 

six external market forecasts they accessed  and  consider  in their annual audits at MAC.  

 

AIRBUS /A340- 500/600  Outstanding Sales  Order Book   

Also, although PwC are the  auditors for Air Canada and Emirates airlines, in assessing the ñfuture 

requirementò emanating from the seven customers in the Airbus outstanding Order Book (3600/2), at para 

8.67(a) PwC failed to reduce their ñcurrentò orders to 132 aircraft, by removing 21 aircraft. This 

exaggerated PwCôs calculation of future demand by 84 exhaust units.  

 

These 21 Airbus Orders had already been ñcancelledò and removed from the airline capital commitment 

public reporting of PwCôs own audit clients in PwC Montreal at Air Canada=3 of the A340 600 (Ann. 

Report pages 37, 38, 71 - 13 Feb.2007 ï 3604 C/E) , and in PwC Dubai at Emirates =18 of the A340 600 

in 2006(Ann. Report pages 061/097 on 16 April 2007 ï 3604 A/B). By anyoneôs imagination, with 

aerospace and forensic experience, this was more than a simple error.  
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This was all the more astonishing as these ñcancellationsò had also been known to E&Y and every MAC 

Board member in 2006 via my individually addressed MAC ñDirectorò Files  delivered by FEDEX to every 

MAC Director (4 December 2006:DIR 44 ï UK TIMES (2642/3)----- ñEnd looms for Airbus A340 as 

Emirates cancel $4bn ordersò, as well as being widely reported in the aerospace industry , including the 

Forecast International April 2007 Report exhibited in the PwC reports. 

 

Finally it was also well known in the industry, from September 2006 ï April 2007, that two of the other five 

A340 customers, Virgin Atlantic Airways (6 a/c) and Aerolineas Argentines (6) had suspended indefinitely 

their orders. 

 

In fact, less than a month after the PwC Final Report was released the Aerolineas Argentines order for six 

A340-600 was removed from the Airbus O & D website. This left a total Order book of 138 aircraft (3096 

/3098), whilst as FI record in their April 2009 report --    ñthe six aircraft ordered by Virgin Atlantic for 

delivery in 2013 and 2014 are all but certain to be cancelledò. That is consistent with market speculation 

since early 2007 and what I was  told in mid July 2009 by the top management at Virgin Atlantic Airways. 

 

So PwC conclude their Number of units/volumes analysis ñforensic investigationò  (p62)  

8.78 ñ PwC Observation :   Based on third party information presented above  

<referring to FI numerical market forecast information for April 2007 of a total aircraft build 

of 213 aircraft> and on management information obtained, the delivery of a 

combination of production and spare units totaling at least 1285 units over the life 

of the programme ending FY21 is not  unreasonableò 

 

B Little Observation : So with the DRAMATIC fall in forecast A340-500/600 total 

aircraft production - a Magellan engine exhaust system ñShortfallò in units, now 

calculated by PwC to be 365 (para 8.76) was required to reach the 1285 units 

amortization in the Q4.2006 EAC.   ñSparesò (replacement parts) were all that 

remained to make up that ñShortfallò of ñ365ò to 1285 units.   The 1 March 2007 

representation to E&Y and PwC, just days before, of a forecast of 190  Spares & 

Repairs was now insufficient to meet the 1285 units required in that EAC. 

PwC correctly record at para 8.5 that ñBrian Little explained to PwC that the allegation was mainly about 

production units since the volume for spare parts is not significant.ò 

B Little estimates a ñshortfallò,,per PwC para 8.68, in Q4.2006 EAC to the amortization total of 1285 units 

of  > 700 + units ï now required as Spares volumes (P42)  

 

It seems reasonable to believe and conclude that Magellan / CFO Mr Dekker, and also now CEO Mr 

Butyniec as he stated in his testimony regarding Spares (p.81) have represented to their auditors E&Y, 

for the FY2007 / FY2008 audits,and will  imminently represent again for the FY2009 EYaudits, the 

position that their UK solicitors have stated in the extracts from their four letters at P.34 on 

Spares/replacements.    
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Specifically, that the commercial predictions for the likely spares and replacements are based on a Mr 

Neill/Mr Furbay schedule dated 14 March 2007 (3605H) ï ñAeronca Estimates based upon Exhaust 

System Life of 40000 hoursò when Mr Neill stated to PwC on 29 March 2007 (3597/3598) (and possibly 

told E&Y at Board on 30 March) that          ñThis analysis showed that the likely spares requirement 

was in excess of 800 units over the period from FY2007 to FY2021ò.    

 

We all also know in the UK court evidence on 27 July 2009 that the subsequent independent  PwC 

ñexpected demandò Spares and Repairs calculation in March 2007 was heavily and wrongly 

inflated to1572 units, which in turn exaggerates the revenues by greater than $100 million. PwC 

was not only flawed in its ñmarketò demand forecast but also was logically and mathematically 

incorrect, as can be seen by considering their comments and table at PwC paras 8.74 - 8.76. 

Attachment C3.92 at page 71 and my analysis and the remarks below. 

 

ñPwC para 8.74 : Assuming a maximum 20-year amortization period for the A340 programme and the 

8-year average useful life of exhaust system units would imply the following :  

 

(a)  production units delivered between FY 2001 and FY2012 would need to be replaced or repaired 

twice by FY2021  

(b) Production units delivered in FY2013 would need to be replaced or repaired once prior to FY2021 

(c) Production units delivered in FY2014 and thereafter would not need to be replaced or repaired 

prior to FY2021 .ò 

 

B Little assessment :  A cursory glance at para (a) will reveal the logic error as the period should be 

from FY2001 ï FY2005 (not FY2012) and consequently para (b) should have read production units 

delivered between FY2006 and FY2013. 

 

and at  ñPwC Para 8.75  

 

By referring to the PwC table 8.75 (page 71) readers will see,  as recorded in the UK court during Mr 

Neillôs  evidence, that the PwC ñexpected demandò is based on both logic and mathematical errors 

 

FY 2001 - FY2006  of  414 x 2 when this should be for  units in airline service to FY2005 = 296 X 2 

FY 2007 - FY2012  of  348  and then PwC double to 696, rather than X 1 for FY2006 ï FY2012=436. 

 

 

This of course meant that PwC  

 

1.  together with the FI ñoutlierò 213 aircraft production  market forecast created the  ñlowestò 

possible  calculated ñshortfallò  of ñ 365 ò units   

 

2. and when then combined with that PwC ñheavily and wrongly inflatedò  Spares and Repairs 

expected  demand of 1572 units above  the resultant    23%   (365/1572) could now form the 

basis of justifying the marginally  higher than aerospace industry norms for airline BER units                
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(norm  13 to 15%) and PwC analysis of, and support for, replacement spares. That is for those 

ñ365ò parts returned by the airlines for Factory Repair, from their expected demand of 1572, and 

which were eventually judged Beyond Economic Repair (BER) . Those airline operators would  

then be faced with no choice but to have to purchase Spares replacements, ultimately via or from 

the Original Equipment Manufacturer, MAC 

.  

It is my belief that the ñ1572ò was consciously exaggerated by PwC so as to reduce the % attributed 

to BER to a number which, whilst still higher than the industry experience norms of 13 -15% was not 

ñoutrageousò.         This was part of the ñForensic deceitò by PwC.  

 

The market consensus and my view was for a production ñshortfallò of 700 + units and spares 

numbers of a further 132 units. Other experienced people and organizations, including Mr Bobbi,  

assess the further Spares needs at between 104 ï 112 units. 

 

Had the PwC calculation properly considered the market consensus ï 135 for production and the 

airline aircraft and dates in service with the actual average annual hours (4400 hrs) then even on 

PwC and MACôs own assumptions the calculated number should have been just over 600 

units for predicted demand for Spares AND Repairs by FY2021. That was, and is, logically and 

fundamentally different to that in the PwC report with substantial ramifications for the A340 asset 

valuations/cash recovery in the MAC Balance sheet and their Observation /conclusion at para 8.78.     

                                                                             

None of the MAC Board, including the Chairman Mr Edwards, Mr Bill Dimma as Chair of the Audit 

Committee, Mr Neill, Ms Butyniec and Mr Dekker, corrected that crucial ñ1572òfactual error with PwC 

when they had the opportunity to do so during that seven month long PwC ñindependent forensic 

investigation?ò, and before the PwC report was finalised and published at the end of August 2007. 

As I said in my witness statement at para. 224.4 ñ ..  I considered the mathematical spares 

calculation included in the report to be at best, misguidedò.   

 

Indeed Mr Dimma told the UK court on 4 June 2008 that ñThe Audit Committee looked very, very 

carefully at the draft and final PwC report, but we didnôt get into the exquisite level of detail that Mr 

Little is now pursuing and Mr Dekker would have been involved with.ò                                                                

For the record, the referenced ñexquisite level of detailò subject was about my regulatory quarterly 

certificate comments and the quarterly Estimate at Completion (EAC) as at Q2.2006 for A340. When 

asked the question earlier ñEAC ï Estimate at Completion document ï did the Audit Committee look 

at this regularly? Mr Dimma had replied ñYesò   (See Attachment E)  

 

Mr Dimma has written extensively about the need for good Corporate Governance. For example in 

his last book ñTougher Boards for Tougher Times ï Corporate Governance in the Post-Enron Era.ò  

 

 

 

Mr Dimma was asked during his testimony by videoconference in the UK public court on 4 June 2008 
 

Mr Little    Why did you instruct PwC?  
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Mr Dimma     You met Barbara Hadfield , external auditor, E&Y .                           

Auditors are extremely risk  averse . Ms Hadfield raised the issue with her 

partners. They felt they had an obligation to meet you.  

 

Mr Little    Then the Audit Committee decided to commission an investigation?  

  

Mr Dimma     Yes, E&Y were sufficie ntly concerned you had raised these issues; they felt 

that they should investigate further.  On UK counsel advice, the Audit 

Committee hired PwC.                 (see UK court notes at Attachment E)  

 

That PwC report had cost the public shareholders of MAC C$3.5m +, and was commissioned  

/managed by Mr Dimma, following his own inferior investigation in Sep-Nov 2006, in which he had 

concluded in a letter (E2.page 113/114) that   ñthe matters that you were raising were historicò and 

ñthe issues you raised were not financial or governance issues that were of concern to meò and 

subsequentlyò there was no substance to the purported concernsò. 

                   

Mr Edwards was asked during his testimony by videoconference in the UK public court on 5 June 2008 

 
 Mr L ittle    Why were my points, especially on the A340, not included in the PwC 

report?  

 

Mr Edwards    A large amount of money was spent on the external auditors E &Y and the 

third party PwC. They were of high repute . They reported to the Board 

and the Audit Co mmittee, it was acceptable to rely on them.  

 

Chairman      ñHow much money was spent on the PwC Report?ò    

 

Mr Edwards    ñToo much!!   The shareholders struggle with the fact that the amount 

spent on that report could have been used for creating jobs etc é.i t cost 

in excess of C$3m. It is a substantial amount,  but it was at the 

instruction of the Audit Committee, which is made up of fully engaged 

independent directors.   It was a standard and detailed report.    ï see UK 

evidence in court  at Attachment D  

 

PwC also recorded after 100 days in their Final Draft Investigation Report at para 2.40 (605/606) that  

 

 ñFinancial Control within MAC and MALUK in relation to the areas we have examined is poor 

and needs to be improved: this is particularly acute given that MAC is a public company.  

Examples of poor financial control that we identified during our work include; 

(a)   Accounting adjustments made with insufficient supporting analysis and documentation; 

(b)   Inadequate understanding or documentation of balance sheet provisions and insufficient 

documentation of   the decision to release certain provisions 

(c)   A lack of awareness of the program accounting requirements under either Canadian or 

UK GAAPé. 

(d)  Poor control over individual projects from an accounting perspective. Project sales 

volumes, revenues and costs are not reviewed with sufficient frequency or rigour. 
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Following the public release of the FY2006 MAC Annual Report and the Q1.2007 earnings report 

(2956) that recorded ñthat PwC has advised the audit committee that they have not found 

anything that would undermine the integrity or accuracy of the Corporationôs financial 

statementsò a UK Court Order was granted on 6 June 2007 to provide a copy of that referenced PwC 

report to me, on or before 20 June 2007. That was after 100 days investigation and based on their 

ñFinal Draftò report- May 2007. 

 

Although Mr Dimma had told me in an email on 24 April 2007 ñHi, Brian : the PWC report is nearing 

completion and should be available to the Magellan Board meeting of May 10.Re distribution, it is my belief 

based on discussions with Torys, that , at this point, this is neither clear nor decided.regards, Bill.ò In the event  

Magellan management, Senior Officers and MAC Directors were all able to read that Final Draft report, 

and were invited to comment on its factual accuracy and any omissions (324A/B/C).  I was not.   

 

Following that UK Court order and provision of the PwC Final Draft Report on 20 June 2007, I wrote to 

Mr Dimma (2974/5) to ask whether we would now be invited to provide our comments in a like manner. 

Despite never meeting the authors of the report from PwC Canada, and the Court Order disclosing the 

Draft PwC Report to us some six weeks before its finalization and publication, there were various 

emails exchanges (3002-3005) in which I was advised  

 

 é..ñWith respect to your reviewing and discussing the report with PwC, PwC interviewed and 

otherwise communicated with you on a number of occasions before and during the preparation of the 

report, and received a great deal of information from youò            and  

 éé  .ñPwC is of the view that further contact with you will not add to its investigation or conclusions 

and the Audit Committee has accepted that viewò                         and  

 éé..ñIt is evident that you may not agree with everything in PwCôs report but the Audit Committee 

is confident that PwCôs investigation was thorough and competent, and is prepared to rely on 

PwCôs conclusions. ñ  

 

Mr Dimma was asked during his testimony by videoconference in the UK public court on 4 June 2008 

 
Mr Little  Was I asked to make comments  about factual accuracy ? (3002) Sent by independent 

lawyers working for the Audit Committee. I asked to make comment as I had been 

advised by Deloitte. I asked if I would be asked to comment on the factual 

accuracy ï it was denied ? 

 

Mr Dimma   You met with PwC during the investigation  

 

Mr Little  These are specific questions. I asked if I could make comments. This opportunity 

was denied.  

Mr Dimma  I n the view of the Audit Committee, PwC is a r eputable firm,  a first 

class UK forensic accountancy team, capable of getting all the facts  for a 

sound report. They did so. There was no need for other partiesô comments. 

 

Mr Little  Why could the MAC/MALU K management comment ? I t takes longer for me now t o bring 

up factual issues.  
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Chairman   You donôt have to.  Not sure that Mr Dimma can help on factual issues.  Try a  

couple.  

Mr Little   A340 é..            ( continued s ee UK evidence in court  at Attachment E)  

 

Obviously no such invitation was extended to us by the Audit Committee OR by PwC for my factual 

comments.This was considered to be a poor decision, given the draft report was now in our possession. 

Today I still have our paragraph-by-paragraph response on factual accuracy/omissions to the PwC 

Reports. 

 

This was also inconsistent with what PwC had assured my accountant Mr McCreery and I in January/ 

February 2007, having read Mr Dimmaôs November 2006 letter to me, and our specific concern over 

Mr Dimmaôs vested  interest in not being conflicted by his prior conclusions. To have him now be 

allowed to chair a ñindependent forensic investigationò without any ñindependenceò  ñprocessò 

safeguards was odd. 

 

Since then I have offered Mr Edwards support to MAC on an expenses only basis in seeking to recover 

at least the equivalent of £1m (circa C$2m) from the professional indemnity for the MAC shareholders, 

as this would assist the MAC Board in meeting their published primary objective. In a separate PwC 

report brought to my attention on US Securities Litigation for 2008, I note that 52% of the class action 

suits accounting claims are for inadequate accounting estimates. Precisely the position I believe on the 

A340-500/600 situation at MAC (4101) 

 

Mysteriously, when the Final PwC Report was finally published after 200 + days (seven months)  in 

August 2007, the ñFinancial Control within MACò at PwC Final Draft para 2.40 stated above had been  

deleted in its entirety. Seven months later MAC would record ñAccounting errors and mis-statementsò. 

 

Returning now to the A340 Spares ñvolumesò statement from Mr Neill on 29 March 2009 (3597/p67) :  

ñééIn mid 2006 the requirement indicated 1155 units would be produced as original equipment 

hence the balance would be produced as Spares. However and independently John Furbay was 

asked to produce a forecast of spares required based on the Engineering work completed by Dr 

Thamburaj (on 12 March 2007) which concluded that the useful life of the exhaust system was 

approx 35000 hrs (to provide a margin of safety John Furbayôs analysis used 40,000 hours as the 

useful life).  This analysis showed that the likely spares requirement was in excess of 800 units 

over the period from FY2007 to FY2021 so to achieve a volume of only 190 units was an extremely 

safe number to use in the EAC analysis. This data was sent to you on 14 March 2007. Now with the 

latest FI forecast (referring to their March/April 2007 annual report market forecast for a total build of 213 A340-

500/600 aircraft) it suggests the original number will be reduced and with it the forecast for spares 

will also reduce by a corresponding amount, but the requirement for spares still exists andh will 

provide a total quantity in excess of the 1247 used in the 2006 EAC 6. Hence the amortisation 

methods used in the EAC are still valid and the conclusion that the program will be profitable 

overall still correctò.  

 

Given the focus now that ñReplacement Sparesò  had  become as a central component in exceeding  the 

ñ365ò shortfall  to 1285 units for amortization in the MAC Q4.2006  it would seem wholly inadequate that 
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PwC did  not include in their Reports any mention at all of the relevant aerospace/airline industry 

documents which would be natural and standard practice (not just forensic) to review for this subject 

matter  

 

  PwC failed to consider and document in their Report  

  

1. the Product Support contracts between Aircelle and MAC for service life policy/warranty, maintenance 

cost guarantees  

 

2. or apparently read and document that the Component Maintenance Manuals with their twenty out-of-

tolerance conditions would require Factory Repair. 

 
3. None of the quality/inspection survey/life documentation in the possession of MAC or the airlines was 

considered in the PwC Report. 

 

4. Finally no checks had been made or documented of the communications/ contract documents with 

Aircelle for a predicted 40.000 flying hour life for the exhaust system and other obvious technical 

product engineering / certification documentation which would naturally exist. 

 
I do not know how E&Y satisfied themselves on these ñ886ò ñSparesò projections and what supporting 

documentation they examine in their annual audits. However, we do know, from Mr Neillôs testimony on 

27 July 2009, that the reason he asserts as to why there are currently minimal sales orders placed for raw 

materials on TIMET, the patented supplier of the long lead time BETA21S/834 which generally involves a 

material and manufacturing cycle time of some 18 -24 months, was that all these Spares materials were 

already available in ñexcessò inventory in MAC.The documents (3605H/p68), which include the ñ886ò 

Spares projections made on 14 March 2007 by Mr Neill/Mr Furbay, show their predicted volumes by year  

 

of     Delivered = 18: 2007-2009 = 23 units ,2010 = 81 exhaust units,2011 = 90 units ,2012 = 70 units,  

        2013 to 2017 =295 + exhaust units and 2018 to 2021 =327+ exhaust units   

 

It would be a common everyday practice for external auditors, such as E&Y, to count physical stocks 

/inventory and orders.. And  therefore quite simple to verify Mr Neillôs recent testimony on the ñexcessò 

stocks , as there ought therefore to be some  120 ï 150 sets of unique materials  in place for the A340 

Machined  rings - Front Cowl/nozzle Part No:F78AE5112200 /F78AE5112204 ( illustrated on  3625F)  

and  the Front Plug : F78AE0212204 and  Rear Plug  : F78AE0318000   (illustrated on 3625N)  which are 

unique to the A340 Nozzles and Plugs. It is also worth noting the crucial point that these Machined Rings 

are very unlikely to be required for factory repairs but are obviously necessary in replacement spares.   

 

Although I requested, since May 2009 (Request 16D), that MAC voluntarily provide the documentation 

from their computer production planning systems to underpin this assertion it was not forthcoming. 

Clearly if that inventory is already available in Aeronca/MAC there is no short/medium term concern about 

MACôs ability to support its likely predicted demand for spares (some 177 units by FY2011 --3605H) as 

the airlines will have these exhaust system parts readily available when they are needed in their 

Maintenance activities.   
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If, however, the inventory is not available now, and Mr Neill was incorrect in his testimony, then either the 

raw materials need to be promptly ordered from TIMET to secure their supply in support of the MAC 

predicted demand for spares, or this evidence from Mr Neill should be regarded as further confirmation of  

the ñhoaxò observed by Aircelle, their customer.   
For information  :  Dr Thamburaj is the Manager of Advanced Engineering Services at 

MAC and was ne ither interviewed by PwC during their independent forensic 

investigation nor either member of the  UK legal team  as at 11 November 2009  

Despite this the Respondentsô UK solicitors (PinsentMasons) are  ñOn the recordò stating   

in PinsentMasons letter extract dated 27 August 2009 ñIn regard to the likely need for spare exhaust 

parts, the Respondents case has always been (and remains) that Dr Thamburajôs work gave rise 

to a calculation of the likely life span of the parts. This allowed an estimate to be made as to the 

likely demand of such parts. Dr Thamburajôs work concerned this and not some regulatory, 

mandatory requirement, that the parts be replaced after 40000 flying hours.  Indeed, Mr Neill 

made this expressly clear in his email to Mr Furbay at pages 3597/8 

And then in PinsentMasons letter extract - 14 September 2009 ï ñAs you well know, our view is that 

Magellanôs position on the likely, predicted need for spares (based on Dr Thamburajôs research) 

is clear and consistent.ò  

And then in PinsentMasons letter extract ï 29 September 2009 ñThe Respondentsô views as to the 

need for potential spares and replacements has not changedò 

And then in PinsentMasons letter extract  ï 6 October 2009ñThat case is and was that Dr 

Thamburajôs research allowed MAC to make commercial predictions as to the likely need for 

replacements.ò The commercial predictions schedule of a minimum ñ886 unitsò  was disclosed on 27 

August 2009 by PinsentMasons (3605H) following Mr Neillôs reference to it on several occasions. It  is 

shown at C2.p68. 

 I wrote to PinsentMasons and Mr Lynch QC on 30 September 2009 and included part of the 

following  

As both Mr Neill in his email at document 3597 and PwC state in document 693/p70  at para 8.68 ñ ...   

 ñThe shortfall of 365 units is therefore required to be made up of spares in order to support the 

future programmes volume estimate of MAC.ò and at para 8.72 ñIt is of note that the internal 

report also makes reference to the requirement for repairs in its conclusion and not explicitly to 

the need for spares or replacement units.  

Management acknowledges the unpredictability of repair work and has appropriately chosen not 

to consider repairs in the EAC analysis.  Management believes that given the estimated life of 

the exhaust system, there will be a combination of spare units and repair work.  Further, 

management asserts that the requirement for spare units will support and exceed the total 

number of units projected in the EACò    We know from the oral evidence of other Respondents 

witnesses and  also Mr Neill on 27 July 2009 that ñManagement assertsò is a reference to himïsee UK 

court notes at Page 62.    
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Para 8.76 ñIn order to achieve MACôs EAC projections , only 365 replacement (i.e. spare) exhaust 

system units would need to be delivered. This is far below the expected demand of 1,572 spare 

and repair units as set out in paragraph 8.75 above.ò    

B Little assessment:  For the record it would seem that PwC have concluded that in excess of some 

23% (365/1572) of their Spares and Repairs calculation at Para 8.75 is acceptable for inclusion in the 

Q4.2006 EAC.  We also know now from Mr Neillôs oral evidence that although PwC did not 

acknowledge or refer to it anywhere they also had the Furbay/Neill 14 March analysis in late March 

2007 (3605H), a sum of 365?/886 or 41% minimum allocation for complete replacement Spares.This 

must have been a part of what was in Mr Neillôs mind and some of his assertions in his emails and the 

exchanges referred to at document 3597/3598. For completeness we know that the remaining ñ365ò 

ñcalculationò was based on the outlier Forecast International April 2007 report whilst also mistakenly 

double counting 30 units in Airbus/Aircelle WIP and inventory. Had the attached document 3605H 

production volumes produced by Aeronca on 14 March  2007 (and similar to the market consensus of 

the six other global forecasts and data from the publications cited by Mr Neill been used) then in excess 

of a further 700 replacement spare units would have been needed to sustain the 1285 in amortisation,  

so  PwC should have written in para 8.68    

ñThe shortfall of 700 + units is therefore required to be made up of spares in order to support 

the future programmes volume estimate of MAC.ò é<  .Or recognise a write down of some of the 

A340 asset /cash  recovery.>  

In real business terms, 700 + Spares would mean that every A340 aircraft in airline service would 

require a ñSpares replacementò - not just Repairs ï at least once in its product life. That crucially is not  

(1) what Mr Neill said in his oral evidence (repeatedly) during his cross-examination by Mr Little on 27 
July 2009 See example extract from my court stenographers transcripts in Attachment C (P57-64),  

(2)  what Mr Bobbi said in his oral evidence during his cross examination by Mr Lynch QC on 8 June   
2009 See example extract from my court stenographers transcripts in  Attachment C (P64-66),  

(3) what is stated in the Airbus/Aircelle Component Maintenance Manuals ïdoc (78.11.41 Pages 

5001/5002 and 78-11.42 pages 5001/5002/5003 & 15004.page 2 - numbered 3625G/H and 

3635Q/R/S/T) which refers to the twenty out-of-tolerance conditions stating that ñreturn the Exhaust 

Plug or/Nozzle unit to the manufacturer (listed as Aircelle/France) for analysis and factory repair. 

(4) what Dr Thamburaj of MAC was saying in his emails to Mr Neill (3617/21)  on 12 March 2007 when 

he says éé..  ñIf the Repair opportunity should come to us, we should seriously consider the 

coating option as well, to reduce the extent of degradation in service.ò AND ñThis will mean that the 

components will be coming back for repair within 8 years as a minimum, if the usage is 5000 

hours/yearò  

(5) the summary and conclusions in Professor Ghonemôs  on BETA21S thin sheets - 2003 Article / 

emails  (at 3622/3622H), 
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(6) at least from all the information available at present the ñcurrentò view of the many people,  with 

whom I have recently been obliged to speak, with actual experience within the aerospace 

industry/airlines.   

 MAC ós legal team have confirmed to me on Thursday 22 October 2009 that MAC continues to 

maintain this ñreplacement/spares positionò, both in their UK litigation and crucially also to the 

business / airlines / public , together with those projections of in excess of  800 spares between 

FY2007 and FY2021. I have again pleaded in person at the October 21/22 hearing directly with their 

legal team to discuss the four ñsolicitorsò statements of the MAC position directly with Mr Neill and Dr 

Thamburaj at the end of October. To alleviate my professional concern that Dr Thamburaj may not have 

known about the Replacement Spares representations that were being made in his name I determined 

after the October 2009 hearing to write directly to him.  This was so that he had a full opportunity to see 

what representations are being made in his name in both this UK litigation and the business/public 

arena. This would also enable him to consider the various pieces of information carefully and talk to the 

MAC senior management before I would complete this document. I hope Mr Neill and Dr Thamburaj can 

now be clear to everyone, including Airbus, Aircelle, airlines, staff, and MAC auditors EY.   

I copied my email to Dr Thamburaj to Pinsentmasons and then received an email on 10 November 2009 

stating that MAC would not be replying. I was and am satisfied that I have now completed everything 

that could reasonably be done by me to ensure that Dr Thamburaj is fully aware of these 

representations.. 

 L ŀƭǎƻ ƴƻǿ ǇǊƻǾƛŘŜ ŀƴ ŜȄǘǊŀŎǘ ŦǊƻƳ Ƴȅ ŎƻǳǊǘ ǎǘŜƴƻƎǊŀǇƘŜǊΩǎ ǘǊŀƴǎŎǊƛǇǘ ŦǊƻƳ aǊ .ƻōōƛΩǎ όŀ ƭŜŀŘƛƴƎ Ǝƭƻōŀƭ 

engine/nacelles expert) cross-examination by Mr Lynch QC , on behalf of MAC, in the UK public court on Monday  

   Mr Lynch QC What I suggest to you is that what Dr Thamburaj is plainly writing about is   

indeed the service life of these units.   You see that, don't you?  

Mr Bobbi    Yes, I do.  

     Mr Lynch QC   What I suggest to you is this: that although, within of the email, what I 

suggest to you is that on a fair reading of that email it's plain that what Dr 

Thamburaj is saying is that the durability or lifespan of those units is 4 0,000 

flying hours.   That context, he once uses the word "repair", towards the very 

end t hat's right, that's a fair view?  

Mr Bobbi    In paragraph 2 and --  yes, of course, they've said that repeatedly.  

Mr Lynch QC Exactly, good and that relates to replacem ent, doesn't it, spares rather than 

repairs.   If that's the lifespan of the unit, then once the lifespan is over 

it's a question of a replacement, other than repairs, that's right, isn't it?  

Mr Bobbi     Not  necessarily .  

Mr Lynch QC  Well, but that would be the obvious inference to draw, wouldn't it, from what 

Dr Thamburaj is saying.   The obvious inference to draw is that that is the 

service limit, that's the lifespan of the unit, and obviously, if the lifespan 

is that, then one needs a new unit when its life span is spent.  That's  the 

obviously sensible reading of Dr Thamburaj's email, that's right, isn't it?  

Mr Bobbi    He is still confusing spares and repairs .  
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Mr  Lynch QC I don't think he is, and that's my point.   If we look again at his email isn't 

it perfe ctly obvious that what Dr Thamburaj is saying is that that is the 

lifespan of the unit, that's exactly what he says.  

Mr Bobbi     He's estimating it's the lifespan of the unit.  

     Mr Lynch QC At least we can agree on that.   It's a matter for the tribunal to perhaps 

take a view as to whether it has to take an extra step to interpret 

that.   The Tribunal can determine whether that plainly means the actual 

lifespan of the unit.  

Mr Bobbi    Estimated  lifespan !  

and shortly later  

Mr Lynch QC  Right.   So it's pla in, isn't it, that PwC did indeed examine and accepted, 

for accountancy purposes, the validity of incorporation of Dr Thamburaj's 

calculations, yes?  

 

Mr Bobbi      That was the only information that they had.  

 

Mr Lynch QC   Right.   And that information would  indeed, because it related to lifespan, 

that information would indeed provide the basis on which PwC could rightly 

conclude that indeed these would involve new units that would be sold, that's 

right, isn't it?  

Mr Bobbi      No, that's not.   Because a compo nent has a "lifespan"  does not mean   

necessarily it will be replaced by something new, it can be repaired.  

Mr Lynch QC   Yes.   Well, no, I think the whole point is this, it's not, Dr Thamburaj's 

point was not a question that they will need repairs after t hat period, Dr 

Thamburaj's point was that around 40,000 flying hours was indeed the lifespan 

of the unit.   That after that,its lifespan was spent and should be replaced.   

That was the point .  

Mr Bobbi     Well, and if that was the case, he should have infor med the customers .  

Mr Lynch QC  Well, whether or not AIRCELLE was aware of that is another matter.  

Mr Bobbi      I think it's an absolutely incredibly important matter, if he believed that.  

Following the example extracts cited above in Mr Lynch QCôs cross-examination/Mr Bobbiôs evidence 

above( p64-66) and deriving from that,  Mr Bobbi stated in writing (4184/3) on 10 June 2009 to the Head 

of  Customer Support Managers at Aircelle in France , Magellanôs customer ;   

 

ñAs you probably now know, I have been working on behalf of Brian Little, ex of Magellan and engaged 

in a lawsuit against Magellan over his firing. My job was to provide insight into the forecasts of the A340-

500/600, estimate spares/repair consumption for the Magellan assembly, and validate or dispute 

Magellanôs spares forecast. 

 

In my work, I contacted several A340 customer airlines inquiring whether or not Magellan and/or Aircelle 

have ever informed them that there was a 40.000 hour or less ñreplacementò requirement for the Trent 

500 nozzle assembly. They were unanimous in stating that there was no such information provided to 

them nor had they any other technical concerns with the A340-500/600 nacelle nozzle. 
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Now, I can formally ask you if Magellan had ever informed Aircelle that their component would require 

replacement at 40,000 hours or less.ò      and MACôs customer, Aircelle, responded 

 

ñ We have no knowledge of any life limit for the component and weôre the vendor. 

We believe the whole thing is a hoax é. but its getting around.                                             

You got any more info?ò 

 

I think everyone understands that with the substantial aircraft production reductions and production series 

cessation the Spares forecast was now crucial (at least ñ365ò units per PwC ñindependent forensic 

investigation?ò  report Para  8.76 (BL ï deficit of 700+)  to the ñvolumesò deficit in the EAC submitted by 

MAC Senior management to  E&Y for 1285 units in MACôs 2006 Balance Sheet and thereafter. As you 

have seen from examples  above the line of questioning by Mr Lynch QC, acting for MAC, in his cross- 

examination of Mr Bobbi on 8 June 2009, consistently underlined those views in his questioning on 

replacement spares/lifespan ï See also attachment C. P64-66 for further extracts. 

  

The Trent 500 engine exhaust plug and nozzle are not classified for a regulatory/mandatory replacement 

and instead are Maintenance ñOn Conditionò-- they cannot then be included for NRC recovery. PwC also 

confirmed that these ñRepairsò revenues are not eligible in accounting policy terms for Balance Sheet 

/NRC recovery. This is because of the ñunpredictability of repair workò - to use the PwC language at 

Para 8.72 (& 8.77)-p70/71 which is further reinforced by the words of Mr Neill in his email  on 29 March 

2007 (3597/8) when he said ñRepairs we would choose to ignore these in any EAC analysis being 

doneò.                                                                                        

 

That email from Mr Neill was sent just hours before the MAC Board minutes record on 30 March (309V) 

 

ñAfter a thorough discussion on the Financial Statements, the press release and MD&A in respect thereof 

and on motion duly made, seconded and unanimously carried the following resolution was passed 

BE IT RESOLVED THAT the consolidated financial statements of the Corporation for the period ended 

December 31,2006 and the press release and MD&A in respect thereof (ñExhibit ñAò to these Minutes) are 

hereby approved subject to final changes proposed by Ernst and Young being made. ñ                             

These documents were then publicly released to the Toronto Stock Exchange (TSE).   

 

We also know from the Airbus /Aircelle/Magellan Design Certification report (3625U/Z) and the Aircelle 

Trent 500 Customer Support Engineering Leader, who confirmed to one of the worldôs leading airlines 

Etihad Airways (4186/5) on 23 June 2009  as followsé..--- 

 

ñThere is no specific life limitation for the T500 exhaust system. The exhaust system, as the whole 

nacelle, is certified for 20,000 flight cycles.ò  > certified design life =160,000 flying hours.   

 

As a result the A340-500/600 operating airlines have Airbus /Aircelle Component Maintenance/IPL  

manuals (F78AE5110000=3625A/I & F78AE0200000=3625J/T) for the Trent 500 engine nozzle/plug 

which are managed through airline ñOn Conditionò checks, for the twenty potential out-of-tolerance 

conditions in the exhaust plug and nozzle. Any such occurrence involves their return to Aircelle or 
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potentially others for ñanalysis and factory repair.ò Those out-of-tolerance items are expected to be 

fixed solely by a ñFactory Repairò, not necessarily by Magellan (e.g. Goodrich R&O capabilities ï4269F), 

unless the analysis is that the unit is considered Beyond Economic Repair (BER)  and an OEM 

replacement spare is necessary. 

 

 An examination of the spreadsheet, which is at Attachment G (page 129), clearly shows the unfolding 

of the stages of corporate deceit, in which I believe both MAC and PwC were complicit, as the case for 

their estimates of production revenues deteriorated. Column B of the spreadsheet shows my estimates 

of aircraft production and spares, which were based on my experience and market intelligence prior to 

my dismissal in September 2006. Column C sets out MAC's own estimates as of 1 March 2007, which 

they provided to PwC and to MAC's corporate auditors Ernst & Young and which they intended to 

represent to the financial markets as justifying MAC's financial projections for FY2006, and this, of 

course, they do. Columns C and D show the implications of the later estimates defended by both MAC 

and PwC, despite the adoption of figures for production  which were vastly above the predictions of six 

out of seven of the market industry analysts and, critically, above the projections contained in the 

available data well known within Magellan from Airbus itself. 

As they realised progressively that it would be impossible to defend their figures, Mr Neill attempted to 

confuse the picture by beginning to give evidence in court on 27 July 2009 that in fact the total quantum of 

production units, projected spares and (now to be included) scheduled repairs would allow MAC to reach the 

amortisation levels required to justify their EAC for Q4.2006 and financial statements.Mr Neill consistently 

refers to Heavy Repairs /Worst case scenarios ï see  extracts at Attachment C Pages 57-64. It would 

now seem that when Mr Neill discovered, from the points made above and in his cross examination,  that it 

was uncomfortable for him to continue to use the MAC estimates on aircraft build or his Spares re-forecast 

ñin excess of 800 unitsò to support MACôs accounting assertions, he would attempt  to change again (p.61) 

and demonstrate this time that the overall quantum of revenue and NRC recovery from the A340 -500/600 

could still be achieved, by taking into consideration its projected income and using that pricing to recover the 

remaining NRC from Factory Repairs scheduled during the lifetime of the exhaust systems.  

 

However, the case for inclusion of repairs equally became impossible to justify for technical reasons, 

accounting standards and the existence of alternatives sources for this repair work This was not PwCôs 

(para 8.72/p70) or his view on 22 March 2007 (3598B)  and 29 March 2007 (3597.p67).   

 

Nor has it been my experience at Bombardier /Shorts or Rohr/Goodrich for engine nacelle component as ñ 

Factory Repairsò are unpredictable  in terms of when they shall occur (unscheduled), how much revenue / 

cost will be appropriate and finally there is no certainty that any Factory Repair will be carried out by the 

Original Equipment Manufacturer (OEM) . For example, others such as the Number 1 global nacelle 

supplier, Goodrich/Rohr, also offered competition on the Repair & Overhaul of the Trent 500-exhaust nozzle 

and plug (4269F)  

 

The situation, in my view, is even more damning when one comes to consider calculations on estimates 

for spares. Using all available information, my estimate in Column B is and was that approximately a 

further 132 units (total 150) had to be produced to satisfy the Spares requirements of the estimated 

production run of aircraft during their operational lives. This figure includes those units, which would be 
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returned for factory repair, but would be found to be beyond economic repair ("BER") and therefore 

would require actual replacement. Incredibly, ostensibly using the same data (but of course using a 

bigger number for the production run), MAC came up with a total figure of 886 units for Spares 

(3605H.p68), of which 395 would be for BER units. This is set out in Column E and you will see that I 

have noted at the side the fact that the industry norm for likely percentage of BER units to total 

production is some 13% to 15% / say 20% max.  

 

For MAC to have predicted, as is the implication, that around 46% of total Spares produced would be for 

BER reasons defies industry logic and experience. The PwC forensic report, as detailed in Column D 

does produce a percentage of BER to total spares just above the upper limit of experience, at 23% but, 

as you will note, the base figure is a Spares total almost double (ñ1572ò)  that predicted even by MAC, 

an interesting outcome for a "forensic report".  

 

One is forced to the conclusion that, in both cases, there was a strong element of deciding on a desired 

number (like the ñ1572ò by PwC  and then working backwards to achieve it, enabling MAC to exceed the 

1285 units needed for amortization in Q4.2006.  

 
As a result, MAC initially seemed to revert to the stance that they stand by PwC's estimates of revenue, 

as set out in its independent forensic report, and detailed in Column D. It is my assertion that the 

implication of the analysis I have done in Column D is that there remains a hole in MAC's balance sheet 

to this day compared with what MAC has told the public and market. I am forced to another conclusion: 

it has been relatively easy for me to analyse and present production and other figures, as they are 

publicly available and the subject of market gossip and intelligence, and to model their implications.  

There is no doubt in my mind that MAC and PwC could do, and did do, the same calculations over two 

years ago before PwC decided on the exaggerated figures to be presented in PwC's "independent" 

report.  There was a strategy to "hold the line" on them both in my court case and in the public 

statements to the financial markets". 

In overview then , MAC has argued consistently that the accounting treatment for the A340 capitalisation 

/NRC recovery can be supported by a combination of the following: 

 

 

A340 ï 500/600 Aircraft Production Expectations 

 

   - BUT I say no consensus market estimate since 2006 supports Aeronca/MAC senior managementós 

representations of aircraft production demand.  

(MAC Representations ï D2/p99- as late as 13 March 2007, was for an almost 300 aircraft total 

production build). Furthermore, managementôs accounting treatment had not been amended to reflect the 

reduced demand levels from 2007 ï 2009, confirmed by Airbus in their A340 delivery projection 

/production plans since Aug/Sept 2006.I had determined, after Farnborough Air Show, it was the ñend of 

the A340-500/600 line.  ñI certainly was not alone. A senior Airbus Procurement Manager also told my 

MALUK Vice President colleague  that the A340-600 was ñTrashed.ò 
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  then   A340-500/600 Spares (including replacement spares)  

 

 - BUT I say MACôs  likely, predicted need/volume of spares is wholly inconsistent with industry 

experience/airline expectations and the commercial contracts . ( Aeronca/MAC projected - D2/p99-  

to be 190 on 1 March 2007 and then on 14 March 2007 Mr Neill instructed it to be re-forecast - C2/p68-  

to  be  ñin excess of 800 units from FY2007 to FY2021ò )   At a practical level, it is also contrary to the 

product design certification documents and the Component Maintenance manuals at the airlines. It is also 

not supported by the ñagreedò contract language for guarantees on Shop Processing Time (SPT) or the 

Direct Maintenance Cost (DMC) guaranteed $ values per flying hour in the MAC contracts with Aircelle 

and in turn Airbus. When Magellanôs customer, Aircelle was asked about this, they wrote backé 

.  ñWe believe the whole thing is a hoaxò       (page 46) 

 

and then Potential Magellan A340-500/600 Factory Repairs  (ñOn Conditionò maintenance) 

 -- BUT I say by their advisorôs own admission (PwC) - due to the ñunpredictability of repair workò    - 

these should not be included when recovering NRC assets. Mr Furbay and Neill also told PwC on 22 

March 2007, in response to PwC Q5 (3598B) that ñNot recognized in our estimate is the sales and 

margins that come from repairs since this is much harder to predict.ò Mr Neill, as a Director of MAC, 

also restated that this indeed was their accounting approach in MAC in his 29 March 2007 email to PwC, 

just hours before the MAC Board approved the FY2006 financial statements on 30 March 2007. In part, this 

accounting treatment is because other companies, such as the global number 1 supplier of engine 

nacelles/exhaust systems, Goodrich (also audited by E &Y) provide a Repair & Overhaul service for the 

A340 /Trent 500 engine Exhaust Plug and nozzle to the airlines. Mr Lynch QC confirmed this MAC approach 

in his cross-examination of Mr Bobbi when he stated in referring to doc 3597 at p67 ñ that Mr Neill makes it 

expressly clear that Magellan is simply basing its calculations for accountancy purposes on spares 

or replacements, he ós not included anything to do with repairsò.  Mr Bobbi answered  ò Thatôs right.ò    

Attachment C page.65 

 

There will be Rotables and BER replacement components required as Spares. Various estimates of 36-

38 spares for ñRotablesò and approximately 75 spares (15% of the 500 units in active service) for BER. 

Future spares estimates from four experienced sources, other than MAC, vary from a further 104 to 132 

Exhaust system Spares.  And NOT Mr Neillôs ñthe likely Spares requirement of in excess of 800 units over 

the period from FY2007 to FY2021ò in his email on 29 March 2007. Had the exhaust plug/nozzle been the 

subject of a mandatory or regulatory scheduled repair then it may possibly be considered, for accounting 

purposes, in the 1285 units/amortisation. An example of this is the Repair & Overhaul of Engines by RR.  

  

In conclusion, MAC management has not been able to provide any credible market-based information 

that supports their assumed treatment of the A340 assets, despite the introduction of a new Canadian 

inventory standard (3031) in FY2008 that permitted the ñwrite offò of approx C$10 million in A340 labour 

learning costs, together with the benefits of retrospective and future price increases following ñarbitrationò 

with Aircelle in 2008.  Mr Edwards gave his testimony on this subject matter, immediately after the public 

release of the MAC financial statements for FY2008 by video conference from Calgary on 31 March 2009, 

when he also stated that ñyou have to look at the pricing and costs forecasts as well as unit sales.ò  

see further UK court notes in attachment D. My factual comments above exclude my four points on A340  
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ñPricing subject matterò (as one example: my observation on the PwC analysis for the Q2.2006 to 

Q4.2006 Variance analysis at PwC table 8.62 / para 8.62(b) -   $7640K/$8470K ï only 10% of the 

identified ñ$8470K revenues increaseò was attributable to delays in unit deliveries so that future sales 

would be in later years ï 4213A)   See also my w/s para 210 

 

Also my three points on the ñCosts subject matterò (as one example; the assumed Costs/Escalation 

formula implications recognized by PwC of successful higher initial pricing at para 8.93/8.95 and the 

current 0.31 escalation formula portion for BETA21S / implications of same ï 4209C and my witness 

statement at paragraph 203.2 and the  re pricing at (A) of  $X18148 per unit  re doc 1788/1787 from  John 

Furbay on 19 June 2006 which followed document  1732- 1741  from John Furbay on 24 May 2006).       

(See also Brian Little Witness Statement  paragraphs  206,210,213,224.6) 

Which from my knowledge/ reading of the commercial contracts etc. in 2005/6, in my functional and 

Senior Officer roles, before MAC proceeded into ñarbitrationò, was sufficiently considered by me to explain 

its importance as part of my 29 minute review /conversation with CFO Mr Dekker on 14 Sept 2006 before 

he requested that we finish our telecom as he now had other commitments in the Office.  (PD24).  
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After very careful consideration of all the evidence  I reiterate my earlier assertions (Protected 

Disclosures PD22,PD23 and PD24 from Aug 8+9 , 10 and 14  September 2006) , that the Balance 

Sheet treatment of the A340 assets remains OVERSTATED  by at least  C$10 million in the 

current public reporting in 2009 by the Directors /Senior Officers of Magellan Aerospace Corp.  

 

This figure of C$10m +  was obviously much higher in the Financial reports to the TSE/public at 

31 December 2006 and since. 

 

The public evidence of an A340 financial breakeven position at Gross Profit level (+$137K) in the 

Q4.2006 EAC  following inflated pricing assumptions through the escalation formula , in that EAC 

representation to the auditors is addressed through the various scenarios I have set out. Those detailed 

documents were provided to MAC in July/August 2009 and are included in the UK court bundle. The 

results are summarised at document 4242A. These show an overstatement of A340 asset values and 

financial losses of between USD $20 million -- USD $30 million for the most probable scenarios 

(4242A).   

 

The natural consequence of which is of course a further deficiency in cash recovered  and  identified 

within the MAC strategic planning process commencing on 18 September 2006 for the MAC business of 

some                                   USD $20million ï USD $30million. 

 

Although MAC ós Chairman Mr Edwards repeatedly told the UK court in his 5 June 2008 and 31 March 

2009 testimonies that ñhe trusted the companyôs auditors EY to provide a fair analysis of  MAC 

projectsò  he and  Mr Dimma, as their Audit Committee Chair  are no strangers to accounting mis-

statements at Magellan. In the FY2007 Annual Report at page 30, signed by them both, they recorded    

 

ñAmended and Restated Results  

 

In FY2007 accounting errors and mis-statements in accounts receivable were uncovered at one of the 

/ƻǊǇƻǊŀǘƛƻƴΩǎ ŘƛǾƛǎƛƻƴǎ ŘǳǊƛƴƎ ǘƘŜ course of an ongoing process to collect outstanding accounts receivable on a 

timely basis. This prompted an internal investigation that uncovered the overstatement of various assets on the 

balance sheet resulting from improper accounting and also discovered unsupported and unrecorded transactions.  

 

 As a result of the accounting irregularities that occurred  from 2003 ς 2007 , the Corporation recorded a loss of  

$5,478,000 , net of anticipated insurance proceeds, as the overstated carrying values of the assets were written 

down to their appropriate values. Currently the Corporation is engaged in a process to recover a portion of the 

loss through its $1,500,000 all risk crime insurance policy. Although the amounts of the restatements relating to 

the individual years prior to 2007 were not likely material, the Corporation  has restated those periods as the 

cumulative irregularities was material in 2007ΧΧΧέ  

 

A financial LOSS of C$6.978,000  and  restatement of MAC assets downwards for the period 2003-2007  

I repeat again my assertions above ---------   that the Balance Sheet treatment of the A340 assets 

remains OVERSTATED  by at least  C$10 million in the current public reporting in 2009 to the 

TSE and public by the Directors and  Senior Officers of Magellan Aerospace Corporation.  
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(Note;  MAC never disclosed in which business unit within MAC the accounting errors and misstatements ï the 

ñfraudò  - took place  between 2003 and 2007,when Mr Neill (CEO to 2006) and Mr Dekker (CFO throughout the 

period)  were ultimately in charge. All I can add is that there were two MAC business units in which I was 

instructed by Mr Neill that I had no business/functional role and conclude it must have been one of those, given 

my normal attention to strategic, substantive and detail matters. MAC stated later that it had recovered C$1.5m 

monies from its crime insurance policy. 

 

25 June 2007 I wrote to Mr Dimma (2974/6) and asked  

ñPlease advise whether it is the MAC audit committee /PwC ñindependent investigationò plan to 

invite me to submit my comments before the report is finalized. If it is then I will make myself 

available to support same.òMr Jewett, on behalf of Mr Dimma and the Audit Committee responded on 

12 July 2007 (3002), my response on 16 July 2007 (3009) and 17 July 2007 (3003-3005). Mr Jewettôs 

final response was on 18 July 2007(3009). In effect MAC management, Senior Officers and Directors 

would be allowed to comment but no such invitation for comments on the factual accuracy or 

substantive errors in PwCôs Final Draft Investigation Report would be extended to me.  This was 

inconsistent with our expectation and requests since early February to the Audit Committee and the 

discussions between Mr Tracey and his PwC team and Mr McCreery ï my accountant - and I in Belfast 

(585). Following the publication of the Final PwC report in late August 2007  I recorded my 

concerns once again on A340 in an email dated 11 September 2007 to Mr Edwards (read on 11 

September 2007 at 15.08) and Mr Dimma (read on 11 September 2007 at 15.39) ï Page 127  

ñFor the record  

Now that the public evidence in the UK case has been completed, and given the significance still of the 

A340 subject ,  I now extend an invitation to the following parties (as a minimum) to comment with any 

supporting contemporaneous documentation,  on the factual accuracy in any part of this report.  

Likewise if there are substantive errors in omission. 

(1)           MAC  Audit Committee      -      Mr W Dimma   and Mr P Jewett  (TORYS)   

(2)  PricewaterhouseCoopers -  coordinated by Mr John Tracey ,Ms Caroline McQuater and Mr           

Osborne for Mr Powell and Mr Clarke 

(3)           Ernst & Young (Canada)     - coordinated by Mr D Linsdell with Mr L.Pagnutti. 

No response or input was forthcoming from any of the above by 13 November 2009, or by 27 November 

with the Final report preliminary release and again to 4 December 2009 ,despite the Respondents 

solicitors stating that they ñconsider there are many inaccurate and incorrect statementsò This preliminary 

Final Reportò release was also available for input until 4 Dec. 2009. No input/comments were 

provided.  You could obtain any MAC written schedule of the ñsubstantiveò errors from Mr Dekker. 

For the avoidance of doubt this report does not deal with all A340 (Section 8) matters or any of the other Sections of 

the PwC reports  Some of which concurred with my concerns ï such as Boeing 737 discounts and the MAC 

Q4.2006 earnings statement was adjusted downwards by C$ 904K to reflect that. Or  MALUK  ñdoubtful solvencyò ï 

August/September/October 2006 ï for which the Audit Committee/ Mr Dimma  stated ñI have no ideaò (p108) and did 

not include in the PwC scope, even though it represented almost half of the protected disclosures made and an 

injection into and from MAC funding was neededï this was initially deferred and then never investigated by PwC. Or 

MALUK Manufacturing Inventory valuations in FY 2005 (part of C$1640K + corrected at MAC in FY2006 ï 4071 by 

E&Y) which we chose not to include in my Grounds of Complaint so as to narrow the issues/ CMD matters at the UK 

court/Tribunal.).  
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Section 3  : Attachment  A1  :   Brian Little - promotion to MAC and appointment as Senior Officer    
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Attachment A2  :    Announcement to Customers / Suppliers /public etc  - sent on Tuesday 19 
September 2006 at circa    9 am   Calgary time 

 


