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tǿ/ άCƻǊŜƴǎƛŎ 5ŜŎŜƛǘέ by Brian Little  

  My άfindings of fact,έ and the basis for my άCƻǊŜƴǎƛŎ 5ŜŎŜƛǘέ conclusion in relation to tǿ/Ωǎ  
C$3m+ Report on A340-500/600 for Magellan Aerospace (MAC), between Jan and Aug 2007. 

In its FY2007 Annual report, howeveǊΣ a!/ ŘŜǎŎǊƛōŜǎ tǿ/Ωǎ ŎƻƴǘǊƛōǳǘƛƻƴ ŀǎ Ŧƻƭƭƻǿǎ Υ                                                    
Magellan Aerospace Corporation (MAC) - Q1/2007 Earnings release (public - 11 May 2007) and FY2007 Annual Report 
(public- 31 March 2008)  

άIn 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 
ǘƘƻǊƻǳƎƘƭȅ ƛƴǾŜǎǘƛƎŀǘŜŘ ōȅ tǊƛŎŜǿŀǘŜǊƘƻǳǎŜ/ƻƻǇŜǊǎ όάt²/έύ ǿƘƻΣ ǳƴŘŜǊ ǘƘŜ ŘƛǊŜŎǘƛƻƴ ƻŦ ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ ŀudit 
ŎƻƳƳƛǘǘŜŜΣ ǇǊŜǇŀǊŜŘ ŀ ǊŜǇƻǊǘ ŦƻǊ ǘƘŜ ŀǳŘƛǘ ŎƻƳƳƛǘǘŜŜ ƻƴ ǘƘŜƛǊ ŦƛƴŘƛƴƎǎΦ ¢ƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ ƭŜƎŀƭ ŎƻǳƴǎŜƭ Ƙŀǎ ŀŘǾƛǎŜŘ ǘƘŜ 
.ƻŀǊŘ ƻŦ 5ƛǊŜŎǘƻǊǎ ǘƘŀǘ t²/ ƳŜǘ ǿƛǘƘ ǘƘŜ ŀǳŘƛǘ ŎƻƳƳƛǘǘŜŜ ŀƴŘ ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊǎΣ ŀƴŘ ōŀǎŜŘ ƻƴ ǘƘŜ 
report prepared by PWC, PWC has advised the audit committee that they had not found anything that would undermine 
ǘƘŜ ƛƴǘŜƎǊƛǘȅ ƻǊ ŀŎŎǳǊŀŎȅ ƻŦ ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ.έ 

MǊ [ƛǘǘƭŜ Υ ά  bƻΣ LΩƳ ǇǳōƭƛŎƭȅ ǿƘƛǎǘƭŜōƭƻǿƛƴƎ <on A340 500/600>.   LǘΩǎ ǎǘƛƭƭ ǿǊƻƴƎ ŀƴŘ LΩƳ ƎƻƛƴƎ ǘƻ give evidence that 
ƛǎ ǘƘŜ ŎŀǎŜέ - stated in March 2009 evidence in UK public court/Tribunal hearing   -   ΧΧΧΧΧ PwC ΧΦ   not just simply 
ǿǊƻƴƎΣ ōǳǘ ŀƴ ŀŎǘ ƻŦ έCƻǊŜƴǎƛŎ ŘŜŎŜƛǘέ 

Blue text are hyperlinks to relevant documents etc ςleft click to access/open 

Preamble    

Beyond Belief  

You are unlikely to have come across many stories like this before. If you have read my 
A340.Final.Report.15.December 2009 and/or my website ς www.fortfield.com -you are, however, likely to 
find several aspects of my story beyond belief. 

It is beyond belief that MAC could have unfairly dismissed me at a busy airport on the 18th Sept 2006 for 
gross misconduct without investigating the allegation or following agreed policy and written advice. Instead 
it consciously chose to breach statutory procedures in doing what it did. It is beyond belief that the subject 
matter of the 21 Protected Disclosures I had made relating to accounting, financial and governance issues at 
MALUK and MAC were considered undiscussable at the point of my dismissal yet this occurred in the week 
prior to an event at which these matters were due to be openly discussed again. It is beyond belief that my 
UK Tribunal case has lasted for over three years and that I have spent over forty days in court dealing with 
the substantive issues and a swarm of 56 allegations raised retrospectively by the Respondents to drown out 
my case, allegations that were almost entirely never discussed with me prior to my dismissal, none of which 
exist as complaints in my personnel dossier. It is beyond belief that MAC has continually sought to obstruct 
justice by failing to disclose or by deliberately failing to give, or delaying access to, relevant evidence and 
contemporary documents and breaching its legal obligations by so doing. It is beyond belief that I have 
ŀƭƳƻǎǘ ŎƻƳǇƭŜǘŜƭȅ ŘŜǇƭŜǘŜŘ Ƴȅ ŦŀƳƛƭȅΩǎ ŦƛƴŀƴŎƛŀƭ ǊŜǎƻǳǊŎŜǎΣ ōǳƛƭǘ ǳǇ ƭƛǘŜǊŀƭƭȅ ƻǾŜǊ ŎŜƴǘǳǊƛŜǎ ƻŦ ōǳǎƛƴŜǎǎ 
activity, in pursuit of the truth and justice I believe are due to me. It is beyond belief that I have unavoidably 
and sadly added to the delay in proceedings due to a series of seizures (Added August 2010: and a complete physical 

and mental breakdown in February 2010 that has stayed proceedings) owing to the stress induced by the manner in 
which the Respondents and Tribunal have consciously conducted this case. All these travails were 
compounded by the deterioration in our financial circumstances which forced me to become a litigant-inς
person.  

http://www.fortfield.com/casefiles/q1-2007earnings-MAC.pdf
http://www.fortfield.com/mal.html
http://www.fortfield.com/mal.html
http://www.fortfield.com/mal.html
http://www.fortfield.com/mal.html
http://www.fortfield.com/mal.html
http://www.fortfield.com/
http://www.fortfield.com/casefiles/Brian.Little.A340.On%20the.record.FINAL.VERSION.15.December.2009.L1.pdf
http://www.fortfield.com/


2 

 

What you may find even most beyond belief is that I should accuse PricewaterhouseCoopers, a firm with a 
άglobal reputation for professionalism and integrityέ, of producing a report over a seven month period in 
2007, which I believe, from all the evidence, is deceitful, incompetent and client-collusive. Yet it is even 
more beyond belief that they should not challenge me now that I have said this so publicly, nor attempt to 
refute my detailed assessment of all the contemporary evidence. It is this MAC Annual Report statement 
that has provided MAC with a smokescreen to hide behind for more than 3 years ς though no longer. 

Belief and trust are at the heart of this matter/ case.  

Was I right in mid-2006 to believe that MAC did not have the capacity to recover its non- recurring cost 
assets of C$40m based on the future production and spares levels of the A340-500/600 aircraft and question 
how this was and would be being dealt with in the Quarterly and Annual Accounts? After raising the issue 
earlier in 2006 was I wrong to trust my colleagues to investigate objectively my legitimate concerns and to 
report the financial statements accurately? With the added benefit of hindsight many others and my 
predictions have in fact almost entirely been proved correct by 2010, but that of course is not the point, 
particularly when viewed against what happened in the interim. I was right in my beliefs, but wrong in 
initially trusting my senior colleagues in Magellan, and then PwC, some 6 months later to do the right things. 

In January 2007 MACΩǎ !ǳŘƛǘ /ƻƳƳƛǘǘŜŜ commissioned PwC ostensibly to produce a report providing a 
commercial, professional and neutral assessment of the beliefs I held in 2006. An impartial observer might 
think perhaps that it would be a good idea to ask me about them. Not only was I not asked by its main 
authors but I was deliberately denied comment on the findings of fact.  It might have been more honest to 
have asked them to produce a report to prove me wrong and then cover up, which is, in brutal reality, the 
sole objective of their report.  When we look at the personnel PwC actually used to carry out this A340 
program analysis, we find that the two main authors had virtually no aircraft manufacturing industry 
experience, as was the case also with the PwC Partner who led - and was responsible for - the work.   

The circumstances surrounding this report should, on their own, arouse your suspicions that my conclusions 
on it are correct, even without analysing its content. Firstly, the scope of the report was determined by 
a!/Ωǎ !ǳŘƛǘ /ƻƳƳƛǘǘŜŜ ŀƴŘ ƛǘǎΩ Chairman - who acting as a group decided that over 50% of my protected 
disclosures did not warrant investigation. This is not surprising as the same Chairman, Mr Dimma, had earlier 
decided during his own investigations that άǘƘŜ ƳŀǘǘŜǊǎ ȅƻǳ ǿŜǊŜ ǊŀƛǎƛƴƎ ǿŜǊŜ ƘƛǎǘƻǊƛŎέ ŀƴŘ ǘƘŀǘ ǘƘŜǊŜ ƛǎ άno 
substance to the purported concernsέΦ 9ǾŜƴǘǳŀƭƭȅ he instructed PwC to carry out this άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ 
ƛƴǾŜǎǘƛƎŀǘƛƻƴέΣ ŀŦǘŜǊ L ƘŀŘ ƳŜǘ 9ϧ¸ ƛƴ 5ŜŎ. 2006, as, in his evidence, "auditors are extremely risk averse".  

In such circumstances PwC were naturally forewarned of the need to build in processes within the conduct 
of their investigation to protect their reach and independence/neutrality and to avoid being compromised. I 
met PwC UK only initially and never met the PwC staff assigned to the A340-500/600 investigation at any 
point in those seven months. My taped recommendations and assertions in January 2007 were largely 
ignored. I was not allowed to see ŀƴŘ ŎƻƳƳŜƴǘ ƻƴ tǿ/Ωǎ ŘǊŀŦǘ ǊŜǇƻǊǘ ƻƴ ǘƘŜ ƎǊƻǳƴŘǎΣ ŀǇǇŀǊŜƴǘƭȅΣ ǘƘŀǘ L ƘŀŘ 
nothing material to offer. In contrast a!/Ωǎ ƳŀƴŀƎŜƳŜƴǘ ŘƛŘ ǎƻ with consequent material amendments in 
a!/Ωǎ ŦŀǾƻǳǊΣ ǿƘƛŎƘ ƻƴƭȅ ŎŀƳŜ ǘƻ ƭƛƎƘǘ ǿƘŜƴ ǘƘŜ UK court ordered MAC to divulge tƘŜ t²/Ωǎ Ŧƛnal draft 
report in June 2007. Although in March 2009 aŀƎŜƭƭŀƴΩǎ v/ ǎǘŀǘŜŘ in the UK court proceedings, in relation to 
PwC as witnesses, άWe can call themέ ǘƘŜȅ ǎǳōǎŜǉǳŜƴǘƭȅ ŘŜƴƛŜŘ ǘƘƛǎ ŀƴŘ ƘŀǾŜ ǎǘŜŀŘŦŀǎǘƭȅ refused to call 
PwC. On advice I saw no point in calling anyone from PwC as the UK court processes would prevent me from 
being able to cross-examine them under a Witness Order, if indeed the court were even minded to grant it. 

Having concluded the evidence-phase and other matters in the UK case I have provided my website to 
explain to various parties Ƴȅ ǇŜǊǎǇŜŎǘƛǾŜ ƎƛǾŜƴ a!/Ωǎ ǇǳōƭƛŎ ǎǘŀǘŜƳŜƴǘǎΦ  Lƴ ǇŀǊǘƛŎǳƭŀǊ L ǎǘŀǘŜŘ ŀǘ a!/Ωǎ May 
2009 AGM that I would provide the relevant information so that ordinary shareholders and others could 
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form their own opinion from the documentation. In every instance MAC and its advisers have been provided 
with the opportunity to comment on the factual accuracy of my comments or documentation. Their only 
classic legalistic response is that there are "many inaccurate and incorrect statements" in my A340 report. 
Although I immediately invited them to list those άinaccurate and incorrect statementsέ, for our proper 
consideration, some three weeks later all I can say is that they have neither provided a list as a whole or 
indeed the substantive factual errors or omissions. Instead, a substantial degree of surreptitiousness 
surrounds the PwC report and the two parties display total unwillingness to engage with me even in 
discussing what we know was flawed logic and arithmetic and disregard of commercial and publicly available 
data inherent in its content. I have made my A340 Final.Report.15December 2009 available on my website. 

During his evidence in court, Mr Edwards stated that άthe shareholders struggle with the fact that the C$3m+ 
amount spent on the PwC report could have been used for creating jobs etcέΦ  For some that may seem to be 
a reasonable thing to say but, the fees having been committed by Mr DimmaΣ ǎǳǊŜƭȅ a!/Ωǎ non- 
management Ordinary shareholders have the right to expect that PwC should have produced a 
comprehensive and thorough report of value which was indisputably dispassionate and critically accurate, 
whatever its conclusions.       

PwC undertook the production of a forensic report, which it knew from the outset, would not easily meet 
the criteria its profession and the business world in general demand from such an investigation. Its 
independence and objectivity ought to have been core values in such an assignment. In establishing A340-
500/600 production volumes it ignored, for example,   

мΦ  aŀƎŜƭƭŀƴ !ŜǊƻǎǇŀŎŜ /ƻǊǇƻǊŀǘƛƻƴ !ƴƴǳŀƭ wŜǇƻǊǘ ŦƻǊ C¸нллс ŀǘ ǇŀƎŜ мп ǎǘŀǘŜǎ ά¢ƘŜ /ƻǊǇƻǊŀǘƛƻƴ relies ƻƴ ŎǳǎǘƻƳŜǊǎΩ 
delivery projections as well as external market forecasts to determine the number of units over which to amortise non-
recurring costs. Should deliveries not reach the number projected, any unamortized balance that remains would then 
ƴŜŜŘ ǘƻ ōŜ ŎƘŀǊƎŜŘ ǘƻ Ŏƻǎǘ ƻŦ ǊŜǾŜƴǳŜǎ ǿƘƛŎƘ ŎƻǳƭŘ ƘŀǾŜ ŀ ƳŀǘŜǊƛŀƭ ŀŘǾŜǊǎŜ ƛƳǇŀŎǘ ƻƴ ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴέ 

2.  All contemporary industry and media assessments (including those contained in aǊ bŜƛƭƭΩǎ ά5ŀǘŀ ŦǊƻƳ ǇǳōƭƛŎŀǘƛƻƴǎέ 
file) and, unbelievably even that of Airbus itself. The sole exception was the solitary source (FI) that could contribute to 
the άŀƴǎǿŜǊέ their client required.  

Most peculiarly, they refused to include any input from the person/organization I had recommended to the 
PwC lead partner and whose work and forecast view was known to Mr Neill. Some pressure on them, you 
would think, to consult every market report and any other publications or information within their firm or 
publicly available that they could lay their hands on?  Lucky, then, that their PwC subscription list included 
the Richard Aboulafia Teal Report to which I drew their attention and which I subsequently learned in late 
2008 was available in PwC London. Indeed PwC claim on their website that they have over 100 Aerospace & 
Defence sector specialists as an integral part of the PricewaterhouseCoopers global A&D network, which is 
led by PwC UKΣ άgiving our experts access to industry specialists in over 140 countriesΦέ 

There are recognised to be at least 7 principal industry forecasting publications, including Forecast 
International ς the one provided by the client. Apart from the latter, however, PwC did not consult any of 
them, even the Teal one in their own library. This is not the standard behaviour of a world class research 
organisation. One can only conclude that they did not want any production forecast other than the one they 
ŀƭǊŜŀŘȅ ƘŀŘΣ ŀƴŘ ǎƻ ǘƘŜȅ ŘƛŘ ƴƻǘ Ǝƻ ƭƻƻƪƛƴƎ ŦƻǊ ŀƴȅ ΨƛƴŎƻƴǾŜƴƛŜƴǘ ǘǊǳǘƘΩΦ Given the Annual Report/MAC 
reliance Ǉƻƛƴǘ ƻƴ άcustomer delivery projections as well as external market forecastsέ ƛǎ ƛǘ ŎǊŜŘƛōƭŜ ǘƘŀǘ ǘƘŜ 
ŦƻǊŜƴǎƛŎ ŀŎŎƻǳƴǘŀƴǘǎ ŀǘ tǿ/ ŘƛŘ ƴƻǘ Ǝƻ ǎŜŀǊŎƘƛƴƎ ŦƻǊ ŀƴȅ άƛƴŎƻƴǾŜƴƛŜƴǘ ǘǊǳǘƘέ or properly consider any of 
the glaring inconsistencies?     

Furthermore PwC leveled criticism at the MAC management representations - recorded at PwC para 2.40 - 
ǘƘŀǘ άFinancial Control within MAC and MALUK in relation to the areas we have examined is poor and 

http://www.pwc.com/gx/en/aerospace-defence/index.jhtml
http://www.pwc.com/en_GX/gx/industry/leadership/NEIL-HAMPSON.jhtml
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needs to be improved: this is particularly acute given that MAC is a public companyΦέ  PwC then proceed to 
provide examples and in para 2.40 όŘύ ǊŜŎƻǊŘ άPoor control over individual projects from an accounting 
perspective.  Project sales volumes, revenues and costs are not reviewed with sufficient frequency or 
rigourΦέ  IroƴƛŎŀƭƭȅ ŜȄŀŎǘƭȅ ǘƘŜ ǎŀƳŜ ǾŀƭƛŘ ŎǊƛǘƛŎƛǎƳ ŎƻǳƭŘ Ŝǉǳŀƭƭȅ ōŜ ƭŜǾŜƭŜŘ ŀǘ tǿ/Ωǎ ƻǿƴ ŎƻƴŘǳŎǘ ƻŦ  this 
άŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴΦέ, for example, in calculating likely spares and repairs demand, PwC made one of 
several simple logic and arithmetical errors in their report, in converting its own base numbers. 

In establishing revenue numbers PwC flew in the face of pricing evidence and other documentation available 
or provided to it by MAC. We should all try to be fair-minded people and you may think that all this can be 
explained by an individual in PwC making simple mistakes as we all make mistakes. But how can a number of 
people in a global accounting firm be so fundamentally wrong in three key calculations in a program 
Estimate at Completion (EAC) ς in numbers of production aircraft, quantities of spares likely to be required 
and, finally, the change and actual prices MAC might receive for each unit, based on stated cost assumptions 
and the terms in the commercial contract. This was even though every one of these was a matter of visible 
documentary evidence and also revealable by any rudimentary degree of checking or audit research.  

In each of these cases, their errors were beyond the remotely possible ranges, all to the benefit of Mr 
Dimma and MŀƎŜƭƭŀƴΩǎ objective of ŀƴ ά!опл ǇǊƻƎǊŀƳ ōǊŜŀƪ-ŜǾŜƴέ ǿƛǘƘ ŎƻƳǇƭŜǘŜ ǊŜŎƻǾŜǊȅ ƻŦ ŀƭƭ ƻŦ ǘƘŜ 
C$40m on the FY2006 Balance Sheet. PwC also failed to properly examine the logic and basis of Magellan 
άƳŀƴŀƎŜƳŜƴǘ ƻǾŜǊ-ǊƛŘŜέ from the documented C$5.2m gross losses in the official Q2.2006 EAC document 
whilst concurrently ignoring the implications of the final offer aǊ .ǳǘȅƴƛŜŎΩǎ had made on 11-14 August 2006 
for a settlement at even lower prices, just hours before the Q2.2006 Earnings statements were published. 

Let us also not forget that no readers of the report in draft, whether from PwC, E&Y or Magellan saw fit to 
correct any of these errors whilst. Equally, in constructing its report, PwC was acting at least seven months 
after my protected disclosures. While there was multiple additional evidence to reinforce my Protected 
Disclosures already in mid 2006, PwC had access to a further six ς twelve ƳƻƴǘƘǎΩ Řŀǘŀ ƻƴ ǿƘŀǘ ǿŀǎ ŀ ǿŜƭƭ-
publicised and predictable outcome in the industry.  For example, the cancellations in the Airbus A340 Order 
Book were easily accessible in publicly available data. Even without consulting data in the public arena, PwC 
had access to information on those A340-600 order cancellations since they emanated from airlines for which 
PwC were the public auditors. 

In completing the report, PwC seemed totally oblivious to the contradiction between its criticism of the 
ƻǾŜǊŀƭƭ ǎǘŀƴŘŀǊŘ ƻŦ a!/Ωǎ ǇǊƻƧŜŎǘ ŀŎŎƻǳƴǘƛƴƎ ǇǊƻŎŜŘǳǊŜǎ as being poor and its own standards, conduct, 
processes, findings of fact and conclusions in respect of the A340 project. 

One is forced to the conclusion that all these coincidences can only be explained by PwC setting out to 
selectively misuse the material available to it and perpetrate an act of forensic deceit.  Individually, a defence 
could be made for any of pieces of misinformation ς they are surely too blatant and serious to be termed 
mere mistakes ς but collectively they cannot do other than represent a step-by-step strategy to reach a set 
objective ς to absolve MAC in its cover up of a huge loss/mistake from its investors and the public record. It 
is hard to imagine any other series of steps that could be taken to achieve this ǇŀǊǘƛŎǳƭŀǊ ΨǘǊǳǘƘΩ ŀƴŘ the 
answer they first thought of, ōŜŎŀǳǎŜ ŜŀŎƘ ǎǘŜǇ ƛǎ ǊŜǉǳƛǊŜŘ ǘƻ ǎǘǊŜǘŎƘ ǘƘŀǘ ΨǘǊǳǘƘΩΣ ƛǘ ƛǎ ƛƳǇƻǎǎƛōƭŜ to believe 
this could occur without a plan. This was managed and contrived. 

Any deconstruction of its report demonstrates professional failure on a level beyond belief and 
unrecognisable in the Number 1 global auditing company. Extraordinarily, every single piece of 
misinformation must have passed tǿ/Ωǎ internal third party quality testing. Standard operating procedures 
would demand this include peer reviews within PwC. Therefore, collectively, their approval and publication 
by PwC demonstrates an orchestrated corruption of the truth ς a forensic deceit.  
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PwC knew what tune was wanted.      They performed it.      And the piper paid C$3m + +.  

άTruth?  -  ŦƻǊƎŜǘ ƛǘΗΗέ   ς  
Please now view the video clip Answer (4 minutes) from Mr Paul Moore ς the celebrated ex HBOS bank 
whistleblower ς in response to a single question from Brian at his lecture in Belfast last month. (Nov.2009) 

What follows is, I believe, some of the factual evidence underpinning what I have so far stated. I would not 
have the temerity to criticise PwC in these terms did I not believe this to be the case. There is, moreover, 
nothing which I have not already asked PwC or MAC to comment on or refute if they believe me to be 
wrong. And they have not done so.            You will find the material ordered as follows:     

Para.1.0  : Brian Little -PwC ς  a Jan-Aug 2007 / C$3m + άLƴŘŜǇŜƴŘŜƴǘ CƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ at MAC?? 

Network of Independent Forensic Accountants - NIFA 

 άForensic accounting may be described as being the integration of an individual's accounting and auditing 
knowledge with investigative skills that have been gained from years of practical experience.έ  According to 
άA Guide to Forensic Accounting Investigationέ όDƻƭŘŜƴ ϧ ƻǘƘŜǊǎΣ ²ƛƭŜȅ нллрύ the bedrock of an effective 
audit are 1.  professional scepticism, 2.  knowledge and experience and 3. independence and objectivity. 

hƴŜ ƻŦ ƻǳǊ ǊŜŀƭ ŎƻƴŎŜǊƴǎ ŦǊƻƳ ǘƘŜ ǾŜǊȅ ƻǳǘǎŜǘ ƻŦ ǘƘŜ tǿ/ άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ (585), likely 
to be chaired by Mr Dimma, was written up in a (NIFA) editorial article, during the time of the investigation 
on 14 March 2007, aboǳǘ άA 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 
Ƴŀƴȅ ŀ ŦƻǊŜƴǎƛŎ ŀŎŎƻǳƴǘŀƴǘ ƛǎ ǇŀȅƛƴƎ ƭƛǇ ǎŜǊǾƛŎŜ ǘƻ ŀ ŎƭƛŜƴǘΩǎ ŎƭŀƛƳ ς only for it to slowly disintegrate before 
their eyes, due to not carrying out some commonsense reasonableness checksΦ ά  

So, when I use the term άCƻǊŜƴǎƛŎ 5ŜŎŜƛǘέ  in my Final Report on A340,  Brian Little 
A340.ON.THE.RECORD.FINAL REPORT 15TH DECEMBER 2009 , I mean that the PwC report on A340 -500/600 
after seven months work is NOT TRUSTWORTHY, because the intention of the authors PwC of the effect of 
their less than rigorous investigation or audit standards was to MISLEAD ǘƘŜ ǊŜŀŘŜǊ ƛƴ ǘƘŜƛǊ άŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ 
and conclusions from its work for the multiple stakeholders ς including in particular those non-management 
MAC ordinary shareholders of this TSE publicly ς quoted Corporation. 

Magellan, PwC and E&Y have all had the opportunity for several weeks to comment on the factual accuracy 
or relevant omissions in the A340.ON.THE.RECORD.FINAL.REPORT. 

Para.2.0    :   PwC Instructions /  Terms of Reference for their MAC  άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ 

Mr Dimma (Chair of the MAC Audit Committee) stated to the public court in his evidence, that following his own ñinternal investigationò and  report 

in late 2006 --- which found ñthe matters you were raising were historicò and that there is ñno substance to the purported concernsò  that    

Mr Little  Why did you instruct PwC? 

Mr Dimma You met Barbara Hadfield (ñBHò) external auditors, E&Y.  Auditors are extremely risk averse. Barbara 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 the investigation? 

Mr Dimma Yes. E&Y were sufficiently aware/concerned you had raised these issues, they felt they should investigate further. On UK 

counsel advice, the Audit Committee hired PwC. 

Mr Little  Vol 2.585 transcript of my meeting on 29 January 2007 with PWC ñmeet with AC, PWC and EY but without your lawyers to agree 

the scope of an investigation.ò  I never had that opportunity, did I? 

Mr Dimma Our view was that the appropriate way to proceed was to hire independent forensic accountants. Appropriate armôs length 

way to proceed.  Terms of reference set between AC and PWC 

Mr Little I had no say? 

Mr Dimma No reason why you should 

Mr Little It was important 

http://www.youtube.com/watch?v=D8AH9Crb4FQ
http://www.youtube.com/watch?v=D8AH9Crb4FQ
http://www.nifa.co.uk/
http://www.fortfield.com/casefiles/Brian.Little.A340.On%20the.record.FINAL.VERSION.15.December.2009.L1.pdf
http://www.fortfield.com/casefiles/Brian.Little.A340.On%20the.record.FINAL.VERSION.15.December.2009.L1.pdf
http://www.fortfield.com/casefiles/dimmalettertome16nov.pdf
http://www.fortfield.com/casefiles/dimmalettertome16nov.pdf
http://www.fortfield.com/casefiles/doc588-589.pdf
http://www.fortfield.com/casefiles/doc297m.pdf
http://www.fortfield.com/casefiles/doc297m.pdf
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aǊ 5ƛƳƳŀΩǎ  instructions to PwC and their professional indemnity limitations (doc 588/589)  included  

άt²/ ǎƘƻǳƭŘ ǊŜcognize that its engagement and the resulting report is prepared for the purposes of 
findings of fact relating to existing, contemplated and pending litigation, including the Legal Proceedings. 

In substance the investigation is as to whether there is any sǳōǎǘŀƴŎŜ ǘƻ ǘƘŜ άǿƘƛǎǘƭŜōƭƻǿƛƴƎέ ŀƭƭŜƎŀǘƛƻƴǎ 
made by Mr Little for potential use in the existing Legal Proceedings, or potential subsequent proceedings 
arising out of the whistleblowing disclosures or any future shareholder claims and/or regulatory 
investigations and not an investigation of the dismissal, which is the subject of the current Legal 
ǇǊƻŎŜŜŘƛƴƎǎΦέ 

And then PwC Limitation of Liability  (doc 595)    ά¢ƘŜ ƭƛƳƛǘ ŦƻǊ ǘƘŜ ǇǳǊǇƻǎŜ ƻŦ ǇŀǊŀƎǊŀǇƘ ну όŀύ ƻŦ !ǇǇŜƴŘƛȄ ! 
will be the lower of £1.0 million and 10 times the amount payable by you in respect of the Engagement at 
ǘƘŜ ŘŀǘŜ ƻŦ ōǊŜŀŎƘ ƻŦ /ƻƴǘǊŀŎǘ ƻǊ ǘƘŜ ŎƻƳƳƛǎǎƛƻƴ ƻŦ ǘƘŜ ǘƻǊǘΦέ     

Mr John F. Tracey a partner in PwC FoǊŜƴǎƛŎ {ŜǊǾƛŎŜǎ ¦Y ƭŜŘ ǘƘƛǎ άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ 
engagement, although he had never undertaken any prior civil aerospace assignments.   PwC Forensic 
Services website. I never met the two PwC people who authored this Report ς a Ms Leblanc /Mr Moore. 

The Network of Independent Forensic Accountants (NIFA) ǎǘŀǘŜ ǘƘŀǘ άThe report will be fully supported by 
and cross-referenced to the evidence and the forensic accountant will acknowledge that in preparing the 
report his principal duty is to the court, that he expects to be cross examined on its contents and to be 
criticised if it is found wanting in any respect.έ   Although PwC were paid C$3m + in fees Magellan did not 
present them as witnesses in the UK court at any time from November 2007 to October 2009 for any cross-
examination or questions from the UK Tribunal members. hƴ ŀŘǾƛŎŜΣ L ŎƻǳƭŘ ƴƻǘ Ŏŀƭƭ ǘƘŜƳ ŀǎ ǘƘŜ ¦Y άƧǳǎǘƛŎŜέ 
processes would prevent me from cross-examining witnesses I had called through compulsory witness orders 
to the UK court. 

Para.3.0    :  Extract from PwC : Executive Summary Para 2.40  

¢ƘŜ άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎέ tǿ/ Cƛƴŀƭ 5ǊŀŦǘ LƴǾŜǎǘƛƎŀǘƛǾŜ wŜǇƻǊǘ ƛƴǘƻ !ǊŜas of Concern Raised by Mr Brian 
Little : Executive Summary circulated to the Board of Directors at MAC ς relied on in the Magellan Aerospace 
Corporation (MAC) - Q1/2007 Earnings release (public - 11 May 2007)  at PwC paragraph 2.40 (doc 605/606) 
recorded  

άFinancial 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; 

1.   Accounting adjustments made with insufficient supporting analysis and documentation;  

2.   Inadequate understanding or documentation of balance sheet provisions and insufficient 
documentation of  the decision to release certain provisions  

3.  ! ƭŀŎƪ ƻŦ ŀǿŀǊŜƴŜǎǎ ƻŦ ǘƘŜ ǇǊƻƎǊŀƳ ŀŎŎƻǳƴǘƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎ ǳƴŘŜǊ ŜƛǘƘŜǊ /ŀƴŀŘƛŀƴ ƻǊ ¦Y D!!tΧΦ  

4. Poor control over individual projects from an accounting perspective. Project sales volumes, 
revenues and costs are not reviewed with sufficient frequency or rigourΦέ  

 
 

http://www.fortfield.com/casefiles/dimmas-instructions-to-pwc.pdf
http://www.pwc.co.uk/contactus/john_tracey_profile.html
http://www.pwc.co.uk/eng/services/forensic_services.html
http://www.pwc.co.uk/eng/services/forensic_services.html
http://www.nifa.co.uk/
http://www.fortfield.com/casefiles/q1-2007earnings-MAC.pdf
http://www.fortfield.com/casefiles/q1-2007earnings-MAC.pdf
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Lǘ ƛǎ ǎƛƎƴƛŦƛŎŀƴǘ ǘƘŀǘ ǘƘƛǎ ŎǊƛǘƛŎŀƭ ŎƻƳƳŜƴǘ ŀǘ tŀǊŀ нΦпл ƛǎ ǘƻǘŀƭƭȅ ƻƳƛǘǘŜŘ ŦǊƻƳ tǿ/Ωǎ Cƛƴŀƭ wŜǇƻǊǘ ƛƴ !ǳƎǳǎǘ нллтΣ 
supporting my strong belief that this report was in effŜŎǘ ŀƴ ŀǘǘŜƳǇǘ ǘƻ άǿƘƛǘŜǿŀǎƘέ Ƴȅ ŎƻƴŎŜǊƴǎ ŀƴŘ ǾƛƴŘƛŎŀǘŜ ǘƘŜ 
position already taken by Mr Dimma and Magellan Aerospace Corporation. 
 
PwC mostly set aside the documentary representations made by MAC in support of their Q4.2006 EAC and instead 
create their owƴ άƳƛȄǘǳǊŜέ ƻŦ ƛƴŦƻǊƳŀǘƛƻƴ ǘƻ ǇǊƻŘǳŎŜ ǘƘŜƛǊ ŀƴǎǿŜǊǎ ŀƴŘ ŎƻƴŎƭǳǎƛƻƴǎΦ After 100+ days of investigation 
they both state 4. above re MAC for the largest MAC project asset ς the A340-500/600 - and then PwC themselves 
serially fail ǘƻ ǇǊŀŎǘƛŎŜ ŀ άǊŜǾƛŜǿ ƻŦ !опл ς 500/600 sales volumes, revenues and costs with sufficient frequency or 
ǊƛƎƻǳǊέ ς ǎŜŜ ǇŀǊŀƎǊŀǇƘ ф ǿƛǘƘ ƻǳǊ ƛƭƭǳǎǘǊŀǘƛǾŜ άŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ ŜȄŀƳǇƭŜǎ ŀƴŘ ƻŦ ŎƻǳǊǎŜ ǘƘŜ ŎƻƳǇƭŜǘŜ Cƛƴŀƭ !опл 
Report.15 December 2009  is available to download. This is not a series of mistakes through PwC incompetence ς this 
ǿŀǎ ŀƴ ŀŎǘƛƻƴ ƻŦ άŦƻǊŜƴǎƛŎ ŘŜŎŜƛǘέΦ 

Para.4.0 ς   The A340-500/600  -  the MAC C$40m + financial summary/ implications and quarterly certification 
 

To put this subject in some context, from a public/TSE shareholder/financial markets analyst perspective, please 

LISTEN to an important question asked by Nick Morton of RBC? and then followed by a Mr Claude Proulx of BMO 

Capital Markets (a respected aerospace analyst in Canada)  on the subject of Magellan Inventory and third party 

verification during 5 minutes of the Q3.2006 earnings webcast call in mid-November 2006 and answered by Mr Neill 

(President and CEO: shortly to retire and be promoted to Vice Chairman)  and Mr Dekker , the current Magellan CFO 

and Corporate Secretary.  The complete transcript of the Q3.2006 MAC Earnings call on 14 November 2006 (shortly 

ŀŦǘŜǊ Ƴȅ ŘƛǎƳƛǎǎŀƭ ŀƴŘ aǊ 5ƛƳƳŀΩǎ άƻǿƴ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ) can be read here at p15  
 

4.1   Vice President Finance (CFO) and Corporate CFO Secretary - Mr Dekker - His oral evidence in April 2008 at Website Part F  

   

Mr Little A340-500/600 aircraft programme was the largest product except the super jumbo Airbus A380 ? 

Mr Dekker It is one of the largest 

Mr Little In terms of the MAC Balance Sheet, C$40+? 

Mr Dekker Approx that yes  

Mr Little This is probably the biggest single item to be a management issue from the inventory? 

Mr Dekker I donôt think I can dispute this         and shortly thereafter 

    

Mr Dekker Iôd go through with Mr Neill the certificates and identify remarks of that nature. We need to be sure weôre fully versed. I saw this (referring 

to document 2006) and Mr Neill said heôd talked to Mr Little already. Issue re enough product from Aeronca.    It was not my expertise. Iôd just 

leave that to him. 

Judge What he wants to know is did you have a discussion with Mr Little?  

Mr Dekker It was noted  

    

Mr Little Would you expect Mr Little to be obliged to look at the accounts,  Aeronca EAC (BL referring to document EAC.Q2.2006.1830 etc) to 

satisfy himself? 

Mr Dekker The self-certification process is laid out fairly clearly  

Mr Little Can you specifically say youôd be expecting me to satisfy myself? 

Mr Dekker Iôd be disappointed if you didnôt 

Mr Little I was specifically concerned because I saw at least C$10m, and probably moreé.   

Judge Mr Stafford QC cross-examined Mr Neill. Do you want to focus on a question to Mr Dekker?  Any question you can ask Mr Dekker to establish or 
show us your reasonable belief.  You should also bear in mind they all had concerns 

Mr Little I had a real concern that Arbitration was not just the solution that we had to address. The magnitude and impact were not being recognized. 

Judge Youôve heard the Claimantôs motivation. What can you tell us?  It was a valid concern.   How did you regard it at that time? 

Mr Dekker We 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. 

 

4.2   Former President and CEO Mr R Neill (now Vice Chairman) - his oral evidence on 14 November 2007 

 

Mr Stafford 

 

There was a meeting in Toronto on 8th August 2006 ï which was attended by Mr Little and you. Whilst there he discussed with you his 

concerns of the balance sheet treatment of the A340 NRCs 

Mr Neill  Correct 

http://www.fortfield.com/casefiles/Q3.06.%20inventory.thirdpartyverification.WMA
http://www.fortfield.com/casefiles/Q3.06.%20inventory.thirdpartyverification.WMA
http://www.fortfield.com/casefiles/magellan.aerospace.q1.2007.earnings%20webcast.transcript.pdf
http://www.fortfield.com/casefiles/Q3.2006.MAC.Earnings.call.14.Nov.2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
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Mr Stafford He said to you ï there was an arbitration going on regarding the way the price increase worked. He said even if arbitration goes in our favour 

ï still have to write down some of our profits  

Mr Neill   Agree that he discussed the write down of profits éééé.I said that the anticipated sales ï there is absolutely no question we would 

cover all of the costs.  PwC go into this. We looked at this very seriously ï before we came to that conclusion 

 

Mr Stafford  
 

Volume 5/2006 ï the sub certification for Q2.2006 ï see 2 items here ï ñA340 ï Aeronca to  discussò. On an important document ï 

the issue of NRC ï clearly formal concerns expressed by him. 

Mr Neill Yes 

Mr Stafford  You would have been clear that it was NRCs that he was referring to 

Mr Neill  Yes 

Mr Stafford Given that you had a discussion on the 8th ï and he signs certificate with qualification ï must have been clear that BL not entirely 

comfortable?   

Mr Neill Corr ect.   

  

4.3     President and CEO - Mr Butyniec -  His oral evidence at Report in January 2008 :P81 including  

 

Mr Little   Document 7/2892 Inventory section re engineering costs. About C$100m in Engineering/learning costs. 

Mr Butyniec  Talk to John 

Mr Little A340 programme is about $34-40m. Itôs a significant amount? 

Mr Butyniec  It is  

Judge  Why are you asking the witness to look at something that is not in dispute? 

 

Mr Little 

 

Move to Vol5/1830 ï Q2.2006 EAC for A340 programme. Gross loss of around $5m 

Mr Butyniec I canôt talk intelligently about this document     (the PwC Exhibits 8.3) 

Mr Little But you review each quarter with the finance people 

 

Mr Little Are you certifying the accounts? 

Mr Butyniec Iôm  trusting the people who work for my organization, yes 

 

< BL Observation : As we worked more closely together from mid-2005 and as time progressed I became more aware that Mr Butyniecôs strengths did 

not lie in financial/numerical  literacy and the reader/listener can hear an audio tape at website Part G during my interview (2812) with PwC in January 

2007 in which I state ñ I think you just need to ask yourself that this man is due to retire (Mr Neill) , he wants to go up the way to whatever, he doesnôt 
want a balance sheet that effectively is going to get write ïoffs.  He and Mr Dekker and I have got to face into that because thatôs whatôs going to 

happen.  Thatôs not fair to Mr Butyniec to be taking over a balance sheet that isnôt rightò > 

The reader should also note my written evidence (Website Part B : para 205) which states ñ.. In a conversation at Farnborough Airshow in July 2006 

with Mr Butyniec, held after he had met Aircelle representatives to try and progress the commercial negotiations on the application of the pricing 
escalation formula, he said he too was concerned about MAC/Aeronca ever recovering its NRC investment on the A340-500/600.ò Mr Butyniec and/or 

the Respondents counsel Mr Lynch QC never challenged this evidence in court.  Finally, whilst he was also now the MAC President, Mr Butyniec was 

never interviewed by PwC during that entire seven months investigation in 2007.> 

4.4     Chairman of MAC Audit Committee - Mr Dimma - His oral evidence at Report on 4  June 2008 :P100-114  

 

Mr Little 
 

Major concerns about A340, C$40m plus on Magellan balance sheet 

Mr Dimma  Yes 

Mr Little Significant challenge to inventory value, significant impact on future asset value and cash recoveries 

Mr Dimma  Yes 

Mr Little  EAC ï estimate at completion document ï did the Audit Committee look at this regularly? 

Mr Dimma  Yes 

Mr Little  I raised the issue about this in Q2.2006 

Mr Dimma Yes 

Mr Little  Vol 5 /1830  A340 Estimate at Completion  June 2006   Q2.2006 

Mr Dimma Yes 

Mr Little  Gross profit / loss was a  $ 5m+ loss 

Mr Dimma  Yes, I see the number 

Mr Little That didnôt appear in the accounts at Q2 when reviewing the certification documents. I put a note on 9 August 2006; Please discuss A340, 
Boeing Systems integrator kits.  I had a discussion on my return on 8 August about that. Did Mr Neill tell you I had that discussion? 

Mr Dimma I would like to make a general comment before going into this level of detail 

Judge Are you struggling to answer? 

Mr Dimma The Audit Committee looks at things from a different level of detail. We 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. 

 

http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/butyniec.cert.2008.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
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tǿ/ ŎƻǊǊŜŎǘƭȅ ǊŜŎƻǊŘŜŘ ƛƴ ǘƘŜ Cƛƴŀƭ 5ǊŀŦǘ ǊŜǇƻǊǘ ŀǘ ǇŀǊŀ уΦсм ǘƘŀǘ ά.Ǌƛŀƴ [ƛǘǘƭŜ ǎǘŀǘŜŘ ƛƴ ǘƘŜ 9ϧ¸ ǇǊŜǎŜƴǘŀǘƛƻƴ 

ǘƘŀǘ Ƙƛǎ ŎƻƴŎŜǊƴǎ ǊŜƎŀǊŘƛƴƎ ǘƘŜ ǘǊŜŀǘƳŜƴǘ ƻŦ ǘƘŜ !опл bw/ ǿŜǊŜ ǊŀƛǎŜŘ ŦƻƭƭƻǿƛƴƎ vнΦнллсΦέ ŀƴŘ  as you can 

hear on the audio tapes (Tape recording -  Part 1  (16 minutes) and then Part 2  (7 minutes) )  L ǎǘŀǘŜŘ άAnd the fundamental 

issue here, which we have to come to terms with, is that this product is a product that has not only got a 

ŎƻǎǘκǇǊƛŎŜ ǇǊƻōƭŜƳ ōǳǘ ƛǘΩǎ ƴƻǿ ŀƭǎƻ Ǝƻǘ ŀ ǇǊƻƎǊŀƳƳŜ ǾƻƭǳƳŜ ƻƴŜΗέ 

 Mr Dimma asserts in his evidence above that effectively he relied on Mr Dekker and PwC. However he 

stated that the Audit Committee looked at the draft and final PwC report very, very carefully.  As ONE 

example we cannot understand why Mr Dimma or his colleagues (or indeed anyone at MAC) did not see the 

ƻōǾƛƻǳǎ άōŀǎƛŎ ƭƻƎƛŎ ŀƴŘ ǎƛƳǇƭŜ ƳŀǘƘǎέ ŜǊǊƻǊǎΣ ǿƘƛŎƘ ŀƭƻƴŜ ƛƴŦƭŀǘŜŘ ǘƘŜƛǊ ŎŀƭŎǳƭŀǘŜŘ ŘŜƳŀƴŘ ōȅ ǎŜǾŜǊŀƭ 

hundred units or $100M+ revenues, made by PwC (άŦƻǊŜƴǎƛŎ ŘŜŎŜƛǘέύ  when they calculated a potential 

ŘŜƳŀƴŘ ŦƻǊ !опл {ǇŀǊŜǎ ŀƴŘ wŜǇŀƛǊǎ ƻŦ άмртнέ ǳƴƛǘǎ ōȅ C¸нлнм ςsee paragraph 9.2.  Similarly the new 

Q4.2006 Selling Prices had been inflated beyond the assumptions and escalation formula ς see paragraph 

9.1.  None of the MAC Board or PwC team or E&Y identified and had PwC άŎƻǊǊŜŎǘέ ǘƘese basic άƳŀǘƘǎ ŀƴŘ 

ƭƻƎƛŎέ mistakes ς why?   These were only two of those from our list of factual errors and omissions which we 

were denied the opportunity to provide to PwC or the MAC Audit Committee by Mr Dimma, before the Final 

PWC Report was issued in late August 2007.  

Although we asked for that invitation to comment on the factual accuracy and conclusions in the PwC Final 

Draft report, the product of that four month of the seven month exercise undertaken by PwC as a direct 

response to my whistleblower claims, I was advised that PwC was of the view that this was unnecessary 

ŀƴŘ ǘƘŀǘ aǊ 5ƛƳƳŀ ŀƴŘ άthe Audit CƻƳƳƛǘǘŜŜ ƛǎ ŎƻƴŦƛŘŜƴǘ ǘƘŀǘ tǿ/Ωǎ ƛƴǾŜǎǘƛƎŀǘƛƻƴ was thorough and 

competent, ŀƴŘ ƛǎ ǇǊŜǇŀǊŜŘ ǘƻ ǊŜƭȅ ƻƴ tǿ/Ωǎ ŎƻƴŎƭǳǎƛƻƴǎ.έ  PwC failed to record in their Final Report that 

they had not invited me to make any comments, despite my offer to do so.  

 In contrast, unlike the PwC final draft report, Brian Little provided Magellan via Mr Dimma (Chairman of its 

Audit Committee), PwC UK and Canada - instructed on the C$3m+ "independent forensic investigation" 

report and Ernst & Young Canada (E&Y) their public auditors with an invitation to comment on the factual 

accuracy and omissions on the contents of this On-the-record A340 Report for some four to six weeks - no 

response was received from Mr Dimma, PwC or E&Y. 

Lǘ ƛǎ ŀƭǎƻ ƛƳǇƻǊǘŀƴǘ ǘƻ ǊŜŎƻǊŘ ǘƘŀǘ aŀƎŜƭƭŀƴΩǎ Ǉƻǎƛǘƛƻƴ ƻƴ Ƴȅ άǊŜŀǎƻƴŀōƭŜ ōŜƭƛŜŦέ ǿŀǎ ƛƴƛǘƛŀƭƭȅ ŜȄǇǊŜǎǎŜŘ ƛƴ 

May/June 2007 by Mr Lynch QC in the UK court (6 June 2007-CMD 4)  ŀǎά At present there is no challenge 

made by the Respondents in regaǊŘ ǘƻ ǘƘŜ άǊŜŀǎƻƴŀōƭŜƴŜǎǎέ  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 

Ŏŀƴƴƻǘ ōŜ ŘŜǘŜǊƳƛƴŜŘΦέ 

This then became, during the first hearing in the UK court/tribunal on 16/19 November 2007,  the 

Respondents (Magellan) positioƴ ǿŀǎ ƻƴ ǘƘŜ ǊŜŎƻǊŘ ŀǎ άIt 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 

http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC.29Jan.2007.Part3.A340.only.WMA
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/doc3002.pdf
http://www.fortfield.com/casefiles/doc3002.pdf
http://www.fortfield.com/casefiles/doc3002.pdf
http://www.fortfield.com/casefiles/dimma_files.pdf
http://www.fortfield.com/casefiles/dimma_files.pdf
http://www.fortfield.com/casefiles/dimma_files.pdf
http://www.fortfield.com/casefiles/dimma_files.pdf
http://www.fortfield.com/casefiles/dimma_files.pdf
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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 criticismΦέ  aŀƎŜƭƭŀƴΩǎ Ǉƻǎƛǘƛƻƴ ƘŀŘ ǘƘŜƴ ŎƘŀƴƎŜŘ ŘǳŜ ǘƻ ǘƘƛǎ ǊŜƭƛŀƴŎŜ ƻƴ tǿ/ 

and the belated challenge to my reasonable belief on A340.  

BL -  A340-500/600 was and is vitally important to MAC.   The A340-500/600 project investment/asset was 
the single largest financial number (>C$40m asset in FY2006) and failure to fully realize the value of the 
project would, inter alia, bring about the triple consequences of   

(1) an overstatement in the project / non-recurring costs/engineering development assets of > C$40m 

(2)  ŀ ǇǊƻƎǊŀƳ ƎǊƻǎǎ ƳŀǊƎƛƴ άōǊŜŀƪŜǾŜƴέ  to actual financial losses and                                                                   

(3)  create a future cash deficiency / non-recovery in the internal and public reporting (MAC 5 year strategic 
planning base -  Sales revenues / cash projections of C$100m +) 

One of my colleagues who read this A340 Final Report interpreted the actions of MAC as ñthe MAC Directors 

representing this C$40 million as being part of Magellanôs  accounts receivable /debtors, with that cash being returned 

to MAC on a timely basis within the contract period".   

My discussions/quarterly certification aim was of course to demonstrate that C$40m was NO longer 
justifiable on any business /accounting basis in accordance with our business/legal reporting obligations. Our 
only Q2.2006 Program EAC financial summary - stating a!/Ωǎ άmost reasoned view and most likely outcomeέ 
(doc 1830 ς Exhibit 8.3 above) - , even before the quantity/volume changes which I had discussed with Mr 
Neill on 8 August 2006, was recording gross losses of $5.2m.  

Already these ($5.2m+ gross losses) were not being publicly reported, as Mr Neill and Mr Dekker determined 
they would deliberately ǇǊŀŎǘƛŎŜ άƳŀƴŀƎŜƳŜƴǘ ƻǾŜǊ-ǊƛŘŜέ of our written program EAC, to produce a notional 
ά!опл ǇǊƻƎǊŀƳ ōǊŜŀƪ-ŜǾŜƴέΦ   This $5.2m only became worse when I read the detail, for the first time on 14 
Aug.2006 after the Q2.2006 MAC earnings statement had been released to the TSE, in the Mr Butyniec BAFO 
11 Aug. 2006 letter which had proposed even lower pricing to Aircelle, as the Magellan final counter-offer 
for commercial settlement. Although not his direct functional role Mr Butyniec had also obtained both Mr 
9ŘǿŀǊŘǎ ŀƴŘ aǊ 5ŜƪƪŜǊΩǎ ǿǊƛǘǘŜƴ ŀǇǇroval of his proposal before the Q2.2006 results were published.  He 
had not discussed any of this with me until 15 August 2006.  

ADDED  6 AUGUST 2010 -  Furthermore , aǊ 5ƛƳƳŀ Ƙŀǎ ƴŜǾŜǊ ŀƴǎǿŜǊŜŘ ǘƘŜ ǉǳŜǎǘƛƻƴ ŀǎ ǘƻ ǿƘŜǘƘŜǊ ά¢ƻ 
your knowledge was aǊ .ǳǘȅƴƛŜŎΩǎ мм κмп !ǳƎǳǎǘ нллс .!Ch ǎŜǘǘƭŜƳŜƴǘ ǇǊƛŎƛƴƎ ǇǊƻǇƻǎŀƭ ŘƛǎŎǳǎǎŜŘ ŀƴŘκƻǊ 
approved by you or any other member of the MAC Audit Committee or non executive Director?  Was its 
proposed pricing settlement implications with regard to the A340 unit pricing that had been used by all of us 
in the Q2.2006 A340 EAC explained to any of you, in relation to the $рΦнƳ DǊƻǎǎ ƭƻǎǎ ŜǘŎΚέ   

 

Para 5.0     Some άCommonsense Reasonableness checksέ  /  Industry Practice  

The Magellan Aerospace Corporation Annual Report for FY2006 at page 14 (MD&A/AIF.p12) states 

"The Corporation relies on customers' delivery projections as well as external market forecasts to 
determine the number of units over which to amortize non-recurring costs. Should deliveries not reach the 
number projected, any unamortized balance that remains would then need to be charged to cost of 
revenues which could have a material adverse impact on the Corporation." 

http://www.fortfield.com/casefiles/cert-neill-q22006.pdf
http://www.fortfield.com/casefiles/cert-dekker-q22006.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
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The oral evidence below demonstrates the minimum Production and market forecasts knowledge within 
Magellan, for those available for interview by PwC, and who were making the various documentary 
representations to E&Y and PwC.     

5.1    Former President and CEO Mr R Neill (now Vice Chairman) -14 November 2007 

Mr Stafford  Volume 6 document 2115 ï will see dated 7 September 2006 ï An Airbus document ï move forward to 6/2117.   3rd box down ï 

A340 ï 500, A340-600    (BL note- MAC provided both E&Y and PwC with Feb 2007 version from Airbus (doc.3600).    

Mr Neill Assuming also 7th September 

Mr Stafford These are the projections? 

Mr Neill Plan for production. 

Mr Stafford It does not look healthy for 2006 ï and appears to be diminishing from 2006 ï 2008 

Mr Neill Yes 

Mr Stafford  Aware of this at the time 

Mr Neill Yes 

Mr Stafford There was pessimism from Airbus at the time? 

Mr Neill Yes 

Mr Stafford  The only trade estimates referred to by PwC ï are Forecast international.  Did you provide Teal? 

Mr Neill  We gave everything we had to hand ï included the plan for production. Did not include the   International ï I think it included Teal  
ï but cannot recall.  

Judge Did you provide data from other publications?  

Mr Neill Yes 

(Mr Neill was aware from the MAC weekly staff meetings since 12 Sept.2006 (2179) ï which recorded ñAircelle has advised that 340 and 380 will 
reduce next yearò by Mr Furbay, which I confirmed to Mr Neill by forwarding, as he requested, the latest Airbus schedules ï dated 7 September 2006 

(doc 2115-2117). He also knew the FY2007 budget and the reducing production rate to circa 10 a/c per year with the falling Airbus order book and few 

active airline sales campaigns.  Both E&Y and PwC were provided with these documents by me.) 

 5.2    President and CEO - Mr Butyniec -  his oral evidence in January 2008  

Mr Little One of the things different is about the marketing forecasts as well as Airbus. What marketing forecasts were used?   

Mr Butyniec I donôt know 

Mr Little Airbus internal plan ï rate about 10 per year? 

Mr Butyniec That makes sense                                               and shortly thereafter  

Mr Little Mr Vandersteenôs comments on A340 ï ñTrashedò- (doc2291) Mr Underwood didnôt relate to you? 

Mr Butyniec No 

 

(Mr Butyniec and PwC (para 8.62b) were well aware of the reduced A340 production programme and FY2007 budget/EAC at 10 a/c per year)  

  

5.3    Vice President Finance (CFO) and Corporate CFO Secretary - Mr Dekker - His oral evidence in April 2008 at Website Part F 

 

Mr Dekker Iôd go through with Mr Neill the certificates and identify remarks of that nature. We need to be sure weôre fully versed. I saw this 

(referring to document 2006) and Mr Neill said heôd talked to Mr Little already. Issue re enough product from Aeronca.    It was 

not my expertise. Iôd just leave that to him. 

Judge What he wants to know is did you have a discussion with Mr Little?  

Mr Dekker It was noted  

(Mr Dekker was aware of the multiple MAC staff meeting minutes, since 12 September 2006 and the FY2007 budget/EAC at 10 a/c per year) 

 

5.4   In his evidence Mr Underwood (VP ï MALUK ) told the Tribunal that PwC discussed various matters raised by me on tape with him during their 

early 2007 investigation  ---   None of which is referred to in the A340 PwC report.  Reflecting apparent confirmation within Magellan of the market 

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 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.      Those next three-year production delivery projections provided to Magellan by Airbus UK continued to show 

declining A340-500/600 production rates - also given by MAC/me to PwC and E&Y - e.g. doc 3600 link. The Airbus latest production programme 

information as at 7 February 2007 - e.g. doc 3600 link was provided to both E&Y and PwC for their FY2006 audits and forensic investigations by MAC 

--  it totalled 32 aircraft / 128 exhaust systems units for FY2007-2009.  That particular Airbus production programme  recognised the declining A340 

sales campaigns/order book including the outcome of the recent Lufthansa sales campaign (Boeing 747-8 ï 20 orders /20 options and resultant last 

Airbus order for 7 A340 600 only) by using some of the scheduled delivery slots for Virgin Atlantic, following the recent suspension of their remaining 

order for six A340-600.    

http://www.fortfield.com/casefiles/airbus.wing%20plans.6,feb.2007.pdf
http://www.fortfield.com/casefiles/doc2291.pdf
http://www.fortfield.com/casefiles/doc2006.pdf
http://www.fortfield.com/casefiles/doc2291.pdf
http://www.fortfield.com/casefiles/doc2291.pdf
http://www.fortfield.com/casefiles/doc3600-WING-deliveries.pdf
http://www.fortfield.com/casefiles/doc3600-WING-deliveries.pdf
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Para 6.0   The WORDS Magellan and their legal team and witnesses used re άPwC investigation/Reportέ 

Mr Lynch QC - full scale forensic enquiry, very thorough and exhaustive, very full and complete etc etc      
(Website ς Part G PwC)   

Mr Dimma ς PwC ς PwC is a reputable audit firm, a first class UK forensic accountancy team, capable of 
getting all the facts for a sound report, thorough and detailed, auditors-extremely risk averse (Website Pt F)   

Mr Edwards  - PwC    άIƛƎƘέ ǊŜǇǳǘŜ  Σ άǎǘŀƴŘŀǊŘ ŀƴŘ ŘŜǘŀƛƭŜŘ ǊŜǇƻǊǘέ ŜǘŎ Φ   (Website Part G)   

Mr Dekker  - Program A340 EAC  - άƳƻǎǘ ǊŜŀǎƻƴŜŘ ǾƛŜǿ  ŀƴŘ Ƴƻǎǘ ƭƛƪŜƭȅ ƻǳǘŎƻƳŜέ  (Website Part D  Exhibit 8.3B) 

Para 7.0   Financials    ά²ƘƛǎǘƭŜōƭƻǿƛƴƎέ  -  Public interest   information et al  

7.1. UK BBC - Television    Newsnight, Tuesday 10 February, 2009 

  

Watch highlights from BBC Newsnight, presented by John Sopel.        The whistleblower  
 
HBOS sacked and gagged a senior executive who four years ago warned the board of the bank that they 
were taking excessive risks, according to evidence given at the Treasury Select Committee today. Paul 
Mason has this exclusive interview.(6 Minutes) 

Former banking bosses apologised to MPs at the Treasury Select Committee who grilled them about their 
role in the financial crisis. But their defence was undermined by the disclosure that HBOS's former head 
of risk, Paul Moore, tried to forewarn his bosses.  

Paul Moore is the former Head of Group Regulatory Risk at HBOS and was the only senior risk and compliance 
executive in the UK banking sector to speak out publicly in the aftermath of the financial crisis about what 
he saw from the inside of a bank. His influential evidence given to the Treasury Select Committee in February 
2008 was widely publicised in the media and led directly to the resignation of Sir James Crosby, the Deputy 
Chairman of the FSA.  

Prior to HBOS, Paul was a Partner at KPMG in London advising banks, insurance companies and asset 
managers on regulation, risk management and compliance. He has 25 years of experience in the financial 
sector in these areas which encompasses both working in industry as a "coal-face" practitioner as well as in 
professional services as an adviser to the largest financial sector clients.  

  άTruth?  -  ŦƻǊƎŜǘ ƛǘΗΗέ   ς  
Please now view the video clip Answer (4 minutes) from Mr Paul Moore ς the celebrated ex HBOS bank 
whistleblower ς in response to a single question from Brian at his November 2009 lecture in Belfast.  
 

 7.2  Other information / public interest+media articles           (Some 6 August 2006 additions for 2010)  

As background you may listen to Mr Don Lindell, E&Y audit partner for Magellan Aerospace in his two minute 
voicemail to me on 11 January 2007 following my whistleblowing to E&Y in Dec.2006. 

άAuditors ς Lƴ ǘƘŜ tŀƭƳ ƻŦ ǘƘŜ .ŀƴƪǎΚέ   -  UK Times ς Jan 2009 

Accountants are trembling, waiting for the awkward questions 

Government probes role of bank auditors 

Linklaters and Ernst & Young face action over Lehman Brothers collapse UK Times - March 2010 

Ernst & Young's Lehman Fallout -  E&Y   March 2010 

Lehman, Ernst & Young and accounting - Accountancy Age - March 2010 

http://news.bbc.co.uk/1/hi/programmes/newsnight/7883903.stm
http://news.bbc.co.uk/1/hi/programmes/newsnight/7883903.stm
http://news.bbc.co.uk/1/hi/programmes/newsnight/7883903.stm
http://www.youtube.com/watch?v=D8AH9Crb4FQ
http://www.youtube.com/watch?v=D8AH9Crb4FQ
http://www.youtube.com/watch?v=D8AH9Crb4FQ
http://www.youtube.com/watch?v=D8AH9Crb4FQ
http://www.youtube.com/watch?v=D8AH9Crb4FQ
http://www.fortfield.com/casefiles/eydonlinsdell.11jan2007.WMA
http://www.fortfield.com/casefiles/eydonlinsdell.11jan2007.WMA
http://business.timesonline.co.uk/tol/business/industry_sectors/banking_and_finance/article5580824.ece
http://business.timesonline.co.uk/tol/business/industry_sectors/banking_and_finance/article5580824.ece
http://business.timesonline.co.uk/tol/business/industry_sectors/banking_and_finance/article5580990.ece
http://business.timesonline.co.uk/tol/business/industry_sectors/banking_and_finance/article7060424.ece
http://www.fins.com/Finance/Articles/SB126841170848760949/Calculating-Ernst-Young-s-Lehman-Fallout
http://insider.accountancyage.com/2010/03/lehman-ernst-yo.html
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PwC in spotlight over missing billion at Satyam, 'India's Enron' - Re PwC Jan 2009  

CL Financial ς CLICO scandal: Silence from Price Waterhouse Coopers as forensic investigator Robert 

Lindquist submits report     - PwC   March 2010 

Directors 'withheld facts' at loss-making Cattles - PwC 2010 

 

 

7.3    PricewaterhouseCoopers (PwC)  Report - 13th Annual Evaluation of Class action lawsuits 

1 April 2009 (doc 4097 ς 4108)  -  52% of accounting actions are  estimate-related   άhŦ ǘƘŜ ŀŎŎƻǳƴǘƛƴƎ 
issues alleged in accounting-related cases filed during 2008, estimate-related allegations were the most 
commonly cited, representing 52 percent of all accounting related filings. In 2007, inadequate estimates 
were alleged in 47 percent of such filings.  

Among the 5 cases filed against Canadian entities, 60 percent cited overstatement of asset allegations.  

¢ƘŜ ŀŎŎƻǳƴǘƛƴƎ ŀǊŜŀǎ ǿƛǘƘ ǘƘŜ ƘƛƎƘŜǎǘ ƛƴŎǊŜŀǎŜ ƛƴ ŀƭƭŜƎŀǘƛƻƴǎ ŀǊŜ ŜǎǘƛƳŀǘŜǎ ΧΧΧΦ LƳǇǊƻǇŜǊ ŜǎǘƛƳŀǘŜ 
allegations increased to 50 percent versus an average of 32 percent during 2002 ς 2006 and 25 percent in 
2007. "               
 
 
WƘƛŎƘΣ ŀǎ ǘƘŜ ǊŜŀŘŜǊ ǿƛƭƭ ǊŜŀƭƛǎŜΣ ƛǎ ŜȄŀŎǘƭȅ ǘƘŜ άŜǎǘƛƳŀǘŜǎέ ƛƴ ǘƘŜ !опл-500/600 Program EAC here!! 
 
 
7.4        Extract from Brian Little ôs oral evidence in UK court in March 2009 

 
Judge So PwC wouldôve seen a request to make changes by those individuals and PwC, without forming their own view, acceded to 

those requests. Thatôs a pretty grave accusation to make against PwCé 

Mr Lynch We can call them 

Mr Little But they are paid by you!                                                 άTruth?  -  ŦƻǊƎŜǘ ƛǘΗΗέ 

Judge It is a pretty grave accusation. 

Mr Little  I know and I donôt do this lightly 
Judge Iôve recorded that 
Mr Lynch Do we want to hear untested suggestions made?  It is unfair to the Respondents.  We say the accusation is ungrounded.      (but 

they never called PwC as witnesses to give evidence and face a cross-examination -  which NIFA would expect)  
 

Mr Lynch Itôs quite clear the PwC investigation was a very thorough and exhaustive investigation? 

Mr Little No 

Mr Lynch They examined a very large number of documents? 

Mr Little They said so 

Mr Lynch Thereôs no obligation on PwC to set out every item 

Mr Little No but it is fascinating to see what has been ignored. 

Mr Lynch  You canôt say ignored. 

Mr Little Yes I can. Iôm looking forward to the documents I referred to because it would clear up the A340. I was never asked to 

comment and Deloitte couldnôt believe I was not asked to comment. 

 

Mr Lynch 

 

The PwC investigation was very full and complete. 

Mr Little No 

Mr Lynch The Report speaks for itself 

Mr Little No 

Judge There are issues there 
 

 

 

 

http://business.timesonline.co.uk/tol/business/industry_sectors/technology/article5477870.ece
http://barbadosfreepress.wordpress.com/2010/03/13/cl-financial-clico-scandal-silence-from-price-waterhouse-coopers-as-forensic-investigator-robert-lindquist-submits-report/
http://barbadosfreepress.wordpress.com/2010/03/13/cl-financial-clico-scandal-silence-from-price-waterhouse-coopers-as-forensic-investigator-robert-lindquist-submits-report/
http://business.timesonline.co.uk/tol/business/industry_sectors/banking_and_finance/article7123749.ece
http://www.fortfield.com/casefiles/PwC.class%20actions.2008.Report..pdf
http://www.youtube.com/watch?v=D8AH9Crb4FQ
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Para 8.0  Accountancy/Auditors  ς ǇŜǊŎŜǇǘƛƻƴǎ ƻŦ άŦƻǊŜƴǎƛŎ ŀŎŎƻǳƴǘŀƴǘǎέ   

I understand from other people within Big 4 audit firms that Forensic accounting people consider themselves to be amongst the 
άeliteέ members in their accounting/audit profession. I also believe from my research that most lay people would attribute such roles 
in such people and firms as having the following characteristics: 

8.A.  Numeracy/finance skills  ς basic logic and maths   -see paragraphs 9.1 and 9.2  

8.B.  Reliance on them ς άcomprehensive/ thoroughέ =  truth underpinned by independence /objectivity 
         - see paragraphs 9.3, 9.4 and 9.5  

8.C.  Access to information ς global knowledge management /other audit clients and public information  
underpinned by technology in access to documents and records ς see paragraphs 9.6, 9.7 & 9.8  

8.D.  Professional scepticism, checking and validity:audit testing and deep technical skills - paras 9.9 & 9.10  

 
These are the hallmarks of the ƛƴŘŜǇŜƴŘŜƴǘ άforensic accounting professionalέ ƛƴ ŀ ƭŀǊƎŜ Ǝƭƻōŀƭ ŦƛǊƳ??.  
    
 8.5.                   Oral evidence from Mr Dekker on 10 June 2009.  

 

Judge If the Q4 2006 EAC had continued with the underlying gross loss of 5.22 million and the further £2.734 million costs increase by 
Q4 2006 had been recorded at circa $10 million loss, would MAC senior officers have recorded from that EAC a circa $10 million 

plus loss in Q4 2006 earnings and then stated that in the FY 2006 published accounts? 

Mr Dekker YES. 
Mr Little  Right 

Mr Dekker But -- 

Judge  But -- 
Mr Lynch  Yes, please. 

Mr Dekker  But it's based on a lot of presumptions. 

Judge Right. 
Mr Dekker The final question is, would we post the accounts correctly, of course we would, if that was truly a loss we would post the 

accounts correctly and record a loss. 

Mr Little Can I just clarify something now, if we just look at document 1831 in the bundle, what you're saying, John, then, is, and this is for 
everybody else, if the number do you know here, $137172, which is the very bottom of the sheet, marked D, I think, sir. 

Judge  Yesé.. we have it  

Mr Little So, Mr Dekker, if D was minus $10 million, I think you've just told the tribunal that you would then be posting 10 million loss to 
the accounts? 

Mr Dekker If you're asking me if this schedule generated the number of minus 10 million in the bottom of the programme total, would we 
record it that way, no.  Not solely on the basis of this schedule.  This schedule is an estimate at complete, and each quarter we do 

various scenarios of this schedule, there are three major variables that affect the outcome of this schedule, sorry to bring it to 

such basic levels, but it's number of units, times revenue per unit, and the cost.  Each of those three variables has a habit of 
changing on us. And as such, this schedule will change each time we do it.  We also have uncertainty about the future, so our 

view as to what's going to happen into the future will also affect how this schedule is completed. 
Mr Little But the core question is, if as a result of doing all of that, that number became minus 10 million, would you be posting 

minus 10 million to the accounts? (BL : Note also the relevance to the Q2.2006 A340-500/600  EAC of ($5.2m) etc etc) 

Mr Dekker If our best view, our -- let me identify best, our most reasoned view and most likely outcome showed a 10 million loss, yes, 

we would post that loss.   (see BL Observation 1 below) 
Mr Little And it is correct, Mr Dekker, that this document is the primary document which Ernst & Young would use in their audit process? 

Mr Dekker We would give them this document in the audit process, plus the supporting detail, I can't say that this is the primary document but 

I have to believe it's one of the key ones. 
 

 

 

Mr Little  

 

 

 

Right, and in the audit testing processes, which we're both familiar with, in terms of the primary part of their job, for want of a 

better word, that's what this Excel work sheet will become, and its backing paper, what they use to do their calculations of 

mathematics on. 
Mr Dekker I believe so, I'm not present at each of the business units when the auditors are in but certainly that would be a logical 

assumption, I would expect nothing different. 
Mr Little Right, and sir, just for factual record, in the final report at paragraph 8.61, PwC, it confirms that this was the document used for 

year-end audit testing purposes. (See BL Observation 2 below) 

<BL Observation 1 from oral evidence above  

Mr Dekker             ñé..  This schedule is an estimate at complete, and each quarter we do various scenarios of this schedule, there are three major 

variables that affect the outcome of this schedule, sorry to bring it to such basic levels, but it's number of units, times revenue per 

unit, and the costééé..  If our best view, our -- let me identify best, our most reasoned view and most likely outcome showed a 
10 million loss, yes, we would post that loss.  

http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
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It is neither rational nor credible that in the face of the following contemporaneous documented facts  that, in short,  Mr Neill and Mr Dekker 

had any legitimate basis for making a decision through ñManagement overrideò  to move to an undocumented ñA340 -500/600 EAC program 

break-evenò as, to quote Mr Dekker above, the ñmost reasoned view and most likely outcomeò.  

(1) Number of units  :  production volumes were reducing in the near term ï FY2007 - FY2009 , a A350-1000 XWB product had just been 

announced by Airbus in July 2006 at the Farnborough Airshow, (with no A340-500/600 orders) which would effectively mean the end of the 
A340-500/600 product life/series production was now certain within five years.  (Mr Vandersteen of Airbus UK ï recorded - A340 600 

ñTrashedò). With these facts and my Protected Disclosures on 8/9/10 August 2006 (PD22&PD23) how could Mr,Neill, Mr Dekker and MAC 

rationally and reasonably believe that it was appropriate simply to defer the A340-500/600 volumes and revenues in to later years so as to still 
complete the amortization quantity (843 units) by the end of the current Aircelle commercial contract in FY2012?  What is equally revealing is 

Mr Neillôs commentary on 15 August 2006 during the Q2.2006 earnings webcast ïpages 1 & 2  after my A340.PD22 and PD23 but before my 

termination) in which he set out his perspective in what we heard /can read on the Boeing success ï ñIn Boeingôs case  -- different story. The 
story of the quarter was the strength of the order book for the Boeing 787 that built through that period but also for the Boeing 777 as well. 

Boeing won the bulk of the orders for twin-aisle airplanes and had, for the first time, some success that they could boast about.  We saw that at 

the Farnborough Airshow.ò  

    

(2) Prices per unit      :  Mr Edwards (12 Aug) and Mr Dekker (11 Aug)  had just approved Mr Butyniecôs BAFO for settlement with Aircelle 

on 11/14 August 2006 (e.g. $179,623 for FY2006) which had LOWER pricing than in our Q2.2006 EAC (e.g. $181,270 for FY2006) and which 

would lead to a reduction in revenues of $5.2m - $8.9m and further increase the $5.2m gross losses. If internally Magellan were satisfied with this 

documented BAFO pricing settlement for A340 - and Aircelle had indeed accepted this Magellan final offer - how could Mr Dekker and Mr Neill 
rationally and reasonably believe that this lower pricing would have more than set off the A340-500/600 $5.2m gross losses in our Q2.2006 EAC 

document and was in the best interests of non-management MAC ordinary shareholders. 

    

(3) Costs per Unit      :   By that August 2006 re Q2.2006 we faced actual costs on A340 which were escalating further and further away from our 

FY2006 Budget/Program EAC. Throughout my attendance at the FY2006 MAC weekly staff meetings which Mr Edwards attended (e.g 25 April 
2006, 1 Aug. 2006, 15 Aug. 2006-2021, 12 Sept. 2006-2179 we discussed on multiple occasions that Mr Butyni ec and we were failing to meet 

our operational budget/EAC targets in FY2006 in the factories. Why would those documented cost facts not have led anyone to the view 

within Magellan that our A340 gross losses would be reduced and not increase further beyond the $5.2m gross losses in our Q2.2006 EAC 
document. 

 

 

This Neill/Dekker decision of ñzero lossesò was then published in the Q2.2006 earnings statement on 14 August 2006 to the TSE etc and in subsequent 

financial statements.   These MAC Q2.2006 financial statements were then certified in Mr Neillôs Q2.2006 and Mr Dekkerôs Q2.2006 quarterly 

certificates when publicly filed with SEDAR ï public securities documents within Canada.  

 On the basis of the late July - mid August 2006 contemporary information and documentation available the ñdiametric oppositeò was the case 

ï the documented A340 Program Q2.2006 EAC $5.2m gross losses were set to deteriorate based on the available information.  

The MAC Audit Committee minutes on 10 August 2006 (which I did not attend) for that Q2.2006 meeting also record at Point 5 in the Private Session 

with Ernst & Young ñ .. that Mr Linsdell of E&Y had éòonly received the financial statements and the MD&A at the meetingò.  

PwC correctly recorded in the Final Draft report at para 8.61 that ñBrian Little stated in the E&Y presentation that his concerns regarding the treatment 

of the A340 NRC were raised following Q2.2006.ò and as you can hear on the audio tapes (Tape recording - Part 1 (16 minutes) and then Part 2 (7 
minutes) ) I stated ñAnd the fundamental issue here, which we have to come to terms with, is that this product is a product that has not only got 

a cost/price problem but itôs now also got a programme volume one!ò 

 

<BL Observation 2: as per this oral evidence there was an addition to the PwC Final Report in August 2007 at para 8.61 {691} which stated the E&Y 
$137K gross profit assessment / representation reliance as follows   ñThe Q4 FY2006 EAC was also used by EY for year-end audit testing purposes.ò   

The Estimate at Completion (EAC) process/documents are the MAC management  ñmost reasoned view and likely outcome ï oral evidence :Dekkerò  

and showed in this Q4.2006 EAC submission to the auditors E&Y and PwC an improvement over Q2.2006 to a miniscule  $0.1m gross profit on $250m 
program revenues  

Mr Dekker also disclosed in May, June and August 2009 doc 1830A,1831A and the 3605 document series (3605A, 3605B-G ï 1 March 2007 , 3605H  - 

14 March 2007 in Part C - - - NONE of which appear or were mentioned in the PwC report) which had been provided to both E&Y and PwC in March 

2007 as one of the key Representation documents in which he assertedï  

 ñAt a glance the assessment that would have been carried out by the auditors in order to satisfy themselves 

that the accounting on this matter was appropriateò 

Separately Deloittes and I have produced working schedules which extended this ñAt a Glanceò for the A340 Program Q2.2006 and Q4.2006 EAC 

together with the underpinning numeric Quantity/Number of Units and prices analyses & stated cost assumptions which enabled an overall A340 
financial summary/outcomes.> 

http://www.fortfield.com/casefiles/doc3600-WING-deliveries.pdf
http://www.airbus.com/en/presscentre/pressreleases/press-release/?tx_ttnews%5Bcat%5D=152&tx_ttnews%5BpS%5D=1151704800&tx_ttnews%5BpL%5D=2678399&tx_ttnews%5Barc%5D=1&tx_ttnews%5Btt_news%5D=579&tx_ttnews%5BbackPid%5D=1683&cHash=9f6c003dab
http://www.airbus.com/en/presscentre/pressreleases/press-release/?tx_ttnews%5Bcat%5D=152&tx_ttnews%5BpS%5D=1151704800&tx_ttnews%5BpL%5D=2678399&tx_ttnews%5Barc%5D=1&tx_ttnews%5Btt_news%5D=579&tx_ttnews%5BbackPid%5D=1683&cHash=9f6c003dab
http://www.fortfield.com/casefiles/doc2291.pdf
http://www.fortfield.com/casefiles/doc2291.pdf
http://www.fortfield.com/casefiles/MAC.Q2.2006.earnings.webcast.15.August.2006.pdf
http://www.fortfield.com/casefiles/MAC.Q2.2006.earnings.webcast.15.August.2006.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/doc2021.pdf
http://www.fortfield.com/casefiles/doc2179.pdf
http://www.fortfield.com/casefiles/cert-neill-q22006.pdf
http://www.fortfield.com/casefiles/cert-dekker-q22006.pdf
http://www.fortfield.com/casefiles/cert-dekker-q22006.pdf
http://www.fortfield.com/casefiles/doc268.pdf
http://www.fortfield.com/casefiles/doc268.pdf
http://www.fortfield.com/casefiles/doc268.pdf
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC.29Jan.2007.Part3.A340.only.WMA
http://www.fortfield.com/casefiles/PWC.29Jan.2007.Part3.A340.only.WMA
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/doc1831.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/dekker-oral-evidence-at-a-glance.pdf
http://www.fortfield.com/casefiles/3605E-G.pdf
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/dekker-oral-evidence-at-a-glance.pdf
http://www.fortfield.com/casefiles/dekker-oral-evidence-at-a-glance.pdf
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/WB6%20Case4D%205A-5F%20Financial%20summary%20tables%2014%20Sept%202009.xls
http://www.fortfield.com/casefiles/WB6%20Case4D%205A-5F%20Financial%20summary%20tables%2014%20Sept%202009.xls
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Para.9.0.   άFindings of Factέ  -  Illustrative examples  

By way of illustration of the matters set out at paragraph 8 above, I would refer to the following examples of 
PricewaterhouseCoopers (PwC) conduct /behaviour in their C$3m+ Report: 

Para 8.Point  A.     Numeracy/Finance skills ς άthey can count, logical  eǘŎέ  

Para.9.1.   -  A340-500/600  PRICING -    

In explaining the increase in Q4.2006 Revenues from the Q2.2006 EAC PwC state (para 8.62b) : ά¢ƘŜ 
ƛƴŎǊŜŀǎŜŘ ǊŜǾŜƴǳŜ ŦƻǊ ǘƘŜ ǊŜƳŀƛƴŘŜǊ ƻŦ ǘƘŜ ǇǊƻƎǊŀƳƳŜ ǿŀǎ ŘǳŜ ǘƻ ƳŀƴŀƎŜƳŜƴǘΩǎ ŀǎǎŜǊǘƛƻƴ ǘƘŀǘ ŀ ƘƛƎƘŜǊ 
percentage of future sales will be generated in later years, when MAC can expect to benefit from the 
impact of compound price escalation.έ ¢Ƙƛǎ ǿŀǎ ƛƴǾŀƭƛŘ ŀƴŘ ǎƛƳǇƭŜ ǘƻ ƛƴǘǳƛǘƛǾŜƭȅ ǎŜŜ κŎŀƭŎǳƭŀǘŜ ŦƻǊ ŀƴȅ 
numerate person.  Furthermore PwC had the spreadsheets in which it would have been visible that this was 
both an erroneous statement and assertion. Q9.1: Why did PwC consciously state that?? 

Mr Dekker confirmed this in his oral evidence on 10 June 2009.    See also website Part D Exhibits 8.1 and 8.3.  

Mr Dekker Thereôs evidence in the bundle, we have two different schedules that show the breakout for the Q2.2006 and Q4.2006 numbers that the 
selling price for each quarter was different; the Q2 price was lower than Q4. 

Judge   It doesnôt look as if theyôve brought that into the equation in terms of the report? 
Mr Dekker They certainly havenôt documented it in that fashion. 

 

<BL observation    The schedule referred to in the oral evidence that June 2009 morning (Q2.2006.doc 
1830A, after I had completed my own evidence in March 2009) allowed me to confirm what we instinctively 
and numerically knew (now factually precisely), which was that PwC had the basic information readily 
ŀǾŀƛƭŀōƭŜ ǘƻ ŜƴŀōƭŜ ǘƘŜƳ ǘƻ Ŧǳƭƭȅ ǊŜŎƻƎƴƛǎŜ ǘƘŀǘ ƳŀƴŀƎŜƳŜƴǘ ǿŜǊŜ ōŜƛƴƎ άǳƴǘǊǳǘƘŦǳƭέ ƛƴ ǘƘŜƛǊ ǊŜǇƻǊǘŜŘ 
assertion at para 8.62 above.  Aside from the obvious fact that PRICING was overwhelmingly the primary 
ǊŜŀǎƻƴ ŦƻǊ ǘƘŜ άƳƻǾŜ ǘƻ ŀ ǇƻǎƛǘƛǾŜ ƎǊƻǎǎ ǇǊƻŦƛǘέ ƛƴ ǘƘŜ vпΦнллс 9!/ ǘƘŜ ǊŜŀŘŜǊ ǎƘƻǳƭŘ ōŜŀǊ ƛƴ ƳƛƴŘ ǘƘŀǘ 
ǘƘŜǎŜ ŀǊŜ ǊŜǇǳǘŜŘƭȅ άŦƻǊŜƴǎƛŎέ ŀŎŎƻǳƴǘŀƴǘǎ ŀƴŘ ƴŀǘǳǊŀƭƭȅ ǿƻǳƭŘ ǘƘŜƳǎŜƭǾŜǎ ƪƴƻǿ όŦƻǊ ŀ ƭƻƎƛŎŀƭ ŀƴŘ 
numerically trained specialist person), ǘƘŀǘ ǘƘŜ άƳŀƴŀƎŜƳŜƴǘ ŀǎǎŜǊǘƛƻƴέ όMr Dekker?) which they reported 
at Para 8.62 was untrue.  
 
 It is insightful to also know that to those with forensic knowledge and experience when a remark 
άƳŀƴŀƎŜƳŜƴǘ ŀǎǎŜǊǘǎέ ƛǎ ǿǊƛǘǘŜƴ ƛƴ ǘƘŀǘ ǿŀȅ ƛƴ ǎǳŎƘ ŀ wŜǇƻǊǘ ƛǘ ƛǎ άŎƻƴǎǳƭǘƛƴƎ-speak-ŎƻŘŜέ ŦƻǊ ǘƘŜ ǿǊƛǘŜǊǎ 
understanding (PwC) that the assertion is wrong and they already have access to multiple pieces of 
information to conclude  that.  That is our view and I also worked with E&Y from 1997-2001.  In the A340 
Section 8 PwC report PwC ǊŜŦŜǊ ƻƴ ǘǿƻ ƻŎŎŀǎƛƻƴǎ ǘƻ ǘƘƛǎ άŎƻƴǎǳƭǘƛƴƎ-speak-ŎƻŘŜέ aŀƴŀƎŜƳŜƴǘ ŀǎǎŜǊǘǎέ ς in 
PwC para 8.62b pricing comparisons between Q2.2006 and Q4.2006 (i.e as set out above) and then again 
from Mr Neill, in PwC para 8.72 ς άFurthermore, management asserts that the requirement for spare units 
will support and exceed the total number of units projected in the EAC. ά  That, you will recognise, is the 
quantities/ volumes subject matter which follows at paragraph 9.2.  
 
In fact on PRICING when we had these Q2.2006 (doc1831A) and Q4.2006 (doc1830A) schedules in mid- 2009 
disclosed to the UK court it took just a few minutes afterwards to produce the Excel spreadsheet 
WB1A.Q2.Q4 revenues comparing the changes in revenues and their reasons to demonstrate the precise 
pricing numbers and Revenues impact from Q2 to Q4.2006. As the reader can see in this spreadsheet $761K   
(ONLY 9%) of the $8470K increase in the A340 EAC revenues from Q2. to Q4. 2006 were attributable to the 
άmanagement assertionέ  ƻŦ ŀ ŘŜŦŜǊǊŀƭ ƛƴ ǘƘŜ ǎŎƘŜŘǳƭŜ ǘƻ ƭŀǘŜǊ ŘŜƭƛǾŜǊȅ ȅŜŀǊǎΦ       
 

http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf
http://www.fortfield.com/casefiles/bl-wb1a-q2-q4-revenues-analsis-doc4213A.xls
http://www.fortfield.com/casefiles/bl-wb1a-q2-q4-revenues-analsis-doc4213A.xls
http://www.fortfield.com/casefiles/bl-wb1a-q2-q4-revenues-analsis-doc4213A.xls
http://www.fortfield.com/casefiles/bl-wb1a-q2-q4-revenues-analsis-doc4213A.xls
http://www.fortfield.com/casefiles/bl-wb1a-q2-q4-revenues-analsis-doc4213A.xls
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Furthermore it was possible for a logical and numerate person to see that the pricing table at para 8.79 
computed by Aeronca, as recorded by PwC, was incorrect as the application of the MAC/Aircelle escalation 
formula with consistent labour, other materials and BETA21S cost % assumptions would have worked 
through to providing a consistent year-on year escalation from FY2006 to FY2012 ς in fact a very fractional 
reduction of circa 3.9% per year.  Any basic checking by PwC would have revealed obvious multiple 
numeracy errors as above the stated 10% BETA21 cost increase assumption by some $4.4m in 
unsubstantiated revenues as per the tables at this link.  
 
PwC also ignore aǊ .ǳǘȅƴƛŜŎΩǎ ммκмп !ǳƎǳǎǘ ƭŜǘǘŜǊ ǘƻ !ƛǊŎŜƭƭŜ ǊŜ !опл ǇǊƛŎƛƴƎ ς Q2.2006 impact/see 
para9.10.  
You can read this all in my management assertion:PwC table 8.62 pricing summary document> 
  
Para.9.2.   - A340 VOLUMES/QUANTITIES   - the basic logic (para 8.74 ά!ǎǎǳƳƛƴƎ ŀ ƳŀȄƛƳǳƳ нл-year 
amortisation period for the A340 programme and the 8-year average useful life of exhaust systems would 
imply the following : (a) production units delivered between FY2001 and FY2012 would need to be replaced or 
ǊŜǇŀƛǊŜŘ ǘǿƛŎŜ ōȅ C¸нлнмέ and maths (para 8.75) for the PwC demand calculation of άUnits to replace or 
Repair by FY2021 ŘŜƳŀƴŘ ƻŦ άмртнέ was quite simply wrong.ς and that before the business/industry 
knowledge errors ς i.e unsubstantiated units and sales revenues.              

{As for my team, three out of four 15 year-old students in my wifeôs maths class in a local school also 

identified these basic mistakes after reading that page of the PwC report in a few minutes, as we had also 

noted on 24 June 2007 and I addressed through Mr Neillôs oral evidence on 27 July 2009 below. As one 

teenager, to paraphrase, said ñsurely a new plane delivered in 2012 would use the original and not require its 

first new exhaust to be replaced or repaired until 2020 and then its second in 2028?.  That should have been 

2021 minus 8 years for 1 (2006 ï 2013) and minus 16 years for 2 (1998 ï 2005).  That 8.74 (a) statement is 

wrong. And that table at para 8.75 is wrong too, as it multiplies both of the first two lines by two.  Mrs Little ï 

that sentence, those years and multiplication are all wrongò}   

Based on the MAC/PwC assumptions the first period should have been for FY2001 ς FY2005 (not FY2006) 

during which time 74    A340-500/600 (or 296 units x 2) entered flying service, whilst succeeding years from 

FY2006 to FY2013 should have shown only one repair/replacement by FY2021 (not the PwC multiplication X 

2).  The result --- totally erroneous calculated demand of 1572 units and on which PwC would in part base 

their ŎƻƴŎƭǳǎƛƻƴ ƛƴ tǿ/ ǇŀǊŀ уΦту ǘƘŀǘ ǘƘŜ άǳƴƛǘǎέ ƛƴǇǳǘǎ άƛǎ ƴƻǘ ǳƴǊŜŀǎƻƴŀōƭŜέΦ 

Furthermore we now know from August 2009 that PwC had been provided with a spreadsheet by MAC on 14 

March 2007 (which PwC or E&Y had requested)  which showed almost 50% less demand (3605H) for Spares 

and Repairs than they had calculated in their PwC para 8.75 table.  

That enormous difference could not possibly have been accounted for by the additional 85 aircraft build (to 
220 a/c) which PwC, astonishingly, also accepted as a άreasonableέ forecast ς see paras  9.3 - 9.9.   

Q9.2:    Why would PwC forensic accountants not have checked and corrected these?. 

Extract from Mr Neillôs oral evidence in July 2009 

Mr Little   And this is coming off the back of what Dr Thamburaj <of MAC> has done in the middle of March 2007 for yourself, on the useful life 

<referring to PwC Exhibit 8.5/Part D>  

Mr Neill  Correct. 

Mr Little And this refers to a spares requirement in excess of 800 units to 2007 to 2021 as opposed to the 1572 calculated by PwC? 

Mr Neill If you make the assumptions for the forecast that we've just agreed on, then the numbers will generate whatever the numbers are, and if 

it's 800, it's 800. I was going to suggest that the 800 was likely over the life of the programme, and it was well in excess of the 

numbers that, at that point in time, we needed to recover all of the costs. 

http://www.fortfield.com/casefiles/doc695.pdf
http://www.fortfield.com/casefiles/doc695.pdf
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/pwc-table-8.62.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
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Mr Little Rich, just so we're both on the same wavelength, the evidence you've given is that the PwC table (their calculation of 

1572 Spares and Repairs in para 8.75), you didn't corr ect, and both of us believe that it's probably wrong. 

Mr Little You've said independently in this email (doc 3597. my report.page 67) that you've done a calculation that suggests 800+ 

units on a replacement basis on 40 thousand flying hours is what is in the EAC (Note: MAC disclosed document 

3605H dated 14 March 2007 and which had been sent to PwC at the time. This document was disclosed after his oral 

evidence on 27 August 2009) and what I'm saying is, if that is true and everything has changed at 40,000 hours, purely for 
spares, that would meet the 1247, which is your point, but it's only in that situation that everything is getting replaced 

at 40 thousand hours without exception.     No repairs, nothing, straightforward replacement. That's what your emails 

are saying??         Website C, D Exh8.5,E and paragraph 9.9  

 

AAnd from Mr Lynch QC  for Magellan cross-examination on doc 3597/8      (you must also read paragraph 9.9) 

 

Mr Lynch We have Mr Neill's email to Mr Moore of PricewaterhouseCoopers.  I know itôs a bit compressed in its typescript. Tribunal, of 

course there is a bigger version in the bundle, if that's a bit small to read.  (Pause).  

  Mr Bobbi, you can see, can't you, looking at the two substantive paragraphs -- it actually is a feature of both those paragraphs -- 

that Mr Neill makes it expressly clear that Magellan is simply basing its calculations for accountancy purposes on spares 

or replacements, he's not included anything to do with repairs. 

Mr Bobbi  That's right. 

Mr Lynch Good.   
 

Mr Lynch      Dr Thamburaj's point was not a question that they will need repairs after that 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.ò 

  

As you will also have had the opportunity to read earlier in Para 4 Mr Dimma asserted in his evidence that 
effectively he relied on Mr Dekker and PwC. However he stated that the Audit Committee looked at the draft 
and final PwC report very, very carefully.  As ONE example we cannot understand why Mr Dimma or his 
colleagues (or indeed anyone at MAC) ŘƛŘ ƴƻǘ ǎŜŜ ǘƘŜ ƻōǾƛƻǳǎ άōŀǎƛŎ ƭƻƎƛŎ ŀƴŘ ǎƛƳǇƭŜ ƳŀǘƘǎέ ŜǊǊƻǊǎΣ ǿƘƛŎƘ 
alone inflated their calculated demand by several hundred units or $100M+ revenues, made by PwC 
όάŦƻǊŜƴǎƛŎ ŘŜŎŜƛǘέύ ǿƘŜƴ ǘƘŜȅ ŎŀƭŎǳƭŀǘŜŘ ŀ ǇƻǘŜƴǘƛŀƭ ŘŜƳŀƴŘ ŦƻǊ !опл {ǇŀǊŜǎ ŀƴŘ wŜǇŀƛǊǎ ƻŦ άмртнέ ǳƴƛǘǎ ōȅ 
FY2021.  
You can read this all in the management assertion:PwC table 8.74/8.75 quantities summary document.> 

 
Para 8.Point  B.         Reliance on themςάŎƻƳǇǊŜƘŜƴǎƛǾŜκǘƘƻǊƻǳƎƘέ = truth underpinned by 
independence /objectivity  

Reliance - the MAC Annual report for FY2006 at page 14 refers to reliance on customer delivery 
projections as well as external market forecasts ς as para 5. above  

Para.9.3.   - Customer delivery projections ς although provided to PwC by both MAC and me it clearly 
showed reducing A340-500/600 production programmes for FY2007 ς FY2009 (32 a/c) at a rate of circa ten 
a/c per year ŀƴŘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ aǊ .ǳǘȅƴƛŜŎΩǎ ƪƴƻǿƭŜŘƎŜ ƛƴ Ƙƛǎ ƻǊŀƭ ŜǾƛŘŜƴŎŜ ƛƴ WŀƴǳŀǊȅ нллу 

Mr Little Airbus internal plan ï rate about 10 per year? 

Mr Butyniec That makes sense                                                 

You will also have had the opportunity to read paragraph 5 and the oral evidence/knowledge of some 
Magellan senior management.  

The implications of this customer delivery projection information and these documents were EXCLUDED 
from the PwC report and its Exhibits.  That is important as not only does it state such reliance by Magellan 
in the Annual Report it also sets the benchmark for the most likely άƘƛƎƘŜǎǘ ŘŜƭƛǾŜǊȅ ǊŀǘŜέ in an aircraft 
production industry with approximately a 24 - 36 month lead time to increase existing production rates for 
twin aisle / wide- body aircraft.  
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Q9.3:Why did PwC exclude this doc./ignore this A340 x 10 a/c  rate p.a. from all their analyses/report?? 

Factually Airbus did correctly project in their February 2007 production plan a 32 a/c build from FY2007-
FY2009; and then deliver ол Ҍ н άŎŀƴŎŜƭƭŜŘέ YƛƴƎŦƛǎƘŜǊ !опл-500 aircraft  by the end of December 2009. 

UPDATED August 2010: The plan for FY2010-2014 published by Airbus on 30 June 2010 now shows no 
further A340-500/600 production build.  I anticipate Airbus will add occasional A340 500 aircraft to the 
production schedule to use up inventory for VVIP customers up to 2014 so a Production build = 135 a/c .  

Para.9.4.   -  External Market Forecasts ς  

Despite the FY2006 Annual Report (p14) referring to MAC reliance on multiple external market forecasts a 
solitary market forecast provided via Magellan sources was included in the PwC A340 report ς from Forecast 
International (FI) Exhibit 8.4.  This is referred to in an email exchange between PwC and Mssrs Furbay/Neill 
on 22 March 2007 when they responded at Q4 άWe are unaware of other sources beyond Forecast 
International and access by account and password has been given to PwC. Χέ.  

Mr Neill-RAN-knew that was untrue as more third party forecasts were available in his reference to Teal 
Group etc. in his cross-examination evidence in paragraph 9.6.  As you will read also at paragraph 9.6 I also 
referred PwC to Richard Aboulafia and the Teal Group A340 forecasts in my taped interview.   

In fact at least seven third party market forecasts were regularly available for the A340-500/600. 

In March /April 2007, in common with all the other market analysts and forecasters, FI  had successfully 
identified the four drivers for substantial reductions in market volumes in its written Forecast Rationale 
(3616) using their language  

(1)    ά¢ƘŜ ǇƭŀƴƴŜŘ A350-900 and -1000 will offer competition to the 777έ (A350XWB launched ς      Airbus 
Press Release and Brian Little WS para 205 and RAN ς MAC Q2.2006 webcast ς 15 Aug.2006  

(2)    ά¢ƘŜ tƻǎǎƛōƛƭƛǘȅ ŜȄƛǎǘǎ ǘƘŀǘ ǘƘŜ ŎƻƳǇŀƴȅ ǿƛƭƭ ōǳƛƭŘ ŀ άŎƭŜŀƴŜŘ ǳǇέ !опл ΧΦ ōǳǘ ŘǳǊƛƴƎ нллс ŎƻƳǇŀƴȅ 
officials showed  little enthusiasm for committing resources to such a moveέό!опл ά9ƴƘŀƴŎŜŘ-опрсέ 
terminated ς Brian Little Witness Statement para 204  and  Flight Nov 2005 and Flight 1 Aug 2006) 

(3)    ά9ƳƛǊŀǘŜǎ !ƛǊƭƛƴŜ ǿŀǎ ŀ ƳŀƧƻǊ ǇǊƻǇƻƴŜƴǘ ƻŦ ŀƴ ǳǇƎǊŀŘŜŘ !оплΦ ¢ƘŜ ŎƻƳǇŀƴȅ ŀƭǊŜŀŘȅ ƻǇŜǊŀǘŜǎ мс 
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 A340έ ό!опл ά9ƴƘŀƴŎŜŘέ 
abandoned / Emirates order for 18 cancelledςBL W/S205 and Flight 1 Aug.2006) 

(4)    ά¢ƘŜ ŎƻƳǇŀƴȅ ōŜƎŀƴ нллт ǿƛǘƘ ŀ ŦƛǊƳ ƻǊŘŜǊ ōŀŎƪƭƻƎ ƻŦ по ŀƛǊŎǊŀŦǘΣ ŀƴŘ ƳŀǊƪŜǘ ŘŜƳŀƴŘ ŦƻǊ ǘƘŜ !опл ƛǎ 
relatively weak. Put bluntly, the A340 has been taking a beating from the 777, and Airbus has not yet 
ƻŦŦŜǊŜŘ ŎŀǊǊƛŜǊǎ ŎƻƳǇŜƭƭƛƴƎ ƴŜǿ ǊŜŀǎƻƴǎ ǘƻ ǎŜƭŜŎǘ ƛǘǎ ŦƻǳǊ ŜƴƎƛƴŜ ŀƛǊŎǊŀŦǘ ƻǾŜǊ .ƻŜƛƴƎΩǎ ŘŜǎƛƎƴΦ LƴŘǳǎǘǊȅ 
ŦŜŜŘōŀŎƪ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ǘƘŜ ттт ƻŦŦŜǊǎ ƭƻǿŜǊ ƻǇŜǊŀǘƛƴƎ Ŏƻǎǘǎ ŀƴŘ ōŜǘǘŜǊ ƻǾŜǊŀƭƭ ŜŎƻƴƻƳƛŎǎέ   (Current 
A340 Sales campaigns & order ςBL WS 201 and Flight 4272/4 & RAN ς MAC Q2.06 webcast) 

These four decisions were restated in the Forecast Rationale April 2009 FI report ς which now forecast a 
total aircraft build of 133, finally joining the market consensus of the others.. It adds in 2009 (5) άthat the 
±ƛǊƎƛƴ !ǘƭŀƴǘƛŎ ƻǳǘǎǘŀƴŘƛƴƎ ƻǊŘŜǊ ŦƻǊ ǎƛȄ ŀκŎ ŦƻǊ ŘŜƭƛǾŜǊȅ ƛƴ нлмоκмп ƛǎ ŀƭƭ ōǳǘ ŎŜǊǘŀƛƴ ǘƻ ōŜ ŎŀƴŎŜƭƭŜŘΦέ  

However, FI inexplicably failed in April 2007 to follow their written άCƻǊŜŎŀǎǘ wŀǘƛƻƴŀƭŜέ market analysis 
language through in to their annual numerical 10 year forecast when they only reduced production forecast 
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numbers by 70 to 213 aircraft.  This was still some 78 aircraft:312 engine exhaust units  greater than  the 
άмор ŀκŎ ƳŀǊƪŜǘ ŎƻƴǎŜƴǎǳǎά ƻŦ  ǘƘŜ ǎƛȄ ƻǘƘŜǊǎ. I am reliably informed by FI that in the April 2007 report Bill 
Dane (who had recently been diagnosed with terminal cancerύ άelected 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 ς if our forecast exceeded the actual numbers produced , it is 

because Bill Dane believed ςfor reasons only he could explain that they would άΦ CǊƻƳ ǿƘŀǘ L Ŏŀƴ ŘŜǘŜǊƳƛƴŜ ǘƘŜir FI processes do  
ƴƻǘ  ŎƻƴǎƛŘŜǊ  ŜȄƛǎǘƛƴƎ ŦƭŜŜǘǎ ŀƴŘ ŦǳǘǳǊŜ ŀƛǊƭƛƴŜ ǎŀƭŜǎ ŀƴŘ ŎŀƳǇŀƛƎƴǎ ŦƻǊ ƭƻƴƎ Ƙŀǳƭ ǊƻǳǘŜǎΣ ŦǊƻƳ ŀ άǘƻǇκŘƻǿƴ 
ŀƴŘ ōƻǘǘƻƳκǳǇ ǎŎƛŜƴŎŜέΣ(such as those by Ed Greenslet at Airline Monitor) for those existing/potential new 
customers of A340 aircraft. As a former Forecast Intl.employee Mr Bobbi was able to confirm to the UK court 
that this ǿŀǎ ƴƻǘ ǇŀǊǘ ƻŦ ǘƘŜ CL ǇǊƻŎŜǎǎ ŀƴŘ ƻŦǘŜƴ ƛǘ ǿŀǎ Ƨǳǎǘ ŀ άƎǳŜǎǎǘƛƳŀǘŜέ ōȅ ǘƘŜ FI analyst.  

These four market drivers would undoubtedly lead to a wind down in the A340 programme whilst the FI 
HIGH CONFIDENCE short-term 3 year numerical forecast was for 41 aircraft deliveries for 2007 ς 2009.   This 

41 aircraft (was almost 30% HIGHER than the planned Airbus delivery plan for 2007 -2009 (doc 3600 = 32 

a/c) provided to the Airbus supply base. Furthermore the Airbus planned production rate of approximately 
ten aircraft per year was obviously documented (doc 3600) and known to Mr Neill, Mr Butyniec (as per their 
oral evidence in paragraph 5), Mr Dekker, MAC/MALUK, E&Y and PwC. 

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 even the July 2006 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 ς  50%  
the remaining total aircraft build forecast of 117 made by Forecast Intl.in March 2007. 

In conclusion the Forecast International numerical market forecast was therefore fundamentally impaired by 
reference to their ŀƴŘ ŜǾŜǊȅƻƴŜ ŜƭǎŜΩǎ market analysis, as well as unbelievably, in a precedent for any third 
party forecaster, exceeding both ǘƘŜ ƳŀƴǳŦŀŎǘǳǊŜǊΩǎ  own production plans for the immediate future from 
2007 ς 2009 by +9 aircraft (almost 30%) whilst over the 10 year period from 2007 ς 2016 FI were +20 to 60  
aircraft  (15 % ς рл҈ ƘƛƎƘŜǊ ǘƘŀƴ !ƛǊōǳǎΩ ƻǿƴ ǾƛŜǿǎ ς WS 205/2605).   

As a significant number of people commented to us, even a cursory glance at the MAC FY2007 EAC /budget 
for 10 aircraft / 40 units, as compared to their 1 March 2007 representation of 20 aircraft / 78 units and the 
Forecast International forecasts would create some basic questioning by anyone of the market /production 
number submissions.  

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 about 10 
a/c per year in the Airbus programme for 32 aircraft (3600)  is simply absurd.  

Although the MAC FY2006 Annual Report stated at P.14 its reliance on those customer delivery projections  
ŀǎ ǇŀǊǘ ƻŦ a!/Ωǎ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ǘƘŜ ƴǳƳōŜǊ ƻŦ ǳƴƛǘǎ ǘƻ ōŜ ǳǎŜŘ ƛƴ bw/ ǊŜŎƻǾŜǊȅΣ I believe PwC deliberately 
excluded/ignored those Airbus A340 customer projections and their implications in their Report.  It is also a 
matter of record that PwC presented no other external market forecasts despite that specific reliance in 
the FY2006 MAC Annual Report and standard industry practice. 

Q9.4A:   Can PwC credibly persuade anyone that their decision to consciously select project volume 
information from a single external market forecast, from the seven + available , for inclusion in their report    
( ǿƘƛŎƘ ŀƭǎƻ ŜȄŎŜŜŘŜŘ ǘƘŜ ƳŀƴǳŦŀŎǘǳǊŜǊΩǎ !ƛǊōǳǎ ƻǿƴ Ǉƭŀƴǎ ŀǘ ǇŀǊŀ фΦо) was merely a series of oversights/incompetences 
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(by PwC the No.1 global auditor) in the light of commonsense/industry practice and as stated in the MAC FY2006 
Annual Report reliance statement on customer delivery projections as well as external market forecasts?? 

Their decision to set aside other external market forecasts, data from publications and the ever-evolving 
volume representations from MAC would suggest otherwise. As a matter of record we ŘƻƴΩǘ believe it was a 
άthorough and ŜȄƘŀǳǎǘƛǾŜέ ŀƴŀƭȅǎƛǎ / independent report ς it was the diametric opposite and all the evidence 
Ǉƻƛƴǘǎ ǘƻ άCƻǊŜƴǎƛŎ ŘŜŎŜƛǘέ. 

In fact only in July 2009 did we learn ŦǊƻƳ aǊ bŜƛƭƭΩǎ ƻǊŀƭ ŜǾƛŘŜƴŎŜ that  PwC requested a scenario from MAC 
in mid March 2007 which was identical to this six other external concensus forecast of a production build of 
135 A340-500/600  a/c ( I expected circa 150 a/c in Feb ςdoc1437 and then August/Sept 2006 whilst by Feb/March 2007 this 

would have fallen to approx 135 a/c).Then Mr Neill (CEO) of Magellan now created a story to άcoverέ this  asserting 
in his email doc 3597/3598 to PwC - just hours before the FY2006 financial statements were released to the 
TSE on 30 March 2007 - that replacement spares would be required άas the useful life of the exhaust system 
ǿŀǎ ŀǇǇǊƻȄ орΣллл ƘƻǳǊǎ ϑ¢ƻ ǇǊƻǾƛŘŜ ŀ ƳŀǊƎƛƴ ƻŦ ǎŀŦŜǘȅ WƻƘƴ CǳǊōŀȅΩǎ ŀƴŀƭȅǎƛǎ ǳǎŜŘ плллл ƘǊǎ ŀǎ ǘƘŜ ǳǎŜŦǳƭ 
life}. This analysis shows that the likely spares requirement in the period 2007 to 2021 was in excess of 800 
unitsέ (doc 3605H ς 886+ units). This άƭƛƪŜƭȅέ ǊŜǇƭŀŎŜƳŜƴǘ ǎǇŀǊŜǎ ǎǳōƧŜŎǘ ŎƻƴǘƛƴǳŜǎ ŀǘ ǇŀǊŀ. 9.9,  concluding 
ǿƛǘƘ !ƛǊŎŜƭƭŜΩǎ ŦŜŜŘōŀŎƪ άƘƻŀȄέ. NONE of these documents were disclosed by PwC who instead chose to 
independently calculate the false άмртнέ Spares units at para 9.2.  These only became available after Mr 
bŜƛƭƭΩǎ evidence in July 2009.  

Finally PwC conclude in their findings ŀǘ ǇŀǊŀ уΦмнн ǘƘŀǘ άΧ  the A340 programme was approximately 33% 
complete at the end of FY2006.έ .   

Para.9.5. άIndependenceέ   / Objectivity   

I cite just two examples of our legitimate professional concern ǎǘŀǘŜŘ ǘƻ tǿ/Ωǎ ƭŜŀŘ ǇŀǊǘner in Jan 2007:  

 (1)  ά ¢ƘŜ /ƘŀƛǊ ƻŦ ǘƘŜ !ǳŘƛǘ /ƻƳƳƛǘǘŜŜ aǊ ²ƛƭƭƛŀƳ !Φ 5ƛƳƳŀ insisted on chairing ǘƘŜ άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ 
ƛƴǾŜǎǘƛƎŀǘƛƻƴέ , although he had previously concluded in his own investigation on the same matters on 14 
bƻǾŜƳōŜǊ нллс ǘƘŀǘ ά I was satisfied (and remain satisfied) that the issues you raised did not (and do not) 
warrant further steps or remedy. I considered that the issues you raised were not financial or governance 
issues that were of concern to me as the Chairman of the Audit Committee. They did not, in my view, amount 
to unethical or unlawful acts on the part of the Company or any of its employeesέΦ    aǊ 5ƛƳƳŀΩǎ ƳƛƴŘǎŜǘ ŀƴŘ 
conduct is vividly displayed in his oral evidence on 4 June 2008 

Mr Dimma Youôre the aggrieved party , we wanted a totally arms length relationship         (but see PwC TOR/ instns in para 2.0)  

Mr Little I saw you in early February at your office. 

Mr Dimma  We met in the lobby briefly 

Mr Little  I said I wanted to work through it with you 

Mr Dimma  I donôt recall, but you might well have said so 

  
  
(2) ŘŜǎǇƛǘŜ tǿ/Ωǎ  ŀǎǎǳǊŀƴŎŜǎ ƛƴ Wŀƴ нллт at NO stage was I invited by PwC to comment on the factual 
ŀŎŎǳǊŀŎȅ ƻŦ ǘƘŜƛǊ άFinal 5ǊŀŦǘ wŜǇƻǊǘέ - ǘƘŜƛǊ ŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ- which was produced some three / four 
months after the investigation commenced.  This stands in stark contrast to the position minuted in a 
meeting on 3 May 2007, some weeks earlier at the Audit Committee, ǿƘŜǊŜ ƛǘ ǊŜŎƻǊŘǎ άThe purpose of the 
meeting was to provide John Tracey with comments regarding factual corrections on the portion of the draft 
tǊƛŎŜǿŀǘŜǊƘƻǳǎŜ/ƻƻǇŜǊǎ όάtǿ/έύ ǊŜǇƻǊǘ ƘŜ ƘŀŘ ŎƛǊŎǳƭŀǘŜŘΦ ¢ƘŜ /ƻƳƳƛǘǘŜŜ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ (Mr Neill and 
Mr Dekker present) made a number of comments regarding factual corrections to the portion of the draft 
report reviewed. ά 

His oral evidence confirms his mindset/conduct on 4 June 2008.  

http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc4184-83.pdf
http://www.fortfield.com/casefiles/doc4184-83.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
http://www.fortfield.com/casefiles/pwc-1572-spares-calculation.pdf
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Mr Little Was I asked to make amendments about factual accuracy?   Vol 8/3002  Sent by independent lawyers working for the Audit 

Committee. I asked to make comments as I had been advised to do so by Deloitte. I asked if I could be invited 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 In the view of the Audit Committee, PwC is a reputable audit 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 parties comments. 

Mr Little Why allow the Magellan management to comment on that PwC report and not me? It now takes longer for me to bring up factual 

issues. 

Judge You donôt have to. Not sure Mr Dimma can help on factual issues. Try a couple.  

Mr Little Major concerns about A340, C$40m plus on Magellan balance sheet 

Mr Dimma Yes  éééééé. continued at para 4.4 

 

Given the reliance by MAC on the Final draft PwC report in their public financial statements on 11 May 
2007 the UK court Ordered ǘƘŜ ŘƛǎŎƭƻǎǳǊŜ ƻŦ ǘƘƛǎ άŘǊŀŦǘέ ǊŜǇƻǊǘ ƛƴ WǳƴŜ нллтΦ    Despite the fact that the 
Final PwC investigation and report was not completed for a further three months (until late August 2007) we 
were never invited - though on commonsense and advice from Deloittes LLP and Mr McCreery - we offered 
on multiple occasions, to comment on the factual accuracy of that Final Draft PwC report.  Those requests 
were all denied.   

Furthermore after the Final PwC report in late August 2007 I wrote to Mr Dimma (and Mr Edwards) in 
Sept.2007 setting out a few illustrative examples on A340 outlining my concerns re άŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ.    

My accountant, Mr James McCreery, raised both (1) and (2) of the above issues from the very outset with Mr 
Tracey - ŀŦǘŜǊ ƘŜ ƘŀŘ ǘƘŜ ƻǇǇƻǊǘǳƴƛǘȅ ǘƻ ǊŜŀŘ aǊ 5ƛƳƳŀΩǎ  мп bƻǾŜƳōŜǊ нллс ƭŜǘǘŜǊ ǘƻ ƳŜ - when he 
accompanied me to my interview with PwC in Belfast on 29 January 2007.  Deloittes LLP similarly pointed out 
both of these concerns directly with me too, enabling us to make further suggestions ς which were 
steadfastly ignored by Mr Dimma and PwC.  Furthermore there was the natural concern and immense 
ǇǊŜǎǎǳǊŜ ƻƴ άƛƴŘŜǇŜƴŘŜƴŎŜέ ŀƴŘ άǇǊƻŦŜǎǎƛƻƴŀƭƛǎƳέ ǿƘich such an assignment can create for client 
ǎŀǘƛǎŦŀŎǘƛƻƴκŦŜŜǎ ŀƴŘ ōǊƻŀŘŜǊ ōǳǎƛƴŜǎǎ ǊŜƭŀǘƛƻƴǎƘƛǇǎ ŦƻǊ ǘƘŜ ŎƭŀƛƳŜŘ άbǳƳōŜǊ мέ global audit firm. Paul 
aƻƻǊŜΩǎ ƛƴƛǘƛŀƭ ǊŜǎǇƻƴǎŜ ƻƴ ά¢ǊǳǘƘ-forget itέ is also significant. Indeed it is insightful to see what PwC state 
on their website regarding their Services ςsee also Para 9.6. 

Q9.5A  Do you believe PwC acted to ensure their professional conduct and integrity by taking any actions in 
ǘƘŜ ǇǊƻŎŜǎǎ ǘƘŜȅ ŦƻƭƭƻǿŜŘ ŘǳǊƛƴƎ ǘƘŀǘ ǎŜǾŜƴ ƳƻƴǘƘ ǇŜǊƛƻŘ ǘƻ ŜƴǎǳǊŜ ǘƘŜƛǊ άƛƴŘŜǇŜƴŘŜƴŎŜ ŀƴŘ ƻōƧŜŎǘƛǾƛǘȅέ? 

Perhaps in reflecting on this Q9.5A, you could consider for example what would PwC have had to do 
ŘƛŦŦŜǊŜƴǘƭȅ ƛŦ ǘƘƛǎ άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ ƘŀŘ ōŜŜƴ ŎƘŀƛǊŜŘ by someone else and I had been 
invited to make the factual comments stated in these ten illustrative examples in Paragraph 9 in June / July 
2007.    

Para 8.Point  C.  Access to information ς global knowledge management /other audit clients and public 

information  underpinned by technology and access to documents/ records   

As the global Number 1 audit firm PwC make much of their knowledge / information management and 
forensic /deep technical skills yet despite this 

 

Para.9.6.  A340 External Market forecasts     The annual Teal Forecast market reports for A340 were available 
to PwC via their annual subscription in their PwC London Office ς the centre of their global A&D practice - 
but both the information implications and the documents themselves were excluded from the PwC report 
and Exhibits.   PwC state on their website regarding their Services (UPDATED)- 

http://www.fortfield.com/casefiles/doc3002.pdf
http://www.fortfield.com/casefiles/doc3002.pdf
http://www.fortfield.com/casefiles/doc3002.pdf
http://www.fortfield.com/casefiles/doc3002.pdf
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άAt PricewaterhouseCoopers we aim to deliver outstanding service to our clients. We put quality, integrity 
and client relationships at the heart of our approach. We have talented, enterprising and intellectually 
curious people who strive to help our clients achieve successΦέ  whilst at Consulting  άΧΧΧΦΦ Our work is 
always evolving to respond to industry trends and management focus, and we combine our deep technical 
ǎƪƛƭƭǎ ƛƴ ǊŜǎǇƻƴǎŜ ǘƻ ƻǳǊ ŎƭƛŜƴǘΩǎ ŎƘŀƴƎƛƴƎ ƴŜŜŘǎΦ  Χ  έ  and for the Aerospace/Defence practice PwC UK claim 
on their website that they have over 100 A&D sector specialists which are an integral part of the 
PricewaterhouseCoopers global Aerospace and Defence network, which is led by Neil Hampson of PwC UK, 
άgiving our experts access to industry specialists in over 140 countriesΦέ 

Not only did PwC have these Teal reports themselves (PwC London Mr Hoon Lee) but they EXCLUDED them 
from the C$3m PwC report despite my telling them in my January 2009 interview to obtain same.    Tape 
recording -  Part 1  (16 minutes)   and then Part 2  (7 minutes) .   
 

 

I told PwC UK (587 and audio tape) on 29 January 2007 άL ǎǳƎƎŜǎǘ ǿƘŀǘ ȅƻǳ Řƻ ƛǎ 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 ς this is the end of the lineΦέ   

As the centre of the global PwC Aerospace and Defense service was in London they may not only have had 
the external forecasts from Teal but also the other five + third party forecasters from mid 2006 to early 
2007.  These were for a total production build of 130 -150   A340 -500/600 aircraft with a market consensus 
ς excluding this Exhibit 8.4 from Forecast International ς of 135 Aircraft. To my knowledge some seven 
external market forecasts were available during the period. 

I expect that PwC forensic staff would also have had access through their Global Knowledge Management 
internal processes to some of the other external forecasts too, though none of these are referenced or 
Exhibited either in their seven month investigation/Report.   I did not know until Sept ς Dec 2008 they even 
had those Teal Reports.  

What did these Teal Group A340-500/600 reports say : 
(e.g. Richard Aboulafia of Teal Group ς March 2006 above  ς    ά!ƛǊōǳǎΩǎ ¢ǊŀƎƛŎ vǳŀŘƧŜǘέ ǿƛǘƘ Ƙƛǎ !опл-
500/600 market forecast of a 135 aircraft build.  

By the time of the PwC investigation in 2007 all six other forecasters had released their forecasts to a total 
A340-500/600 Production Build of between 130 a/c ς 150 a/c with a consensus of circa 135 a/c. In 2007 
Richard Aboulafia had now entitled his annual summary update for the A340-500/600 ς see link  as ά5ŜŀŘ 
tƭŀƴŜ CƭȅƛƴƎέΦ   

Mr Neillôs also gave relevant oral evidence on 14 November 2007  

Judge Airbus now more confident?                      (In A340 -500/600  ï Feb2007.153 sales orders)   

Mr Neill  Itôs very technical ï aircraft can fly anywhere.  

Judge You did not share the pessimism. Your cynicism about that pessimism has been vindicated because you have sold more? 

Mr Neill Correct.  I chose to call the suppliers and discussed with them how they saw the future- they said the estimate in the journal 

(BL Note: referring to Teal) was extremely pessimistic.  

Mr Stafford  When did you have that discussion?  

Mr Neill Q1.2006 and Q3 and another one just a month ago.    (BL:Airbus.30Sept2007:138 orders) 

Mr Stafford You could see what forecast said and spoke to RR     (Referring to Mr John Cheffins ï RR COO) 

Mr Neill   One of many  

Mr Stafford  Said it was pessimistic and as events turned out ï proved to be pessimistic? 

Mr Neill Yes 

Mr Stafford Document 2998/9  Dead Plane flying ï April 2007 ï over page . They have said that the forecast now 139 not 163                        (BL 

http://www.pwc.co.uk/eng/services/performance_improvement_consulting.html
http://www.pwc.co.uk/eng/industries/aerospace_and_defence.html
http://www.pwc.com/gx/en/aerospace-defence/index.jhtml
http://www.pwc.com/en_GX/gx/industry/leadership/NEIL-HAMPSON.jhtml
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC.29Jan.2007.Part3.A340.only.WMA
http://www.fortfield.com/casefiles/PWC.29Jan.2007.Part3.A340.only.WMA
http://www.fortfield.com/casefiles/doc2992.pdf
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Note: confirmed typo in fact April 2006 = 135 ï see doc 2981) 

Mr Neill  Yes 

Mr Stafford Still predicting low forecast?  

Mr Neill Yes 

Mr Stafford  Belies the optimism you just stated  

Mr Neill Moved the numbers up by 3 ï phased out by 2010 ï do not hear Airbus saying that 

 

Mr Stafford  

 

The only trade estimates referred to by PwC ï are Forecast international.  Did you provide Teal? 

Mr Neill  We gave everything we had to hand ï included the plan for production. Did not include the International ï I think it included Teal ï 

but cannot recall.  

Judge Did you provide data from other publications?  

Mr Neill Yes> 

 
Q9.6A:   Why would PwC exclude an external market report from Teal (or indeed any of the other five + available) 
specifically when it is readily available in PwC London and I had told them to obtain it in their response to 
their question at the outset of their investigation?? 

Q9.6B:   Would the use of market volumes forecast information/ implications (of 135 a/c build ς together with the Airbus 

production plans at Para 9.3) have completely undermined PwC άŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ ŀƴŘ hence conclusions??  

Para.9.7.  DATA from other public sources/publications  and specific research/other learning  

PwC do not mention or Exhibit any market data/articles from any aerospace/general publications or any 
Teal Reports in their C$3m+ report.  

Mr Neill oral evidence on 14 November 2007 

Mr Stafford  The only trade estimates referred to by PwC ï are Forecast international.  Did you provide Teal? 

Mr Neill  We gave everything we had to hand ï included the plan for production. Did not include the International ï I think it included Teal ï 

but cannot recall.  

Judge Did you provide data from other publications?  

Mr Neill Yes> 

 

and in 27 July 2009 UK hearing 
   

 The Judge is accessing his notes from the evidence at P72-74 by Mr Neill on 14 November 2007 following Mr Lynch QCôs second challenge to our 

junior counselôs record of that UK court evidence during 27 July 2009 
                           ñDid you provide Data from other Publications?ò  ï     Mr Neill   -  Yes 

 

Judge 

 
My notes say that he was aware of a production plan, and the pessimism was shared and reflected in Teal Group forecasts. And he 

mentions that Forecast International is referred to in PwC, we provided all the information to PwC which included all the plans from 

Airbus, and we didn't give them Forecast International. They had to obtain them.   We also provided data from other 

publications.        

Judge From my note it looks as though it was the evidence that further documentation was provided.  (Pause) 

Mr Little Okay, so on that basis, sir .. interrupts 

Mr Neill Do you want me to add, sir? 

Judge Yes, please. 

Mr Neill  Judge? 

Judge Yes. 

Mr Neill  Yes, it's now two years since this happened but I recall quite clearly, and Mr Little knows this, that it was my practice to keep 

copies of all trade publication articles, documents, as well as any forecast that we would make, this would be, the trade 

publications would be Flight International and Aviation Week primarily, but other things, such as Air Transport World  and 
the likes. What I did was I handed the file, with as much of that data in it that I had, I gave it to Pricewaterhouse.  And I do not recall 

if the Teal presentations that I referred to earlier were in that file or not. 

 

!ǎ ȅƻǳ ƘŀǾŜ Ƨǳǎǘ ǊŜŀŘ aǊ bŜƛƭƭΩǎ ŎƭŜŀǊ ǊŜŎƻƭƭŜŎǘƛƻƴ ƻŦ ǘƘƛǎ άData from other publicationsέ  was that in March 

2007 he provided PwC with his file of A340 press articles etc 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 external market presentation information. These naturally gave a sense as to the A340 

market/sales etc. at the relevant times (e.g. November 2005 = 4270), and (e.g. January 2006 = 4272-4)  and 

http://www.fortfield.com/casefiles/airbus.wing%20plans.6,feb.2007.pdf
http://www.fortfield.com/casefiles/airbus.wing%20plans.6,feb.2007.pdf
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http://www.flightglobal.com/articles/2006/01/24/204262/airbus-wins.but-rival-is-top-dollar.html
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(1 August 2006 = 4279 ς part of conversation re PD22 with Mr Neill on 8 August 2006) whilst he provided his 

general aerospace industry perspective each quarter in his briefings during the Earnings webcast calls ς e.g. 

Page 2 of the Q2.2006 ς 15 August 2006 where he briefed the industry equity analysts   

άOn top of that, there was the indecision that we had around the whole A350 program, and then the final decision to go with what is now known as the 

A350 XWB as a competitor to Boeing's latest product. They took pains in getting there and, in doing so, they sent a number of concerns back not only 

through the investment community but through the supply chain as well, especially for those who had already started working on the A350 program. 

In Boeing's case -- different story. The story for the quarter was the strength of the order book for the Boeing 787 that built through that period but also 

for the Boeing 777 as well. In fact, Boeing won the bulk of the orders for twin-aisle airplanes and had, for the first time, some success that they could 

boast about.  We saw that at the Farnborough Air ShowΦέ  

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 ς including the two referenced here.   I also used articles from publications 

regularly in my December 2005, March 2006, and May 2006 Magellan Aerospace Board presentations.   

PwC do not mention any market data/articles from any publications or any Teal Reports in their C$3m+ 

report.  !ƭǘƘƻǳƎƘ ŀ άŦƻǊŜƴǎƛŎέ ƛƴǾŜǎǘƛƎŀǘƛƻƴ tǿ/ ǿŜǊŜ ŀƭǎƻ ǳƴŀōƭŜΤ ǊŜŎŜƴǘƭȅΣ ǘƻ ǊŜǘǊƛŜǾŜ aǊ bŜƛƭƭΩǎ 

άtǳōƭƛŎŀǘƛƻƴǎέ ŦƛƭŜ ŀƴŘ ǊŜǘǳǊƴ ƛǘ ǘƻ a!/ ǿƘŜƴ requested (4294A/G). This was to enable its contents for the 

period September 2005ς 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 that I recall that Mr Neill and I had read separately and discussed (mostly Flight international) 

are annotated accordingly now in the UK court bundle and feature in my A340 Report from pages 26 ς 29 at 

the relevant timelines in 2005 ς 2006. I also remember picking up a copy of Business Week in early 

November 2005 (whilst in North America) and reading the article ά.ƻŜƛƴƎ wƻŀǊǎ !ƘŜŀŘέ ǿƘich included the 

remarks  άǘƘŜ !опл ƛǎ ƎƻƛƴƎ ǘƘŜ ǿŀȅ ƻŦ ǘƘŜ ŘƛƴƻǎŀǳǊέ from Ed Greenslet of Airline Monitor, one of the other 

external market forecasters.  I remember discussing and leaving that Business Week magazine (4296/A) with 

Mr Neill ς it would probably have been in this Publications file ς certainly he was well aware of the A340 

subject matter from our multiple discussions. 

I also used copies from publications/articles 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 provided on the Aerospace/Market environment in December 2005 to 

each MAC Director. I used these, amongst other things, to help identify phases of progression and crucial 

decisions. For example for the A340 ς 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 ς or A340 Enhanced. I initially learned this 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.   

http://www.fortfield.com/casefiles/flight-international-1-august-2006-airbusoffer.pdf
http://www.fortfield.com/casefiles/MAC.Q2.2006.earnings.webcast.15.August.2006.pdf
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(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 

ōŀǎƛǎ ōȅ !ƛǊōǳǎΦ ²ƛǘƘƻǳǘ ǘƘŜ !опл ά9ƴƘŀƴŎŜŘέ ǇǊƻŘǳŎǘ ǘƘŜ ŦǳǘǳǊŜ ƭƻƻƪŜŘ άǘŜǊƳƛƴŀƭέΦ ¢Ƙƛǎ ƛǎ ǿƘȅ Ƴȅ 

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 

ǘƻ aǊ bŜƛƭƭ ŀƴŘ aǊ 5ŜƪƪŜǊ ǊŜŎƻǊŘƛƴƎ ǘƘŜ άcontinuing challenges on A340 and we would need to keep under 

close scrutiny in 2006έΦ   όBrian 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 Version 2. Some of this was also 

reported within the aerospace/airline industry. (Flight 4276)  

(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 ) - Ƨǳǎǘ ōŜŦƻǊŜ a!/Ωǎ .ƻŀǊŘ  ƳŜŜǘƛƴƎ ƻƴ ǘƘe 17 March 2006, I 

ƛƴŦƻǊƳŜŘ aǊ 5ŜƪƪŜǊ ǘƘŀǘ a!/Ωǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ǿŜǊŜ ōŀǎŜŘ ƻƴ ŀƴ  ŀǎǎǳƳǇǘƛƻƴ  ǊŜƎŀǊŘƛƴƎ !ŜǊƻƴŎŀΩǎ 

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

ensure they accurately reflectŜŘ ǘƘŜ DǊƻǳǇΩǎ ǇǊƻŦƛǘŀōƛƭƛǘȅ ŀƴŘ ŀǎǎŜǘǎ ƛƴ ǘƘŜ ǎŜŎƻƴŘ ƘŀƭŦ ƻŦ ǘƘŜ ȅŜŀǊ Φ CƻǊ 

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 ς 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 demonstrated 

the logic and business-sense behind my recommendation that we continue to be present in this Twin 

Aisle market and believed that we should target a sales 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 presence on the growing successful Boeing 777 programme was 

very low ς some $67K per aircraft ς whilst opportunities for new profitable work on it were likely to be 

very limited.  The 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 ς 

International Lease finance Corporation)  and a respected commentator  in the airline industry on the 

challenges facing Airbus on A340 -рллκслл ŀƴŘ ǘƘŜƛǊ άŎǳǊǊŜƴǘέ !орл ǇǊƻŘǳŎǘ ƻŦŦŜǊƛƴƎΦ  Several key 

decisions would now be made in the next couple of months. 
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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. 

¢ƘŜƴ Wǳƭȅκ!ǳƎǳǎǘ нллс ǘƛƳŜƭƛƴŜ ŀƴŘ Ƴȅ ŎƻƴŎƭǳǎƛƻƴ άŜƴŘ of the A340-500/600  linŜέ ς 

¢ƘŜ ǘƛƳŜƭƛƴŜ ŦƻǊ ǘƘŜ ŦƻǳǊ ŎǊǳŎƛŀƭ ŘŜŎƛǎƛƻƴǎ ǘƘŀǘ Ŧƛƴŀƭƭȅ ŘŜǘŜǊƳƛƴŜŘ Ƴȅ άend of the A340-500/600 linŜ ά 

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- рллκслл ǊŜǇƭŀŎŜƳŜƴǘύ ŦƻƭƭƻǿƛƴƎ ŀ άŎǳǎǘƻƳŜǊκŀƛǊƭƛƴŜǎ ƛƴƛǘƛŀƭ 

A350 product specification - ǊŜōǳǘǘŀƭ ȅŜŀǊέ ŦƻǊ ǘƘŜ ŜŀǊƭƛŜǊ !ƛǊōǳǎ product offerings for A350/A340 Enhanced 

(Aviation Week- 4290/4290A). (Brian Little Witness Statement paragraph 205) 

(2) A consequence of this was the A340 ς рллκ слл ά9ƴƘŀƴŎŜŘέ ό!опрсΚύ ǿƻǊƪ ceased ς 10 July 2006 (Brian 

Little Witness Statement paragraph 204) 

(3)  Because the !опл ά9ƴƘŀƴŎŜŘέ ǎǘǳŘȅ was terminated, Emirates and Airbus considered a different aircraft 

sales solution in July/August 2006.  Within a few months, Emirates officially 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 ς 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 

¢ǊŀƴǎǇƻǊǘ ²ƻǊƭŘ  ό!¢²ύ ǊŜǇƻǊǘŜŘ  ά Some orders are option conversions from previous sales battles , but in 

ǘƘŜ Ǉŀǎǘ му ƳƻƴǘƘǎ ǘƘŜ ǘǊŜƴŘ ƛǎ ǘƘŀǘ .ƻŜƛƴƎ ŀǊŜ ǿƛƴƴƛƴƎ ŀƭƭ  ǘƘŜ ƳŀƧƻǊ ŎŀƳǇŀƛƎƴǎέ όпнут- 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 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 ς 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)  
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I ensured it was to feature in my specific conversation with Messrs Neill and Edwards on 10 August 2006, 

ŀŦǘŜǊ ŀ ŘƛŦŦƛŎǳƭǘ a!/ .ƻŀǊŘ ƳŜŜǘƛƴƎΦ L ǘƻƭŘ ǘƘŜƳ ōƻǘƘ ŀƎŀƛƴ ǘƘŀǘ !ƛǊōǳǎΩǎ  ƛƴǘŜǊƴŀƭ ǎŀƭŜǎ Ǉƭŀƴǎ ǿŜǊŜ ƴƻǿ ŦƻǊ 

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

mean A340 write-offs in excess of  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 potential 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,PD10ς 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 of 

increasing liquidity challenges and , in 2007, of activity to replace the funding of the C$70 million of 8.5% 

convertible unsecured debentures whilst  being 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 

Q9.7A:   Why did PwC ignore and ŜȄŎƭǳŘŜ ǘƘŜ ƳŀǊƪŜǘ ƛƴŦƻǊƳŀǘƛƻƴ ŦǊƻƳ aǊ bŜƛƭƭΩǎ A340 άData from 
ǇǳōƭƛŎŀǘƛƻƴǎέ ŦƛƭŜ, the relevant information available from multiple aerospace and general publications within 
the public domain and within PwC own A&D practice over the 7 month period of their investigation?   

It is a documented fact at para 8.75 that PwC relied solely on access to the Forecast International April 2007 
numerical aircraft build forecast at Exhibit 8.4 for their A340-рллκслл άǇǊƻŘǳŎǘƛƻƴ  ǾƻƭǳƳŜǎέ ŀǎǎŜǎǎƳŜƴǘ.    

There was not a single document or article in a publication which I have read, since PwC commenced their 
investigation in January 2007, which would support an increasing (or indeed sustained) sales campaigns, 
aircraft sales or production expectation for the A340-500/600 at Airbus.  Which was of course consistent 
ǿƛǘƘ !ƛǊōǳǎΩǎ ƻǿƴ Ǉƭŀƴǎ and expectations.   

Q9.7B:    IF PwC had reported what they actually found, when it carried out at least a  rudimentary 
assessment of all the aerospace and general publications information/ market volumes forecast information 
implications ( of 135 a/c build ς together with the Airbus production plans at Para 9.3) available to it, would this have 
completely undermined the PwC reported άŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ, and hence PwC derived conclusions??   
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Para.9.8.   Airbus Aircraft A340-500/600  ά²ŜōǎƛǘŜέ Order Book   PwC quoted in para  8.67 the Airbus 
website for A340-500/600  Orders and Deliveries  

Exhibit 
8.2 

Schedule from Airbus website entitled "Orders, Deliveries, Operators - Worldwide dated 31 January 
2007 (UK document 2813 - 2817) (PDF) - 153 aircraft sales orders  

PwC did this without any adjustment  and/or reference to known industry cancellations from airlines.  It 
would seem that PwC ignored the well known industry practice of Boeing and Airbus in taking cash payments 
by way of milestone pŀȅƳŜƴǘǎ ōǳǘ ǊŜŎƻƎƴƛǎƛƴƎ ǘƘŀǘ ƳŀƧƻǊ ŀƛǊƭƛƴŜǎ Řƻ άŎŀƴŎŜƭέ ŀƴŘ ǘǊŀƴǎŦŜǊ ǘƘƻǎŜ ƳƻƴƛŜǎ ǘƻ 
other business/aircraft  purchases from Boeing and Airbus, ultimately by commercial agreement.  For 
example, the 18 A340 600 a/c order from Emirates which it was known from the Farnborough 2006 Airshow 
ǿŜǊŜ ƎƻƛƴƎ ǘƻ ōŜ άŎŀƴŎŜƭƭŜŘέ - 

1. the aerospace specialist press   -e.g 
Flight International : 1 August 2006 : Airbus offers Emirates A350/A380 mix in place of A340 -600s 
(discussed/given to Mr Neill by me  ς PwC (e)  ά5ŀǘŀ ŦǊƻƳ ƻǘƘŜǊ ǇǳōƭƛŎŀǘƛƻƴǎέ file ?) 
άIŀōƛō CŜƪƛƘΣ tǊŜǎƛŘŜƴǘ !ƛǊōǳǎ aƛŘŘƭŜ 9ŀǎǘΣ ŎƻƴŎŜŘŜǎ ǘƘŀǘ the A340 600 order is a casualty of 
9ƳƛǊŀǘŜǎΩ ƴŜǿ ŦƭŜŜǘ Ǉƭŀƴ, and he told Flight International, his preferred option is for it to be  replaced 
ōȅ ŀ ƳƛȄ ƻŦ !оулΩǎ ŀƴŘ !орлǎέΣ     i.e the cancellation of their  18 aircraft after the A350-1000 XWB 
launch and A340-рллκслл ά9ƴƘŀƴŎŜŘέ ǎǘǳŘȅ ǿŀǎ ŘǊƻǇǇŜŘ ōȅ !ƛǊōǳǎκwwΦ 

2. and in the  General Press ς e.g.  
UK Times : 28 October 2006 ς Ends looms for Airbus A340 as Emirates cancels $4bn orders (to MAC 
Directors, E&Y and PwC ς DIR44 with my 4 Dec 2006 letter) 
ŀƴŘ ǘƘŜƛǊ ŎƻƴŎƭǳǎƛƻƴ ǘƘŀǘ ά The move effectively kills off the A340έΦ    Ms Barbara Hadfield of E&Y UK 
confirmed to us that she had also read this article in a 7 November 2006 meeting.Which was in turn 
provided to E&Y (Canada) and PwC and each individual MAC Director in Dec. 2006. 

I also referred to the Emirates cancellation in my 29 January 2007 taped interview with PwC at the outset of 
ǘƘŜƛǊ άƛƴǾŜǎǘƛƎŀǘƛƻƴέ.    

BL: Including Emirates - 18 A340 600 a/c (ordered Paris Airshow 2003) and Air Canada 3 A340 600 a/c 

(ordered 1998) - which were effectively cancelled and which was well known within the aerospace industry 

and on multiple websites.   As subscribers to the annual A340 Teal report PwC would also have read Richard 

AboulafiaΩǎ ǊŜƳŀǊƪǎ ƛƴ !ǇǊƛƭ нллт  ǊŜ 9ƳƛǊŀǘŜǎ ά²Ƙƛƭǎǘ !ƛǊōǳǎΩǎ ǇǳōƭƛǎƘŜŘ ƻǊŘŜǊ ōƻƻƪ ǎǘƛƭƭ Ƙŀǎ ǘƘŜƳ ŀǎ ŦƛǊƳ 

orders, they have been cancelled. Those three Air Canada orders should probably be removed, tooΦέ   

 

Furthermore could also be read in the PwC report at their Exhibit 8.4 document - Forecast International A340 

external market report ς April 2007 - included in {ƛƎƴƛŦƛŎŀƴǘ bŜǿǎ ά9ƳƛǊŀǘŜǎ /ŀƴŎŜƭǎ hǊŘŜǊ ŦƻǊ му !оплΩǎ ς 

Following up on the suspension of delivery of an 18-aircraft order estimated to be worth $2 billion, Emirates 

cancelled its order for A340-сллΩǎ ƛƴ bƻǾŜƳōŜǊ нллсΦ ¢ƘŜ ƴŜǿ ŀƛǊŎǊŀŦǘ ǿŜǊŜ ǘƻ ōŜ ŘŜƭƛǾŜǊŜŘ ƻǾŜǊ ǘƘŜ ŎƻǳǊǎŜ 

of 2009-2011έ as {3612} ς which PwC provided without any comment.   

 

PwC are also both airlines public auditors. Therefore this information was known to PwC and in any event 

publicly available in their Annual Reports from mid 2006/early 2007  - in the Emirates Annual Report:doc 

{3604A/B} and Air Canada Annual Report:doc {3605C/E}. Also note that Air Canada was and is audited by the 

PwC Montreal office from the same location as the PwC staff (Ms Leblanc and Mr Moore) who were the 

primary PwC staff carrying ƻǳǘ ǘƘŜ !опл άŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέΦ   I also understand that PwC were the 

http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/flight-international-1-august-2006-airbusoffer.pdf
http://www.fortfield.com/casefiles/flight-international-1-august-2006-airbusoffer.pdf
http://www.fortfield.com/casefiles/flight-international-1-august-2006-airbusoffer.pdf
http://www.fortfield.com/casefiles/times_online.pdf
http://www.fortfield.com/casefiles/times_online.pdf
http://www.fortfield.com/casefiles/times_online.pdf
http://www.fortfield.com/casefiles/times_online.pdf
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/doc2999.pdf
http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/fleet-information.pdf
http://www.fortfield.com/casefiles/fleet-information.pdf
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public auditors of Aerolineas Argentinas (Marsans Group) who had a further 6 A340 600 a/c (ordered 1998) 

ƻƴ άƛƴŘŜŦƛƴƛǘŜ ƘƻƭŘέ ǿƛǘƘ !ƛǊōǳǎ ǎƛƴŎŜ FY2000, and which were also formally cancelled before the Final PwC 

report was completed at the end of August 2007.  

 

!ƴŘ ǘƻ Ǉǳǘ ǘƘƛǎ ά!ƛǊōǳǎ hǊŘŜǊ .ƻƻƪέ ƳŀǘǘŜǊ ōŜȅƻƴŘ ŀƴȅ ŘƻǳōǘΣ tǿ/ όŀƴŘ 9ϧ¸ύ ǿŜǊŜ ǇǊƻǾƛŘŜŘ ōȅ ƳŜ ǿƛǘƘ ǘƘŜ 

letters and DIR files sent to each MAC Director.   With the 4 December 2006 letter to each MAC Director a 

dossier which contained DIR44 ς UK Times article ς ну hŎǘƻōŜǊ нллс ά9ƴŘ ƭƻƻƳǎ ŦƻǊ !ƛǊōǳǎ !опл ŀǎ 9ƳƛǊŀǘŜǎ 

cancels $4bn ordersέ ϑнспнκнспоϒ ǿŀǎ ƛƴŎƭǳŘŜŘΦ  These files were also provided to E&Y Canada and UK, 

whilst Ms Hadfield of E&Y UK confirmed to us in our meeting on 7 December 2006 that she had also read 

that UK Times article a month earlier.   I also referred to the Emirates A340 600 cancellation in my 29 January 

2007 taped interview with PwC at the outset ƻŦ ǘƘŜƛǊ άƛƴǾŜǎǘƛƎŀǘƛƻƴέ.   

 

PwC refer to NONE of this in their άŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ ƛƴ ǘƘŜƛǊ C$3m Report.> 
 

Also revealing is the former President and CEO Mr R Neill (now Vice Chairman) -  oral evidence on 14 November 2007 

Judge Airbus now more confident?                      (In A340 -500/600  ï Feb2007.153 sales orders and referring to Teal forecast)   

Mr Neill  Itôs very technical ï aircraft can fly anywhere.  

Judge You did not share the pessimism. Your cynicism about that pessimism has been vindicated because you have sold more? 

Mr Neill Correct.   

 

Q9.8A:           Why did PwC fail to recognise and then document  the A340 500/600 airline cancellations 
information available publicly and to it??   

Q9.8B:           PwC as a firm publicly make much of their global reach and industry knowledge / experience yet 
the published Annual Reports (Emirates and Air Canada) and information (Aerolineas Argentines) on A340 -
600 for three of their airline audit clients is completely ignored by PwC in their Airbus Order Book analysis ς 
after all there were only 6 outstanding airline orders for multiple aircraft. What was PwCΩǎ motive in 
completely ignoring and excluding that rudimentary Order Book analysis, (with such an enviable άglobal source of 

industry and airline informationέ), and the consequent implications in one of their key A340 Exhibits (8.2)??  

Para 8.Point D. Professional skepticism, checking and validity:audit testing and 

deep technical skills  

Para.9.9.    Airbus A340-500/600 unit delivery projections ς   some initial inputs/reminders  

(A) Reminder from para 4 re eȄǘǊŀŎǘ ŦǊƻƳ aǊ 5ŜƪƪŜǊΩǎ ƻǊŀƭ ŜǾƛŘŜƴŎŜ ƛn April 2008 

Judge Youôve heard the Claimantôs motivation. What can you tell us?  It was a valid concern.   How did you regard it at that time? 

Mr Dekker We 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. 

 

Iƛǎ aŀȅ нллф ŘƻŎǳƳŜƴǘ ƛƴǇǳǘ άAt a glance the assessment that would have been carried out by the auditors 

in order to satisfy themselves that the accounting on this matter was appropriate.έ 

http://www.fortfield.com/casefiles/times_online.pdf
http://www.fortfield.com/casefiles/times_online.pdf
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/doc3602.pdf
http://www.fortfield.com/casefiles/doc3602.pdf
http://www.fortfield.com/casefiles/dekker-oral-evidence-at-a-glance.pdf
http://www.fortfield.com/casefiles/dekker-oral-evidence-at-a-glance.pdf
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(B)   As you can read in the extract from the PwC forensic accountants at PwC para 8.78 on A340-500/600 

quantities in the EAC which formed the part of the basis of their derived conclusions??   

άPwC Observation: Based on third party information presented above (BL:solely the FI April 2007 report) and 

on management information obtained, the delivery of a combination of production units and spare units 

totalling at least of 1,285 units over the life of the programme ending FY2021 is not unreasonableΦέ 

(C ) Mr Neillôs oral evidence in cross-examination in July 2009   

Mr Neill  : I think we're losing sight of the purpose of this email. At that point in time, PwC were trying to understand how the numbers stacked up to 

justify us getting more than 1247 units that had been used at that time in the EAC. I must admit I didn't go back and check in detail every 

calculation that followed that.  All I was saying was that if you took Dr Thamburaj's 40 thousand hours it would generate a significant 

number which, on top of the production, would easily exceed the 1247 numbers needed to amortize out the recurring costs.  That's what 

I was trying to say in the opening paragraph.  (of his email dated 29 March 2007 at document 3597) 

Mr Little No.  I'm suggesting to you you're lying, because that says to anybody, a replacement.  The calculation of 800 stacks together with that, it 

only makes sense in that context.  It can't mean anything else, and they then go off and say that's how they've done their calculations, but can't 
even get the maths right. (overspeaking)  - see Lynch QC below at (d)  

Judge Wait, please. You're suggesting he's lied in the email? 

Mr Little Yes, he's deliberately lied and given that impression. 

Judge In the email? 

Mr Little  In the email relating to the 800 and he then conditions -- 

Judge Noé. 

Mr Lynch Wait. 

Judge In the email, what you're suggesting is that he's lying to PwC. 

Mr Little He's deliberately given the impression of that 40,000 hours replacement. 

Judge  I hear what you say but I want to make a note of it.  I suggest that you are lying in the email.  Not anywhere else, but in that email. That's 

what's been suggested to you, I think.  That that's a lie.     (See Neill continuing oral evidence in (E) below)  

 

(D)  ²Ŝ ŀƭǎƻ ƘŀǾŜ aǊ .ƻōōƛΩǎ ŜǾƛŘŜƴŎŜ ŀƴŘ ǘƘŜ ǘƘǊǳǎǘ ƻŦ aǊ [ȅƴŎƘΩǎ ǉǳŜǎǘƛƻƴƛƴƎΣ presumably on instruction on doc 3597 on 8 June 2009  

Mr Lynch We have Mr Neill's email (Doc 3597) to Mr Moore of PricewaterhouseCoopers.  I know itôs a bit compressed in its typescript. 
Tribunal, of course there is a bigger version in the bundle, if that's a bit small to read.  (Pause).  

  Mr Bobbi, you can see, can't you, looking at the two substantive paragraphs -- it actually is a feature of both those paragraphs -- that 

Mr Neill makes it expressly clear that Magellan is simply basing its calculations for accountancy purposes on spares or 

replacements, he's NOT included anything to do with repairs. 

 

And shortly later  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 

that 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.ò 

 
 

(E)  Mr Neillôs  

    
Mr Neill 

 
 

Continued Oral evidence in July 2009  

 
If you want to assume 800 units are needed (doc 3597 / doc 3605H) then you have to assume that the WHOLE FLEET  will need 

that kind of REPLACEM ENT  and that will occur if airlines operate in difficult situations or conditions where there's 

significant deterioration.   
 

Mr Neill : And the answer is, I think, that only time will tell whether Dr Thamburaj's tests, and the coupon tests that he did, is a clear 

representation of what will happen in service.  Somewhere between 20 thousand and 100 thousand hours, it is clear that 

exhausts will have to be -- to undergo a major REPAIR  and as I say, time will tell that.   

 

Going back to the reports I referred to earlier, we had a damage tolerance report that said a hundred thousand hours is the design life, 
when they did the damage tolerance report they built into it a scatter range of 5, because the engine time between overhauls was 20 

thousand hours and therefore the belief is that nozzles and plugs could start returning or needing REPAIR from service from 20 

thousand hours on, we thought 20 thousand hours was much too low a number to use for this calculation, and at the same time, given 
the amount of wear and tear that we knew that would occur, based on our experience, a hundred thousand hours was too great a 

number.  So we had as it were a floor and a ceiling. 

We made the decision to base it on 40 thousand hours, based on the work that Dr Thamburaj did, that said that if any units are 

exposed to heavy use in a number of hot and high airports and marine environments, corrosive elements in the air, et cetera, 

et cetera, there's every likelihood that we'll start seeing heavy repairs from about 35 thousand hours on, and we chose the 40 

thousand hours based on that fact, there was no other science behind the 40 thousand hours. 
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9.9.1  

In addition to the basic logic and mathematics quantity errors set out in Para 9.2 it is inconceivable that a 7 
moƴǘƘ άLƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ - to ensure the accuracy and reliability of the MAC Balance Sheet etc 

and which states at PwC para 2.40 that Financial Control in MAC is poor whilst stating at (d) Poor control over 
individual projects from an accounting perspective. Project sales volumes, revenues and costs are not reviewed with 

sufficient frequency or rigourΦέ  - would then proceed to make NO reconciliation /commentary within the 
tasking and C$3m+ report by PwC ς that is between Airbus projections numbers, that of any of the other six 
+ external forecasters and the MAC documented άǊŜǇǊŜǎŜƴǘŀǘƛƻƴǎέ ǎŜǘ ƻǳǘ ōŜƭƻǿΥ 

(a)    both PwC and E&Y had the AIRBUS volumes/timing in their planned delivery projections in the period 
from 2007 to 2009 documents ς 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.       (BL: In Jan. 2010 Airbus will 

publicly confirm that they actually built, as per this plan, a total of 32 A340-500/600 a/c and delivered 30))  

(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 delivered to 
Aircelle by the end of the commercial contract in FY2012  (doc.1831A ς not an Exhibit  in  the PWC 
Forensic Report).This was also the basis of the initial submission by Aeronca for the MAC five year 
strategic plan in September 2006.  

This PwC Exhibit 8.3 document schedule (1831/1831A) is the representation made by MAC to E&Y in the 
Q4.FY2006 Estimate at Completion (EAC). As per the PwC report para 8.61 άThe Q4 FY2006 EAC was also 
used by EY for year-end audit testing purposes.έ  The Estimate at Completion (EAC) process/documents are 
the MAC management  άƳƻǎǘ ǊŜŀǎƻƴŜŘ ǾƛŜǿ ŀƴŘ most likely outcomeέ ς oral evidence :Dekkerέ  and showed 
in this Q4.2006 EAC submission to the auditors E&Y and PwC an improvement over Q2.2006 gross losses 
exceeding C$5.2m to a miniscule  $0.1m gross profit on $250m program revenues 

(c)  initially  MAC provided a schedule dated 16 February 2007 (doc 3605) to both PwC and E&Y with 
production volumes totaling 1155 units (total build to 278 a/c and 20 dev units) and 190 Spares and Repairs by 
FY2021.  

It is noted that Mr Neill and Mr Furbay later wrote on 22 March 2007, in response to PwC Q2 (3598A), and 

apparently  after the 1 March 2007 email/schedule (3605B-G) at D) sent below, (άhŦ ǘƘŜ ǳƴƛǘǎ ǿƘƛŎƘ ǊŜƳŀƛƴ ǘƻ ōŜ ŘŜƭƛǾŜǊŜŘ 
ς ǿƘŀǘ ƛǎ ǘƘŜ ǎǇƭƛǘ ōŜǘǿŜŜƴ ǇǊƻŘǳŎǘƛƻƴ ŀƴŘ ǎǇŀǊŜǎ κ ǊŜǇŀƛǊ ǳƴƛǘǎ Κέ  a!/ !ƴǎǿŜǊ   ά1,155 production units 
and 190 spares/repairs as provided to you on our initial projection dated 2/16/нллтΦέ   

This is vitally important as they also recorded in response to Q3 on 22 March 2007 from PwC (3598A) 
άaŀƴŀƎŜƳŜƴǘΩǎ ƧǳŘƎƳŜƴǘ ŘƻŜǎ ƴƻǘ ŘƛŦŦŜǊ ŦǊƻƳ ǘƘŜ ŜǎǘƛƳŀǘŜ ǳǎŜŘ ŀǘ ом 5ŜŎŜƳōŜǊ нллсΦ  tƭŜŀǎŜ ǎŜe 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.έ   

This volume information was then extracted ŦǊƻƳ ŘƻŎǳƳŜƴǘ Ŏύ ŀōƻǾŜ ά.Ŝǎǘ ƛƴŦƻǊƳŀǘƛƻƴ ŀǎ ŀǘ ом 5ŜŎŜƳōŜǊ 
2006 - doc dated 16 Feb 2007 (3605) = 18 + 172 = 190 spares/repairs.  Although sent to both PwC & E&Y this 
information or Exhibit  or its consequential implications also does not appear in the PwC report.  
Furthermore, PinsentMasons, on behalf of Mr Dekker, the MAC Chief Financial Officer described some of this 
information in this document (C ) schedule for production and spares on 5 May 2009 as   άAt a glance the 
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assessment that would have been carried out by the auditors in order to satisfy themselves that the 
accounting on this matter was appropriate.έ 

(d) the Airbus volumes/timing in the MAC 1 MARCH 2007 representation to EY & PwC (doc 3605B/G)  in the 
period from 2007 to 2009 ς  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 continuing production  rate  of  20+ aircraft per year , when the  A340 ς 500/600 
rate was  thoroughly briefed  to have  halved (c- 50% )  to an  approx 10 per year  in Aug 2006 ς see MAC 12 
September staff meeting (2179) and (2117) as (a) and the MAC FY2007 budget.  Mr Butyniec confirmed his 
knowledge of that production rate of 10 aircraft per year as making sense in the UK court (see para 5.2).  

In the same schedule MAC then proceeded to INCREASE the total production build program on 1 March 2007 
from 278 a/c to 291 aircraft/1164 units ς ǎŜŜ aǊ bŜƛƭƭΩǎ oral evidence to the UK court on 14 November 2007 
below and this document 3605B-G.   Unbelievably for anyone, and certainly for those within the aerospace 
industry, the MAC Production Plan for 2010 = 29 aircraft or 116 engine exhaust systems) sets out an actual 
increase in A340 production rate which was higher than ever scheduled by Airbus since the inception of 
A340-500/600 high rate production from 2003-2006 (averaging 20-23 a/c per year) and would not have even have 
been possible based on known assembly line tooling limitations. e.g A340 wing production at Broughton and 
certain assembly stations in Toulouse.   

Furthermore there were NO active airline sales campaigns by 31 January 2007 and a dwindling Airbus order 
book (as per para 9.8) to support such production forecasts. Mr Neill fundamentally knew this himself, as he 
told the equity analysts in the Q2.2006 Earnings webcast call on 15 Aug.2006 

άLƴ .ƻŜƛƴƎΩǎ ŎŀǎŜ  -- different story. The story of the quarter was the strength of the order book for the Boeing 787 that built through that period but 

also for the Boeing 777 as well. Boeing won the bulk of the orders for twin-aisle airplanes and had, for the first time, some success that they could 
boast about.  We saw that at the Farnborough Airshow.έ Ҕ 

In fact, as Mr Neill also knew from me (and his own reading etc - which you can read in the Airbus press 
release) NONE of the 182 Aircraft Orders and Commitments announced by Airbus at the Farnborough 
Airshow in 2006 were for the A340-500/600.   

Also revealing is the former President and CEO Mr R Neill (now Vice Chairman) -  oral evidence on 14 November 2007 

Judge Airbus now more confident?                      (doc 3602.  A340 -500/600  ï Feb2007.153 sales orders and Teal forecast )   

Mr Neill  Itôs very technical ï aircraft can fly anywhere.  

Judge You did not share the pessimism. Your cynicism about that pessimism has been vindicated because you have sold more? 

Mr Neill Correct. 

and  
Mr Stafford 

 

The fundamental is ï even if pessimistic ï the sales were never going to reach the 300 aircraft originally projected  

Mr Neill We had projected 1200 production nacelles sold ï we have now added to that the number to be sold through spares ï that takes the 

number up to 1500 -1600. Significantly in excess of that needed in the EAC.  To the original EACôs we have added in the line for spares ï 

and looked at the total number that will be sold.  Either way it exceeds the number. 

Mr Stafford Ignoring spares ï concentrating on the number of new aircraft ï has MAC ever  reduced its expected number of sales from 300 aircraft 

Mr Neill Yes the pessimistic scenario 

Mr Stafford Accounts are based on pessimistic  

Mr Neill No ï realistic!!   

Mr Stafford Where are accounts placed  

Mr Neill Between the two 

Mr Stafford Where is it now ?  

Mr Neill Lower than 300 -  probably between 250 and 300 aircraft   ( doc 3605B/C/D for 291 a/c dated 1 March 2007 disclosed June 2009) 

 

MAC had represented in these 1 March 2007 production volumes for 2007 ς 2009 (doc 3605B-G) that were 
DOUBLE those planned and published by Airbus more than six months earlier (doc 3600). Those MAC 16 Feb 
2007 (doc 3605) and 1 March 2007 forecasts to PwC and E&Y (3605B/G) that Airbus would both sell 29 + 
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A340 aircraft in 2007/early 2008 and then plan and be able to increase build to TREBLE the production rate 
from 2009 to FY2010 (127 or 116 exhausts respectively) was άconsciously ƳƛǎƭŜŀŘƛƴƎ ŀƴŘ ŘŜŎŜƛǘŦǳƭέΦ 

(e)  AND then the PwC forensic team obtained access to 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 
нллт  άILDI  /hbCL59b/9έ   ŀƛǊŎǊŀŦǘ ŘŜƭƛǾŜǊȅ ǾƻƭǳƳŜǎ ǇǊƻƧŜŎǘŜŘ ŦƻǊ the period 2007-2009 was now 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 made it known to MAC and Mr Neill.   

When PwC brought the FI April 2007 forecast of lower production volumes (now FI a/c build of 213 a/c  
ending  in FY2016) tƻ aǊ bŜƛƭƭΩǎ ŀǘǘŜƴǘƛƻƴ ƘŜ ǘƘŜƴ ŎǊŜŀǘŜŘ ŀ άƴŜǿέ {ǇŀǊŜǎ ŀƴŘ wŜǇŀƛǊǎ ǾƻƭǳƳŜǎ ǇŜǊǎǇŜŎǘƛǾŜ 
which had never been documented or heard of before, nor was any of this written in the commercial or 
engineering documentation with or within Aircelle or the airlines.  See his email 3597-3598A-C in which he 
refers to his instruction to Mr Furbay to recalculate the Spares ς which would now read 800+ units    
(Documents not in PwC Report) . The Spares and Repairs line was then reforecast upwards from the 190 
units which had been used for years within MAC (e.g. those on 16 Feb.2007 and 1 March 2007 above) - on 
aǊ bŜƛƭƭΩǎ ƛƴǎǘǊǳŎǘƛƻƴ. This was initially based on aǊ bŜƛƭƭΩǎ ƛƴǎǘǊǳŎǘƛƻƴǎ ŀƴŘ then 5Ǌ ¢ƘŀƳōǳǊŀƧΩǎ ŜƳŀƛƭ ƻŦ мн 
March 2007 (3618/3621ύ ŀƴŘ ŀ ǳǎŜŦǳƭ ά9ȄƘŀǳǎǘ ƭƛŦŜ ƻŦ плΣллл ƘƻǳǊǎέ κ рллл ŦƭȅƛƴƎ ƘƻǳǊǎ ǇŜǊ ȅŜŀǊ.  

In fact only in July 2009 did we learn that  PwC requested a scenario from MAC which was similar to this 
concensus forecast 13р ŀκŎ όŀƴŘ ǿƘŀǘ L ƘŀŘ ǘƻƭŘ ǘƘŜƳύ ŀƴŘ ǘƘŜƴ aŀƎŜƭƭŀƴ άŎƻǾŜǊŜŘέ ǘƘƛǎ ōȅ aǊ bŜƛƭƭ ό/9hύ 
then suggesting in his email doc 3597/3598 just hours before the FY2006 financial statements were released 
ǘƻ ǘƘŜ ¢{9 ǘƘŀǘ ǊŜǇƭŀŎŜƳŜƴǘ ǎǇŀǊŜǎ ǿƻǳƭŘ ōŜ ǊŜǉǳƛǊŜŘ άŀǎ ǘƘŜ ǳǎŜŦul life of the exhaust system was approx 
орΣллл ƘƻǳǊǎ ϑ¢ƻ ǇǊƻǾƛŘŜ ŀ ƳŀǊƎƛƴ ƻŦ ǎŀŦŜǘȅ WƻƘƴ CǳǊōŀȅΩǎ ŀƴŀƭȅǎƛǎ ǳǎŜŘ плллл ƘǊǎ ŀǎ ǘƘŜ ǳǎŜŦǳƭ ƭƛŦŜϒΦ ¢Ƙƛǎ 
analysis shows that the likely spares requirement in the period 2007 to 2021 was in excess of 800 units (doc 
3605H ς 886+ units).  These documents were not disclosed by PwC who instead independently calculated 
ǘƘŜ άмртнέ ǳƴƛǘǎ ŀōƻǾŜ ŀǘ ǇŀǊŀƎǊŀǇƘ фΦнΦ 

And then we have that document disclosed on 27 August 2009 headed Aeronca  Aircelle A340 program ς 
Actual/Estimated Quantities (Engine Sets) dated 14 March 2007 . This document 3605H is critical as it 

 (1)  ƻǇŜƴǎ ǳǇ ǘƘŜ ǎǳōƧŜŎǘ ƻŦ ǊŜǇƭŀŎŜƳŜƴǘ ǎǇŀǊŜǎ ƴŜŜŘǎ ŀǘ ŀƴ άŀǎǎǳƳŜŘέ плΣллл ŦƭȅƛƴƎ ƘƻǳǊǎ ŎǊŜŀǘƛƴƎ ƛƴ 
excess of 400 -700 units to enable MAC to continue to use 1285 units in the amortization for the Q4/2006 
EAC /FY 2006 in its submission to PwC and E&Y  and  

(2) shows a production volume equal to a Total  aircraft build of 135 A/C at Outcome 1 with series 
production deliveries to Aircelle completing in FY2009. Please now look at this document. 

MAC A340 forecasts - Aeronca Inc Aircelle A340 Program - Actual / Estimated Quantities 
       - 14 March 2007 with inflated spares prediction (PwC for "forensic" investigation - 3605H ς  

όa!/ ǇǊƻƧŜŎǘƛƻƴǎ ƻŦ ŀ ƭƛƪŜƭȅ ƳƛƴƛƳǳƳ ƻŦ уус άǎǇŀǊŜǎέ  (replacement parts) - based on 40,000 flying hours 
exhaust useful life, which was to provide a margin of safety in those estimates by Mr Neill , the current Vice 
Chairman- through to FY2021: of which the MAC Spares Plan for 2010 = further 81 engine exhaust systems.  
As you can read in  

Outcome 1 :  Production volumes planς a Ǉƭŀƴ ōŀǎŜŘ ƻƴ !ƛǊōǳǎΩǎ ŀŎǘǳŀƭ ǇǊƻŘǳŎǘƛƻƴ Ǉƭŀƴ ŦƻǊ нллт-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 (circa 150 a/c my assessment pre 
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http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
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termination ςsee docs 1437/ 2605 and then circa 135 aircraft in my W/S 226.3 by Feb/March 2007) and 
crucially also the market consensus ς 135 aircraft - of 6 out of 7 of the other professional forecasters in 
2006/early 2007 as per paragraphs 9.4 and 9.6.  

¢ƘŜ {ǇŀǊŜǎ ŀƴŘ wŜǇŀƛǊǎ ƭƛƴŜ ǿŀǎ ǘƘŜƴ ǊŜŦƻǊŜŎŀǎǘ ƻƴ aǊ bŜƛƭƭΩǎ ƛƴǎǘǊǳŎǘƛƻƴ to a resultant Spares total 
ŎŀƭŎǳƭŀǘŜŘ ƻŦ άуусέ {ǇŀǊŜǎ ŀƴŘ wŜǇŀƛǊǎ όǳǇƭƛŦǘŜŘ ŦǊƻƳ all the prior MAC/Aeronca forecasts. 

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

The production demand forecast of a further 228 units by PwC/MAC failed to review the six airline customer 
outstanding orders - for multiple aircraft - status. I dealt with this earlier for three of the four major 
outstanding orders ςάŜŦŦŜŎǘƛǾŜƭȅ ŎŀƴŎŜƭƭŜŘέ ƛƴ ǇŀǊŀƎǊŀǇƘ фΦу.  

The only other significant order had been recently placed in December 2006, by the largest A340 600 aircraft 
operator Lufthansa, for seven A340-600 ς another airline which is audited by PwC.  I knew from my own 
sources within Airbus Toulouse and UK that this campaign had been active for most of 2006 and Airbus were 
hoping to secure an order for 18+ A340 600 aircraft (& A380 option conversions)  whilst strategically seeking  
to undermine the launch of the new Boeing 747 Intercontinental aircraft. They officially lost that sales battle 
on 6 December 2006 with the public announcement that Lufthansa was to be the launch customer of the 
Boeing 747 Intercontinental with an order for 20 aircraft and 20 options. The next day Airbus announced the 
final order of only 7 A340-600 aircraft with some near term delivery slots in early 2008 taking over the 
άǎǳǎǇŜƴŘŜŘέ !опл слл ǇŀǊǘƛŀƭƭȅ ōǳƛƭǘ ŀƛǊŎǊŀŦǘΦ  As a matter of record Lufthansa are also audited by PwC.  This 
decision was what made me now conclude that the A340-500/600 total build prospects were now likely to 
fall from circa 150 ς 155 A340-500/600 aircraft to 135 ς 140 a/c in the first quarter of FY2007 and certainly 
by the time of any submissions to E&Y and PwC.    

My assessment, therefore, was and remains, that the Outcome 1 production forecast (a) used by MAC on 14 
March 2007 was almost exactly what I said to PwC, whilst the Spares and Repairs is grossly inflated using 
ά{ǇŀǊŜǎ ǊŜǇƭŀŎŜƳŜƴǘǎέ ŀƴŘ ƛƎƴƻǊƛƴƎ ǘƘŜ CŀŎǘƻǊȅ wŜǇŀƛrs (at MAC or elsewhere), when only units that are 
returned by the airlines and judged Beyond Economic Repair (BER) should be counted ς ŀ άƴƻǊƳέ ƻŦ мо҈-
15% - for Spares.  9ǾŜƴ ƻƴ a!/Ωǎ άƛƴŎƻǊǊŜŎǘέ ŀǎǎǳƳǇǘƛƻƴ ƻŦ ŎƻƳǇƭŜǘŜ ǊŜǇƭŀŎŜƳŜƴǘ ŀǘ плллл ŦƭȅƛƴƎ ƘƻǳǊǎ ǘƘe 
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 ς 40,000/4,400 
(not eight years).  

²ƘŜƴ ǘƘƛǎ ŎŀƭŎǳƭŀǘƛƻƴ ƛǎ άŎƻǊǊŜŎǘŜŘέ ǘƘŜƴ ǘƘŜ a!/ ǇǊŜŘƛŎǘŜŘ άƳŀȄƛƳǳƳέ {ǇŀǊŜǎ ŘŜƳŀƴŘ ƛǎ ŦƻǊ ŀ ŦǳǊǘƘŜǊ 
613 units, and not 886 (or even worse the 1572 which became central in the conclusions derived  by PwC). 
 
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 on full replacement άǎǇŀǊŜǎέ ŘŜƳŀƴŘ ƻŦ смо ǳƴƛǘǎ ōȅ 
FY2021. PwC had doc.3605H from 14 March 2007 via Mr Furbay.  CƻǊ ǘƘŜ ŀǾƻƛŘŀƴŎŜ ƻŦ Řƻǳōǘ ǘƘƛǎ άсмоέ 
ƴǳƳōŜǊ ƛǎ ƻƴƭȅ ǘƘŜ ƴŜŎŜǎǎŀǊȅ άŎƻǊǊŜŎǘƛƻƴǎέ as the industry (including Aircelle, the airlines directly, PwC and 
Mr Neill in his July 2009 oral evidence) do NOT expect to replace every exhaust in service every 8 years.)  This 
is vitally important as PwC also stated, in direct contradiction to Mr Lynch QC cross-examination instructions, 
ƛƴ ǘƘŜƛǊ vǳŜǎǘƛƻƴ р ƛƴ aŀǊŎƘ нллт  άThe engineering report prepared by Dr Thamburaj makes reference to 
ǊŜǇŀƛǊǎ ōŜƛƴƎ ǊŜǉǳƛǊŜŘ όƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ ǎǇŀǊŜǎύΦ ²Ƙŀǘ ƛǎ ƳŀƴŀƎŜƳŜƴǘΩǎ ǾƛŜǿ ƻƴ ǘƘŜ ŘƛǎǘƛƴŎǘƛƻƴ ōŜǘǿŜŜƴ 
ǎǇŀǊŜǎ ŀƴŘ ǊŜǇŀƛǊǎ ŀƴŘ ǘƘŜ ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ ŦǳǘǳǊŜ ǊŜǾŜƴǳŜǎ κ ŎƻǎǘǎΚ ΧΦ  etc.   See further extracts of oral 
evidence below and in my Final A340 report. 
 

http://www.boeing.com/news/releases/2006/q4/061206a_nr.html
http://www.boeing.com/news/releases/2006/q4/061206a_nr.html
http://www.boeing.com/news/releases/2006/q4/061206a_nr.html
http://www.airbus.com/en/presscentre/pressreleases/press-release/detail/lufthansa-further-expands-airbus-a340-600-long-range-fleet
http://www.airbus.com/en/presscentre/pressreleases/press-release/detail/lufthansa-further-expands-airbus-a340-600-long-range-fleet
http://www.airbus.com/en/presscentre/pressreleases/press-release/detail/lufthansa-further-expands-airbus-a340-600-long-range-fleet
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PwC failed to question or properly consider the implications of all the glaringly conflicting data at      (a) , 
(b) , (c) and (d) at their disposal.  

NONE of these documents or information is disclosed or included as Exhibits in the PwC report ς instead PwC 
decide to do their own assessment with the single Forecast International April 2007 numerical forecast at its 
core for production supplemented by a fundamentally flawed logic and mathematical calculation for 
άwŜǇƭŀŎŜƳŜƴǘ {ǇŀǊŜǎ ŀƴŘ wŜǇŀƛǊǎ ŘŜƳŀƴŘέΦ All that before industry experience.  

PwC consciously elected to use as the SOLITARY basis for their Report (see para 8.78.p.63) the FI 
March/April 2007 market forecast for 2007ςнллфκнлмрΣ ǿƘƛŎƘΣ ƴƻǘ ƻƴƭȅ ŘƛŘ ƛǘ ƴƻǘ ǊŜŦƭŜŎǘ ǘƘŜ άƳŀǊƪŜǘ 
consensus -морέ ŀƳƻƴƎǎǘ ǘƘŜ ǇǊƻŦŜǎǎƛƻƴŀƭ ǇǊƻǾƛŘŜǊǎ and the contemporaneous publications stories, but 
also, unprecedentedly for the industry, and improbably, FI had also positioned its άIƛƎƘ /ƻƴŦƛŘŜƴŎŜέ 
forecast by almost 30% above the definitive production plans of 32 aircraft for the next three years of the 
manufacturer, Airbus, itself. I have never in thirty years witnessed this before in any external market 
forecasts in the aerospace industry, nor have any of the many others with whom I have spoken in the last 
three 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 ς 50%  the remaining total 
aircraft build forecast of 117 made by Forecast International in March 2007.  

and for Spares         Aerospace Industry /Aircelle and expert insights and views - Mark Bobbi - Engine Nacelles 

August 2007 report (UK document 3015-3025) - Jan - March 2009 report (UK doc 3890 - 3890XX) 

άLƴ !ǳƎǳǎǘ нллтΣ L ǇŜǊŦƻǊƳŜŘ ŀ ǎǘǳŘȅ ƻŦ ǘƘŜ !опл-500/600 for Mr. Brian Little.  The results of that study are found in the referenced 
document 3015-3025.  The essence of that report was that the A340-500/600 was a market failure, generating far less orders than 
anticipated in the 1990s by its maker, Airbus.  In fact, total orders and options for the A340-500/600 were unlikely to exceed 130-135 
ǿƘƛŎƘΣ ŀǎ L ŀƳ ƴƻǿ ŀǿŀǊŜΣ ƛǎ ŀǇǇǊƻȄƛƳŀǘŜƭȅ мрл κмтр ƭŜǎǎ ǘƘŀƴ a!/Ω ŀƳƻǊǘƛȊŀǘƛƻƴ ŦƛƎǳǊŜ ŦƻǊ ǘƘŜ !опл bw/ΧΧΦ 

ΧΧTherefore, L ŦƛƴŘ ƛǘ ƛƳǇƻǎǎƛōƭŜ ǘƻ ōŜƭƛŜǾŜ a!/Ω ǎǇŀǊŜǎκǊŜǇŀƛǊǎ ŦƻǊŜŎŀǎǘ is based on any rational market assessment and runs 
completely counter to my and others career-long experience together with the detailed communications I undertook with the 
maintenance people in the airlines flying the -600 aircraftέ 

MARK BOBBI - WITNESS STATEMENT (W/S) TO UK COURT - EVIDENCE GIVEN ON 8 JUNE 2009 

²Ŝ ŀƭǎƻ ƘŀǾŜ aǊ aŀǊƪ .ƻōōƛΩǎ ŜǾƛŘŜƴŎŜ ŀƴŘ ǘƘŜ ǘƘǊǳǎǘ ƻŦ MǊ [ȅƴŎƘΩǎ ǉǳŜǎǘƛƻƴƛƴƎ Σpresumably on instruction, on 8 June 2009 

Mr Lynch We have Mr Neill's email (Doc 3597) to Mr Moore of PricewaterhouseCoopers.  I know itôs a bit compressed in its typescript. Tribunal, 

of course there is a bigger version in the bundle, if that's a bit small to read.  (Pause).  

  Mr Bobbi, you can see, can't you, looking at the two substantive paragraphs -- it actually is a feature of both those paragraphs -- that Mr 

Neill makes it expressly clear that Magellan is simply basing its calculations for accountancy purposes on spares or replacements, 

he's not included anything to do with repairs. 

Mr Bobbi  That's right. 

Mr Lynch Good.     

  And then again shortly later  

Mr Lynch But do you agree that it is certainly right that if Magellan sells a new unit, whether as part of a new aircraft or as a new replacement unit, 

a spare, then they would all count for EAC purposes? 

Mr Bobbi  Of course. 

Mr Lynch Right.  So it's plain, 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 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 component has a "lifespan" does not mean necessarily it will be replaced by something new, it can be 

http://www.fortfield.com/casefiles/Fortfield%20A340_Trent_Nacelle.analysis_082707.doc
http://www.fortfield.com/casefiles/Fortfield%20A340_Trent_Nacelle_Final_030309.doc
http://www.fortfield.com/casefiles/FortfieldProjectWitnessStatement052709.doc
http://www.fortfield.com/casefiles/doc3597.pdf
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repaired. 

    

Mr Lynch 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 

that 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.  

 

{BL Observation : Subsequent to the October 2009 Tribunal hearing (after Magellanôs legal team reluctantly agreed to disclose the 

complete contents of doc 3597/3598 at that tribunal hearing)  to disclose the PwC Questions and Magellan answers (Mssrs Furbay and 
Neill) document in late March 2007 (see doc 3597-3598/3598A-3598B) before the FY2006 Financial statements were published the 

reader will note Question 5 posed by PwC  ñThe engineering report prepared by Dr Thamburaj makes reference to repairs being 

required (not necessarily spares). What is managementôs view on the distinction between spares and repairs and the implications 

for future revenues / costs? é.  etc.  PwC then proceed at PwC para 8.75 to falsely calculate a likely demand of 1572 Spares and 

Repairs by FY2021 ï see my A340 report and website parts D & E} . 

 

And continuing  

 

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 

that 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 informed the customers. 

Mr Lynch 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. 

  

DƛǾŜƴ ǘƘŜ ƛƴǘŜƴǎƛǘȅ ƻŦ aǊ [ȅƴŎƘΩǎ ŎǊƻǎǎ-examination on Spares replacements please now access 4184 / 4183 : 
MARK BOBBI EMAIL AND REPLY (24 JUNE 2009 FROM AIRCELLE - MAC'S CUSTOMER - RE A340/T500 
EXHAUST LIFE "40,000 hour or less replacement requirement ...WE BELIEVE THE WHOLE THING IS A 
HOAX....." 
 

Mr Neillôs oral evidence in July 2009 
 

Mr Little  And this is coming off the back of what Dr Thamburaj <of MAC> has done in the middle of March 2007 for yourself, on the useful life 

<referring to PwC Exhibit 8.5/Part D>  

Mr Neill  Correct. 

Mr Little And this refers to a spares requirement in excess of 800 units to 2007 to 2021 as opposed to the 1572 calculated by PwC? 

Mr Neill If you make the assumptions for the forecast that we've just agreed on, then the numbers will generate whatever the numbers are, and if it's 
800, it's 800. 

Mr Little Okay.  Oil' now ï 

Mr Neill We're not building -- go ahead. 

Mr Little No, you go ahead? 

Mr Neill I was going to suggest that the 800 was likely over the life of the programme, and it was well in excess of the numbers that, at that 

point in time, we needed to recover all of the costs. 

Mr Little So what you're saying is you've taken the worst case scenario of 40 thousand hours and assumed that all 800 units will require to be replaced 

by 2021.  Is that correct? 

Mr Neill If you want to assume 800 units are needed (doc 3597 / doc 3605H) then you have to assume that the whole fleet will need that kind of 

replacement and that will occur if airlines operate in difficult situations or conditions where there's significant deterioration.   
 

Mr Neill : And the answer is, I think, that only time will tell whether Dr Thamburaj's tests, and the coupon tests that he did, is a clear 

representation of what will happen in service.  Somewhere between 20 thousand and 100 thousand hours, it is clear that exhausts will 

have to be -- to undergo a major repair and as I say, time will tell that.  On the coupon test, if you remember from that report, it says that 

fatigue was not the biggest issue; the biggest issue was in fact corrosion within the honeycomb itself, which would mean some kind of 
structural breakdown in the exhaust and only time will prove that. 

 
Mr Little 

 
But Aircelle é.   Chairman interrupts 

    

Judge You haven't told the industry anything about it? 

    

Mr Neill Untrue, we've completed a service manual, in 2005, I think it was, where we had to complete some calculations to describe what is 

called the MTBR, the meantime between unit removal.  It was because we had to do that calculation and we've submitted this data to the 
tribunal, and to Mr Little, because we had to do these schedules, that we had Dr Thamburaj express an opinion on when we thought units 

would be coming back from service.   
 

http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/doc4184-83.pdf
http://www.fortfield.com/casefiles/doc4184-83.pdf
http://www.fortfield.com/casefiles/Canada.scan.PwC.Exhibit8.2.8.5.pdf
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
http://www.fortfield.com/casefiles/doc3597.pdf
http://www.fortfield.com/casefiles/magellan.A340.forecasts.14.March.2007..ppt.pptx
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Going back to the reports I referred to earlier, we had a damage tolerance report that said a hundred thousand hours is the design life, when they 

did the damage tolerance report they built into it a scatter range of 5, because the engine time between overhauls was 20 thousand hours and 
therefore the belief is that nozzles and plugs could start returning or needing repair from service from 20 thousand hours on, we thought 20 

thousand hours was much too low a number to use for this calculation, and at the same time, given the amount of wear and tear that we 

knew that would occur, based on our experience, a hundred thousand hours was too great a number.  So we had as it were a floor and a 

ceiling. 

 

We made the decision to base it on 40 thousand hours, based on the work that Dr Thamburaj did, that said that if any units are 

exposed to heavy use in a number of hot and high airports and marine environments, corrosive elements in the air, et cetera, et cetera, 

there's every likelihood that we'll start seeing heavy REPAIRS from about 35 thousand hours on, and we chose the 40 thousand hours 

based on that fact, there was no other science behind the 40 thousand hours. 

    

Mr Little Where is the documentation in the bundles on this, I have seen lots of comments on repairs and so on, and the unscheduled removals, but I have 

not seen any scheduled removals, and I have to say, I saw nothing of any work on any of this until I read the March 2007 or the March 2007 
emails and paperwork in the June 2007 PwC report, ever, and nor have Aircelle.  Aircelle have nothing on this scheduled replacement. 

    

Mr Neill  The maintenance manual and the overhaul manual are quite clear in their instructions as to how to inspect, repair, and manage this -- you then 
have to go over to each individual airline's service record and get from them the time between overhauls when engines will come off the wing.  

When the engine comes off the wing, the exhaust and the plug will be taken off and inspected and the initial TBO that was planned was 20 

thousand hours. 

 

and in Mr Neillôs oral evidence on 27 July 2009 

 

Mr Neill Had Mr Bobbi gone to the people who were familiar with the overhaul manuals and the maintenance manuals, you would have 

seen the language and the words that it contains about what kind of damage can be sustained and what you do when damage exceeds 

the limits specified in these manuals, but I didn't see any reference to that in either of his witness statement or any of his reports. I 
just saw a lot of ï Mr Little interrupts in a disturbed state éé...  

  

Mr Little Rich,  that's exactly what he did do <see Bobbi report extract above>,  

 

Equally an experienced industry person from PwC Aerospace and Defense Global Centre of Excellence in 
London carrying out the same relatively simple searches would have seen what Mr Bobbi and I had already 
seen and confirmed in the Aircelle Component Maintenance Manual for T500 Exhaust nozzle and plug ς 
sample 3625S ς ǊŜŦŜǊǎΣ ŀƴŘ ƘŀŘ ŀƭǿŀȅǎ ŘƻƴŜ ǎƻΣ ǘƻ άC!/¢hw¸ w9t!Lw{έ by the manufacturer ς Aircelle in the 
operating airlines.  A further example from Etihad who are one of the largest A340-500/600 operators ς 
please read  4185 / 4186 and 4186A: Email from Aircelle (23 June 2009) to Etihad Airways regarding 
A340/T500 exhaust system life / certification "...There is no specific life limitation for the T500 exhaust 
ǎȅǎǘŜƳΧΧΦέ 
 

Magellan and their own advisors (Pǿ/ύ ǊŜŎƻƎƴƛǎŜ ǘƘŀǘ άŘǳŜ ǘƻ ǘƘŜ ǳƴǇǊŜŘƛŎǘŀōƛƭƛǘȅ ƻŦ ǊŜǇŀƛǊ ǿƻǊƪέ CŀŎǘƻǊȅ 
Repairs (for On Condition Maintenance components) should not be included when recovering NRC assets.  
They are also subject to contractual MTBUR and Guaranteed Direct Maintenance Cost (DMC) values of much 
less than a $1 per flying hour with Aircelle/Airbus (doc 3525).   
 
Q9.9A:    tǿ/ ŎǊƛǘƛŎƛǎŜŘ a!/ ƛƴ ǇŀǊŀ нΦпл όŘύ ŦƻǊ άPoor control over individual projects from an accounting 
perspective. Project sales volumes, revenues and costs are not reviewed with sufficient frequency or 
rigourΦέ  PwC then proceeded to set to one side all the various MAC representation documents (other than 
the Q4.2006 EAC) and failed to refer or Exhibit them at all. They chose instead to unilaterally extend the 
commercial contract period for the A340-500/600 with Aircelle from FY2012 to FY2021 for the EAC and 
fundamentally failed to question and integrate all the glaringly conflicting data at their disposal.  That is the 
foundation of any reasonable audit checking and integration testing. Is it really credible that PwCΩǎ  forensic 
accountants failed to find most or all of this, and document this properly in their Findings of Fact?  (OR did 
ǘƘŜȅ ōŜƭƛŜǾŜ ƛǘ ǿƻǳƭŘ ǳƴŘŜǊƳƛƴŜ ǘƘŜƛǊ άCƛƴŘƛƴƎǎ ƻŦ CŀŎǘέ). Instead their report demonstrates that PwC took it 
ǳǇƻƴ ǘƘŜƳǎŜƭǾŜǎ ǘƻ ǇǊƻŘǳŎŜ ŀ άtǊƻƎǊŀƳ 9!/έ ŦǊƻƳ ŀ ƳƛȄǘǳǊŜ ƻŦ Units and pricing information. Is is it not 
extraordinary that they would independently chose to do so, and end up with answer which would 
apparently support  Mr DƛƳƳŀ ŀƴŘ a!/Ωǎ needs for a program break-even - as per the άa!/ ǇǊŜǎŜƴǘŜŘέ 
Q4.2006 EAC at the outset??. 

http://www.fortfield.com/casefiles/aircelle-airbus-component-maintenance.pdf
http://www.fortfield.com/casefiles/aircelle-airbus-component-maintenance.pdf
http://www.fortfield.com/casefiles/aircelle-airbus-component-maintenance.pdf
http://www.fortfield.com/casefiles/doc4185-6a.pdf
http://www.fortfield.com/casefiles/doc4185-6a.pdf
http://www.fortfield.com/casefiles/doc4185-6a.pdf
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It is a documented fact at para 8.75 that PwC relied solely on access to the Forecast International April 2007 
numerical aircraft build forecast at Exhibit 8.4 for their A340-рллκслл άǇǊƻŘǳŎǘƛƻƴ  ǾƻƭǳƳŜǎέ ŀǎǎŜǎǎƳŜƴǘ and 
that the volumes deficit to the 1247/1285 units required for MAC amortization would be met from demand 
for Spares.  Despite my inputs and the documents available from MAC up to 14 March 2007 they proceed 
(without reference to any Maintenance manuals etc etc) to then calculate a logically and numerically inflated 
demand of 1572 units (as per para 9.2) so as to attempt to include a proportion of those replacement spares 
to meet that production volumes deficit to 1247/1285 units.  

9.9B:   Is it most likely that PwC accountants did so in order that they could state at PwC para 8.58,  in 
support of their derived conclusion,   

άPwC Observation: Based on third party information presented above and on management information 
obtained, the delivery of a combination of production units and spare units totalling at least of 1,285 units 
over the life of the programme ending FY2021 is not unreasonableΦέ  ???? 

As we all know this was false from the multiple sources of information available to PwC before and during 
their investigation and the actual outcomes. 

 

<BL Observation example :  This comes in to sharp focus when one looks at the information contained in these various 
plans for next year (FY2010).  Based on these crucial March 2007 documents therefore the manufacturing volumes 
projected for 2010 ƛƴ aŀƎŜƭƭŀƴΩǎ Ǉƭŀƴǘ !ŜǊƻƴŎŀ LƴŎ ǿŀǎ ƴƻǿ ŦƻǊ ǎƻƳŜ ммс ǇǊƻŘǳŎǘƛƻƴ όǊŜŘǳŎŜŘ ŦǊƻƳ мнт ŀǎ ŀǘ ом 
Dec.2006/page 3)  and 81 spares (was 8)= 197 engine units (or almost 50 aircraft sets).   

 As the contracted pricing was identical for production and spare engine exhaust systems the A340 program revenue 
projections for 2010 would be for some C$47mςC$50m with the attendant NRC and cash recoveries in the MAC 
strategic planning and financial budgeting/reporting processes.  I believe it was predictable then, and will actually be 
now, some 90%+ lower i.e less than C$4m.  

I included this point specifically in my 27 November 2009 letter to the MAC Directors, before their December 2009 MAC 
Board meeting, inviting each Director to look at these very carefully for the FY2009 financial audit by E&Y and when 
reviewing the FY2010 MAC budgets for approval at that December Board meeting ς you will see this in part of my 
letter when I said:  

άPart of my team role, as both a MAC Senior Officer and with functional responsibility for coordinating the MAC 
strategy, was to identify these major matters and have them addressed by us all within management.  aǊ 5ŜƪƪŜǊΩǎ 
comment to the Judge that I had simply a different point of view about the A340 -500.600 in August 2006/September 
2006 is very far removed from the truth.   This week you will be approving the MAC budgets for 2010.  Look specifically 
at what those MAC budgets include for the A340 production units and spares.  

As you know from my MAC Board May 2006 presentation, there is a typical three year lead time from aircraft wide body 
sales campaign to delivery.  MAC represented in March 2007 to PwC and E&Y that in 2010 some 116 units/28 
production aircraft (1 March 2007: doc 3605B/D to E&Y and 3605E/G to PwC) would be built and projected a Spares 
build of 81 units (14 March 2007: doc 3605H/red Tab page 68) ς a total manufacturing requirement in Aeronca of 
some 200 x A340 units in FY2010.  

My view, by February 2007, was that we would be more likely to be facing the production case shown by MAC at 
document 3605H dated 14 March 2007 /Page 68 (total production build of 135 aircraft) whilst back in Aug /September 
2006 MAC would be lucky to still be building at a rate of 10 aircraft per year by 2010 with the termination of meaningful 
series production of the A340-500/600 very probably imminent. Even now Mr Neill would, it would appear; based on his 
July 2009 evidence to the court does not admit that.  

http://www.fortfield.com/casefiles/q4-2009-mac-earnings-statement.pdf
http://www.fortfield.com/casefiles/q4-2009-mac-earnings-statement.pdf
http://www.fortfield.com/casefiles/director_letter_nov09.pdf
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I believe instead you will read in those submitted MAC budgets for 2010 A340 production = 0 and Spares (rotables 
and replacements) of 8 ς 10 units.  This was predictable and indeed predicted by six external market forecasters, and 
almost everyone else with experience in the industry from mid 2006/early 2007, except those MAC Senior Officers on this 
the largest cash recovery/asset in the MAC Balance Sheet/Strategic Plan.  I understand that the Program EAC is not just 
about volumes, prices and costs matter too, and those were and have been carefully considered then and now by me. 
See my A340.On the Record.Final.ReportΦέ  

and then again in the Actual Outcomes to date  -  ADDED   7 August  2010  

I have also recently learned that Mr John Furbay (the Magellan/Aeronca CFO, including the A340-500/600 
EAC accounting role) was dismissed by Mr Dekker and escorted off the Aeronca site by the General Manager 
at the end of June 2010/Q2.2010.  

In the same 2007-2009/2010 calendar period as Airbus reliably predicted in their customer delivery 
projections documents above those 32 + 2 aircraft deliveries (136 production nacelle unit deliveries) 
Aeronca/Magellan delivered some 121 production AND spares units.  

This 121 also compares with Magellan submissions to E&Y and to PwC of 366+ production/spares and the 
use of 439 units in the CFO/Finance Program EAC used by E&Y for their Q4.2006 audit testing for the same 
42-month period from January 2007.  

If one were to assume that all of these actual 121 units were allocated to production since January 2007 (414 
+ these 121 units) this would be equivalent to a total of 535 exhaust systems or enough deliveries to Aircelle 
to enable an almost complete 134   A340-500/600 aircraft build.  The final A340 500/600 aircraft in the 
Airbus Order book for airline use was completed to Iberia Airways on the 16th July 2006 ς a  A340-600 (MSN 

1122/EC-LFS) on the eve of the Farnborough Airshow 2010.    

The latest Airbus delivery projections schedule (30 June 2010) from Airbus shows that, at present, do not 
plan any further Assembly of A340-500/600 aircraft. This now leaves the two A340-500 (ex cancelled Kingfisher 

aircraft MSN886 /MSN894 at TLS - assembled in early 2008) which Airbus are continuing their endeavours to resell ς my 
latest information is to Sonair.  I expect there may be an occasional A340-500 VIP aircraft sold in the next 
period (largely out of exhausts inventory already within Airbus/Aircelle ) but fundamentally the mid-
2006/early2007 estimate of approximately 135 A340-500/600 production deliveries and series production 
cessation in 2010 has come to pass.  For completeness I had not foreseen the A340-500 April 2006 order 
cancellation in early 2008 by Kingfisher Airlines of India in August/September 2006.    

Para.9.10.     Airbus A340-500/600 pricing projections ς   some initial inputs/reminders  

(A) Reminder from para 8.5 re eȄǘǊŀŎǘ ŦǊƻƳ aǊ 5ŜƪƪŜǊΩǎ ƻǊŀƭ ŜǾƛŘŜƴŎŜ ƛƴ !Ǉril 2008 

Mr Dekker             ñé..  This schedule is an estimate at complete, and each quarter we do various scenarios of this schedule, there are three major 

variables that affect the outcome of this schedule, sorry to bring it to such basic levels, but it's number of units, times revenue per unit, and the 

costééé..  If our best view, our -- let me identify best, our most reasoned view and most likely outcome showed a 10 million loss, yes, we would 

post that loss.  

(B) Mr Dekker ï   
 

Mr Little 

Oral evidence on 10 June 2009 (and part of para 9.1)   
 

It says management asserts future sales, whatever, thereôs no reference to any change in assumptions and selling price, when itôs 

worth $6m - $7m, based on the figures I was given this morning {1830A) é  Pause  
Mr Dekker That would certainly be an interpretation of what theyôre saying. 

Mr Little For fear of making a comment, and consulting speak, when I say management assertion, thatôs what they were being told. Can you 

confirm that there was a change in the selling price assumptions made between Q2 and Q4? 
Mr Dekker Thereôs evidence in the bundle, we have two different schedules that show the breakout  for the Q2.2006 and Q4.2006 

numbers that the selling price for each quarter was different, the Q2 price was lower than Q4. 

Judge   It doesnôt look as if theyôve brought that into the equation in terms of the report? 

 

http://www.pictaero.com/fr/pictures/picture,92277
http://www.pictaero.com/fr/pictures/picture,92277
http://www.pictaero.com/fr/pictures/picture,92277
http://www.fortfield.com/casefiles/airbus-june2010-jan2010-dec2014-productionprogrammes.pdf
http://www.fortfield.com/casefiles/airbus-june2010-jan2010-dec2014-productionprogrammes.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
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(C) Mr Dekker ï Oral evidence on 10 June 2009 
 

Judge So, because the material had simply increased it allowed you extra profit on the sales. 

Mr Dekker  Contractually , but the customer was denying that , yes thatôs correct  
Mr Little So when you go to arbitration, you get a big jump and the argument becomes, thatôs not justifiable. But itôs also true Mr Dekker and 

this is the second part of the question, that once you go beyond the 31% , i.e from 2010 onwards , itôs actually then starting to 

reduce your recoveryééinterrupts 
Mr Dekker But you get the compound of each year on the base, I mean the base increases, and you get your incremental mark up each year, you 

do the price escalation calculation , based on prices quoted at the end of the year. 

Judge  Your evidence is that the price was going to keep increasing and your profit on it was going to keep increasing 
Mr Little  Are you suggesting, then, that PwC in Para 8.95, and what they say as a conclusion impact on 8.94, is therefore  incorrect?    

(Pause , Pause) 
Mr Dekker  Iôm not sure Iôve developed a view on that. Iôd have to look at it a little more closely, I had not thought of it in that light. 
 

extract from PwC report para 8.93-8.95 referred to above ï 

8.93  The material ñBETA 21Sò constitutes used  40,554 (or 23.2%) of the total cost of production per unit (USD174,840) that is 

projected for FY2007. The cost of this material is expected to increase at 10% annually, averaging USD 54,393 for FY2008 to 

FY2012.  This represents 30.7% of the future projected total cost of production per unit from FY2008 to FY2012. 

8.94  The price escalation formula currently in effect (as per the SA dated 11 March 2005 between Aeronca, MAC and HH) directs 
that the total sales price for exhaust system units will increase by 0.31% for every 1% increase in the cost of Beta 21S. In effect, MAC 

is protected for increases in the cost of Beta 21S, providing that the cost of Beta 21S per unit remains equivalent to or below 31% of 

the total cost of production per unit. 

8.95  Given the volatility in the cost of Beta 21S (a titanium compound), there is a risk that in future years the cost of beta 21S could 
exceed 31% of the total cost of production. Indeed taking into account the existing assumptions in the EAC model, the cost of Beta 

21S per unit would represent approximately 35% of the total cost of production per unit by FY2012. 

<BL Observation ï As Mr Dekker did not attend the MAC weekly staff meeting teleconference on Tuesday 12 September 2006 I 

discussed Mr Butyniecôs BAFO settlement pricing offer dated 11/14 August 2006 letter (which he had approved and was below the 
Q2.2006 EAC) and exactly this final evidence/PwC 8.93-8.95 point as part of my Protected Disclosure (PD24) with Mr Dekker in our 

telecom on 14 September 2006. It was at this juncture when Mr Dekker indicated he would have terminate our 29 minute call as he 

had other matters to attend to ï I believe a meeting within Head Office with Mr Neill for their preparations for a bank meeting next 
day?    

Effectively I had told Mr Dekker that when we pursue arbitration (which both I and Mr Furbay advocated again at the MAC 

staff meeting on 12 September 2006 ï Mr Dekker and Mr Butyniec ( who was at Haley and, as Mr Neill described to the meeting, 

ñwe had another bad week for deliveries and our customer Pratt and Whitney Canada is ballisticò were not there ï and those present, 
including Mr Edwards, agreed that we now needed to ñstart the wheels turningò on an arbitration process) we had to be mindful that 

whilst in my view Magellan would very likely secure higher initial pricing for 2006 ï 2009/2010? (than Mr Butyniec had 

proposed in his 11/14 August 2006 BAFO settlement letter to Aircelle -see (c ) CD2 extracts below) BUT that after this 0.31 

BETA21 fixed point in the existing application of this escalation formula that higher initial pricing from FY2006 success 

would start to work against us in future years in reduced profits and contribution and when combined with the production 

volumes reduction in my Airbus Toulouse discussions would now inevitably mean a substantial write-down in Magellanôs 

Balance Sheet.  We needed to properly handle that next week in our strategy / Head Office discussions and in Q3/2006 financial 

reporting and certainly by Q4.2006. To demonstrate this Deloittes LLP and I have subsequently set out the impact of this Higher 
pricing by $50K+ ea over FY2005 (with Top price scenario of $218148 ea/Q4.2005 EAC for FY2006 price and 0.31 BETA21S 

ceiling) in a number of slides within this Excel workbook -  which Mr Dekker was also sent.> 

 (D)  tǿ/ ŎƻǊǊŜŎǘƭȅ ǊŜŎƻǊŘŜŘ ƛƴ ǘƘŜ Cƛƴŀƭ 5ǊŀŦǘ ǊŜǇƻǊǘ ŀǘ ǇŀǊŀ уΦсм ǘƘŀǘ άBrian Little stated in the 
E&Y presentation that his concerns regarding the treatment of the A340 NRC were raised 
following Q2.2006.έ ŀƴŘ  as you can hear on the audio tapes (Tape recording -  Part 1  (16 
minutes) and then Part 2  (7 minutes) )  L ǎǘŀǘŜŘ άAnd the fundamental issue here which we 
have to come to terms with is that this product is a product that has not only got a cost/price 
ǇǊƻōƭŜƳ ōǳǘ ƛǘΩǎ ƴƻǿ ŀƭǎƻ Ǝƻǘ ŀ ǇǊƻƎǊŀƳƳŜ ǾƻƭǳƳŜ ƻƴŜΗέ 

 

  

9.10.1   

NONE of the contents of my CD2 emails/folder files are mentioned or Exhibits in either of the PwC Reports. 
The reader will have noted that the Final PwC report was published at the end of August 2007 after the 
seven-ƳƻƴǘƘ /ϷоƳ άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴΚέ ǿŀǎ ŎƻƳƳƛǎǎƛƻƴŜŘ ōȅ aǊ 5ƛƳƳŀΦ                                      

http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/WB1%20Pricing.assumptions.file.14%20Sep%202009.Top.price.218148.Q4.2005.xls
http://www.fortfield.com/casefiles/WB1%20Pricing.assumptions.file.14%20Sep%202009.Top.price.218148.Q4.2005.xls
http://www.fortfield.com/casefiles/WB1%20Pricing.assumptions.file.14%20Sep%202009.Top.price.218148.Q4.2005.xls
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC.29Jan.2007.Part3.A340.only.WMA
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I wrote specifically about this crucial subject and the broader PwC Final report to both Mr Edwards and Mr 
Dimma on 11 September 2007 (Read receipt from both).   (A few examples of those crucial omissions  

(1) my 19 Feb 2006 email above --  on probable A340 -500/600 production build projections of 150 aircraft 
 or  

(2) aǊ .ǳǘȅƴƛŜŎΩǎ .Ŝǎǘ ŀƴŘ Cƛƴŀƭ hŦŦŜǊ ό.!Chύ pricing settlement letter to Aircelle - 11 August 2006 

Dear Vincent commercial letter to Aircelle re A340 Pricing with his proposed $179,623 ς an 8.7% price 
increase for FY2006 etc etc (which was LESS THAN than the FY2006 price of $181,270 we had all used in the 
Q2.2006 Estimate at Complete.EAC for the Q2 quarterly earnings) after his Farnborough Air Show 
negotiations in late July 2006, following which, as you will have noted, he gained Mr Edwards approval { 
"Letter looks fine to me. Let's hope this puts this issue to bed."} Mr Dekker "clerical edits" and therefore 
ϦŀǳǘƘƻǊƛȊŀǘƛƻƴ ƻŦ Ƙƛǎ ǎŜǘǘƭŜƳŜƴǘ ǘŜǊƳǎέ ƛƳƳŜŘƛŀǘŜƭȅ ŀŦǘŜǊ ǘƘŜ a!/ .ƻŀǊŘ мл !ǳƎǳǎǘ нллс ƳŜŜǘƛƴƎΦ 

I never saw anything in writing from Mr Neill at that time ( I had on 22/23 February 2006 when Mr Furbay 
ŜƳŀƛƭŜŘ ǳǎ ǘƘŀǘ άƻǳǊ ǘǊǳŜ ƛƳǇŀŎǘ ƛǎ ф҈έ ŜǘŎ and Mr Neill had initially wrote ǘƘŀǘ ƘŜ ŎƻƴǎƛŘŜǊŜŘ ǘƘŀǘ ά10% 
seems reasonableέ  but subsequently understood that by 15 August 2006 that Mr Neill had rescinded his 
ǎǳōǎŜǉǳŜƴǘ но CŜōǊǳŀǊȅ нллс ǿǊƛǘǘŜƴ ƛƴǎǘǊǳŎǘƛƻƴ ǘƻ aǊ CǳǊōŀȅ ƻŦ άΦΦ   ²ŀƭƪŀǿŀȅ Ƙŀǎ ǘƻ ōŜ ŀǊƻǳƴŘ мр҈Φέ ŀƴŘ 
ǿŀǎ ǎǳǇǇƻǊǘƛǾŜ ƻŦ ǘƘŜ ǿǊƛǘǘŜƴ άǎŜǘǘƭŜƳŜƴǘ ǘŜǊƳǎέ ƛƴ aǊ .ǳǘȅƴƛŜŎΩǎ .!Ch ŎƻǳƴǘŜǊ-offer proposal to Aircelle ς 
ά±Φ [ŀŦƻƴŘ ŜȄǇŜŎǘǎ ŀ ŎƻǳƴǘŜǊ ƻŦŦŜǊΦ [ŜǘǘŜǊ ǎŜƴǘ ōȅ W{. ǘƻ ± [ŀŦƻƴŘΦέ ς MAC staff meeting minutes on 15 
August 2006 (doc 2021). 

²Ƙƛƭǎǘ L ŀŎŎŜǇǘ aǊ bŜƛƭƭΩǎ ǿǊƛǘǘŜƴ ŜǾƛŘŜƴŎŜ όw!bннύ ǘƘŀǘ L Ŏŀƴ ōŜ ŀ ǎǘǊƻƴƎ ƴŜƎƻǘƛŀǘƻr in my Magellan roles I 
was personally dismayed and disappointed to learn - after both that MAC Board 10 August 2006 meeting 
and I had left Toronto Head office on the 11th - as I was unaware of any discussion or approval or Mr 
.ǳǘȅƴƛŜŎΩǎκaǊ 5ŜƪƪŜǊΩǎ .!Ch proposal to the preceding MAC Audit Committee or during my attendance at 
the MAC Board (nor is it minuted) - that Mr Butyniec in his 11 August 2006 letter was prepared to settle, on 
behalf of MAC, in his Aircelle settlement discussions for a price increase of only 8.7% in the MAC commercial 
agreement for A340-500/600.  

¢Ƙƛǎ ǿŀǎ ƛƴǎǘŜŀŘ ƻŦ ǇǊŜǎǎƛƴƎ ŦƻǊ ŀǘ ƭŜŀǎǘ ǘƘŜ άƭƻǿ ǘŜŜƴǎ κмнΦо҈ Ҍέ ŀǎ ŀ C¸нллс ǇǊƛŎƛƴƎκōŀǎŜƭƛƴŜ ŦƻǊ ǘƘŜ 
budgeted 64 {operations planned more/actual 81} Exhaust system deliveries in FY2006. Thƛǎ άǇǊƛŎƛƴƎ ŘŜŦƛŎƛǘέ 
alone would cost MAC at least C$0.5m in additional revenues/gross profits/cash in FY2006.   I believed then 
ǘƘŀǘ ǿŜ ƘŀŘ ŀ ǾŜǊȅ ǎƻǳƴŘ ōǳǎƛƴŜǎǎ ŀƴŘ ƭŜƎŀƭ κŀǊōƛǘǊŀǘƛƻƴ άŎŀǎŜέ ŦƻǊ мн҈Ҍ όŀƴ ŀŘŘƛǘƛƻƴŀƭ ϷслллҌ ǇŜǊ ŜȄƘŀǳǎǘ 
unit) and up to perhaps theoretically 32% for FY2006, although the escalation formula challenges for MAC 
would really come within our strategic planning horizon in 2009+ as per point (c ) above.  Astonishingly --- 
ŀƴŘ L ŎƻǳƭŘ ƴŜǾŜǊ ǳƴŘŜǊǎǘŀƴŘ ǿƘȅ ϑƎƛǾŜƴ aǊ .ǳǘȅƴƛŜŎΩǎ άǘƻǳƎƘέ vocal and written position within Magellan 
in the past (e.g. his email in January 2006-  

ϑΧΦ aȅ ŎƻƴŎŜǊƴ ƛǎ ǘƘŀǘ ǿŜ ƪŜŜǇ ŎƘŀƴƎƛƴƎ ǘƘŜ ƴǳƳōŜǊǎ ǳƴǘƛƭ ǘƘŜȅ ƭƻƻƪ ƭƛƪŜ ǿŜ ƴŜŜŘ ǘƘŜƳ ǘƻ ōŜ ΧΧΧΦ²Ŝ 
need a real offer in writing from them now. We are negoitating with ourselves and have been for 
ƳƻƴǘƘǎΧΧ L ǿŀƴǘ ŀ ŘŜŀƭ ƭƛƪŜ ŀƴȅƻƴŜ ŜƭǎŜΣ ōǳǘ ƻƴŜ ǘƘŀǘ ǇǊƻǾƛŘŜǎ ŀ ǇǊƻŦƛǘέϒ  

aǊ .ǳǘȅƴƛŜŎΩǎ .!Ch C¸нллс ǇǊƛŎŜ ƻŦ Ϸмтф,623 per unit ς an 8.7% price increase etc etc as requested by 
!ƛǊŎŜƭƭŜ ŀǎ ǘƘŜ a!/ ōŀǎƛǎ ƻŦ ŀ ǎŜǘǘƭŜƳŜƴǘ όƘƛǎ ǘŜǊƳ Υ άǎǘƻǇǇƛƴƎ ƴŜƎƻƛǘŀǘƛƴƎ ǿƛǘƘ ƻǳǊǎŜƭǾŜǎέύ ǿŀǎ ǘƘŜƴ ²hw{9 
/LOWER than had already been secured by Mr Furbay/us in Aircelle commercial discussions in late June 2006 
(read doc 1790-23 June 2006). Lǘ ǿŀǎ ƻƴ ǘƘŀǘ WǳƴŜ нллс !ƛǊŎŜƭƭŜ άŀƎǊŜŜŘέ фΦт҈ ǇǊƛŎŜ ƛƴŎǊŜŀǎŜ ōŀǎƛǎ ǘƘŀǘ ŀ 
minimum $ price number of $181,270 per unit for production/spares was derived and all of us submitted in 
the Q2.2006 EAC/financial reporting  for the A340-500/600 program.  ¢ƘŜ ƴŜǘ ŜŦŦŜŎǘ ƻŦ aǊ .ǳǘȅƴƛŜŎΩǎ Ŧƛƴŀƭ 

http://www.fortfield.com/casefiles/cd2-letter-edwards-11sep2007.pdf
http://www.fortfield.com/casefiles/cd2-letter-edwards-11sep2007.pdf
http://www.fortfield.com/casefiles/CD2.pdf
http://www.fortfield.com/casefiles/CD2.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/feb22-2006-furbay-email.pdf
http://www.fortfield.com/casefiles/feb22-2006-furbay-email.pdf
http://www.fortfield.com/casefiles/casefiles/doc2021.pdf
http://www.fortfield.com/casefiles/casefiles/doc2021.pdf
http://www.fortfield.com/casefiles/doc1241.pdf
http://www.fortfield.com/casefiles/furbay-a340-pricing.pdf
http://www.fortfield.com/casefiles/furbay-a340-pricing.pdf
http://www.fortfield.com/casefiles/furbay-a340-pricing.pdf
http://www.fortfield.com/casefiles/furbay-a340-pricing.pdf
http://www.fortfield.com/casefiles/furbay-a340-pricing.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
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άǊŜŀƭέ ƻŦŦŜǊ ǿŀǎ ǘƻ ƛƴŜǾƛǘŀōƭȅ ƛƴŎǊŜŀǎŜ ŦǳǊǘƘŜǊ ǘƘŜ Q2.2006 EAC gross losses of $5.2m on the A340-500/600 
program. 

!Ǝŀƛƴǎǘ ǘƘŜ ŘƛŦŦƛŎǳƭǘ aŀƎŜƭƭŀƴ ƭƛǉǳƛŘƛǘȅκŦƛƴŀƴŎƛŀƭ ǊŜǎǳƭǘǎ ŀƴŘ aǊ .ǳǘȅƴƛŜŎΩǎ  άƭƻǿŜǊέ !ƛǊŎŜƭƭŜ !опл-500/600 
pricing proposal, combined with our failure to meet our operational A340-500/600 cost targets for labour 
and overheads at Aeronca / Bristol ς as per the recently circulated July 2006 results,  I told Mr Butyniec, just 
before the formal start of the 15 August 2006 MAC weekly staff meeting.doc.2021, that his BAFO A340 
ǇǊƛŎƛƴƎ άǎŜǘǘƭŜƳŜƴǘέ ƻŦŦŜǊ ƻŦ ϷмтфΣсно ǇŜǊ ǳƴƛǘ ǿŀǎ Ƨǳǎǘ ¢hh [h² ŦƻǊ C¸нллс ŜǘŎ   and subsequently 

(3) the MAC staff meeting email trails  re Aircelle Negotiations ς August/12 September 2006 (25kb)   record 
some of that subsequent interaction/outcome 

In particular after I had told Jim Butyniec on 15 August 2006 that his final settlement offer of 8.7% for  a 
reduced price in FY2006, the subsequent base value etc  (in his letter sent on the 14 August 2006)  was 
LOWER than had been previously agreed with Aircelle ( the 9.7%/12% reported in June 2006 email above)  
he seemed shocked / perturbed and began to back-peddle ς subsequently I believed pushing the 
responsibility back again to Mr Furbay et al.    You can read this as part of the email trail and specifically 
relevant is his email shortly afterwards on Friday 18 August 2006 (2179B) where he states to all of us ς in 
particular to Mr Furbay -   άThanks, we can talk more about this in a few days.  John, I do not want Nicky to 
think there is hope that a call from Rich to Pascal or vice versa will bring a settlement at less than the 10% 
or 12% needed to close the issue. As she stated the offer from Vincent was a take it or leave it one, that 
also applies to them with oursΦέ   bƻǘŜ aǊ .ǳǘȅƴƛŜŎΩǎ ōŀŎƪ-peddling out of his formal A340 pricing counter-
offer to Aircelle to the minimum 9.7% /10%  we all thought had been secured in June 2006 when reported 
ǘƘǊƻǳƎƘ aǊ CǳǊōŀȅΩǎ ŜƳŀƛƭ ŘŀǘŜŘ но WǳƴŜ нллс and which we (in particular CFO Mr Dekker and CEO Mr 
Neill) had used as the basis of the A340 EAC for Q2.2006.  

The net effect of this intervention by Mr Butyniec was that prior to his direct involvement we had secured in 
late June 2006 a price increase of 9.7% - 12.0% and a higher subsequent base, which we had used in our 
pricing assumptions in the Q2.2006 EAC.  Iƛǎ άŀǇǇǊƻǾŜŘέ ŎƻǳƴǘŜǊ ƻŦŦŜǊ ǿƻǳƭŘ ǊŜǎǳƭǘ ƛƴ ŀ ƭƻǿŜǊ ǇǊƛŎŜ ƛƴŎǊŜŀǎŜ 
of only 8.7% and higher gross losses in the A340 Program (only worsening the C$5.2m+ gross losses 
calculated in our Q2.2006 EAC) ǊŀǘƘŜǊ ǘƘŀƴ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ƻǾŜǊǊƛŘŜ ǘƻ ŀ ά!опл ǇǊƻƎǊŀƳ ōǊŜŀƪ-ŜǾŜƴέΣ ŀǎ 
determined by CFO Mr Dekker and CEO Mr Neill and which was the basis of the MAC Consolidated 
Accounts/Q2.2006 Earnings release on 14 August 2006 to the TSE.  

It would be a matter of speculation on my part, but it may have been that in approving this 11/14 August 
2006 BAFO Mr Butyniec had persuaded himself , Mr Edwards and  Mr Dekker that this MAC final, final  offer 
άŀƭƳƻǎǘ ǊŜŎƻǾŜǊŜŘέ ƻǳǊ άǘǊǳŜ ƛƳǇŀŎǘ ƻŦ ф҈Φέ    Mr Butyniec never did explain to the full team the precise 
reasons as to why he did what we did; we in fact now seemed to be  άnegotiating with ourselvesέ ǿƛth a 
consequent negative effect.   I related these A340 points, amongst others, to Mr Dekker in a 29 minute 
telecom, only days before my visit to Toronto to lead our MAC Group 5 Year strategic planning sessions, and 
before my instant dismissal on arrival at Toronto Airport. 

Q9.10A Why did PwC not include these clearly relevant pricing documents in their Report as at Q2.2006 
when I communicated their existence and indeed provided them to PwC from my PC forensic files?? 

Q9.10B  Did PwC establish whether Mr Dimma or any of the MAC Board, other than Mr Edwards, had 
approved this BAFO settlement offer to Aircelle before , during or immediately after the 10 August 2006 
Board at pricing that was LOWER than the Q2.2006 EAC before the financial results were released and 
published to the TSE on 14 August 2006?    Why did they not assess what implications this pricing offer 
would have if accepted by Aircelle in increasing further the documented   $5.2m gross losses? 
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Post Note  

My information from reliable Safran and Magellan sources is that this was settled by Aircelle before any 
Arbitration / hearings commenced with Mr Don Boitson and Mr John Furbay. 

Magellan reported this settlement / price adjustment  in their Earnings webcast call in Q3.2008  (against the 
NRC Amortisation in FY2008 financial statements)  

<For information the MAC Q1.2008 and Q2.2008 earnings release did not show a separate line recording any 
Amortisation of Deferred Developments costs whilst the Q3.2008 financial statements showed Q3.2008 
C$3095K and C$7185K for the nine months to 30,September 2008. This was in the same period as the 
C$10.4m retro price adjustment settlement with Aircelle.  Q4.2008 Financial statements would show 
amortization of deferred development costs of C$7289K for the fourth quarter and an annual C$14474 for 
FY2008.  Added April 2010  In FY2009 the audited results would record C$7360K were expensed as 
amortization of deferred costs on all programmes.> 

And then in the final Market analyst question (p14)  

Mr Claude Proulx ς BMO Capital Markets Analyst 
LǘΩǎ /ƭŀǳŘŜ tǊƻǳƭȄΣ ŦǊƻƳ .ahΦ Wǳǎǘ ǎƻƳŜ ŎƭŀǊƛŦƛŎŀǘƛƻƴ ƻƴ ǘƘŜ /5bмлΦп Ƴƛƭƭƛƻƴ ǇǊƛŎƛƴƎ ŀŘƧǳǎǘƳŜƴǘΦ LŦ ǿŜ ǿŜǊŜ 
to just for the sake of having better understanding of your past results to analyze current results , where 
would that money ς when should  - sorry ς when should you have booked revenues in terms of quarter ς on 
a quarterly basis? Is there any way for you to give some indication? 

John Dekker - Magellan Aerospace ς VP 
Let me take an action on that and look to see what sort of detail we can provide and we will post that 

Mr Claude Proulx ς BMO Capital Markets ς Analyst 
hƪŀȅΦ ¢ƘŀǘΩǎ ŀƭƭΣ ǘƘŀƴƪǎΦέ 

Subsequently Magellan publicly disclosed on its website that the commercial terms of that agreement was 
for increased revenues and gross profits of $4900K in 2006 and 2007 and $5500K in Q1/Q2/2008.    I know 
that during the course of FY2006 Magellan budgeted/EAC.Q4.2005 to ship 64 A340-500/600 units, and 
actually delivered 81; whilst in FY2007/EAC Q4.2006 budgeted for 40 units and actually delivered 45 
uƴƛǘǎΧŦƻǊ ŀ ŎƻƳōƛƴŜŘ ǘƻǘŀƭ ƻŦ мнс ǳƴƛǘǎ ƻǾŜǊ ǘƘŀǘ нллсκнллт ȅŜŀǊ ǇŜǊƛƻŘΦ   In FY2008 48 production and 
spares units were delivered by MAC: 25 during Q1/Q2/2008.   Subsequently with the A340 airline series 
production programme now nearing an end    only  17  A340-500/600 exhaust system units were produced 
by Aeronca/Magellan  in FY2009.   

With the A380 effectively at a standstill in supplier deliveries in the first half of FY2008 (due to the assembly 
problems at Airbus in 2006/2007) I cannot compute or understand why the retroactive pricing for A340 in 
ǘƘŜ ŦƛǊǎǘ ƘŀƭŦ ƻŦ C¸нллу ŦƻǊ нр ǳƴƛǘǎ ǿƻǳƭŘ ŜǉǳŀǘŜ ǘƻ /ϷррллY Χ ƛŦ ŀǘǘǊƛōǳǘŜŘ ǘƻ ƻƴƭȅ !опл ǘƘƛǎ ǿƻǳƭŘ ōŜ ŀ 
price uplift of C$220K (or approximately doubling) for every unit delivered by Aeronca in 2008.!!? ς see page 
14 below. As regards the C$4900K published by MAC for FY2006 and FY2007 what is certain is that even if all 
of it was attributed to the 126 units delivered in these two years then less than 50% of that C$4900K sum 
would have been obtained on the basis of the approved final counter offer to Aircelle from Mssrs Butyniec , 
Edwards and Dekker without MAC Board /Audit Committee Approval on 12 ς 14 August 2006. And that 50% 
Ҍ ǊŜŘǳŎǘƛƻƴ ƛǎ ōŜŦƻǊŜ ŀƴȅ ǇƻǊǘƛƻƴ ƻŦ ǘƘŀǘ /ϷпфллY ƛǎ ŀŎǘǳŀƭƭȅ ǊŜŎƻƎƴƛǎŜŘ ŦƻǊ ǘƘŜ άƧǳǎǘƛŦƛŀōƭŜέ ǇǊƛŎŜ 
increases due for the A380 deliveries despatched in FY2006 /FY2007 from Aeronca prior to and since my 
termination!! 
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Mr Edwards then proceeded in his oral evidence to the UK court on 31 March 2009 to state that 

 άa!/ ƎŀƛƴŜŘ ŀ ƳŀǘŜǊƛŀƭ ǇǊƛŎŜ ƛƴŎǊŜŀǎŜ ƻŦ /ϷмлƳ ǘƻ /ϷмрƳ ŦƻǊ ǘƘŜ !опл ǇǊƻƎǊŀƳ ƭŀǎǘ ȅŜŀǊΦ ¢ƘŜ ŎƻƴǘǊŀŎǘ 
ŎŀƭƭŜŘ ŦƻǊ ŎŜǊǘŀƛƴ ǇǊƛŎŜ ŀŘƧǳǎǘƳŜƴǘǎ ŀƴŘ ƛǘ ǿŀǎ ǊŜǎƻƭǾŜŘ ŦŀǾƻǳǊŀōƭȅΦ ¢ƘŀǘΩǎ Ƴȅ ŘŜƎǊŜŜ ƻŦ ƪƴƻǿƭŜŘƎe. It was a 
ƭŀǊƎŜ ŎƻƴǘǊŀŎǘ Τ ŎƻƳƳŜǊŎƛŀƭ ŘƛǎŎǳǎǎƛƻƴǎ ǿŜƴǘ ƻƴ ŀƴŘ ƛǘ ǿŀǎ ǊŜǎƻƭǾŜŘ ǎŀǘƛǎŦŀŎǘƻǊƛƭȅ ƛƴ C¸нллуΦέ  

A document supporting that assertion was not disclosed by Magellan and was certainly totally inconsistent 
with Ƙƛǎ άŀǇǇǊƻǾŜŘ Ŧƛƴŀƭ ŎƻǳƴǘŜǊ-ƻŦŦŜǊέ ƻƴ мн !ǳƎǳǎǘ нллсΦ 

Mr Neill also spoke about this in his evidence on 27 July 2009 page 68/69 
 

Mr Neill  The maintenance manual and the overhaul manual are quite clear in their instructions as to how 
to inspect, repair, and manage this -- you then have to go over to each individual airline's service 
record and get from them the time between overhauls when engines will come off the wing.  
When the engine comes off the wing, the exhaust and the plug will be taken off and inspected and 
the initial TBO that was planned was 20 thousand hours. 

Mr Little LΩƳ ƴƻǘ ǎǳƎƎŜǎǘƛƴƎ ǘƘŜȅΩǊŜ ƴƻǘ ƎŜǘǘƛƴƎ ǊŜǾƛŜǿŜŘΧ ōǳǘ ƴƻƴŜ ƻŦ ǘƘŀǘ ƳŀƪŜǎ ǎŜƴǎŜ ǘƻ ǘƘŜ ǊŜǎǘ ƻŦ ǘƘŜ 
industry.  Can I also say , Timet are in --  interrupts 

Mr Neill What do you think on condition actually means, it means -  that is the required has been operated 
for a certain period of time, you take it off, (After) and look at it, and if there are cracks, dents any 
sign of damage or corrosion in any sense you make a decision at that point, is the condition that 
ǘƘŜǊŜΩǎ ƎƻƻŘ ŜƴƻǳƎƘ ǘƻ ōŜ ǊŜǘǳǊƴŜŘ ǘƻ ǎŜǊǾƛŎŜ ƻǊ does it need a repair or does it need a 
replacement. 

Mr Little L ŘƻƴΩǘ ŘƛǎŀƎǊŜŜ ǿƛǘƘ ǘƘŀǘ ŀǘ ŀƭƭ 

Mr Neill ¢ƘŀǘΩǎ ǿƘŀǘ ƛǘ ƳŜŀƴǎ 

Mr Little  I dƻƴΩǘ ŘƛǎŀƎǊŜŜ ǿƛǘƘ ǘƘŀǘ ŀǘ ŀƭƭΦ 

Judge We know where the issue is.  Do you need to pursue that any further 

Mr Little Well, the critical thing is that --  When the production level falls away, these replacements, the 
replacements are the only hinge in the Financial EAC and become the basis of justifying how you 
and Magellan recover the 40 million NRC, is that right?  ¢ƘŀǘΩǎ ǿƘŀǘ ǘƘƛǎ 9!/ ǎŀȅǎΦ 

Mr Neill  That is not entirely true either, because the, as you well know, there were a whole bunch of 
negotiations going on with Aircelle, regarding the very same non ςrecurring cost, which were 
settled post you leaving the company and a substantial contribution was made by Aircelle to the 
bw/ǎΩΧΦ ǘƘŜ ōŀƭŀƴŎŜ ƻŦ ǘƘŀǘ bw/ ǿƛƭƭ ōŜ ǘƘŜƴ ŀƳƻǊǘƛǎŜŘ ƻǳǘ ƻǾŜǊ ǘƘŜ ǊŜƳŀƛƴƛƴƎ production and the 
spares and repairs ς of this programme 

Mr Little And what is that, what is that remaining value and the remaining volumes assumptions at the end 
of 2008? 

Mr Neill   Χ  Mr Dekker would have supplied that, when he was on the stand, I donΩǘ ƘŀǾŜ ǘƘŀǘ ς Mr Little 
interrupts 

Mr Little IŜ ŘƛŘƴΩǘ ς Mr Neill interrupts  

Mr Neill  It must be in the area of 15 ς 20 million 

Mr Little Right well I .. Mr Neill interrupts 

Mr Neill  LǘΩǎ ς that is an estimate, that is not what was on the actual books. 

Mr 
Little    

From my reading of the accounts I reckon it will be about 20 million because 10 million was written 
off because of accounting policy but I was interested in what were the volumes you were still 
assuming because 800 units at $30000 per set, we were never going to recover that 40 million on 
that basis.  
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It would seem from my knowledge, experience and logic (recognising that this settlement would also include 
that for the A380) ǘƘŀǘ ǘƘŜ ŎƻƳƳŜǊŎƛŀƭ ǘŜǊƳǎ ƻŦ ǘƘƛǎ ŦǳǊǘƘŜǊ !ƛǊŎŜƭƭŜ άǎŜǘǘƭŜƳŜƴǘέ ŀƎǊŜŜƳŜƴǘ  has NOT been 
constructed (as most stakeholders, including the professional stock market analysts, expected,)  ƻƴ ŀ άƴƻǊƳŀƭ 
ǎǘŜǇǇŜŘ ƛƴŎǊŜŀǎŜ ǇǊƛŎƛƴƎ ōŀǎƛǎ ŦƻǊ ǘƘŜ ŀŎǘǳŀƭ ǳƴƛǘǎ ŘŜƭƛǾŜǊŜŘ ŜŀŎƘ ȅŜŀǊέΣ as per any normal arbitration of the 
escalation formula, but to substantively meet the financial and accounting needs of Magellan in reducing 
ŦǳǊǘƘŜǊ ƛǘǎ άƻǾŜǊ-ǎǘŀǘŜŘέ !опл-500/600 asset valuation on the Balance Sheet.   I set this out in a 
spreadsheet showing the Q4.2006 EAC, the C$10.4m retroactive revenues and the Deferred Development 
costs recorded in the MAC audited Annual Reports as expensed for all projects in FY2008 and FY2009.  
 

Though we do not haǾŜ ǘƘŜ ǇǊŜŎƛǎŜ άǇǊƛŎƛƴƎκǎŜǘǘƭŜƳŜƴǘ ǘŜǊƳǎέ ƛƴŦƻǊƳŀǘƛƻƴ ǿƛǘƘ !ƛǊŎŜƭƭŜΣ ƻǊ ǘƘŀǘ a!/ 
accounting value, it seems very likely that a substantial portion of that CDN10.4m has been expensed against 
the Amortisation of A340 Deferred Development Costs.  It is not known what concessions in commercial 
terms were made, if any, on other programs in their amended commercial contract. One of my former 
business colleagues and friends, Mr Robert Beckett, asked Mr Dekker to see the documents (privately if 
necessary) which would demonstrate that I was and I am wrong on the A340 facts and the totality of the 
commercial agreement. Based on the above and the fact that these have not been disclosed to the court, to 
underpin their oral evidence, I firmly believe that Magellan have sacrificed other commercial and financial 
matters to Aircelle / Safran to secure this settlement focused on A340 NRC. This approach would be 
consistent with the example of the Boeing 737 systems kits from Ellanef also examined by PwC - and which is 
set out in Point 2) below - where medium/long term revenues and profits were and will be further reduced 
by FY2012 by approximately C$10m. 

If part of this C$10.4m was set off against A340 Deferred Development Costs  ǘƘŜƴ ƻŦ ǘƘŜ ŎƛǊŎŀ /ϷплƳ άa!/ 
ŀǎǎŜǘ ǾŀƭǳŜέ  at December 2006 approximately C$10m will have been reduced  through  άinventory 
accounting standards changes per 3031έ ǎŜŜ ғōŜƭƻǿҔΣ  which permitted the write-off of the A340 escalating 
labour-learning costs accepted by E&Y/PwC AND the majority of that C$10m + in amortization of deferred 
ŘŜǾŜƭƻǇƳŜƴǘ Ŏƻǎǘǎ Ǿƛŀ ǘƘƻǎŜ άŀŎŎƻǳƴǘƛƴƎ-ƭŜŘέ ǊŜǘǊƻŀŎǘƛǾŜ ǇǊƛŎŜ ŀŘƧǳǎǘƳŜƴǘǎ ƛƴ vо ŀƴŘ ǇǊƛŎƛƴƎκǘŜǊƳǎ ƛƴ 
Q4.2008 with Aircelle wƛƭƭ ŀƭǎƻ ƘŀǾŜ ōŜŜƴ άǿǊƛǘǘŜƴ-ƻŦŦάΦ 

For information : Magellan Aerospace Corporation used only a fixed amortization amount of $30,000 per 
exhaust unit in FY2006  ς which if continued at $30000 per exhaust unit would lead to only 65% recovery of 
the circa C$40m+  (USD 38.25M) inventory on the December 2006 MAC Balance Sheet.  PwC  set this out 
further in their para 8.117 : Current production costs per unit are such that at present the pre-amortisation 
margin generated per unit is not sufficient to absorb an amortization of USD 30,000 per unit and still break-
even. In order for MAC to report an overall breakeven position, while at the same time amortising NRC 
inventory, it has been capitalizing that amount of production costs that is necessary to achieve the break-
even position each year.  CƻǊ ǘƘƛǎ ǊŜŀǎƻƴ Σ άǇǊƻŘǳŎǘƛƻƴ ƛƴǾŜƴǘƻǊȅέ ŦƻǊ ǘƘŜ !опл ǇǊƻƎǊŀƳƳŜ Ƙŀǎ ōŜŜƴ 
ƛƴŎǊŜŀǎƛƴƎέΦ  If MAC were to maintain the amortization at $30,000 per exhaust system, as in FY2006, only 
$3.30 million would have been reduced from the total A340 programme asset for the 110 units delivered 
by MAC in the three years between January 2007 and the end of December 2009/FY2009. (Updated 18 
January 2011: With aircraft production exhaust units now all delivered a total of 110 production ς to 131 
A340-500/600 - production aircraft and 11 spares were delivered by MAC in the four years between 
January 2007 and the end of December 2010/FY2010, or equivalent to $3.63m).  PwC continues at para 
уΦмму άtǿ/ ōŜƭƛŜǾŜǎ ǘƘŀǘ a!/Ωǎ bw/ ŀƴŘ ǇǊƻŘǳŎǘƛƻƴ ƛƴǾŜƴǘƻǊƛŜǎ ǎƘƻǳƭŘ ōŜ ŎƻƴǎƛŘŜǊŜŘ ŎƻƭƭŜŎǘƛǾŜƭȅ (for a total 
inventory of USD 38.2 million) and then amortised from this basis onward. Aeronca should also review the 
NRC amortization factor.  We believe that this factor should vary with the profitability of each unit.  As 
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increasing labour and material cost efficiencies are realized in the production process, furthermore, the 
ŀƳƻǊǘƛȊŀǘƛƻƴ ǊŀǘŜ ǎƘƻǳƭŘ ƛƴŎǊŜŀǎŜΦέ  

This policy does not appear to be a logical and mathematically sound approach on A340 as PwC recognised 
earlier in their report at PwC 8.94 ς 8.95 that the current escalation formula ς under any interpretation ς 
would not  lead to increased profitability per unit once BETA21S materials costs exceeded 31% of the cost.  
Those relevant PwC paragraphs are  

 8.94  The price escalation formula currently in effect (as per the SA dated 11 March 2005 between Aeronca, 
MAC and HH) directs that the total sales price for exhaust system units will increase by 0.31% for every 1% 
increase in the cost of Beta 21S.  In effect, MAC is protected for increases in the cost of Beta 21S, providing 
that the cost of Beta 21S per unit remains equivalent to or below 31% of the total cost of production per unit. 

8.95  Given the volatility in the cost of Beta 21S (a titanium compound), there is a risk that in future years the 
cost of beta 21S could exceed 31% of the total cost of production. Indeed taking into account the existing 
assumptions in the EAC model , the cost of Beta 21S per unit would represent approximately 35% of the total 
cost of production per unit by FY2012.  

This rising profit/contribution year on year subject is dealt with in some detail at website Exhibit 8.1. PwC 
failed to apparently integrate and challenge themselves, E&Y and MAC on this varying profit per unit policy 
in its specific implications for A340 amortisation with the escalation formula in place. I should also add that it 
has not been my experience elsewhere that such an approach was countenanced either by  management or 
auditors. 

As above MAC continued to add Labour learning costs ς after 400+  A340 nacelle sets/5 years of 
production to production inventory (and E&Y as their auditors accepted the further US $1.5m to US $8.63 
Ƴƛƭƭƛƻƴ ŀŘŘŜŘ ƛƴ ǘƘŜ C¸нллс .ŀƭŀƴŎŜ ǎƘŜŜǘ ǘƻ ǎǳǎǘŀƛƴ ǘƘŜ άōǊŜŀƪ-ŜǾŜƴέ ύ ǿƘƛƭǎǘ ǘƘŜ LƴǾŜƴǘƻǊƛŜǎ 9ȄǇƻǎǳǊŜ 5ǊŀŦǘ 
(3031) which would end this capitalisation was issued by the CICA in August 2006.   The subsequent 
introduction of that Canadian Accounting Inventories Standard  3031 in MAC from 1 January 2008 permitted 
some C$40m of inventory assets to be written off against retained earnings (approx C$10m of which was 
for these A340 -500/600 program labour learning costs) ŀƴŘ ǘƘŜ ǊŜŀŘŜǊ Ŏŀƴ ǎŜŜ aǊ 5ŜƪƪŜǊΩǎ ƻǇŜƴƛƴƎ 
comments at Page 2 and then in his answer to questions regarding Magellan inventory and the new 
accounting standards from Mr Cameron Doerkson of Versant Partners (p6) and in more detail again by Mr 
Claude Proulx at Page 8 of the published transcript of that May 2008 webcast for Q1/2008 Earnings.> 

Claude Proulx - BMO Capital Markets - Analyst 
Thank you, good morning. Just again on that accounting change, if we look going forward, it seems to me 
conceptually that because you wrote off a cost that your margins will be improved going forward. But at the 
same time, when you start delivery and probably you brought up like a bonus for the Joint Strike Fighter or 
787 or the Airbus A350, the margins will be depressed.  So when we look going forward, like for the rest of 
2008, that C$550,000, is that something that we could put in our model for each of the [next three] quarters 
or ς Dekker interrupts 

John Dekker - Magellan Aerospace Corporation - VP-Finance 
..I guess there is a couple of comments, Claude. First of all, the fact that we had to take that charge against 
retained earnings does not mean that those were not valuable costs and not anticipated costs. Those were 
costs that we had anticipated when the programs were originally bid, and we will still get recovery of 
those costs going forward.  As we sit here at this point in time, very few of our programs going forward will 
ǊŜǉǳƛǊŜ ƭŜŀǊƴƛƴƎ ŎǳǊǾŜǎ ǿƛǘƘ ǘƘŜ ŎǳǊǊŜƴǘ ǇǊƻƎǊŀƳǎΧΧ  

http://www.fortfield.com/casefiles/MAL.Q1.2008.transcript.pdf
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Despite both of these substantive MAC Balance Sheet reductions  I continue to 
believe from the evidence, as you have read earlier in  Website part D. Exhibit 8.3. 
that as at today, from the documents/information available, I believe the MAC 
Balance Sheet continues to be over-stated by in excess of C$10m on an equivalent 
ōŀǎƛǎΣ ŀ άƳŀǘŜǊƛŀƭέ ǾŀƭǳŜΦ 

For completeness, you will also see ƛƴ tŀǊǘ Y ǘƘŀǘ ǘƘŜ ōŀǎƛǎ ƻŦ Ƴȅ άǊŜŀǎƻƴŀōƭŜ ōŜƭƛŜŦέ ƛƴ a!/ vнΣvо ŀƴŘ 
FY2006 financial statements is central in the UK Employment case for the A340 Protected Disclosures 
PD22,PD23 and PD24.  At that time we faced actual costs on A340 which were escalating further and further 
away from our FY2006 Budget/Program EAC, a North American management team (with Mr Edwards 
approval) who were prepared to settle with Aircelle -  and not proceed into the Arbitration/commercial  
processes etc ς ŀǎ ǇŜǊ aǊ .ǳǘȅƴƛŜŎΩǎ ммκмп !ǳƎǳǎǘ нллс .Ŝǎǘ ŀƴŘ Cƛƴŀƭ hŦŦŜǊ ƭŜǘǘŜǊ  for A340-500/600 pricing 
that was LESS than we had used in our Q2.2006 EAC, which itself had already generated a publicly 
unreported $5.3m gross loss outcome as at Q2.  Although just a couple of days after my Protected 
Disclosures to Mr Neill (PD22,PD23) and Mr Edwards (PD23) from his written 12 August 2006 approval it 
appeared that Mr Edwards and MAC were prepared to settle at these pricing levels/terms  and further 
concede those lower A340 Revenues ($5.2m- $8.9m) and even higher gross losses (>5.2m) than those in the 
Q2.2006 EAC as NOW being acceptable on 11/12 August 2006, for whatever unstated reason(s), to settle this 
long-running dispute and avoid arbitration/litigation in Europe. 

That άƳŀƴŀƎŜƳŜƴǘ ƻǾŜǊǊƛŘŜέ of the Program EAC gross losses of $5.2m, compounded further by this 11/14 
August BAFO settlement letter financial implications were NOT reflected in MAC Q2.2006 Financial Reporting 
by Mr Neill /Mr Dekker/Mr Dimma published to the TSE on the 14 August 2006 (see Exhibit 8.3 oral 
evidence in Part D), despite also an increasing clarity from multiple sources and decisions that the 
quantities/volumes which were also being used in our A340 Program EAC were no longer valid or justifiable 
ŦǊƻƳ ŀƴȅ άǊŜŀǎƻƴŀōƭŜέ  business or accounting assessment/quarterly financial reporting certification.    

PwC correctly recorded in the Final Draft reǇƻǊǘ ŀǘ ǇŀǊŀ уΦсм ǘƘŀǘ ά.Ǌƛŀƴ [ƛǘǘƭŜ ǎǘŀǘŜŘ ƛƴ ǘƘŜ 9ϧ¸ ǇǊŜǎŜƴǘŀǘƛƻƴ 
ǘƘŀǘ Ƙƛǎ ŎƻƴŎŜǊƴǎ ǊŜƎŀǊŘƛƴƎ ǘƘŜ ǘǊŜŀǘƳŜƴǘ ƻŦ ǘƘŜ !опл bw/ ǿŜǊŜ ǊŀƛǎŜŘ ŦƻƭƭƻǿƛƴƎ vнΦнллсΦέ ŀƴŘ  as you can 
hear on the audio tapes (Tape recording -  Part 1  (16 minutes) and then Part 2  (7 minutes) )  L ǎǘŀǘŜŘ άAnd 
the fundamental issue here which we have to come to terms with is that this product is a product that has 
ƴƻǘ ƻƴƭȅ Ǝƻǘ ŀ ŎƻǎǘκǇǊƛŎŜ ǇǊƻōƭŜƳ ōǳǘ ƛǘΩǎ ƴƻǿ ŀƭǎƻ Ǝƻǘ ŀ ǇǊƻƎǊŀƳƳŜ ǾƻƭǳƳŜ ƻƴŜΗέ 

None of this pricing aspect was dealt with by PwC, compounding further the pricing matter at Para 9.1. 

 

Para.10.0    PwC C$3m report over 7 months from January 2007 ς August 2007 and the implications for non- 
management shareholders of MAC from 14 August 2006 and subsequently   ς  some initial reminders / inputs 

(A)  Mr Dimma as Chair of the MAC Audit Committee and author of Corporate Governance books,  such  
as  TOUGHER BOARDS FOR TOUGHER TIMES : Corporate Governance in the Post-Enron era, told the public 
court in his evidence, ǘƘŀǘ ŦƻƭƭƻǿƛƴƎ Ƙƛǎ ƻǿƴ άƛƴǘŜǊƴŀƭ ƛƴǾŜǎǘƛƎŀǘƛƻƴέ and report in late 2006 --- which found 
άǘƘŜ ƳŀǘǘŜǊǎ ȅƻǳ ǿŜǊŜ ǊŀƛǎƛƴƎ ǿŜǊŜ ƘƛǎǘƻǊƛŎέ ŀƴŘ ǘƘŀǘ ǘƘŜǊŜ ƛǎ άno substance to the purported concernsέ      
---      ƘŜ ƛƴǎǘǊǳŎǘŜŘ tǿ/ ǘƻ ŎŀǊǊȅ ƻǳǘ ŀƴ άƛƴŘŜǇŜƴŘŜƴǘ ŦƻǊŜƴǎƛŎ ƛƴǾŜǎǘƛƎŀǘƛƻƴέΣ ŀŦǘŜǊ L ƘŀŘ ƳŜǘ 9ϧ¸ ƛƴ 
December 2006, as in his view  "auditors are extremely risk averse". 

As a matter of record PwC also reported (para  8.58) ǘƘŀǘ ŀǘ ǘƘŜ ǾŜǊȅ ǘƛƳŜ ƻŦ aǊ 5ƛƳƳŀΩǎ ŀƭƭŜƎŜŘ άƛƴǘŜǊƴŀƭ 
ƛƴǾŜǎǘƛƎŀǘƛƻƴέ ǘƘŜ ǎŜƴƛƻǊ aŀƎŜƭƭŀƴ ƳŀƴŀƎŜƳŜƴǘ ό!ŜǊƻƴŎŀΣ aǊ .ǳǘȅƴƛŜŎΣ aǊ 5ŜƪƪŜǊ ŀƴd Mr Neill)  had failed 

http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/butyniec-11aug-letter-aircelle.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/doc1830.pdf
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/BL%20Escalation%20pricing%20Q2%20Q4%202006%20models%20after%20docs.1830A.1831A.disclosed.xls
http://www.fortfield.com/casefiles/PWC29jan.Number2.A340.start..WMA
http://www.fortfield.com/casefiles/PWC.29Jan.2007.Part3.A340.only.WMA
http://www.fortfield.com/casefiles/pwc-table-8.62.pdf
http://www.amazon.com/Tougher-Boards-Times-Corporate-Governance/dp/0470837306/ref=sr_1_1?ie=UTF8&s=books&qid=1261054200&sr=1-1
http://www.fortfield.com/casefiles/dimmalettertome16nov.pdf
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to produce a quarterly A340 Program estimate to complete (EAC) for consideration/inclusion in their 
Q3.2006 published earnings statement. The reader may also wish to consider the commentary in my website 
Part F (2)  on the Boeing 737 Systems Integrator kits discounts and  Revenue recognition at the same time 
όvоΦнллсύ ŀǎ aǊ 5ƛƳƳŀΩǎ άƛƴǾŜǎǘƛƎŀǘƛƻƴέ ŀƴŘ Ƙƛǎ ǊŜǇƻǊǘ άŎƻƴŎƭǳǎƛƻƴǎέ ŀōƻǾŜΦ 

(B) aǊ 5ƛƳƳŀΩǎ  instructions to PwC and their professional indemnity limitations (doc 588/589)  included  

άt²/ ǎƘƻǳƭŘ ǊŜŎƻƎƴƛȊŜ ǘƘŀǘ ƛǘǎ ŜƴƎŀƎŜƳŜƴǘ ŀƴŘ ǘƘŜ ǊŜǎǳƭǘƛƴƎ ǊŜǇƻǊǘ is prepared for the purposes of 
findings of fact relating to existing, contemplated and pending litigation, including the Legal Proceedings. 

Lƴ ǎǳōǎǘŀƴŎŜ ǘƘŜ ƛƴǾŜǎǘƛƎŀǘƛƻƴ ƛǎ ŀǎ ǘƻ ǿƘŜǘƘŜǊ ǘƘŜǊŜ ƛǎ ŀƴȅ ǎǳōǎǘŀƴŎŜ ǘƻ ǘƘŜ άǿƘƛǎǘƭŜōƭƻǿƛƴƎέ ŀƭƭŜƎŀǘƛƻƴǎ 
made by Mr Little for potential use in the existing Legal Proceedings, or potential subsequent proceedings 
arising out of the whistleblowing disclosures or any future shareholder claims and/or regulatory 
investigations and not an investigation of the dismissal, which is the subject of the current Legal 
ǇǊƻŎŜŜŘƛƴƎǎΦέ 

And then PwC Limitation of Liability  (doc 595)    ά¢ƘŜ ƭƛƳƛǘ ŦƻǊ ǘƘŜ ǇǳǊǇƻǎŜ ƻŦ ǇŀǊŀƎǊŀǇƘ ну όŀύ ƻŦ !ǇǇŜƴŘƛȄ ! 
will be the lower of £1.0 million and 10 times the amount payable by you in respect of the Engagement at 
ǘƘŜ ŘŀǘŜ ƻŦ ōǊŜŀŎƘ ƻŦ /ƻƴǘǊŀŎǘ ƻǊ ǘƘŜ ŎƻƳƳƛǎǎƛƻƴ ƻŦ ǘƘŜ ǘƻǊǘΦέ 

 

(C) Magellan Aerospace Corporation (MAC) - Q1/2007 Earnings release (public - 11 May 2007) and FY2007 
Annual Report (public- 31 March 2008)  

άLƴ ŀŘŘƛǘƛƻƴΣ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŀƴŘ ƎŜƴŜǊŀƭ ŜȄǇŜƴǎŜǎ ŀƭso 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. 
¢ƘŜ ŎƻƴŎŜǊƴǎ ǿŜǊŜ ǘƘƻǊƻǳƎƘƭȅ ƛƴǾŜǎǘƛƎŀǘŜŘ ōȅ 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 ŀŘǾƛǎŜŘ the Board of Directors that PWC met with the audit committee and 
ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴΩǎ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊǎΣ ŀƴŘ ōŀǎŜŘ ƻƴ ǘƘŜ ǊŜǇƻǊǘ ǇǊŜǇŀǊŜŘ ōȅ t²/Σ PWC has advised the audit 
committee that they had not found anything that would undermine the integrity or accuracy of the 
/ƻǊǇƻǊŀǘƛƻƴΩǎ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΦέ 

(D )  As a result this matter was also raised in the Magellan Aerospace Corporation Q1/2007 earnings 
webcast call by the CFO Mr Dekker  (at page 4) and then in a question from Richard Stoneman (p5) 
  
ñRichard Stoneman - Dundee Securities Corporation - Analyst 

An ex-employee made a complaint that cost the Corporation $2 million. Does the ex-employee have any liability in terms of repaying that 

money? 

  

John Dekker - Magellan Aerospace Corporation - VP of Finance, Corporate Secretary 

Richard, this is a clearly sensitive issue, since it's in employment manner and also a legal matter, so I'm not sure it's appropriateò 

 

(E)  Furthermore certainly PwC (and Mr Dimma and his lawyers?) denied us any opportunity to comment on 
the A340 άŦƛƴŘƛƴƎǎ ƻŦ ŦŀŎǘέ ς aǊ 5ƛƳƳŀΩǎ ƻǊŀƭ ŜǾƛŘŜƴŎŜ ƻƴ п WǳƴŜ нллу 
 

Mr Little 

 

Was I asked to make amendments about factual accuracy?   Vol 8/3002  Sent by independent lawyers working for the Audit 

Committee. I asked to make comments as I had been advised to do so by Deloitte. I asked if I could be invited 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 In the view of the Audit Committee, PwC is a reputable audit 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 parties comments. 

http://www.fortfield.com/casefiles/dimmas-instructions-to-pwc.pdf
http://www.fortfield.com/casefiles/q1-2007earnings-MAC.pdf
http://www.fortfield.com/casefiles/q1-2007earnings-MAC.pdf

