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AIRLINES & AEROSPACE 16 OCTOBER 2009
AEROMECHANICAL SERVICES LTD. JACQUES KAVAFIAN 416.860.7797
AMA-TSX V: §0.55 — BUY jacques.kavafian @ researchcapital.com
TARGET PRICE: $1.50; PROJECTED RETURN: 173% Susan Cheng ASSOCIATE 416.860.7648
ACQUISITION OF WINGSPEED CORPORATION Financial Metrics (US$)
EVENT - AEROMECHANICAL ACQUIRES ASSETS OF WINGSPEED Share Price: $0.55 Basic Sh. O/S (mm): 90.0
AeroMechanical has purchased all assets of Wingspeed Corp. for Target: $1.50 FD Shares (mm): 96.0
US$0.25 million in cash. Closing is expected to occur on October 26, Retumn: 173% Market Cap (mm): $49.5
2009. Wingspeed, which was placed in Chapter 7 bankruptcy in August Div/Distn: N/A  Enterprise Val (mm): $44.9
2009, develops and markets products for commercial aviation, providing Yield: N/A 52 Wk. Low-High: $0.105-80.60
voice, data, and aircraft messaging over Iridium satellite, in addition to FY Dec.-31 F2007A  F2008A  F2009E  F2010E
providing paperless cockpit technologies. Revenue (mm) $2.0 $3.2 $7.0 $15.8
EV/S 22.6x 14.1x 6.4x 2.8x

IMPACT - ANOTHER CAPABILITY FOR AEROMECHANICAL

. L . . . ly EP h
This acquisition allows AeroMechanical to takeout a potential competitor g':a"e'y SperS a";m 003 002 0005
and expand its product offering by developing paperless cockpit o 0'03 0'03 0'02 OIOOE
technologies. In addition, this purchase includes certain supplier 03 0'03 0'02 00‘1E OIOOE
contracts and customer contracts. Some of Wingspeed’s customers o '0'04 '0'02 _0.01E 0.01E
include known airlines in the U.S. and Europe. Over time, we expect — — — .
A . . , ; Fiscal year total -0.11 -0.10 -0.06 0.01
eroMechanical to convert Wingspeed’'s customers onto its AFIRS
P/E n.m. n.m. n.m. n.m.

technology. Wingspeed has approximately 70 units installed and 85
units in backlog.

Target Valuation Parameter

VALUATION - BASED ON LONG-TERM P/E RATIO 20 x 2018 EPS discounted @ 25%

We value the shares based 20x on our F2013 EPS estimate of $0.24 EREATA Darly = im0
discounted at 25% for a target price of $1.50 per share. i
RECOMMENDATION - BUY ’wﬂ’d EEZS
AeroMechanical is a very early-stage growth company and, as such, M o

on the stock as our target price provides a 173% return from current
levels.

earnings estimates do not yet reflect its full potential. We remain a BUY WWW &wMWWM“ oo
iy :
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VALUATION CATALYSTS - FURTHER INSTALLATIONS

We will be watching the flow of orders, and if the pace picks up with the
backlog growing to over 300 units, we may have to increase our
valuation. The company presently has 231 units under contract, with 183
units installed. Key Risks

We believe that the largest risk for the company is that it may
not install the number of AFIRS units as expected.
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Corporate Profile
AeroMechanical Services Ltd. (www.amscanada.com) is a
Canadian manufacturer and provider of aeronautical monitoring
products to help airlines save on costs and predict mechanical
malfunctions before they occur.

Multiple Share Structure

Not applicable.
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AeroMechanical Services Ltd.
Consolidated Statement of Earnings

For the year ended December 31 (in millions C$) 2007 2008 2009E 2010E
Assumptions:
AFIRS installed units, beginning of period 66 61 151 226
AFIRS units installed during period 28 90 75 40
AFIRS units installed during period under new acctg rule 0 0 0 48
AFIRS installed units, end of period 94 151 226 374
Total revenues 1.99 3.18 6.99 15.83
Costof sales 1.35 2.16 3.67 6.66
Gross margin 0.64 1.02 3.32 9.18
Gross margin as % 32.1% 32.0% 47.5% 58.0%
Expenses:
Salaries and benefits 4.10 5.16 4.36 4.45
Marketing 1.08 1.01 0.50 0.72
Stock-based compensation 0.53 0.70 0.41 0.52
Research and development 0.25 0.75 0.85 0.40
General and administrative 1.40 1.50 1.71 1.60
Depreciation 0.09 0.17 0.15 0.16
Interest and bank charges 0.02 0.04 0.03 0.03
Foreign exchange currency loss 0.04 0.02 0.07 0.00
Stock exchange fees 0.00 0.00 0.00 0.00
Third-party contracts 0.00 0.00 0.00 0.00
Other 0.00 0.18 0.03 0.00
7.50 9.54 8.11 7.88
Earnings before taxes (6.87) (8.52) (4.79) 1.30
Income taxes 0.00 0.00 0.00 0.49
Netincome (loss) S (6.9) $ (8.5) $ (4.8) $ 0.8
Basic EPS $ (0.11) § (0.10) S (0.06) S 0.01
Diluted EPS $(0.11) § (0.10) § (0.06) S 0.01
Diluted EPS before one-time items $ (0.11) $ (0.10) $ (0.06) $ 0.01
W eighted average common shares 64.3 82.3 82.5 82.5
EBITDA $ (6.7) $ (8.1) $ (4.5) $ 1.5

Figure 1. Income Statement
Source. Company reports, Research Capital estimates
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RELEVANT DISCLOSURES APPLICABLE TO: AEROMECHANICAL SERVICES LTD.

LIST OF DISCLOSURE TERMS:

1. Within the last 3 years, Research Capital Corporation has managed or co-managed an offering of securities by the
subject issuer.

2. Within the last 3 years, Research Capital Corporation has received compensation for investment banking and related
services from the subject issuer.

3. The research analyst or a member of the research analyst’s household owns shares and/or options to acquire shares
of the subject issuer.

4. As at this date, Jacques Kavafian made several visits to AeroMechanical’s headquarters in Calgary at Research
Capital Corporation’s expense.

ANALYST CERTIFICATION

Each analyst of Research Capital Corporation whose name appears in this report hereby certifies that (i) the
recommendations and opinions expressed in this research report accurately reflect the analyst’s personal views and (ii)
no part of the research analyst’s compensation was or will be directly or indirectly related to the specific conclusions or
recommendations expressed in this research report.

Information about Research Capital Corporation’s Rating System, the distribution of our research to clients and the percentage of recommendations which are in each
of our rating categories is available on our web site at www.researchcapital.com.

The information contained in this report has been drawn from sources believed to be reliable but its accuracy or completeness is not guaranteed, nor in providing it
does Research Capital Corporation assume any responsibility or liability. Research Capital Corporation, its directors, officers and other employees may, from time to
time, have positions in the securities mentioned herein. Contents of this report cannot be reproduced in whole or in part without the expressed permission of Research
Capital Corporation. (U.S. Institutional Clients — Research Capital U.S.A. Inc. (a wholly owned subsidiary of Research Capital Corporation) accepts responsibility for
the contents of this report subject to the terms & limitations set out above. Firms or institutions receiving this report should effect transactions in securities discussed
in the report through Research Capital U.S.A. Inc., a Broker-Dealer Registered with the United States Securities and Exchange Commission).
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