Magellan “ Management’s assertion” A340 pricing ¢ PwC para.8.62b ¢ maths wrong/untruthful

In a separate paper | compiled and set out analysis of the PwC report and management
assertion contained within in relation to A340 quantities.

| found that PwC made five errors which cumulatively represent ¢forensic deceité

1. PwC basic mathematics errors

2 PwC logic - failed to use aircraft in service dates
3 PwC use wrong average annual flying hours
4

PwC used only ONE production build forecast_(consciously ignoring theustomer prouction plan

6 other third party forecasts A340600cancellations from airline customsewhich PwC audigeneraland
specialist prespublications andVIAC Board approved 30 March 20@@nagement Discussion and Analys#
pageld (MD&A/AIF.p12) which states"The Corporatiomelies on customers' delivery projections as well as
external market forecast$o determine the number of units over which to amortize #necurring costs. Should
deliveries not reach the number projedt any unamortized balance that remains would then need to be
charged to cost of revenues which could have a material adverse impact on the Corpbration

5 Detail technical data for BETA21S materials

In this paper | turn my attention to the A340 pricing and financial analysis done by PwC on the
A340. Here | also identify four points which likewise represent forensic deceit and a failure to
basically audit and test the documents and management assertion at PwC para 8.62B.

1. Revenue increases from Q2-Q4.2006 of C$8470K for FY2007-FY2012 could not support
Magellan management assertion to PwC / basic analysis by PwC

2 PwC basic mathematics errors / audit testing failures in sales prices in Q4.2006 EAC

3 PwcC fail to obtain BETA21A material quotes to support Q4.2006 independent verification
and assumed increases from Q2.2006 — 10% p/a increase from FY2007 to FY2012.

5. Amortisation $ per unit shipped in FY2006 —PwC analysis.. approval of MAC and E&Y prior
conduct

Point 4. Other information and Pricing status at August 2006 prior to my termination which is
relevant in Q2.2006 and to my state of knowledge prior to my termination at Toronto Airport.

In referring to the table at Paragraph 8.62 and the increased total revenues of C$8470K (b)

from FY2007 - FY2012 between the Q2.006 Estimates at Completion (EAC) and Q4.2006 EAC

PwC state at paragraph 8.62 (b) reproduced overleaf Xa ¢ KS A Y ONBIF aSR NBGSy dzS
remainder of the programme was due to management’s assertion that a higher percentage of

future sales will be generated in later years, when MAC can expect to benefit from the impact

of compound price escalationX qll PwCtable and text reproduced belowMACCFO Mr Dekker

assertionto PwC in 2007 X ghié Sagchallenged thatwhilst it may have been asserted to PWC,

was factuallyfalsebased on the pricing used in the Q2.2006 and Q4.2006 EAC documents disclosed just
beforethisevidence on 10 June 2009

Judge It doesn’t look as if they’ve brought that into the equation in terms of the report?

Mr Dekker Theyceril Ayt & KI @Sy Qi R20dzYSyiuSR AG Ay (KI
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Management indicated to us that while it produces multiple EACs on an on-going basis for reviewing [,‘J

estimates and performing sensitivity analysis, it undertakes a more rigorous preparation and review F{N,”ﬂ_
process at year end. In this respect, an EAC dated from any given quarter may not have been pfpoq'
prepared or reviewed to the same degree of rigor, as is, performed as part of the year-end process. /e E{}V
Thus while we compare the Q2 FY2006 and Q4 2006 EAC's at a high level in paragraph 8.62 below,

the analysis of the EAC which follows is on the Q4 FY2006 EAC, as this EAC incorporates f
management’s latest assumptions and best estimates based on the most recently available
information. The Q4 FY2006 EAC was a{sp :xjsed lgy EY for ye

L

ar-end audit testing purposes.

T

o=

While the total number of units to be delivered under the A340 programme was consistent between \/
the Q2 2006 and Q4 2006 EAC's, the Q2 FY2006 (exhibit 8.3) EAC presented a forecast net loss for mfﬁﬁo
the programme of USD 5,219,875 and the Q4 FY2006 EAC forecast a net profit for the proy. smme [\l
of USD 137,132. The two EAC calculations can be compared, as follows: .M’iL

Jl ?sz-/-

e

: |
Final Year of Programme FY2012 e s
Units Delivered to end 452
FY2006
Units to Deliver FY2007- 833 843 (10)
FY2012
Total Number of units 1,285 1,285 -
In USD 000
Total Revenue to end 65,610 64,604 1,006 (a)
FY2006
Total Revenue FY2007- 185,352 | 176,882 8,470 (b) ¥>WRo NG~
FY2012 <

e fress
Total Revenue 250,962 | 241,486 9,466 | Z
1! P

Total Costs to end FY2006 102,801 | 101,416 1,385 @ | géﬂ ),
Total Costs FY2007-FY2012 148,024 | 145,290 2,734 (c)
Total Costs 250,825 | 246,706 4,119
Net Profit / (Loss) 137 (5,220) 5,357

Note: Table prepared by PwC based on the EACs provided by Aeronca

(@)  The increase in revenue and costs incurred in the programme to the end of FY2006 is a result
of greater volume being realised than had been forecast in Q2 FY2006 (increase of 10 units
sold). The increase in costs was greater than the increase in revenue due to ‘late penalties’,
which accounted for approximately USD 580,000 more than had been projected in the Q2
FY2006 EAC.
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(b) The increased revenue fof the remainder of the programme was due to management’s
gssertion that a h,_igg_er percentage of future sales will be generated in later years, when MAC

CWBEG of compound price escalation. This has the impact of

increasing the weighted average future sales price. This also meant that unit sales in the

immediate future are projected tc be lower. For example, in the Q2 FY2006 EAC, the volume p
estimates for FY2007 were 144 units and these were subsequently revised downward to 40
units in the Q4 FY2006 EAC_. Similérly, unit sales in later years were forecasted to increase by

- an equal amount. The annual price escalation formula increases the sales price by 4.4% to
5.4% per annum from FY2008 to FY2012.

(c) The increased costs for the remainder of the programme result from increased investment in
tooling and development initiatives (approximately USD 940,000) aimed at reducing the unit
costs of production and from the application of a higher overhead absorption percentage
(approximately USD 1,860,000).

Number of Units

8.63 The EAC is based on the projected delivery of 1,285 units of the A340-500/600 exhaust system over
the life of the programme.

8.64 Those units are comprised as follows:

Development units 20
Production units 1,247
Spare units and repairs 18

\Q%ﬂp Total 1,285

8.65 434 production units have been delivered as at the end of FY2006 (which includes the 20
development units). MAC forecasts a further 833 units (40 in FY2007 and 793 in following years) to
be delivered until the end of the programme.

I

further spare unit deliveries. Management explained that a portion of the forecasted deliveries of

8.66 18 spare units have been delivered as at the end of FY2006. The EAC does not explicitly show 4
{
i

production units (833 remaining) should be allocated to spare units and repairs.

8.67 The estimate of 833 units to be delivered by the end of the programme is supported by the following:

(a) Airbus publishes information regarding its order backlog and deliveries with re; t to its~.‘»v’l
aircraft. The A340-500/600 orders not delivered as at 31 January 2007 amount to':\ 56 "a)ircraft‘. E
This translates to a future requirement in the market for approximately 224 of MAC's exhaust
system units. :

A
o JE
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Point 1 : Revenue increases from 02-04.2006 of C$8470K for FY2007-FY2012 could not

support Magellan “management” assertion at 8.62(b) to PwC / basic check by PwC

That move from a Gross Loss of $5.220m at Q2 is analysed by PwC at para 8.62 - in an increase in

revenues in Q4.2006 by $8.47M over the life of the programme. PwC para 8.62(b) {692}, in referring to

the Table at 8.62, and the increase in revenues to $8470K states that dThe increased revenue for the

remainder of the programme was dueYol Y 3SYSy i Qa | aaSNIiAz2y GKIFG F KA:
saleswill be generated in later years, when MAC can expect to benefit from theimpeompound

price escalation. This has the impact of increasing the weighted average future sales price. This also
YSEyd GKFG dzyAd altSa Ay GKS AYYSRAFGS FdzidzZNB 6 Hn

Oral evidence from Mr Dekker on 10 June 2009 (p149+)

Mr Little I§ it also correct, Mr Dekker , and we need to go to a schedule here on pricing, quickly,
R2OdzYSyid ¢ . XNBXI2ZNI t I NI INI LK vy dc (Pauge)
XXXOPF FSNF IS FdzidzNBE &l £ Sa LINKOS® ¢KAaA

AAAAA

OHANTO FNB LINRP2SOGSR (12 0SS f2SNXXDDE

It says managementl 8 8 SNl & FdzidzNB al f Sazx gKIGSI:
assumptions and selling price, when it’s worth $6m - $7m, based on the figures | was
IAAPSY GKAEA YPNIEAYyI dmyon! o X

Mr Dekker  That would certainly be an interpretation of whattKk S&@ QNB al @Ay 3 o

Mr Little For fear of making a comment, and consulting speak, when | say management
assertion, that’s what they were being told. Can you confirm that there was a change in
the selling price assumptions made between Q2 and Q4?

MrDekker TheNBE Qa S@OARSYOS Ay G(KS o0dzyRt Sz ¢S KI @
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 doesn’t look as if they’ve brought that into the equation in terms of the report?

Mr Dekker  They certainly haven’t documented it in that fashion.

Mr Little 'YR O0KIFGQ& &dzaidl yiA D Shedoyumdhts NMEBOAArterrugs

Judge ,2dz aleé AGQa AYLRNIFYydG Ay GSN¥Ya 2F NE
expectation of price increases.

Mr Little Yes, the critical issue here, is that the ultimate driver of that price range was the

materials escalation on BETA21 and I'm going to go into that and explain why | have no
expectation of that, in my witness statement there was quite a bit of work done before
arbitration on the pricing, also, critically...

Judge You were aware of the pricing, the hope, expectation of price increasing from that
source/ the arbitration?

Mr Little Yes......... <but critically see Exhibit 8.peaking/reducing contribution/profit PwC8.95>

Judge .dzi y2Gz 2F O2dzNESI 5NJ ¢KF YodzNI 2Qa @d

Mr Little No, that was March 2007 <which is the Exhibit 8.5 information>

Judge Yes


http://www.fortfield.com/casefiles/pwc-table-8.62.pdf
http://www.fortfield.com/casefiles/pwc-table-8.62.pdf
http://www.fortfield.com/casefiles/Hearing.transcript.June%2010.2009.Dekker.pdf
http://www.fortfield.com/casefiles/pwc-table-8.62.pdf
http://www.fortfield.com/casefiles/q2.2006.doc1830a.pdf

151

Mr Dekker

Judge
Mr Dekker

Just as a matter of comment on the question that was raised about paragraph 8.62B, when | read
that with a different interpretation than what is being suggested here, which could also be an
interpretation

How did you read it?

When | looked at that, | took it within the context of the next section, which is the number of
units, where i KS&@ Q@S NI A2yl f AT SR GKIG 6S gAft
and if you look at 2012 as you last year of deliveries, your price is frozen at the 2012 level, but if
those units actually bleed out into future years, you would get a 5 and 6 percent price lift each
year as you roll out , compounded so an unit that might have been sold at 2020 and the price
may be $40,000 or $50,000 higher, exponentially, it could be higher , which would give a higher
NBOSydzS oF asSs (patagtaphd K2g L NBFR GKI

<which is rubbish as you can read as it specifically sets out to explain the 8.62 (b) table and the&#1 70k
documents the Management assertiqpresumably now fromMr Dekker?¢ for the increase in FY20Q7

C,HNAMH

NBEGZSydzSa oyntnYO 0 &roged&sit andKdvarpvand tHeryd@es moti d

mention that the contribution / profits will peak and then fall _ see Exhibia8dlPwC para8.98.95>

Judge
Mr Dekker

XXPP
Mr Dekker

Judge

Mr Little

Mr Dekker

Okay
Thatwasthecli Kl 1 Qa4 K2¢ L AYUSNLINBGISR GKS NI GA:

But you get the compound of each year on the base, | mean the base increases, and you get
your incremental mark up each year, you do the price escalation calculation , based on prices
qguoted at the end of the year.

Your evidence is that the price was going to keep increasing and your profit on it was
going to keep increasing

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)

893¢KS YIGSNRLFE a. 9 ¢ 140,55Mm¢r £3.2GPof/tideliolalicogtios & d
production per unit (USD174,840) that is projected for BYZ0Ohe cost of this material is
expected to increase at 10% annually, averaging USD 54,393 for FY2008 to AHYiz)12.
represents 30.7% of the future projected total cost of production per unit from FY2008 to
FY2012.

8.94 The price escalation formula cantly in effect (as per the SA dated 11 March 2005
between Aeronca, MAC and HH) directs that the total sales price for exhaust system uni
increase by 0.31% for every 1% increase in the cost of Betdn2dfgct, MAC is protected fo
increases itthe cost of Beta 21S, providing that the cost of Beta 21S per unit remains eqt
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 the
future yearghe cost of beta 21S could exceed 31% of the total cost of production. Indeec
into account the existing assumptions in the EAC model , the cost of Beta 21S per unit w
representapproximately 35%of the total cost of production per unit by FY2012

LQY y23 adNB LQYPS RSOSE2LISR I @ASgE Raynotl

thought of it in that light.


http://www.fortfield.com/casefiles/pwc-table-8.62.pdf
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In fact on PRICING when we had this data it took just a few minutes 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 / memo only $761K (ONLY 9%) of the $8470K increase in the A340 EAC revenues from Q2.
to Q4. 2006 were attributable to the management assertion (MAC CFO Mr Dekker?) of a deferral in

the schedule to later delivery years. Deloitte UK LLP assisted in confirming my calculation as accurate.

Side 10

Change in Q4 Revenues due to price increase (Q4 volume as hase) p AM g 62 g

42006 Q22006 Q402 Q42006 Effecton

Year Price Prce Inorease Vohume Profit PWC fé
000 Sooo so0 000 /\ & w (fe
AN e e 45 01 I ol opn »f
, . b /V
IO YR Y R " ' UQ v . ("3 5 W"é‘“ W;

009 208 M6 62 182 10049

y
M MW 13 |18 r e sf
MOmS w0 85 R 19 & L

M2 U0 W6t LI | R

Change in Q4 Revenues due to volume deferments (Q2 price as bag

Q42006 Q22006 Q4Q2 Q22006 Effecton
Year Volume Volume Increasel Price  Profit
EAC Decrease $000  §000
00 0 4 (109 1884 (19599  Note- tis volume EACs not"stictl comect'- see memo below - butis
appropriate for simplicty and basic 'reconcliation

m 1% 1w 2 1%62 2338
m 1w 18 2046 36833
m 0w 829 36498
m |l W % W0 5598
mooowm 1 A B 4964

#2|z

Q4 Relroactve revenue - 81(Q1/02 = $893 7K for dO unitded) | 1,8819 | ¥

Increase in Revenues Q2.2006-Q4 2006(price-x + reroy vokz 8474



http://www.fortfield.com/casefiles/bl-wb1a-q2-q4-revenues-analsis-doc4213A.xls
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Memo - to reconcile to PwC table 8,62 and Para 8,62 (b) - $8470K

Q4 Total Revenues - FY2007 - FY2012is $183352K for 833 units which includes retroactive revenues of some $1582K for the 81 units in FY2006
(ofthese 40 unts were delivered in Q1/Q2:2006 and a further 41 units in Q3/04.2006).

(02 Tota Revenues - FY2007 - FY20121s $176862K i a straght extractfrom the EAC atdoc 1830 and PG table 8,18 for 843 unit.

The 847K (para 8 626) comparison without a recorded recognition ofthe 10 unit diference befwegn these is wrong. PwC explanaton
now will b that the 10 unts for a"net valug" of $1006K i partofthat identfied in part 8.62(aJand nthe total of ncrease i Total Revenues of $9476H
(PwG reportin the table 8,625 incorrectat §9466K and we assume the table 8,62 was presented inthis way for oher purposes).

tis however clear from any analysisthatthe PWC table 8.2 (b) reference of S8470K and it referrl tothis nthe PwC commentay in Para 8,620
does not reconcle with a proper analysi ofthe reasons for the increase in Total Revenues betwegn the Q2 and Q4 EAC documents

For simplicty our analysis suggests tha, seting tothe sde the 10 untdeliveryevenues diference 'problem’, the reasons are as n he Table above

X> Sellng Prices increases of 6057 (say over $6m)

Y> Retioactve revenues for FY2008 delys ~ $1582K (tis has not begn repored as partof the explanaton n the $8470K at all. It should
have been in separate ines in PG tabl 862 (3 in PwC tablg 8.18) and not incuded
in{he $8470K Revenues Q2o Qd variance analysis. The retroactve revenues could
have been identfied separately but are included e for the necessary reconciafion

[> Revenues impactof Delvery deferrals  $832K ( overallimpact of deferras and acceleration = circa §761K|
Total $4T0K

Revenues imoact of deliverv acceldrationin 20 (71K~ (additionalten units in Q3/Q4 - $188374 - $181270=§7104 X 10 = 71K



Point 2 : PwC basic mathematics errors / audit testing failures in sales prices in Q4.2006 EAC

Furthermore (as | stated in my witness statement at para 22p748/79) the A340-500/600 pricing
calculations made for the Q4.2006 EAC themselves were WRONG, when documented by PwC at para

8.79 in page 8 - obviously multiple numeracy errors as ABOVE the stated 10% BETA21 cost increase

assumption by some $4.4m in unsubstantiated revenues from Q2.2006 to 04.2006. Indeed it would

have been both intuitive or self-evident to a numerate accountant in looking at the escalation formula
(Appendix V1) together with the stated identical % cost assumptions for each year from FY2007 that the
table prepared by Aeronca and reported by PwC at para 8.79 for year ¢ on Qyear price increases of 6.4%
to 5.4% could not have been mathematically correct ¢ it should have reflected a consistent circa 3.9%
increase per year from the FY2006 assumed price in the EAC. Furthermore there was no justification for
the Q4.2006 + 10% BETA21S materials cost assumption, in the form of procurement documentation ex

TIMET, sought by PwC for inclusion in their Report.

Crucially, of course, Mr Dekker, Mr Neill and the MAC Audit Committee and all the MAC Board had
the opportunity to “correct” any of these “findings of fact” in the PwC report and two management
“assertions” when they read the Final Draft Report from April-August 2007. THEY DID NOT. Although
| asked whether we would be invited to comment we were denied that input by Mr Dimma / TORYS
LLP — see evidence at my website in Exhibit 8.3C. See also the A340 quantities management assertion.

The reader will already have noted that it was the impact of this MAC inflated pricing in Q4.2006 by

morethanthe MAC-F 4 & dzYSR bmxk: Ay GKSANI SaoOlfldAazy F2NydzZ |
gross profit in the submitted Q4.2006 EAC to E&Y/PwC (rather than the deteriorating $5.2m gross loss in

Q2.2006.) Furthermore, neither Magellan senior management nor PwC provided any documentary

evidence ( and in my view could not) in these Document Exhibits on future materials quotations/pricing

to justify the change in materials pricing assumptions (particularly on BETA21S from TIMET) used in the

EACs between Q2.2006 and the inflated Q4.2006. As you can read in my witness statement at

paragraph 206/p67 my information from the VP of Strategic Global Sourcing in July 2006 was that BETA

21 price inflation was now expected to reduce after the significant increases in the last couple of years.€

Point 3 PwC fail to obtain BETA21A material quotes to support 04.2006 independent

verification and assumed increases from 02.2006 — 10% p/a increase from FY2007 to FY2012.

Given the centrality and materiality of this change in moving the EAC from a C$5.2M loss in Q2.2006 to a
C$137K profit over the life of the contract in Q4.2006 (never mind my specific whistleblowing) this

would be a natural change to have been investigated for documentary and third party evidence by E&Y
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(as part of their audit testing) and PwC (as part of their F 2 NBy a A O A 6 éhSain éink cBetlilileA 2 y €

professional opinion and their Code of Ethics for independence / objectivity and auditor scepticism

PwC Revenue and Increased Pricing used in Q4.2006 EAC (over Q2.2006 EAC) - PwC report - para 8.79

Final Investigation Report into Areas of Concern Raised by
Mr Brian Littie
MAC: Aeronca - Airbus A340 non-recurrnng costs

August 2007

Revenue

w
©

The following table details the assumed escalating sales price per unit that is incorporated into the
EAC calculation. The prices have been computed by Aeronca, as per its interpretation of the price
sscalation formuia in the SA datec 11 March 2005 between Aerpnca, MAC and HH.

.7 Aeronca Calculation |
Aircraﬂ Delivery Year Price / Unit % increase
Lo (USD) | @
2006 ¥ 181,279 9.5%
2007 G 192,840 6.4%
2008 L 201,396  44%
2008 - 210.828 4.7%
2010 221,170 4.9%
2011 232.501 5.1%
2012 244,870 5.4%

m
0
)

be delivered in each year was calculated by management at USD 222,014 per unit.
e

o
m

S{P;/ﬂ
Revenue is recognised as exhaust system units are shipped based upon the sales price In effect at
the time.

m
(U]
n

The average sales price per unit from inception of the programme to FY2006 has been caiculated by o\
Aeronca at USD 138,930. The sales price for FY2005 was established at USD 165,499 as per (-g/w‘»
clause 1.1 of the SA dated 11 March 2005 between Aeronca, MAC and HH. The SA also includes an U}‘A
escalation formula (Appendix VI to the SA) to establish the sales prices going forward.

[
w

w

W \2’9
According to the SA, the price escaiation formula was to be applied commencing in FY2006, startihg
from the FY2005 base price of USD 165.499. In FY2006, HH indicated that it wanted to reopen the d“f
SA to negotiate a new escalation formula. The parties were unabie to reach an agreement and the \’m
matter is now under arbitration. ‘*-
¢ 51 eds = F%
Due to the uncertainty surrounding the outcome of the arbitration, Aeronca has c/o(‘l/ued to invoice, 4

HH at the FY2005 base sales price throughout FY2006. Approxnmatelg USD 16 million of retroactive
'evenue has been mcluded in Aeronca’s EAC, representing Aeronca's best estimate of the difference
Hetween the amount invoiced and the sales price calculated in accordance with the SA's escalation

n
w
[N

=
=
=
=
=
=
=
=
=
-
=
=
=
=
= Note Tabie preparec by PwC based on information provided by Aeronca
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These schedules (with the assistance of Deloitte UK LLP) shows the pricing calculations with the
application of specific BETA21S materials cost escalation in different scenarios. The first schedule shows
that to obtain the inflated pricing set out in Para 8.79 at page 6 above escalation of 10% to 14.8% is in
BETA21S costs is needed. PwC were told the assumption was 10% - which is applied in Schedule 2. My
understanding of future BETA21S cost escalation (7-8% p.a. maximum) is set out in Schedule 3 which
provides a weighted average over the period FY2007-2012 of $200K and not the $220K (or $215K at10%)

T4V Kt UL Yoc 01
Phicins | sthana  Ahutsis A

Slide 3 Q4 2006 Escalation/Prices Summary

Allfigures in $'000 14June 2009 Notes
| Total Price Beta 215 cost Beta 215 Cost] 1 This Original uses the 022006 EAC base and appies the escalation to meet
MAC Calculation December 06 2008-2012 2007-2012|  Doc 1831A year pricing formula to agreed figures for Labour and Materials
ghted Av.BETAZ1S cost data-PwC Para B9%FY2007=$4058 .$54303. (TR0 57 2 Beta 21 Escalaton i then imputed rom the requird prices n Column M
3 These Prices match doc 1831A which was the detail finally disclosed
lVﬂumu a8 per MAC doc.disclosure 1831A - May 2009 207 208 000 2000 I 2012] by Magellan's solctors on 5 May 2009. | then reminded the that | was
/ Total = 833 #0 1560 1620 1620 1620 151.0|  required 02.2006-doc1830A
7 4 Although PwC record at para the 8.84 that a retroactive revenue of $1.6m
Feb 2007 has been included in the EAC based on "a minimum 9.7% prce", they accept
ORIGINAL Q4 2006 EAC, $192,840 as FY2007 from a Y2006 assumed price now of $185,623 with BETA21S cost escalation >10% that a higher FY 2006 price is niow being used ($185.6 o the 12+% price
S0 . per ® | increase from FY2005 upifted from the $181270 used at Q2 and M
Year Escalaton  Escalation  Escalation EAC  Amortisation  PriceQ4EAC 21s price Price Butyniec's BAFO of $179623 befor results fled wit the TSE), s aso
a2 B2 readilyapparent and extraordinary that PwC accepl igher BETAZIS cost
0080 1024% 1009%  100% 81825 $2  $1856 caustons e e usad i C2.2008 8641 oty
00 1024% 1009%  100%  $1697 $82 81928 $406 : Al
008 1024% 1039%  1118%  $1982 $82  S014 8453 $453 FY2008 Now 11.8% ~in Q2 was 10.8%
00 1024% 1039%  1M26%  $2077 $2 2108 $510 $510 FY2000 Now 126% - in Q2 was 11.4%
00 1024% 103.9% 1% $2180 $82 212 $578 $578 FY2010 Now 13.3% - in Q2 was 121%
2011 1024% 1039% 14.0% $294 $§2 §ms $659 $659 FY2011 Now 14.0% - in Q2 was 127%
012 1024% 1039% 144.8% $2418 $§2 8250 §757 §157 FY2012 Now 14.8% - n Q2 was 134%
Implied Weighted Average Price over period 2007-12 (based on 40 n 2007 and 73 2008-12) s[me EEE

Implied 2007-2012 Revenue:(176,057.1+7,713 6{ ABSTOA.]  (An increase from $176,880K of $6.9m over the Q2.2006 Revenues). FY2008-FY2012 Wt Av = $222.0

2008-2012 2007-2012 § This assessment was based on the Beta Escalation cost
2008 1024% 103.9% 110.0% §1825 $32 $185.6 assumptions of 8% pa etc as per my WS208 which we were advised by
2007 1024% 1039% o 110.0% $189.7 $32 $1928 $406 Konrad Hahnelt during F.Boro - July 2006 - with TIMET
2008 1024% 103.8% 110.0% $1972 $32 $200.3 $446 $446
2009 1024% 103.9% ( 9 110.0% $205.0 $32 $208.4 $49.1 $49.1 6 PwC state in their report at Para 8.93 "The material BETA21S' constitutes
2010 1024% 103.9% 110.0% $213.1 $32 $216.2 $54.0 $54.0 USD 40554 (or 23.2%) of the total cost of production per unit (USD174,840)
201 1024% 103.9% 7 110.0% $2215 $32 $224.7 $504 $60.4 that is projected for FY2007. The cost of this material is expected to increase
2012 1024% 103.9% 110.0% $230.3 $32 $2334 $65.3 $65.3 at 10% annually. averaging USD 54,393 for FY2008 - FY2012, This
Impiied Weighted Average Price over period 2007-12 (based on 40in 2007 and 763200812 $ [ 2163 ] szoos’" ,; %;Wm"’ Rl ot f pacctin pr it e
Implied 2007-2012 Revenue: Ifthe Q42006 EAC is comected only o refectthe PC para 8 94/MAC stated assumption of 10% BETA2!
cost escalation then the A340 EAC at Q4.2006 shows a REDUCTION IN Revenues of ($4.4) milion.
Volumes as per BL Belief Feb / Mar 07 - Total Production = 12 2007 2008 2009 2010 2011 2012] 7 Volume assumgptions based upon production of 414 to date plus
Total A340 production build of 135 alc= as per WS para 224 40 44 ¥ 6 . = 128 future, in total 540 units. This equates to a total build of 135
Spares units - 22 by FY2012 (by end of current commercial 2 2 2 4 6 8|8 TheBL Belief of spares was a total of 150 further units, a maximum

of 40 of which would have been manufactured by 2012

BETA2S Q4,206 EAC $192,840 as FY2007 from a FY2006 assumed price of $185,623 with BETA21S costs of 10% pa - per PWC para 8.93;

elc.
[abour Commodfty  Betazis Price per UNIY “Implled BETA _ Implied Befa 218
Year Escalaton  Escalaion  Escalation EAC  Amortisation PriceQdEAC s price Price
20082012 20072012
M6 1024% 1039% 137.3% 1825 $82 81856 9 The escalation fornula s set at out doc 1788. See PWC Exfibit 8.1 (doc 849-
W00 1024% 103.9% ( 856 $2 sy $406 879)for Settiament Agreement and Escalaton formua details.
08 1024% 103.9% $1948 $§2 $1980 438 438 10 Please also see doc. 3277 series sent to PinsentMasons on 5 November
2009 1024% 103.9% $2013 §32 $2045 $473 $47.3 2007 which includes the various cases and assesses Usage implications
010 1024% 103.9% $208.1 982 s $514 $51.1
2011 1024% 103.9% : S2147 $2 S8 $549 $549
012 1024% 103.9% $215 02 S8 $50.0 $500
Implied Weighted Average Price over period 2007-12 (based on 40in 2007 and 783 2008-12;:  § 2000 I T )
Implied 2007-2012 Revenue This is a significant reduction of $154.1m in Revenus (84%) from the Q2 EAC by the end of the current
_commercial contract in FY2012
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Point 4 : Other information and Pricing status at August 2006/Q2 and prior to my termination

Although PwC had access to my PC via Mr Dimma from January/February 2007 when PwC finally
provided to us “forensic CD copies of my PC contents” in mid April 2007 | extracted a substantive
number of emails / folder files (CD2) and we provided these to Mr Edwards and Mr Dimma for delivery
to PwC (due to the specific terms of a Legal Undertaking demanded by PinsentMasons in April
2007.doc.3188/Pwithin 48 hours. A month later, PwC UK advised us they had still not received the CD2
¢ Both Mr Dimma and Mr Edwards had clearly failed to forward that CD2 to PwC. A further CD2 copy
was then sent directly by my solicitors, on my instruction, to PwC UK and PinsentMasons in May
2007.doc3207A refers to that.

NONE of the contents of those 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-month C$3m “independent forensic investigation?” was commissioned by Mr
Dimma. | 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 <also see my witness statement at paragraph.200> or

(2) Mr Butyniec’s Best and Final Offer (BAFO) 11 August 2006

Dear Vincent commercial letter to Aircelle re A340 Pricing with his proposed 8.7% price increase for

FY2006 etc etc (which was LESS THAN than the FY2006 price we had 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 "authorization of

KA&d aSaatSySyd GSN¥Yaég AYYSRAFGSt@ FFGSNI GKS a!l/

in writing from Mr Neill at that time ( | had on 22/23 February 2006 when Mr Furbay emailed us that

G2dzNJ GNHzS AYWMWROGNI HSkfd i@ AYyAGALF 0wdeens G 6§ SR GKI G
reasonable¢ but subsequently understood that by 15 August 2006 that Mr Neill had rescinded his
4dz0aS1ljdzSyd Ho CSONHzZ NB wnnc @NXQJGSF er KE GNIEQG ©By | (N
FYR 61 & &adzZLlR2NIAGS 2F GKS GNRGGSY G6&ff&fropdsdts Sy G G SN
Aircelle ¢ V. Lafond expects a counter offer. Letter sent by JSB to V Lafond.” — MAC staff meeting

minutes on 15 August 2006 (doc2021).

2 KAf &l L FOOSLII aNI bSAtfQa gNRGUSY aSfarexRH¥ioS o6w! bH

his email exchange with Airbus UK at that same time in early August 2006 in securing the contract price

increases for 77 parts at 100% of the price we requested in May 2006 and worth CS4m+ per year to

FY2010 with £200K retroactive for FY2006- see further info in Part K) - in my Magellan roles | was

personally dismayed and disappointed to learn - after both that MAC Board 10 August 2006 meeting

and | had left Toronto Head office on the 11th - as | was unaware of any discussion or approval or Mr
dzieyASOQadkaNI 551 1SNRA& . ! Ch LINRLRAIf 2 GKS LINBOS

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.
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http://www.fortfield.com/casefiles/BRIAN%20LITTLE%20.Witness.statement.31dec.2008.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/email-exchange-airbus-august2006.pdf
http://www.fortfield.com/casefiles/email-exchange-airbus-august2006.pdf
http://www.fortfield.com/casefiles/email-exchange-airbus-august2006.pdf
http://www.fortfield.com/casefiles/email-exchange-airbus-august2006.pdf

R 2F LINBaaiAy3d F2NJ Fd fSIatke 0KS af 2
0dzZRISGSR cn 92LISNI GA2ya LXIFYYSR Y2NBkl Oldzrt ymYy 9
RSTAOAGE FE2yS g2dA R 02adG a!/ |G ftSrHald [/ pPnodpY AY
believed then that we had a very sound businessay R £ S3Ff kI NDAGNI GA2Yy GOl aSé
S$6000+ per exhaust 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+.

Astonishingly 1 YR L O2dzZ R ySOSNJ dzy RSNEGFIYR ¢Keé 93IABSYy aNJ
position within Magellan in the past (e.g. his email in January 2006- {.... My concern is that we keep

CKAZ 61 a Ay&ads
2

changing the numbers until they look like we need them to be .......... We need a real offer in writing
from them now. We are negoitating with ourselves and have been for months...... | want a deal like
anyone else, but one that provides a profit”} and Airbus ¢ 2 dzf 2dzaS bl OSt S t N2 OdzNBYS
February 2006 complaint about Magellan behaviour} a NJ . dziéyAS0O0Q&a . ! Ch C,unnc L

unit ¢ 8.7% price increase etc etc as requested by Aircelle as the MAC basis of a settlement (his term :
Gald2LIAYy3T ySIA2AGFGAY 3T 6AGK 2dzNESE OS A& fedureddbyMr G KSy 2
Furbay/us in Aircelle commercial discussions in late June 2006 (doc 1790- 23 June 2006) > It was on that

WdzyS Hnnc ! ANODSEES aF INBSRE podm2 LINKOS AYyONBFasS o
for production/spares was derived and all of us submitted in the Q2.2006 EAC/financial reporting for

the A340-500/600 program. ¢ KS y S SFFSOG 2F aN) . dzieyAaSoQa TFAyl
further the Q2.2006 EAC gross losses of $5.3m on the A340-500/600 program.

Against the difficult Q2.2006 Magellan liquidity/financial results < caused by our failure to meet our

Gross margins in our operational budgets across MAC (C$7.5m lower gross margig23%:- due to

operational inefficiencieand a failure to contractually secure the Aeronca budgeted price increase of

$1036K from January 2007as per the recently circulated 8 August Board Gross margin reconciliation

documents by Mr Steve Groot > Mr Butyniec proceeded, without a MAC Audit Committee discussion

/approval on 10 August 2006= @A G K | & f 2 ¢ S NFHinalbfferdddnd-14fadgust2amar 1 LINRK OA y':

| told Mr Butyniec, just before the formal start of the 15 August 2006 MAC weekly staff
meeting.doc.2021, that hisBAFOA34n LINA OAY 3 &St SYSyiGéeé 2FFSNI2F bwm
LOW for FY2006 etc and subsequently

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

In particular after | 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 20083s

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 ¢ subsequently | 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 ¢ in particular to Mr Furbay - d&Thanks, we camalk more about this in a few daysJohn, | 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 o, that also applies to them withour®@ éb 2 G S  a NJ . dzpaddilgS OQa ot
out of his formal A340 pricing counter-offer to Aircelle to the minimum 9.7% /10% we all thought had

0SSy aSOdzZNBR AY WdzyS Hnnc $KSYy NBLR Nlahdwhidy WeNP dz3 K a
(in particular CFO Mr Dekker and CEO Mr Neill) had used as the basis of the A340 EAC for Q2.2006.
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http://www.fortfield.com/casefiles/airbus-toulouse-feb-2006-complaint.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
http://www.fortfield.com/casefiles/SG.email.8.8.2006.Board.addtl.paperwork.Gross.Margin.analysis.doc.pdf
http://www.fortfield.com/casefiles/SG.email.8.8.2006.Board.addtl.paperwork.Gross.Margin.analysis.doc.pdf
http://www.fortfield.com/casefiles/MAC.Audit.Committee.10.August.2006.minutes.pages1&4.pdf
http://www.fortfield.com/casefiles/MAC.Audit.Committee.10.August.2006.minutes.pages1&4.pdf
http://www.fortfield.com/casefiles/mac-staff-meeting-email-trails.pdf
http://www.fortfield.com/casefiles/mac-staff-meeting-email-trails.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

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 inthe Q2.2006 EAC. | A & & | LILINP @OSR¢ O2dzy G SNJ 2 FFS1
lower price increase 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) ratherthanthe Y I Yy 3SYSy i 2 @S NJ\IJ\ RS
programbreak-S @Sy ¢ > a4 RSGSN¥YAYSR o6& /Ch aNJ5S7T{SNIIFYyR /
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 offSNJ al £ Y2403 NBO2 @S NB R #Mr Batyhridnaver dikltizdlainktorthelfulltéam 2 T da’> ® €
the precise reasons as to why he did what we did; we in fact now seemed to be dnegotiating with

ourselves¢ @A G K I O2y aS| dzslytdl theseAFDb pbivtPdsnonSsFoth&sOudl M

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.

Furthermore one of the points, identified as part of Exhibit 8.3A above, was PwC para 8.62 and the
GYFYF3ASYSyid | aasS NIaegysrues INdeabd bhidg daysel! byth Sghey picing

achieved in later delivery years due to the deferral in deliveries. The primary reason, in my view, that

PwC deliberately failed to state the true reason (changes in pricing used) was that even an accounting

novice would be professionally required to understand and therefore explain the basis of the

commercial logic as to why these changed between Q2 and Q4 and satisfy themselves in that regard.

Also the inflated pricing in Q4.2006, predicated on the stated FY2006 assumptions are wrong whilst no

documented basis for the increase in BETA 21 materials price assumptions in the face of information to

the contrary within Magellan (Mr Hahnelt) was revealed by PwC. PwC had the information (certainly

from my PC and CD2 files to see quite clearly from the 11/14 August 2006 BAFO letter above that Mssrs

Butyniec, Dekker, Edwards (and Neill) were prepared to accept lower pricing (than in the Q2.2006

EAC) in order to settle without recourse to arbitration. Furthermore, as the reader will also have noted

0KS wSalLRyRSyda !y €S3rt dSry OKFfttSyaS Y& aNBIlaz
reliance on PwC - yetPwCdoNh ¢ RSIf GAGK aYe NBfaciPd§récardtiit 6 St A ST é
they reviewed some 2000 GB of data and 21,500 documents (para 3.10) but nowhere do they mention

2NJ OEKAOAG aNJ . dzieyaASOQa wmmkwmn ! dz3dzald wnnc . ! Ch &
Edwards and Mr Dekker) which contained a pricing counter-offer on behalf of MAC which was LOWER

than that contained in the Q2.2006 EAC etc etc.

Both Mr Edwardsanda NJ 5S1 { SNJ LR2AY (0SR Ay {KS khdlhost NasdnedS A RSy OS
view and most likely outcome” based on quantities, pricing and costs ¢ See Dekker Part D Exhibit 8.3

Part B below. Ifthatissothentheirg NA G G0 Sy | LIINR Gt FyR | OOSLII )/OS 27
Hnnc . ! Ch LINAROAYy3 G2 ! ANODStEtSY Ay NBflIGA2y (2 (KS
NBI a2yl o6fS 0StAST Ay | dz3 dznét md) Getdprépdiad SHhdeptni nc € | YR 6§

Although these documents were readily available to PwC from multiple sources, during their own
searches on the MAC servers and the laptops, my UK solicitors also provided all of them on CD2, after
the supply of a forensic copy of my PC files in mid April 2007, directly to PwC.

b2yS 2F GKAA AYTF2NXNIGAZ2YKIYyLFf@aAa | LIISENER | yegKSN.
FOO02dzy-liKyiiada y2kKFAPLYa208NNRPIFCGERRYRAEEAFANBY XHPO R
per para 9.1 in my PwC.A340.Forensic deceit report.  As stated earlier at website Part D Exhibit 8.3A

on the pricing and revenue changes between Q2.2006 and Q4.2006 X X ®
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http://www.fortfield.com/casefiles/PwC.report.A340.Forensic.Deceit.pdf
http://www.fortfield.com/casefiles/PwC.report.A340.Forensic.Deceit.pdf

Judge It doesn’t look as if they’ve brought that into the equation in terms of the report?
MrDekker ¢ KS& OSNI I Ayfte KI@SyQid R20dzYSydiSR Al A

Further information : As Mr Butyniec and | worked more closely together from mid-2005. As time
LIN2INBaAaadSR L 06SOIFYS Y2NB F¢FNB GKFEG aN .dzieyAaSoQ
and the reader/listener can hear an audio tape later in website Part G during my interview (2812) with
PwCinJanuaNB HAnT AY GKAOK L adradS aL GKAY]l] e2dz 2dzai
(MrNeilb = KS gltydta G2 32 dzd G6KS gl & (G2 6KIFIGSOSNE KS
going to get write Coffs. He and Mr Dekker and lhavegoti 2 FI OS Ay (2 GKIFIdG o06SOId
to happen. That’s not fair to Mr Butyniec to be taking over a balance sheet that isn’t righté X

The now President and CEO - Mr Butyniec - His oral evidence in January 2008 (p162) : A340 report
P81 including <Mr Butyniec was not interviewed by PwC>

Mr Little Document 7/2892 Inventory section re engineering costs. About C5100m in
Engineering/learning costs.
Mr Butyniec Talk to John

Mr Little A340 programmeisabout$34-n nY® LGQA + AAIYATFAOLYyH |
Mr Butyniec Itis
Judge Why are you asking the witness to look at something that is not in dispute?

Mr Little Move to Vol5/1830 ¢ Q2.2006 EAC for A340 programme. Gross loss of around $5m
MrButyniec L OF y Qi GFt1 AydStf @hagahibigss3) o2 dzi GKAa
Mr Little But you review each quarter with the finance people?

Mr Butyniec Are the spares in here?

Mr Little Changes to improve the results by Q4.20067?

Mr Butyniec There is arbitration going on

Mr Little Price escalating?
MrButyniec L QY y 2 ( & dzkhkBre wastdefihitblyf somleJekzialatidny
Mr Little One of the things different is about the marketing forecasts as well as Airbus. What

marketing forecasts were used?
Mr Butyniec |don’t know
Mr Little Airbus internal plan - rate about 10 per year?
Mr Butyniec  That makes sense <the n read the actual MAC production submission here >

Mriitle  aNJ | Y RSNE G S S ATG- “T2ha-8 R& 1B PMO aNJ | YR
relate to you?

Mr Butyniec No

Mr Little Are you certifying the accounts?

Mr Butyniec L Qt¥isting the people who work for my organization, yes

(BL Observation: The reader should note my written evidence (Website Part B : my witness statement at
LI NI HnapO glikakddvérsatioi at EadiBorougdidshow 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.” Mr Butyniec and/or the Respondents counsel
Mr Lynch QC never challenged this evidence in court.
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Mr Butyniec had explained that he was skeptical (perhaps even cynical) about pressing for the
arbitration route in Europe ¢ they had not done so in their prior March 2005 amended commercial
settlement (see history in Part D : Exhibit 8.1 documemhich brought into existence this escalation
formula. | was the only Magellan person with prior experience of European arbitration via
Shorts/Bombardier and it was really only Mr Furbay (Aeronca CFO) and myself who were convinced we
needed to do this to get a proper overall pricing settlement for FY2006 etc and appropriate and relevant
price escalation arrangements for the future. | was also conscious of the limitations of the current
escalation formula in the medium- long term for a MAC perspective if BETA21S materials prices would
continue to rise (the 0.31 fixed limit for BETA21 materials escalation).

Prior to the MAC Board meeting on 8 August 2006 the MAC Directors were provided with a Gross

al NAAY lylfeaAra R20dzySyid ¢KAOK akK2gSR GKIFG GKS ah
reporting to Mr Butyniec were some (C$7460K) below the approved FY2006 budget. Whilst price

changes/increases across MAC were a net C51856K ahead of the FY2006 budget for the Aeronca

business (A340 & A380) some C$1036K in price increases had not yet been definitively secured. In part,

and as a result of these deteriorating FY2006 results, Mr Butyniec produced his Best and Final Offer

(BAFO) commercial letter proposal for settlement immediately following the MAC Board on 11/14

August 2006 with the approval of Mr Dekker, Mr Neill and Mr Edwards ¢ see website Part D (c) CD2

extracts with the relevant contemporaneous documents and sent it to Aircelle. It was not discussed or

approved at the MAC Board in the minutes or whilst | attended it throughout.

In the event Magellan filed for Arbitration but before those proceedings commenced they renegotiated

with Aircelleand MACNB LI2 NIiSR Ay Vaky2a2hSRObDYiymdi8 p aLYy@Syidz2N
2007 (BLand 2006) audited financial statements, due to the long term nature®fth 2 N1LJ2 NI G A 2y Q&
contracts , the Corporation may be in negotiation with its customers over amendments to pricing or

other terms. During the third quarter of 2008, the Corporation concluded its negotiations in respect to

one such longerm contract with a Exvopean customer and as a result recorded-tmee retroactive

LINKA OS | R2dzalyYSyida G2GFrtAy3 bPpmnodn YATfA2Y>S 6KAOK ¢
revenue and EBITDA in the third quarter of 2D@8

These price changes would have been for both the A340-500/600 AND A380 programmes as the
planned arbitration was on the pricing for both of these products. 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) and then in the final question (p14)

Mr Claude Proulx ¢ BMO Capital Markets Analyst

LGQa /tFdzRS t NRdzf EZ FNRBY . aho® WdzA ( adu@med. If@d | NA FA OF
were to just for the sake of having better understanding of your past results to analyze current results,

where would that money ¢ when should - sorry ¢ when should you have booked revenues in terms of

quarter ¢ on a quarterly basis? Is there any way for you to give some indication?

John Dekker MagellanAerospace ¢ 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 ¢ BMO Capital Marketg Analyst
hil &® ¢KKIGyNaa bt £ =
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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. |
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
dzy AGAXTF2NI I Q% ¥hdshowbrdhat 2006272007 fear @efod. 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) | cannot compute or understand why the retroactive pricing

F2NJ lonn AY (GKS FANBRG KFIEF 2F C,uHnny F2Nlup dzyAda
this would be a price uplift of C$220K (or approximately doubling) for every unit delivered by Aeronca in

2008.!1? ¢ 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 ¢ 14 August 2006. And that 50% + reduction is before any portion of that C54900K is actually
NEO23IyAaSR F2NJ (KS duefdeihéABSD delivéribs Bebpatthiddn €YS006A Y ONB | &4 S &
/FY2007 from Aeronca prior to and since my termination!!

Mr Edwards then proceeded in his oral evidence to the UK court on 31 March 2009 (p8) to state that

Gal!/ FFAYSR I YFGSNALFE LINR OB340pnsgtambBst weal The Bntrdctb Mmn Y (i 2
Ottt SR F2NJ OSNIIAY LINAOS | R2daAGYSYyida FyYR Al 6F& N
6l & F fINBS O2ydNI OGT O2YYSNDAIt RA&OdA&AM2YE 68V

document supporting that assertion was not disclosed by Magellan and was certainly totally inconsistent
withKA & aF LILINE O 2RF FHRAEL 2 yOavdzy d SINDdzA G H nn

Mr Neill deals with this in his evidence on 27 July 2009 at P68.69

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 conditionthali G KSNBEQa 3J22R Sy2dzZAK (2 6S NBOdzZNYSR
does it need a replacement.

aNJ [AGGE S L R2y Qi RA&IFAINBS gAGK GKFG G f€
aNJ bSAT CKFGQa gKIG AG YSIya

aNJ [AdGGE S L R2y QG RA&FINBS gAGK GKFG FG FEfo
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, isthat right? ¢ K 4 Qa ¢KIF i GKA& 9
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 Crecurring cost, which
were settled post you leaving the company and a substantial contribution was made by
FANDSEES 2 GKS bw/ aQxXxe GKS oFftlFyO0S 2F GKI G
remaining production and the spares and repairs ¢ of this programme
Mr Little  And what is that, what is that remaining value and the remaining volumes assumptions at
the end of 2008?
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MrNeill .aNJ5S{1SN) g2dzft R KI@S adzZllL)f ASR (GKI G2 gKSy KS
¢ Mr Little interrupts
aNJ [ AGGft SgMrNeillinterrufts RA RY Qi
Mr Neill It must be in the area of 15 — 20 million <July 2009>
Mr Little  Right well I .. Mr Neill interrupts
a NJ b S A fcfhatis an estimate, that ©ribt what was on the actual books.
Mr Little  From my reading of the accounts | reckon it will be about 20 million because 10 million was
written off because of accounting policy but | 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 .

It would seem from my knowledge, experience and logic (recognising that this settlement ought also to
include that forthe A38Qi K & G KS O2YYSNDALFE GSN¥a 2F (GKAA FdzNI &
has NOT been constructed (as most stakeholders, including the professional stock market analysts,
expected)2y | Gy 2N¥YIFf &aG§SLIISR AYONBIFaS LINAOAaymdr 6 A& 1
any normal arbitration of the escalation formula, but to substantively meet the financial and

accounting needs of Magellan in reducing further its “over-stated” A340-500/600 asset valuation on

the Balance Sheet. | set this out in a spreadsheet showing the Q4.2006 EAC, the C5$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.

¢tK2dza3K S R2 y2i KIFI®S (GKS LINBOAAS GLINAOAy3IkaSidts
accounting value, it seems very likely that a substantial portion of that CON10.4m 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 necessaryyvhich would demonstrate that | was and | 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, | 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 C510m.

If part of this C$10.4m was set off against A340 Deferred Development Costs then of the circa C540m

da! / | &a& & Oeceibef20aSabproximately C$10m will have been reduced through

dinventory accounting standards changes per 3031&KsI6w>, which permitted the write-off of the

A340 escalating labour-learning costs accepted by E&Y/PwC AND the majority of that C510m + in
FY2NIATFGA2Y 2F RSFSNNBR RSHSRZEZLINEY N2 O DA 3 SOALINR DS
Q3andpriciy AK i SNXY& AY vnoduHnny SAGK I2ATNBXSH € S gAf € | faz

Point 5: Amortisation $ per unit shipped—-PwC analysis.. approval of MAC and E&Y conduct

<For information : Magellan Aerospace Corporation used only a fixed amortization amount @fGEBO,

per exhaust unit in FY2006which if continued at $30000 per exhaust unit would leadrtly 65%

recovery of the circa C$40m@JSD 38.25M) inventory on the December 2006 MAC Balance Sheet

PwC set this out further in their para 8.11TCurrent production costs per unit are such that at present
the preamortisation margin generated per unit is not sufficient to absorb an amortization oB0800

per unit and still brealeven. In order for MAC to report an overall breakeven position, while at the same
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time amortising NRC inventory, it has been capitalizing that amount of production costs that is necessary
to achieve the breakven positionachyear,C2 NJ G KA & NBIF a2y > AGLINBRdzOGAZ2Y A\
LINEINF YYS KIFa 0SSy AyONBI aAy3Iéod

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 produdatitm

131 A346500/600- 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 $3.63nd).

O2yiAydzSa It/ LIoONIE AS@say GKI G a!/ Qad bw/ FyR LINERdzOIU
collectively (for a total inventory of USD 38.2 million) and then amortised from this basis onward.

Aeronca should also review the NRC amatitin factor. We believe that this factor should vary with the
profitability of each unit.As increasing labour and material cost efficiencies are realized in the

LINE RdzOGA2Y LINPOSaadxX FAdNIKSNNY2NBZ GKS FY2NIATFdAzY

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 ¢ 8.95 that the current escalation formula ¢ under any
interpretation ¢ 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 sysismwill increase by 0.31%

for every 1% increase in the cost of Beta 2h&ffect, 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
productionper 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 EAGd=l , the cost of Beta 21S per unit would represpproximately

35%o0f 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. | 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 ¢ 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
$863mMf t A2y FRRSR AYy (KS C. nnnSOSWEl vOPKAREEI KB a9
Exposure Draft (3031) which would end this capitalisation was issued by the CICA in Augu3ih2006.
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) and the reader can see
aNJ 5581 1 S Nddmersli®agel2 ¥nd 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.>
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Claude Proulx - BMO Capital MarketsAnalyst

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 ¢ Dekker interrupts

John Dekker - Magellan Aerosace Corporation VRFinance

..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

IJ2Ay3 F2NBIFNR gAff NBIdZANBS fSFENYyAy3a OdzZNBSa ¢A (K

Despite these A340 assetdreductions€ | continue to believe from the evidence, as you have
read earlier <and in my Website www.fortfield.com Part D. Exhibit 8.3.> that as at today, from

the documents/information available, | believe the MAC Balance Sheet continues to be over-

stated by in excess of C$10m on an equivalent basis, a “material” value. Certainly

that cash of C$10M-30M will never be recovered.

< Duringthe MAC Q3.2008 Earnings webcast with equity analysidNovember 2008 guestion was
asked regarding th€$10.4m price adjustment and what customer or program was this associated with
(see p.2 of this linkgnd at the end of the webcast another analyst asked what was the breakout of the
retroactive C$10.4m retroactive price adjustment for specificsyésee pt)

As | stated at page6lwith 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) | cannot compute or understand why the
retroactive pricing for A340 iine first half of FY2008 for 25 units would equate to the majority of the
C$5500K represented for the period Q1/Q2.2008. If attributed to only A340 this would be a price uplift
of C$220K (or approximately doubling) for every unit delivered by AeroR8a8rl1!?¢ see below.

This seems to me to be more misleading accouiiifggfl/Q22008andno documents have been
produced to prove mgroundedassertion to be wrongr alternativelyMr Edwards evidenoaf on 31
March 2009to beaccuratedMAC gained a material price increase of C$10m to C$15m for the A340

LINEINF Y fF&ad &8SHN®D ¢KS O2yidNIOG OFftSR F2NJ OSNI |
Much morelikely, in my view and experiende, be arother example of OO2 dzy G A y By MARIY T | G A

Mr Dekker othe thencurrent FY2008 financial resultsiven the continuingpoor operating performance
at MAC.

As regards the C$4900K published by MAC for FY20@8Ya@d7what is certain is that for thé6 units
delivered in these two years thaDNL Yapproximately half of that C$4900K sumould have been

obtained on the basis of thepproved final counter offer to Aircelle from Mssrs Butyniec , Edwards and

Dekker without MAC Board /Audit Committee Approval oq 12 August 2006-
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For the three and nine month periods ended September 30, 2008

Magellan Aerospace Corporation
u}r) Summary of One-Time Retroactive Price Adjustment
qQ
(in thousands of dollars)

Period | § o
E “JRetoactive price adjustment in respect of 2006 and 2007
Retroactive price adjustment in respect of Q1 and Q2 of 2008

Total retroactive price adjustment included in Q3 2008 revenue
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on the pricing and revenue changes between Q2.2006 and Q4.2006

Judge It doesn’t look as if they’ve brought that into the equation in terms of the report?

3506

NZEic

MrDekker ¢ KS& OSNI I Ayf & KIthatSayh@rii R2 OdzYSYy SR Al

20

Fye&gKS
FOO02dzy-iliKytiada y2FAPYI208NNRPICAERBYREEAFANBY XDO
per para 9.1 in my PwC.A340.Forensic deceit report.  As stated earlier at website Part D Exhibit 8.3A
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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 .

() LINPINFY 3INERAA& toaktNHidential lasdedabdl | SOS Y €

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

CKS GAYRSLISYRSY( 7T 2awnbaftieRepért intodreas dEContdrnfRaisBdNI F 0 L
by Mr Brian Little : Executive Summary circulated to the Board of Directors at MAC ¢ relied on

above in the Magellan Aerospace May 2007 earnings statement - at PwC paragraph 2.40 (doc

605/606) recorded

oFinancial Control within MAC and MALUK in relation to the areas we have examined is |
and needs to be improved: this is particularly acugeven 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 bada sheet provisions and
insufficient documentation othe decision to release certain provisions

3. A lack of awareness of the program accounting requirements under either Canadian or
'Y D!!1t Xo
|

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

Although considered valid after 4 months investigation by May 2007 the PwC partner then

went on to remove these criticisms of MAC from their Final Report. As the reader should

recognise those points at (1), (3) and (4) above and highlighted in red are directly relevant to

the A340-500/600 investigation and their Report. It is my beliethat Magellan asked the PwC

LI NIHYSNJ G2 NBY2@9S ff 2F (KS&aS FTAYRAy3IaA | a LI

tg/ Ffaz2 NBY2OSR LI NI IThe EAK cajcubgion therdfoke@eiquirést R & 4 |
YEye S&adAYlF(diSa o6& Y yI thScrodnfiigPractices atdggovéritahdd NA Sy O
within the aerospace industry is that thesstimates and key assumptions should be reviewed

2y G fSFald ItholigdzheNslibStahtedemained &t gaagraph 8c3shich of

course is relevant to the A340cauinting at Q2.2006, Q3.2006 and the end of year FY2006.
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In fact Mr Dimma (MAC Chair of the Audit Committee) told the UK public court in his evidence,

that following hisogy GAYUGSNY I Ay OSAGAIL-ARRPKE thed dy RS @2 NI
matters you were raising were historic”’ I Y R (i K I (no stib&t&¢¢X thi gurparted
concerns¢ —-—-KS Ay ailuNHzZOUGSR tg/ (2 OF NNE 2 dzi tetly
had met E&Y in December 2006, as in his view "auditors are extremely risk averse".

GAYRS

It is also significant to me and others that despite his apparent dismissal of my views in 2006,
Mr Dimma saw fit to personally chair the PwC investigatory process in 2007, described, | remind

e 2 dz=

-4 GAYRSLISYRSyi¢

AY 2NRSNE L

Chair of MAC Audit Committee - Mr Dimma - His oral evidence at Report on 4 June 2008

Mr Little Why did you instruct PwC?

MrDimma , 2dz YSG . FNBIFNF | FRFASE Rudiboés ard egtriemely riski
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 PWCa YSS G 6 A
t2/ FyYR 9, o0dzi gAGK2dzi &2dzNJ f | g& 6 NE
never had that opportunity, did I?

Mr Dimma Our view was that the appropriate way to proceed was to hire independent forensic
FO02dzy il yiad ! LghhiMR toiideded] Termk dildf&ence {etS v
between AC and PWC

Mr Little | had no say?

Mr Dimma No reason why you should

Mr Little It was important

And later

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 . 2dz R2y QU KIF@S G2 b2 adz2NBE aNJI 5AYY

Mr Little Major concerns about A340, C540m plus on Magellan balance sheet

Mr Dimma Yes

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

cash recoveries
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Mr Dimma Yes

Mr Little EAC - estimate at completion document - did the Audit Committee look at this
regularly?
Mr Dimma Yes

Mr Edwards was asked during his testimony by videoconference on 5 June 2008

Mr Little Why were my points, especially on the A340, not included in the PwC report?

Mr Edwards A large amount of money was spent on the external auditors E&Y and the third party
PwC. They were of high repute. They reported to the Board and the Audit
Committee, it was acceptable to rely on them.

Judge Gl 26 YdzOK Y@ybBez2ywl GK& LI 6/ wSLI2NIKE

Mr Edwards & ¢ 2 2 Y TieKatdhdlders struggle with the fact that the amount spent on that
report could have been used for creatingjobsetcX PA G O2 &l Ay SE
substantial amount, but it was at the instruction of the Audit Committee, which is
made up of fully engaged independent directors. It was a standard and detailed

report.

“INDEPENDENT FORENSIC INVESTIGATIONS”

15 November, 2006 press release — “The Canadian Institute of Chartered Accountant’s
Alliance for Excellence in Investigative and Forensic Accounting (IFA Alliance) today released
new standard practices for investigative and forensic engagements that will protect the
public by ensuring consistency to a standard of practice”.

(a) Independence and Objectivity

| provide a number of relevant extracts from these CICA.IFA Standard Practices for Investigative

and Forensic Accounting Engagements

100.04: IFA standard practices are needed to protect the public interest by ensuring consistency
to a minimum standard of practice.

100.11:' Y a Ay @SadA3dIl GADBS YAYRAS(GE NBI dzA NB a
analysis and evaluation of information relevant to each engagement, contemplating
that it may be biased, false and/or incomplete. This is applicable in identifying and
assessing relevant issues, assessing the plausibility of the underlying assumptions,
assessing substance over form and developing hypotheses for the purposes of
addressing the issues under investigation.

600.03: Prior to the issuance of the report, IFA practitioners should be satisfied that there is
sufficient support for the content of the report, including any findings and conclusions
reached.

600.04: IFA practitioners should present their findings and conclusions in an objective and
unbiased manner.
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600.05:

600.06:

IFA practitioners should confine their findings and conclusions to subject matter,
principles and methodologies within their competence, including their knowledge, skill,
experience, training and education.

IFA practitioners should consider all relevant information that could impact their
findings and conclusions.

(b) “Forensic” - comprehensive and thorough “evidence — based” research.

Extracts from the Canadian CICA Investigative and Forensic Accounting Standard Practices 2006

400.01:

400.02:

400.03:

400.04:

400.05:

400.08:

400.09:

400.10:

400.11

400.12:

400.13:

500.01:

IFA practitioners should use an investigative mindset in the identification, pursuit,
analysis and evaluation of information relevant to each IFA engagement,
contemplating that it may be biased, false, unreliable and/or incomplete.
Throughout an IFA engagement, IFA practitioners should use an investigative mindset
to assess the timing, nature and extent of the approach (es), procedures and
techniques to be used.

The type of information obtained may relate to the facts pertaining to the underlying
issues of the IFA engagement as well as factors relating to motivation, intent and bias.
IFA practitioners should consider the relevance of all information that arises during the
course of an IFA engagement.

IFA practitioners should identify, analyze, assess, and compare all relevant
information, assess substance over form, and develop and test, as needed,
hypotheses for the purpose of evaluating the issues in the engagement.

Where practical, IFA practitioners should maintain copies of all documents and other
materials relevant to their findings and conclusions.

IFA practitioners should maintain an appropriate record of all relevant information
received orally.

IFA practitioners should evaluate the reasonableness and consistency of all estimates
andassumptioy & KIF @Ay 3 NBIFINR G2 GKS LC! LN
other available relevant information

: Where IFA practitioners receive estimates and assumptions that are outside of their

competence and expertise, and IFA practitioners intend to rely on such estimates and
assumptions, they should consider the reasonableness of those estimates and
assumptions.

IFA practitioners should review all information received during an IFA engagement,
and consider its relevance, reliability, reasonableness, completeness and consistency
with other known engagement information

IFA practitioners should consider and address reasonable alternative theories,
approaches and methodologies that may be relevant to their work.

IFA practitioners’ working papers should contain or have a reference to all
information used and relied upon in carrying out an IFA engagement, including the
following documents or summaries thereof which would usually be retained on file:
(a) research etc etc (page 12)
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(c) “Investigation” - researching the body of evidence and facts from multiple public and
aerospace/industry sources for information consistent with that expected from competent
people with superior knowledge and experience.

Returning now firstly to the Canada Standard Practices for Investigative and Forensic
Accounting

200.04: IFA practitioners should have reasonable assurance that the IFA engagement team
collectively has the necessary expertise, competencies, resources and time to perform
the engagement.

400.04: IFA practitioners should consider the relevance of all information that arises during
the course of an IFA engagement.

400.05: IFA practitioners should identify, analyze, assess, and compare all relevant
information, assess substance over form, and develop and test, as needed,
hypotheses for the purpose of evaluating the issues in the engagement.

400.12: IFA practitioners should review all information received during an IFA engagement,
and consider its relevance, reliability, reasonableness, completeness and consistency
with other known engagement information

600.03: Prior to the issuance of the report, IFA practitioners should be satisfied that there is
sufficient support for the content of the report, including any findings and
conclusions reached.

600.04: IFA practitioners should present their findings and conclusions in an objective and
unbiased manner.

600.05: IFA practitioners should confine their findings and conclusions to subject matter,
principles and methodologies within their competence, including their knowledge, skill,
experience, training and education.

600.06: IFA practitioners should consider all relevant information that could impact their
findings and conclusions.

When the PwC/MAC cover-up/smokescreen disintegrates over time, due to the lack of

commonsense and reasonableness checks , the “Truth will Out”? . &Forénsic Deceitt L Y S| y
that it is NOT TRUSTWORTHY, because the intention of PwC, and the effect of their less than
NAI2NRdza Ay @SadAaalrdrazy 2N FdzRAG adl yRFNRaz gl

YR O2y Of dzaA2y a FNRYXXBayandBefeBR NBY A& A0 Ay @SadGAal i

(0p))
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As an example, this of course, is relevant to shareholders etc.

A340 WAS AND IS VITALLY IMPORTANT TO MAC- Magellan Aerospace Corporation (TSE : MAL)

Extract from Magellan Annual Information Form (AIF) for 2001 - from Aeronca section (page
10/11) when Mr Murray Edwards was both MAC Chairman and Chief Executive Officer ¢
underlines are my emphasis

In December, 1998 Aircelle, a limited partnership of Airbus Industrie and Hispano-Suiza, located
in Harfleur, France awarded the exhaust nozzle and plug for the Airbus A340-500/600 to
Aeronca and Magellan. This program is expected to provide in excess of $30 million in annual
revenue at full production rate.

On May 9, 2000 Magellan announced plans for the expansion of its Aeronca, Inc. Division
Manufacturing Facility located in Middletown, Ohio. The expansion consists of approximately
60,000 square feet of office and manufacturing space. The total project cost is in excess of $3
million. In addition, Magellan is investing over $7 million for the engineering and development
of the new exhaust system for the A340 Aircraft.

and then in the Magellan Annual Information Form (AIF) for 2003 notification of substantially
increased A340-500/600 Engineering and Development of over $ 20m investment:

GLY 5SOSYOSNE mddy ! AHsEfIdatedin Harfledr, FRAdeaBaRledd & | dzN.
the exhaust nozzle and plug for the Airbus A340-500/600 to Aeronca and Magellan. This
program is expected to provide U.S. $20.0 million in annual revenue at full production rate.

Magellan has invested over U.S. $20.0 million for engineering and development of the new
SEKIdzald aeadsSy FT2NJGKS !'onn | ANONF Fi e

Even as early as 2003 the expected maximum annual revenues were reducing ($30m to $20m)
whilst the MAC program investment (Engineering : $7m to $20m+) was substantially higher
than bid / budgeted.

To put this subject in some further context, from a 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 Chairra@hMr Dekker , the current
Magellan CFO and Corporate Secretary.

The complete transcript of the Q3.2006 MAC Earnings call on 14 November 2006 (shortly after
Y& RAaYAadalft FyYyR aNJ 5AYY!l )QahbeteRddafe. ApISAGA Il GA2

26


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

G/ t | dzR SBMONRpitzl MarketsAnalyst
l' YR GUKS &aSO2yR ljdzSaidAz2zy Aa X L YSIyz L ft221 |
book value. And | always believe that the market to some extent is efficient. And I’'m
wondering , to what extent can we trust your book? | mean, the bookisreallyci K G Q& A G a
real. | mean, understand that there is some real estate probably ¢ maybe understate the book.

dzi FG GKS alyYS GAYSZI (KS NGesgheerlng, bvérdgeetebs (0 KAy 3 &
overcostsCd KSNBE AdGQa 3I2Ay3 G2 6S Y2NB ljdSadAaz2ylof S
that you are generating these days. Can you talk about this or ¢ interrupts

John Dekker - Magellan Aerospace CorporatieWRFinance and Corporate Getary
- Sure, sure. Sorry .. R Neill now interrupts theX X @alkker returns

Claude, let me try to address the valuations of the inventory. Clearly, if you look at our balance

sheet, the inventory is one of the most significant assets we have. That alongside capital assets.

YR 6SQ@S alLl21Sy lo2dzi OFLAGEE | 2aSolells ' yR a2Y
focus on inventory, which is really I think the crux of your question. We go through extensive

reviews of our inventory at any point in time. And | would estimate 80% of the external audit

focus at the year end is on inventories. So there is an extensive amount of work done to

confirm that those values are appropriate. So we have third party verification of those

amounts.

Claude Proulx - BMOCapital Markets Analyst
I’'m just concerned because a lot of it is program-related. And you need to generate some

earnings in order to justify the value that is there. And the earnings are not there at this point.
{ 2 ORNeidterrupts

Richard Neill - Magellan Aerospace President & CEO
Well, we may want to differ with you in opinion on that Claude. Because | would argue that
book value is likely higher than what you’re stating right now. ¢ see remainder of transcript

Finally

For the first time in my life read (October 2007 RAN5%and heard that someone, in this case
Mr Neill, the MAC President and CEO from 2002-2006, believed that Brian €operated badly on
LI2ZAY(ia @@WRSG!GH Fadfitdm lieing a financially dubious or badly or carelessly
managed group, Magellan was and is a solid performer in an extraordinarily challenged
market backed by major shareholders who are involved and patient”X X X ®

MAC reported net losses in every year from 2@@007andsi2 NI f & F FGSNJ aNJ b SAf f
as CEO anskveral months after PwC completed their Final Report MAGuanoed on 31

al NOK Hnny F2NJ C, HnnrT-statdmentndmtounts/reteMNeENBalE | Y R
dzy O2 @SNBR G 2yS 2F (KS [/ 2NLR2NIGA2yQa RADA&AZ
collect outstanding accounts receivable on a timely basis pftmspted an internal

investigation that uncovered the overstatement of various assets on the balance sheet resulting
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from improper accounting and also discovered unsupported and unrecorded transathimns.

was for a sum of C$7m + and took place overgériod when Mr Neill was President and CEO (

Mr Dekker CFOlrom 2003-2007. As a result of the accounting irregularities that occurred

from 2003¢ 2007 X X X | f K 2 dz3 Kof thekeStatémésimfaiing to the individual

years prior to 2007 were not likely material, the Corporation has restated those periods as the
Odzydzf  GABS ANNBIdzZA F NAGASE 6l a YFAGSNALIE Ay wnn

From a TSE stock market value of CS$ 2.5 billion, whilst Mr Edwards was CEO in 2002, Ordinary

MAC Shareholders will also recall that on Friday 26 January2007 a! / & Kl N3&a 6SNB I {
LISF1éX SIjdza @I ¢ SYG 02 LﬁMEED@f) EKLJSNJ&E&E)\&I' NE a K
had risen since the week following the Q2.2006 earnings webcast on 15 August 2006 by some

50%.

It was also evident to Magellan Directors/Senior Officers, PwC and me that this C$16.25 share
price coincided with Magellan filing their defences (ET3) to my whistleblowing claims on A340
etc (ET1) in the UK case and concurrently Mr Dimma instructing PwC to undertake their 7
month/CS3m+ investigation to August 2007 under his Chairmanship.

Most Magellan ordinary shareholders before and since Q2.2006/14 August 2006 will also know
only too well that the MAC Market Capitalisation value of C$300M + on the Toronto Stock
Exchange (TSE) (broadly equivalent to its publicly reported Balance Sheet yahdetheir own
ordinary share values has fallen very substantially since that last seven days in January 2007 -
See TSE ¢ click 5 and 10 year MAC Company chart history.

Additionally, now that the evidence phase is completed in the UK court and for the first time, |
am going on the public record in January 2010 through our website and these documents.

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

GLY FTRRAGAZ2YZ FTRYAYAAGNFr GADBS yR 3SySNIf SELIS
approximately $3.5m incurred by the Corporation in relation to a wrongful dismissal claim by a

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

employee regarding certain accounting issues. The concerns were thoroughly investigated by
Pricewaterhodzd S/ 22 LISNE 0at 2/ é0 ¢K23I dzy RSNJ 4KS RANBOI
O2YYAUGSST LINBLINBR | NBLR2NI F2N G§KS FdzZRAG O2
counsel has advised the Board of Directors that PWC met with the audit committee and the

/| 2N1IR2 NI GA2YyQa SEI SNyt | dzRA (G2 NBPWChagdlvisédl a SR 2y
the audit committee that they had not found anything that would undermine the integrity or

accuracy of the Corporation’s financial statements.£

Brian Little
10 November 2009
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