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TSX Venture «SAR»

SARATOGA ELECTRONIC SOLUTIONS INC.

Management’s Discussion and Analysis

For the Three-month Periodended June 30, 2012



MANAGEMENT'S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This Management’s Discussion and Analysis of Sgaat&lectronic Solutions Inc.
("Saratoga” or the "Company") was prepared ceora@lance with Regulation 51-102
"Respecting Continuous Disclosure Obligations! should be read in conjunction with
the unaudited and unreviewed by the Company’s argddondensed consolidated interim
financial statements and related notes theretbeoCompany for the three-month periods
ended June 30, 2012 and 2011. The Company filesoitdensed consolidated interim
financial statements, press releases and otheiredgdisclosure documents on the
SEDAR database at www.sedar.com.

The Company prepares its unaudited and unreviewethéd Company’s independent
auditors condensed consolidated interim financdatksnents on the basis of International
Financial Reporting Standards ("IFRS"). Exceperghotherwise indicated, all financial
information reflected herein is expressed in Caaradollars.

This MD&A may contain information and declaratioms the future performance of the
Company that are by nature forward looking. Thesearations reflect management’s
expectations regarding future events based on gdsura and uncertainties that are
subject to the risk factors identified in the 'lisand Uncertainties” section of this
MD&A. Readers are hereby cautioned.

The condensed consolidated interim financial statémnand MD&A of the Company in
respect of the three-month periods ended June@(® and 2011 were reviewed by the
Audit Committee and approved by the Board of Dexibf the Company on August 28,
2012.

OVERVIEW

The Company is incorporated under @enada Business Corporations Act and is listed
on the TSX Venture Exchange under the symbol “SARie Company is headquartered
in Montreal, Quebec, Canada.

Business Overview

As at June 30, 2012, the Company had two signifibasiness units which are described
in more detail below: Automated Teller Machines TMs”) and prepaid products.

All of the Company’s business units operate solelfanada. The accounting policies
used to prepare the information by business segmentthe same as those used to
prepare the condensed consolidated interim finaatagements of the Company.



ATMs

The Company, through its subsidiary Saratoga ATNMpGtion Inc. ("Saratoga ATM"),
is in the business of placing and operating ATMEastern Canada.

An ATM allows a bank customer to withdraw cash ioneenient locations. The
Company enters into placement agreements with raptshthat host the ATMSs.
Depending on the terms of the placement agreenteatCompany can earn both a
surcharge and a network fee for transactions taglage at the ATM. Saratoga carries
various models of ATMs that suit the diverse negfdbe hosting merchants.

As of March 31, 2012, the Company’'s wholly-ownedbsdiary, Saratoga ATM
Corporation Inc. (“Saratoga ATM”), through which d¢onducts its automated teller
machine (“ATM”) business entered into an agreemeith Access Cash General
Partnership (“Access Cash”) to which Saratoga AToW substantially all of its ATM
assets to Access Cash. The closing of the trapsastas held on April 5, 2012. The
agreement included the purchase by Access Cadiedfusiness name Saratoga ATM,
prompting a change in name of the subsidiary frarat®ga ATM Corporation Inc. to
9261-5277 Québec Inc. This transaction results filoenpreviously announced strategic
review undertaken by the Company.

Prepaid products

The Company, through its subsidiary Car-Tel Disttibns Inc. ("Car-Tel"), is in the
business of distributing to consumers point-of-s@®S) activated prepaid cellular
telephone PINs and long distance calling cardsyelsas offering retailers a variety of
electronic gift card solutions. All of Car-Tel'seektronic devices are connected to its
proprietary server and database software througtelegis or land-line wide area
networks or through host-to-host connectivity.

Car-Tel offers a complete electronic gift card peog to major product distributors

across Canada. Customers are provided with therogti entering into a closed-loop

distribution agreement, whereby the electronic citds are distributed to the customer’s
existing client base, or an open loop distributamgreement, whereby, in addition, the
electronic gift cards are also distributed to Cal'sentire network of users of its various
products.

The Company entered into a definitive share purchagreement (the “Purchase
Agreement”) pursuant to sell all of the sharestsfwholly-owned subsidiary Car-Tel
Distributions Inc. (“Car-Tel”) to 7999291 Canada.lna corporation controlled by Luc
Charlebois, a shareholder and director of Saratagéh an officer of Car-Tel (the
“Transaction”). The closing of the transaction wesd on December 16, 2011. This
transaction results from the previously announdeategjic review undertaken by the
Company.



Discontinued operations

The Company sold Car-Tel shares on December 19, @9h result, Car-Tel is reported
in the condensed consolidated interim financiakestents of the Company for the period
ended June 30, 2012 as a discontinued operation.

The Company sold its ATM business segment longdliassets on April 5, 2012 with an

effective date of March 31, 2012 as a result, thiéAusiness segment is reported in the
condensed consolidated interim financial statemehtise Company for the period ended
June 30, 2012 as a discontinued operation.

Going concern

The condensed consolidated interim financial statémhave been prepared on the basis
that the Company will continue as a going concetrich contemplates the realization of
assets and the payment of liabilities in the ondineourse of business. Should the
Company be unable to continue as a going concemmay be unable to realize the
carrying value of its assets and to meet its litddl as they become due.

The Company's ability to continue as a going condsrdependent upon its ability to

restore itself to profitability and positive casaws. The Company has sold its prepaid
business segment on December 15, 2011 and its Addihéss segment as of March 31,
2012. The Company is looking for new investing iegt. The assessment of the
Company’s ability to execute its strategy by furgdfature working capital requirements

involves judgement.

The carrying amounts of assets, liabilities, ree=snand expenses presented in the
condensed consolidated interim financial statememd the statements of financial
position classification have not been adjusted asldvbe required if the going concern
assumption was not appropriate.



Quarterly results

Net
earnings(loss)
per share -
Net earnings basic and
Quarter Revenues (loss) diluted
$ $ $
Year ended March 31, 2013
First Quarter 14,277 (106,480) (0.00577)
Year ended March 31, 2012
Fourth Quarter 968,090 3,949,729 0.21395
Third Quarter 8,898,342 (684,475) (0.03708)
Second Quarter 12,359,979 43,941 0.00238
First Quarter 12,401,012 118,589 0.00642
Year ended March 31, 2011
Fourth Quarter 11,405,385 (1,528,214) (0.08278
Third Quarter 13,345,085 (378,337) (0.02042)
Second Quarter 15,082,148 (4,718) (0.00025

Note: For comparative purpose, the total revenue,meme (loss) and EPS in this chart
included continuing and discontinued operations

The following table summarizes certain financialadeelated to the Company and should
be read in conjunction with the Company’'s condensewdlsolidated interim financial
statements for the three-month periods ended Jun2032, 2011 and 2010.

Three-month period

June 30, 2012 | June 30, 2011 June 30, 2010
(unaudited) (unaudited) (unaudited)
$ $ $
(except for share | (except for (except for
information) share share

information) information)
Total asse 1,565,87 7,710,31. 9,421,40.
Bank loans 1,604,080 1,776,600
Long-term debt 1,781,261 2,222,039




Three-month period
June 30, 2012 June 30, 2011 June 30, 2010
(unaudited) (unaudited (unaudited
$ $ $
(except for share |  (except for (except for
information) share share
information) information)

Revenue 14,277 14,278 15,061,644
Operating income (loss)
before finance expenses
and income taxes (104,418) (61,376) 186,009
Net finance expense 2,062 2,047 107,827
Income (loss) before
income taxe (106,480 (63,427 78,18
Income (recovery) taxes
expense - (24,163 -
Net income (loss) from
continuing activities (106,480) (39,260) 78,182
Net income (loss) from
discontinued activitie - 157,85! -
Net profit (loss) and
comprehensive incon (106,480 118,59: 78,182
Earnings per share basic (0.00577) 0.00642 0.0078¢
Earnings per share diluted (0.00577) 0.00633 0.00774
Weighted average number
of common shares
outstanding
Basic 18,461,300 18,461,300 18,572,300
Diluted 18461,30! 18,741,30C 18852,30C

Results of operations

Revenues

Revenues based on continuing operating activitisgmation for the three-month period
ended June 30, 2012 decreased to $14,277 from Al4¢d2 the three-month period
ended June 30, 2011, representing a year-overdgeaease of $1.

Selling and administrative expenses

Selling and administrative expenses from continudpgrating activities for the three-
month period ended June 30, 2012 were $113,076pamd to $87,229 for the three-
month period ended June 30, 2011. Selling and dsirative expenses increased year-
over-year by $25,847 (29.63%). This year-over-yearease of $25,847 is explained by



an increase in insurance expense of $3,456 (123,16%losing expenses in the sale of
the assets of the ATM of $6,835 (100.00%), in effgalaries and benefits of $27,762
(704.98%) and in other admistrative expenses @488(3.84%), offset by a decrease in
professional fees of $13,747 (23.16%) and in igdiexpense of $1,808 (16.26%).

Depreciation of property, equipment

Depreciation of property, equipment from continumygerating activities for the three-
month period ended June 30, 2012 decreased to %6 $10,455 the three-month
period ended June 30, 2011, representing a yearyeee decrease of $854 (8.17%). The
amount of $9,601 represents the depreciation 028¥% Hochelaga, Montreal building
in the amount of $9,189 (2011 - $9,775) and of $®2MA1 - $682) in other fixed assets.

Depreciation of property, equipment reported frastdntinued operations for the three-
month period ended June 30, 2012 was nil (20111} Nihder discontinued operations
policies, no depreciation of assets are accoumted f

Money remittance costs

Money remittance costs recovery from continuingrapeg activities of $3,982 for the
three-month period ended June 30, 2012, comparett®y remittance costs of $1,300
for the three-month period ended June 30, 201tesepting a year-over-year increase in
costs recovery of $5,282 (406.31%).

Strategic revision process costs

Strategic revision process costs from continuingrafing activities reported from
continuing operations for the three-month periodezhJune 30, 2012 of nil, compared to
$13,825 for the three-month period ended June @01 2representing a year-over-year
decrease of $13,825 (100.00%). The strategic mviprocess was completed upon the
sale of the assets of the ATM business.

Insurance claim

Insurance claim from continuing operating actigtreported from continuing operations
for the three-month period ended June 30, 201212011 — $37,155), representing a
year-over-year decrease of $37,155 (100.00%). im&werance claim received is due to a
spring flooding in April 2011.

Finance costs

Finance costs from continuing operating activif@sthe three-month period ended June
30, 2012 increased to $2,062 from $2,047 for threetmonth period ended June 30,
2011, representing a year-over-year decrease of(313%).



Operating income before income taxes

The operating loss from continuing operating atiggi before income taxes for the three-
month period ended June 30, 2012 increased to 4806tom a loss of $63,423 for the
three-month period ended June 30, 2011, represggemtiryear-over-year increase of
$43,057 (67.89%).

Income taxes

Income taxes recovery reported from continuing afiens for the three-month period
ended June 30, 2012 decreased to nil, compare84d &3 for the three-month period
ended June 30, 2011, representing a year-overdgeaease of $24,163 (100.00%).

Net income from assets of discontinued activities

Net income from discontinued operations for the¢amonth period ended June 30, 2012
was nil, compared to $157,851 for the three-moeitiog ended June 30, 2011. This year
over year decrease in net income of $157,851 (D06)ds mainly explained by the net
income decrease of 67,723 (100.00%) for Car-Teladr£90,128 (100.00%) for Saratoga
ATM.

Net income (loss) and comprehensive income

The Company realized a net loss for the three-mgetiod ended June 30, 2012 of
$106,480, compared to a net income for the threstmperiod ended June 30, 2011 of
$118,591, representing an decrease in net incor$i2a&,071 (189.79%).

Income per share

The loss per share - basic and diluted for thestimenth period ended June 30, 2012 was
$0.00577 and $0.00577, compared to an income e shbasic and diluted for the
three-month period ended June 30, 2011 of $0.00&4@ $0.00633, respectively,
calculated on a basic weighted average number gf61800 outstanding common
shares at June 30, 2012 and June 30, 2011 andatetton a diluted weighted average
number of 18,461,300 outstanding common sharasnat 30, 2012 (2011 - 18,741,300).



CHANGE IN FINANCIAL POSITION

The following table summarizes certain financialadeelated to the Company and should
be read in conjunction with the Company’'s conddnsensolidated interim financial
statements for the three-month periods ended Jun2032 and 2011.

For the three-month period

3)

ended
June 3(, 201Z | June 3( 2011
(unaudited) (unaudited)
$ $
Cash flow (used in) from continuing
operations (38,338) (93,121)
Cash flow (used in) from discontinueg
operations (313,949)
Cash flow from (used in) investing
from continuing activities
Cash flow from (used in) investing
discontinued activities (31,24
Cash flow (used in) from financing
continuing activities (630,955) (4,582)
Cash flow (used in) from financing
discontinued activities 1,079,774
Net increase (decrease) in cash and
cash equivalents (669,293) 636,874

Operating activities

Cash flows used in continuing operating activitiesre $38,338 for the three-month
period ended June 30, 2012, compared to cash fieed of $93,121 for the three-month
period ended June 30, 2011. The decrease of $5{58383%) in cash flows used from
operating activities is primarily attributable to icrease in loss of $67,260 (171.22%), a
decrease in generated cash flow from items nothimg cash of $11,691 (54.91%) and
an increase in generated non-cash working capétaisi of $133,694 (177.90%).

Cash flows used in discontinued operating actwifier the three-month period ended
June 30, 2012 were nil (2011 — 313,949). The deered $313,949 (100.00%) in cash
flows used from discontinued operating activitisgrimarily attributable to the sale of
Car-Tel as of December 15, 2011 and the sale oATiMd assets as of March 31, 2012.



Investing activities

Cash flows used in investing activities of contimguiactivities were $Nil for the three-
month period ended June 30, 2012 and 2011.

Cash flows used in investing activities of discon&d activities were nil for the three-
month period ended June 30 (2011 - 31,248). Theedse of $31,248 (100.00%) in cash
flows used from discontinued operating activitisgrimarily attributable to the sale of
Car-Tel as of December 15, 2011 and the sale oATiMd assets as of March 31, 2012.

Financing activities

Cash flows used in financing activities of contimgliiactivities were $630,955 for the
three-month period ended June 30, 2012, comparedsto flows used of $4,582 for the
three-month period ended June 30, 2011. This isered $626,373 in used financing
activities is mainly explained by a decrease imayapent of long-term debt of $70,658
(100.00%), in a decrease in bank indebtedness2i,$11 (151.09%) and an increase in
reimbursement of short-term loans of $575,920.

Cash flows used in financing activities of discangd activities were nil for the three-
month period ended June 30, 2012 (2011 — $1,07R,7he decrease of $1,079,774
(100.00%) in cash flows used from discontinued afieg activities is primarily
attributable to the sale of Car-Tel as of Decentigr2011 and the sale of the ATM
assets as of March 31, 2012.

Consolidated statements of financial position

The total assets of the Company amounted to $838%s at June 30, 2012, compared
to $2,352,144 as at March 31, 2012, representiteceease of $786,266 (33.43%). This
decrease is mainly explained by the increase in 06$218,687, in trade receivable from
related parties of $5,132 (34.31%), offset by arelse in cash in circulation in
automated teller machines of $887,980 (100.00%)traue receivable of $54,920
(33.27%), in receivable from purchaser of the ATMsiness network of $51,767
(100.00%), in prepaid expenses of $5,817 (40.5084) in property and equipment of
$9,601 (0.80%).

The decrease in cash in circulation in automatker tmachines of $887,980 (100.00%)
is explained by the sale of the ATM assets as afctM&1, 2012. The cash in circulation
in automated teller machines was unloaded by thepaay’s transport service provider
over a period of two weeks following the closingloé transaction on April 5, 2012.

The Company’s current liabilities decreased by $B38 (62.63%) as at June 30, 2012 to
$405,640, compared to $1,085,426 as at March 312.20he decrease of $679,786 in
current liabilities is mainly explained by the dea&se in bank indebtedness of $40,955
(100.00%), in short-term loans of $590,000 (100.pO# trade payable and accrued
liabilities of $48,828 (10.83%), in trade payabtertlated parties of $3 (0.08%). The
unloading of the cash in circulation in automatetlet machines was used for the
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reimbursement of the bank indebtedness and shontiv&ans.

Deficit attributable to Shareholders’

Deficit attributable to shareholders’ increase®109,762 as at as at June 30, 2012, from
$3,282 as at March 31, 2012, a three-month penioease of $106,480 (3,244.36%).

Issued and outstanding share capital

As of August 28, 2012, the Company has a weightedage of 18,461,300 issued and
outstanding voting participating common shares.

Furthermore, the Company had previously grantedkstptions under the Company’s
share compensation plan to the Company’s officdngctors and employees. The
number of exercisable stock options outstandingfagugust 28, 2012 is 90,000, at a
weighted average exercise price of $0.27.

The Company has two series of preferred shares ignauthorized to issue an
unlimited number of these shares.

As of August 28, 2012, the Company has not issagdpeeferred shares.

RELATED PARTY TRANSACTIONS
The Company has entered into the following transastwith related parties:
Company under common control

Until August 1, 2008, the Company leased POS mashirom Saratoga Leasing Inc., a
company owned by the Company’s principal sharelodohel Chief Executive Officer
Georges Durst (leasing contracts were terminateaf dslly 31, 2008). As at December
15, 2011, the Company had loans payable to Saratasing Inc. in connection with the
purchase from Saratoga Leasing Inc. of 1,271 POS$himes. These loans were
reimbursed in closing payments of the sale of Gardn December 16, 2011. These
loans generated accounts payable and accruedtiesbds at June 30, 2012 of nil (2011 -
$5,943) and an interest expense and financingffeé for the three-month period ended
June 30, 2012 (2011 - $16,097).

Companies with common directors

The Company leases office space to Saratoga M@t#dlinc., a company related to the
Company’s principal shareholder and Chief Execuf¥icer Georges Durst, pursuant to
a ten year lease. During the three-month perioce@ntiine 30, 2012, the Company
realized rental income of $2,444 (2011 - $2,444)mirsuch lease, and, as at June 30,
2012, the Company had a related account receivdlfié, 476 (2011 - $1,856).
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The Company leases office space to Maison du Jazz & company related to the
Company’s principal shareholder and Chief Execuf¥icer Georges Durst, pursuant to
a ten year lease. During the three-month perioce@ntiine 30, 2012, the Company
realized rental income of $2,324 (2011 - $2,32dixfthis lease, and, as at June 30, 2012,
the Company had a related account receivable 06$322011 - $2,954). Furthermore,
the Company bought services from Maison du Jazyltieg in accounts payable and
accrued liabilities as at June 30, 2012 in the arhoti$545 (2011 — $Nil).

As at June 30, 2012, the Company had loans payabfaratoga Multi-Média Inc., a
company related to the Company’s principal shaagrobnd Chief Executive Officer
Georges Durst. These loans were reimbursed innggsayments of the sale of Car-Tel
on December 16, 2011. These loans resulting inleds@ayable and accrued liabilities
as at June 30, 2012 in the amount of nil (2011 ,048), and an interest expense of nil
for the three-month period ended June 30, 20121(2@&12,561).

Directors

The Company received professional services from l#ve firm of Seal Seidman
S.E.N.C., a firm of which Donald Seal, a directbtree Company, is a partner, resulting
in accounts payable and accrued liabilities indheunt of $2,696 as at June 30, 2012
(2011 — $17,750), and professional fees in the amoiu$6,000 (2011 — $11,400) for the
three-month period ended June 30, 2012.

Compensation costs to key management personnd

During the three-month period ended June 30, 20E2Company paid director’s fees in
the amount of nil (2011 — $1,500).

The Company paid key management compensation irartt@int of nil for the three-
month period ended June 30, 2012 and $44,509 éthtee-month period ended June
30, 2011 to Luc Charlebois, a former director of thompany. These compensations
were associated with is role as president of Cér-Te

The Company paid key management compensation irai@unt of $25,400 for the
three-month period ended June 30, 2012 (2011 -)3$MNil Georges Durst. These
compensations were associated with is role asg@esand chief executive officer of the
Company. Furthermore, an expense for services tmgguin accounts payable and
accrued liabilities as at June 30, 2012 in the arhoti$570 (2011 — $Nil).

OUTLOOK

The Company'’s sold its prepaid business entity {I&dy on December 15, 2011 and
its ATM business network on March 31, 2012 as péits strategic review process.

12



The strategic review process will require furtheraBl of Directors decisions for the
future outcome of the Company. The Company is sgettie business market for a
new opportunity of investment. There is no guararitet the Company will find or

enter in a new investment in the next year.

Off Balance Sheet Arrangements

To the best of management’s knowledge, there adfdmalance sheet arrangements that
have, or are reasonably likely to have, a currenfuture effect on the results of
operations or financial condition of the Company.

Change in Accounting Policies
Transition to IFRS

These condensed consolidated interim financialestahts have been prepared in
accordance with IFRS. The date of transition toSHR April 1, 2010. The Company’s

IFRS accounting policies presented in note 3 hagenbapplied in preparing the

condensed consolidated interim financial statemfemtthe reporting three-month period
ended June 30, 2012 and for the comparative infioma

There were no changes in accounting policies duhadirst quarter of fiscal 2013.

Future Accounting Standards

The improvements to IFRS 2010 are the result olrternational Accounting Standards
Board’s (“IASB”) annual improvement project. Thigopect has involved the IASB

accumulating, throughout 2010, those improvemermeved to be non-urgent, but
necessary, and processing the amendments collgctivkective dates, early adoption

and transitional provisions are dealt with on and#ad-by-standard basis with the
majority of the amendments effective for the pesidmbginning on or after January 1,
2011, with early adoption permitted. The Company a&dopted and reflected applicable
amendments in its condensed consolidated finastEagdments.

The following new standards have been issued leuhat yet applicable to the Company
for fiscal 2013, have not been applied in prepatimg condensed consolidated interim
financial statements at June 30, 2012.

() IFRS 9 Financial Instruments

(i) IFRS 10 Consolidated Financial Statements

(i) IFRS 12 Disclosure of Interest in Other Hies
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(iv) IFRS 13 Fair Value Measurement
(V) IAS 12 — Income Taxes

The Company is currently evaluating the impact lifse amendments to its financial
statements. More information on the future accaugnthanges is available in note 3 of
the consolidated financial statements at Marct2812.

Use of estimates and judgement

The preparation of condensed consolidated intenmantial statements in conformity

with IFRS requires management to make judgmentima®es and assumptions that
affect the application of accounting policies arite treported amounts of assets,
liabilities, income and expenses. Actual resultsy ntiffer from these estimates.

Estimates and underlying assumptions are reviewedmoongoing basis. Revisions to
accounting estimates are recognized in the perniaghich the estimates are revised and
in any future periods affected.

Judgments made by management in the applicatidfR$ that have a significant effect
on the financial statements and estimates witly@ifgiant risk of material adjustment in
the current and following fiscal years are discddselow:

» Trade and other receivables valuation - the re@dikty of trade receivables;

» Estimated useful lives — the estimated useful lieésproperty, equipment and
intangible assets and the related depreciation;

* Income taxes valuation — the provision for incomerecovery and the composition
of deferred tax assets and liabilities;

» Share-based payments — the inputs used in accgufdinshare-based payment
expense;

* Impairment — the assessment on events or changascumstances that indicate
that carrying value of property and equipment matyte recoverable; and

» Contingencies — the input used in determining t@owus contingencies.

Financial Instruments and other Instruments

Under IFRS, financial instruments are classifie ione of the five categories: financial
assets at fair value through profit or loss, heddntaturity investments, loans and
receivables, available-for-sale financial assets@her liabilities. The carrying values of
the Company’s financial instruments are classifired the following categories:

June 30, 2012 June 30, 2011
$ $
Loans and receivables (1) 348,923 1,144,286
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| Other financial liabilities | @ | 405,640 2,184,509
(1) Includes cash, trade and other receivables, arbk traceivables from related
parties.
(2) Includes bank indebtedness, short-term loans, teadk other payables, trade
payable to related parties.

All financial instruments carried at fair value ar@egorized in three categories, defined
below:

Level 1- Unadjusted quoted prices in active markatsdentical assets or liabilities

Level 2- Inputs other than quoted prices that &seosable for the asset or liability either
directly or indirectly, and

Level 3- Inputs that are not based on observabl&ehdata

As at June 30, 2012, the Company had no finanesituments that are measured at fair
value.

During the three-month period ended June 30, 2@i&¢e were no transfers between
Level 1 and Level 2 fair value measurements, anttarsfers into and out of Level 3 fair
value measurements. No transfers between any levdlse fair value hierarchy took
place in the equivalent comparative period. Theeeewno changes in the purpose of any
financial asset that subsequently resulted in ter@int classification of that asset that
subsequently resulted in a different classificabbthat asset.

The Company examines the various financial risks/hch its operations are exposed.
These risks may include credit risk, liquidity riskurrency risk and interest risk.
Management reviews these risks on a periodic laaslsvhen material, they are reviewed
and monitored by the Board of Directors.

Fair Value

The carrying values of cash, trade and other rabé®g, trade receivables from related
parties, bank indebtedness, short-term loans, @adeother payables, trade payables to
related parties, and provisions approximate thair falues due to the short-term

maturity of these instruments. Financial instrurseiso include receivables and

payables from and to related parties. These badageecarried at exchange amount. It is
impractical to determine to determine the fair eatf due from related parties and due to
related parties with sufficient reliability due tiloe nature of the financial instrument, the
absence of a secondary market and the significesttaf obtaining external appraisals.

Credit risk
Financial instruments that potentially subject @@mpany to credit risk consist primarily
of cash and cash equivalents held with banks akasetredit exposure on outstanding

accounts receivable. The maximum exposure to crestlits equal to the carrying value
of the financial assets.
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The Company limits its exposure to credit loss acimg its cash and cash equivalents
with high credit quality financial institutions. €hCompany manages credit risk from
receivables by continuously monitoring the finahgmsition of its customers and
provides allowances for potentially uncollectibteaunts receivable.

Liquidity risk

Liquidity risk arises through an excess of finahahligations over available financial
assets due at any point of time. The Company’sctibgein managing liquidity risk is to
maintain sufficient readily available reserves idey to meet its liquidity requirements at
any point of time. The Company had a negative wuaykiapital of $48,171 as of June 30,
2012. The maximum exposure to liquidity risk is &lqto the carrying value of the
financial liabilities. All financial liabilities a short-term in nature and are repayable
within 12 months.

The following are the contractual maturities ofdfircial liabilities as at June 30, 2012:

Carrying | Contractual| 3 months or 3-12
amount | cash flows less months 1-4 years
$ $ $ $ $
Trade and other
payables 405,640 (405,640)| (405,640) -
Total 405,640 (405,640)] (405,640) -

The Company's strategy for liquidity risk managetmevas driven by external
requirements from one of its lenders. The cash ftdwhe Company is supported by
revolving operating lines of credit in the aggregamount of $2,000,000 bearing interest
at the Company’s bank's prime rate plus 1% per mnwof which nil was used as at June
30, 2012 and $590,000 was used as at March 31, 2b0E2line of credit is secured by a
hypothec on the universality of all property andeigables of the Company in the
amount of $1,000,000 and a personal guarantee Igd08,000 from the majority
shareholder of the Company.

Under this line of credit, the Company must meetate commitments and financial
ratios. The ratios and requirements are monitoredroongoing basis by management
and require a subsidiary of the Company (on a stiané basis) to meet the following
requirements:

e a minimum debt coverage ratio of 1.25t0 1

e a maximum debt to equity ratio of 1.5to 1

e refrain from redeeming any preferred shares withahttining the consent of
the lender
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As at June 30, the Company has not met all of requents. The annual account
review is in progress and should be completed & dbcond quarter of fiscal year
2013.

While the Company continues to seek alternativanfaing arrangements, it is not
possible to predict whether these efforts will heccgssful. Moreover, there is no
guarantee that the amount available under thedireedit will be sufficient to support
the future working capital needs of the Companythat the Company would be able, if
required, to gain access to additional working @pi

Risk factors
New products and technology change risk

The Company operates in a competitive marketpldese are no guarantees that the
Company can maintain or expand its advantages.

New investment risk

If the Company decides to pursue new business timeéd opportunities, it may require
additional capital which may entail the issuancslwdres and the sale of debt and equity
securities. However, there can be no assurancénh&aompany will be able to raise the
required capital to pursue such business opporsnit

Economic conditions risk

The Company, at June 30, 2012 still owns the baugdn which its office is located;
all office space not occupied by the company ide@ro various tenants. The main
tenant, Car-Tel, moved out in January 2012 andatineored car services tenant will
move out by the second quarter of 2013, thus reduttie Company’s rental income in
future years.

The Company’s rental income is subject to econasoinditions in the Montreal area.

Consequently, a downturn in economic conditionsld&dgaduce office rental demand
for the Company’s office rental space that it doesoccupy and could have a material
adverse effect on the Company’s office rental rexesn financial position and

operating results.
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INFORMATION COMMUNICATION CONTROLS AND
PROCEDURES

Disclosure controls and procedures (“DC&P”) areeimted to provide reasonable assurance that
information required to be disclosed is recordeahcpssed, summarized and reported within the time
periods specified by securities regulations anditifarmation required to be disclosed is accumadaind
communicated to management. Internal controls fimancial reporting (“ICFR") are intended to proeid
reasonable assurance regarding the reliability imdinicial reporting and the preparation of financial
statements for external purposes in accordance@dttadian IFRS.

TSX Venture Exchange-listed companies are not reduio provide representations in their annual and
interim filings relating to the establishment andintenance of DC&P and ICFR, as defined in National
Instrument 52-109. In particular, the certifyindioérs do not make any representations relatingh&o
establishment and maintenance of (a) controls aheérgprocedures designed to provide reasonable
assurance that information required to be discldsedhe issuer in its annual filings, interim fijs or
other reports filed or submitted under securiteggdlation is recorded, processed, summarized gputted
within the time periods specified in securitiesiségtion, and (b) a process to provide reasonagarance
regarding the reliability of financial reporting cirthe preparation of financial statements for exder
purposes in accordance with the issuer’s IFRS.

The issuer’s certifying officers are responsibledosuring that processes are in place to provieen twith
sufficient knowledge to support the representatibiey are making in their certificates regardingeice

of misrepresentations and fair disclosure of finanioformation. Investors should be aware thatiemt
limitations on the ability of certifying officersfa TSX Venture Exchange-listed issuer to desigd an
implement on a cost effective basis DC&P and ICERIafined in National Instrument 52-109 may result
in additional risks to the quality, reliability,amsparency and timeliness of interim and annuialgfl and
other reports provided under securities legislation

FORWARD-LOOKING STATEMENTS

This report release contains certain forward-loglstatements concerning our future operations,@oan
performance and financial condition. These statesare based on certain assumptions and analys#s ma
by us in light of our experience and our perceptibrhistorical trends, current conditions and exeédc
future developments, as well as other factors Wi\ are appropriate in the circumstances. However
whether actual results and developments will canfto our expectations and predictions is subjed to
number of risks, uncertainties and assumptionss&quently, all of the forward-looking statementshiis
report are qualified by these cautionary statemeiige undertake no obligation and do not intend to
update or revise any forward-looking statementsthr as a result of new information, future evemts
otherwise, except as may be required under apjdidaty.

This MD&A was prepared on August 28, 2012. Addidbimformation about the Company is available
under the Company’s profile on the SEDAR website.

(signed) Georges A. Durst (signed) Richard Vallée C.A., ICD.D
Chief Executive Officer Chief Financial Officer
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