
 

 
 

 
 
 

 
 

  
  

Garda World Security Corporation 
 
Consolidated Interim Financial Statements (Unaudited) 
Second Quarter Ended July 31, 2005 



 

Garda World Security Corporation 
Consolidated Balance Sheets 
 
 

 
 
 
 

 
 

 

  

  

As at July 31, 
2005 

$  

As at January 31,
2005

$
  (Unaudited)  (Audited)

Assets     
     
Current assets     
Cash  2,765,791  9,535,222
Restricted funds  1,500,000  1,500,000
Accounts receivable  26,945,731  26,760,028
Revenue to be billed  9,964,225  6,349,362
Inventories  624,301  483,818
Prepaid expenses  1,025,536  798,858
    
  42,825,584  45,427,288
    
Balance of selling price receivable (note 8)  1,017,291  993,541
    
Property, plant and equipment  13,359,061  11,379,518
    
Goodwill, net of accumulated amortization of $1,259,936  7,574,588  4,607,088
    
Service contracts and client relationships, net of accumulated amortization of $834,162      
($511,380 as at January 31, 2005)  

6,362,635 4,291,094

    
Deferred charges, net of accumulated amortization of $481,645 ($261,412 as at January 31, 2005)  1,699,382  1,714,791
    
Deferred financing costs, net of accumulated amortization of $409,315 ($309,505 as at January 31, 
2005)  434,568 456,362
    
  73,273,109  68,869,682
Liabilities     
     
Current liabilities     
Bank loans  1,835,651  7,152,678
Accounts payable and accrued liabilities  28,169,043  29,718,348
Income taxes  2,557,069  1,559,696
Current portion of long-term debt  4,773,752  3,000,992
    
  37,335,515  41,431,714
    
Long-term debt       12,207,351  10,642,140
    
Convertible debentures  -  583,717
    
Future income taxes  2,201,536  2,201,536
    
  51,744,402  54,859,107
Shareholders’ Equity    
    
Capital stock (note 4b))  8,059,926  6,775,643
    
Contributed surplus (note 5)  858,712  613,728
    
Conversion rights  -  265,000
    
Retained earnings  12,610,069  6,356,204
    
  21,528,707  14,010,575
    
  73,273,109  68,869,682
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Three months 
ended 

July 31, 2005
  $

Three months 
ended 

July 31, 2004 
  $  

Six months 
ended 

July 31, 2005
  $

Six months 
ended 

July 31, 2004
  $

   
Retained earnings (deficit) – Beginning of period 9,459,892 562,997 6,356,204 (332,893)
   
Cumulative effect of change in accounting policy (note 2) - -  - (184,069)
 9,459,892 562,997  6,356,204 (516,962)
   
Net income for the period 3,150,177 1,968,286  6,253,865 3,048,245
   
Retained earnings – End of period 12,610,069 2,531,283  12,610,069 2,531,283
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Three months 
ended 

July 31, 2005
  $

Three months 
ended 

July 31, 2004
  $ 

Six months 
ended 

July 31, 2005
$

Six months 
ended 

July 31, 2004
  $

Sales 59,175,039 46,267,732 111,032,988 82,237,084
  
Cost of sales 47,722,381 38,286,583 89,141,820 67,854,308
  
Gross profit 11,452,658 7,981,149 21,891,168 14,382,776
  
Operating expenses  
Selling and administrative expenses 5,072,937 3,843,186 9,562,677 7,682,055
Amortization of property, plant and equipment 792,021 675,732 1,444,797 1,293,022
Amortization of service contracts and client relationships 156,900 94,842 322,782 189,684
Amortization of deferred charges 110,340 30,384 220,233 30,384
  
 6,132,198 4,644,144 11,550,489 9,195,145
  
Income before financing expenses and income 
taxes 5,320,460 3,337,005 10,340,679 5,187,631
  
Financing expenses  
Interest on long-term debt and convertible debentures 226,960 235,724 426,967 457,899
Other interest (revenues) 57,843 (6,138) 46,055 75,917
Amortization of deferred financing costs 51,948 53,112 99,810 95,557
  
 336,751 282,698 572,832 629,373
  
Income before income taxes 4,983,709 3,054,307 9,767,847 4,558,258
  
Provision for income taxes 1,833,532 1,086,021 3,513,982 1,510,013
  
Net income for the period 3,150,177 1,968,286 6,253,865 3,048,245
  
Basic net income per share (note 6) 0.12 0.08 0.24 0.13
  
Diluted net income per share (note 6) 0.12 0.08 0.24 0.13
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Three months 
ended 

July 31, 2005
  $

Three months 
ended 

July 31, 2004 
  $  

Six months 
ended 

July 31, 2005
  $

Six months 
ended 

July 31, 2004
  $

Cash flows from   
   
Operating activities   
Net income for the period 3,150,177 1,968,286  6,253,865 3,048,245
Adjustments for   

Stock-based compensation (note 2) 130, 877 97,252  265,400 194,502
Accrued interest on balance of selling price receivable (11,875) (11,874)  (23,750) (19,791)
Amortization of property, plant and equipment 792,021 675,732  1,444,797 1,293,022
Amortization of service contracts and client relationships 156,900 94,842  322,782 189,684
Amortization of deferred charges 110,340 30,384  220,233 30,384
Amortization of deferred financing costs 51,948 53,112  99,810 95,557
Accrued interest on convertible debentures - (7,314)  (8,600) 22,872
Future income taxes - 1,085,879  - 1,494,027

 4,380,388 3,986,299  8,574,537 6,348,502
   
Changes in non-cash working capital items (note 7) 1,536,959 (4,420,061)  (5,881,294) (6,005,487)
   
 5,917,347 (433,762)  2,693,243 343,015
   
Financing activities   
Increase in bank loans (9,055,076) (343,362)  (5,317,027) 2,549,722
Increase in long-term debt 884,883 463,774  3,539,186 539,767
Repayment of long-term debt (965,018) (746,332)  (1,701,215) (1,296,737)
Deferred financing costs - (32,000)  (78, 016) (32,000)
Conversion of convertible debentures (note 4e)) (840,117) -  (840,117) -
Issuance of Class “A” common shares 1,190,117 337,499  1,263,867 566,749
   
 (8,785,211) (320,421)  (3,133,322) 2,327,501
Investing activities   
Increase in restricted funds - (10,403)  - (10,403)
Business acquisition, net of cash and cash equivalents acquired 
(note 3) 

(880,000) - (3,380,000) -

Purchase of property, plant and equipment (2,023,227) (1,139,102)  (2,833,665) (1,800,004)
Proceed from disposal of property, plant and equipment 89,137 500  89,137 3,000
Deferred charges 2,099 (276,684)  (204,824) (426,684)
   
 (2,811,991) (1,425,689)  (6,329,352) (2,234,091)
   
Change in cash and cash equivalents from continuing 
operations

(5,679,855) (2,179,872) (6,769,431) 436,425

  
Net decrease in cash and cash equivalents from 
discontinued operations (note 8) 

- - - (536,252)

   
Change in cash and cash equivalents during the 
period

(5,679,855) (2,179,872) (6,769,431) (99,827)

   
Cash and cash equivalents – Beginning of period 9, 945,646 5,129,465  11,035,222 3,049,420
   
Cash and cash equivalents – End of period 4,265,791 2,949,593  4,265,791 2,949,593
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1 Significant accounting policies 

The preparation of the unaudited interim financial statements conform with Canadian generally accepted 
accounting principles and with audited financial statements for the year ended January 31, 2005, except for the 
following. For a detailled description of the accounting policies used by the Corporation, refer to the annual 
report for the year ended January 31, 2005. These interim financial statements do not include all disclosure 
requirements of Canadian generally accepted accounting principles and applicable to the annual financial 
statements. 
 
Management estimates 
The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the dates of the financial statements and the reported amounts 
of income and expenses during the reporting periods. Significant estimates include the allowance for doubtful 
accounts, valuation of goodwill and service contracts and client relationships, and certain accrued liabilities. 
Actual results could differ from those estimates. 
 
Future income taxes  
The Corporation follows the liability method of accounting for income taxes, under which future income taxes 
are computed based on the difference between the carrying amount of the various assets and liabilities and their 
tax basis. The enacted tax rate when these differences will reverse is used to compute future income taxes at the 
balance sheet dates. Income tax assets are recognized when it is more likely than not that the assets will be 
realized. 
 
Amounts per share 
Amounts per share are determined using the weighted average number of shares outstanding during the period. 
Diluted amounts per share are determined using the treasury stock method to evaluate the dilutive effect of 
convertible debentures, warrants, stock options and other instruments, when applicable. Under this method, 
instruments with a dilutive effect, basically when the average market price of a share for the period exceeds the 
exercise price, are considered to have been exercised at the beginning of the period and the proceeds received 
are considered to have been used to redeem common shares of the Corporation at the average market price for 
the period. 
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Stock options 
On February 1, 2004, the Corporation applied retroactively, without restating the comparative figures, the fair 
value method of accounting for stock-based compensation awards granted to directors, officers, employees and 
other key personnel of the Corporation. This method consists of recording an expense in results of operations 
based on the vesting period of the options granted. The fair value is calculated based on the Black-Scholes 
option pricing model, which was designed to estimate the fair value of traded options that have no vesting 
restrictions and are fully transferable. Any consideration paid upon exercise of the options is credited to capital 
stock. 
 
Prior to February 1, 2004, no expense was recognized when options were granted to directors, officers, 
employees and other key personnel of the Corporation. The impact of the use of the fair value method on net 
income was disclosed only as a note to the financial statements. 
 

2 Change in accounting policy 

Stock-based compensation  
On February 1, 2004, the Corporation applied retroactively, without restating the comparative figures, the 
accounting method recommended by the Canadian Institute of Chartered Accountants (“CICA”) Handbook 
Section 3870, “Stock-Based Compensation and Other Stock-Based Payments”, and began expensing its stock-
based compensation. During the period ended July 31, 2005, compensation cost for stock options was 
recognized in net income, with a corresponding credit to contributed surplus for $265,400 using the fair value 
method of accounting. 
 
On February 1, 2002, the Corporation adopted the new CICA Handbook recommendations regarding stock-
based compensation; however, it still used the method whereby no expense was recognized when stock options 
were granted to directors, officers, employees and other key personnel of the Corporation. In accordance with 
the transitional provisions of the new recommendations, the Corporation determined the amount that would 
have been recorded in the financial statements if the compensation cost relating to the options granted after 
February 1, 2002 had been determined using the fair value based method, and reported the effect on net income 
and on net income per share in a note to the financial statements. 
 

3 Business acquisition 

On March 8, 2005, a wholly-owned subsidiary of the Corporation acquired the main assets of Keyfacts 
Enterprises Canada Inc., a subsidiary of CGI Inc., for an aggregate consideration of $3,500,000. The  purchase 
price was financed by a bank term loan of $2,500,000, bearing interest at prime rate plus 0.75%, repayable in 
25 monthly principal installments of $100,000 and by a balance of purchase price of $1,000,000, bearing 
interest at a rate of 5%, repayable in September 2006. 
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On May 9, 2005, a wholly-owned subsidiary of the Corporation acquired the main assets of The Signature 
Group for an aggregate consideration of $1,380,000. The purchase price was settled as follow : a cash payment 
of $530,000, the issuance of 40,697 shares of Class “A” for an aggregate amount of $350,000, and a balance of 
purchase price of $500,000, non-interest bearing, repayable in quarterly and yearly instalments until May 2008. 

 
The above transactions have been accounted for using the purchase method and results of operations of the 
acquired business have been included in the consolidated financial statements since the acquisition date. 
 
The allocation of the purchase price is as follows: 
 

  

Three months 
ended 

July 31, 2005
  $

Three months 
ended 

July 31, 2004
  $ 

Six months 
ended 

July 31, 2005
  $

Six months 
ended 

July 31, 2004
  $

       
Net assets acquired (liabilities assumed)   
Property, plant and equipment  135,386 -  679,812 - 
Service contracts and client relationships  482,114 -  2,394,323 - 
Goodwill  967,500 -  2,967,500 - 
Current liabilities  (205,000) -  (1,161,635) - 
    
Net assets acquired  1,380,000 -  4,880,000 - 
    
Consideration paid    
Cash payment  530,000 -  530,000 -
Cash payment (financed by a term loan, bearing 
interest at prime rate plus 0.75%, repayable in 25 
monthly principal instalments of $100,000 from 
April 2005 to April 2007)  - -  2,500,000 -
Balance of purchase price payable (non-interest 
bearing and repayable in quarterly and yearly 
instalments until May 2008)  500,000 -  500,000 -
Balance of purchase price payable (bearing interest 
at a rate of 5% and repayable in September 2006)  - -  1,000,000 -
Issuance of Class “A” shares  350,000 -  350,000 -

    
  1,380,000 -  4,880,000 -

 
The purchase price allocation for these acquisitions has not yet been finalized and is based on the Company’s 
best estimate. Accordingly, the fair values of assets acquired and liabilities assumed could differ from the 
amounts presented in these interim consolidated financial statements. 
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4 Capital stock 

a) Authorized – in unlimited number, without par value 
 

Class “A” shares, voting and participating 
Class “B” shares, issuable in one or more series. The directors are authorized to fix the number of 

shares in each series and to determine the description, rights, privileges, restrictions and 
conditions attached to the shares of each series 

 
b) Issued and fully paid 

Changes in capital stock issued during the six month period ended July 31, 2005 are summarized as 
follows : 

 
Number of

Class “ A”  shares  $
     

Balance as at January 31, 2005  24,902,340 6,775,643
Issued following exercise of options   86,500 94,166
Issued following business acquisition (note 3)  40,697 350,000
Issued following conversion of convertible debentures 
(note 4e)  882,352 840,117

     
Balance as at July 31, 2005  25,911,889 8,059,926

 
c) Options 

The Corporation has adopted an Incentive Stock Option Plan (the “Plan”) for Class “A” shares 
whereby a maximum of 10% of the issued Class “A” shares are reserved for and offered as stock 
options to directors, officers, employees and other key personnel of the Corporation. The Plan 
provides that the terms of the option and the option price shall be established by the directors and the 
competent stock market authorities subject to the price restrictions and other requirements. 
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The following table summarizes the Corporation’s Class “A” stock options’ activity: 
 

 As at July 31, 2005 As at July 31, 2004
        

 

Number of
shares

  

Weighted
Average
exercise

price
$ 

Number of
shares

  

Weighted
Average
exercise

price
$

        
Options granted – Beginning of period 1,251,500   1.54  1,846,785 0.90
Granted 310,000  8.36  - -
Exercised (86,500)  0.85  (741,785) 0.31
Forfeited (35,000)  1.93  - -

       
Options granted – End of period 1,440,000  3.03  1,105,000 1,22

 
The following table summarizes information about the Corporation’s Class “A” stock options 
outstanding and exercisable as at July 31, 2005: 

 
    Options outstanding  Options exercisable 
           

Exercise price
$  

Number 
of shares

  

Weighted
average

remaining
contractual life

(years)
  

Weighted
average
exercise

price
$  

Number 
of shares

  

Weighted
average
exercise

price
$

           
0.85 285,000  2.75  0.85 285,000 0.85
1.00 150,000  2.94  1.00 100,000 1.00
1.25 50,000  3.42  1.25 -  -
1.50 170,000  3.42  1.50 -  -
1.60 300,000  3.44  1.60 300,000 1.60
3.00 110,000  3.93  3.00 -  -
3.55 50,000  4.05  3.55 50,000 3.55
4.75 15,000  4.22  4.75 -  -
8.00 85,000  4.58  8.00 -  -
8.50 225,000  4.86  8.50 -  -

        
  1,440,000  3.60   735,000 1.36
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d) During the period ended July 31, 2005, the Corporation granted 225,000 Class “A” stock options at 
exercise price of $8.50. 

The fair value of the options granted was estimated using the Black-Scholes option pricing model with 
the following assumptions: 

 
Dividend rate   0%   
Volatility   59%   
Expected life of options   5 years   
Risk-free interest rate   3.00%   
Number of options   225,000   
Fair value of options   $1,010,798   

 
During the quarter ended July 31, 2005, the Corporation recorded to net income a stock-based 
compensation cost of $130,877 ($265,400 for the six month period ended July 31, 2005), for the 
options granted since February 1, 2002. The counterpart has been credited to the contributed surplus 
account (note 5). 

 
e) On March 29, 2005, the Series A convertible debentures were converted by the holder into 882,352 

Class “A” shares of the Corporation. Following the conversion, the debt component, the equity 
component and the related accrued interest in the amount of $840,117 were transferred to capital stock. 

5 Contributed surplus 

 

As at 
July 31,

2005
$

   
Balance – Beginning of period 613,728
Stock-based compensation (note 2 and 4d)) 265,400
Options exercised  (20,416)

  
Balance – End of period 858,712
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6 Income per share 

The following table reconciles basic net income per share : 

 

Three months 
ended 

July 31, 2005
  $

Three months 
ended 

July 31, 2004
  $ 

Six months 
ended 

July 31, 2005
  $

Six months 
ended 

July 31, 2004
  $

    
Net income for the period 3,150,177 1,968,286 6,253,865 3,048,245

  
Weighted average number of shares outstanding for
use in computation of basic income per share 25,909,235 24,413,504 25,592,294 24,315,143

  
Effect of potential dilutive securities  
Convertible debentures - 1,000,000 - 1,000,000
Stock options 709,185 110,000 709,185 110,000

  
Weighted average number of shares outstanding for
use in computation of diluted income per share 26,618,420 25,523,504 26,301,479 25,425,143

      
Basic net income per share  0.12  0.08   0.24  0.13

      
Diluted net income per share  0.12  0.08   0.24  0.13

 
For the periods ended July 31, 2004, the potentially dilutive weighted average number of shares outstanding 
equaled the basic weighted average number of share outstanding, since the effect of the Series A convertible 
debentures, warrants and stock options would have been anti-dilutive. Accordingly, the diluted net income per 
share for the period was calculated using the basic weighted average number of shares outstanding. 
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7 Changes in non-cash working capital items 

The changes in non-cash working capital items for the quarters ended July 31, are as follows: 
 

 

Three months 
ended 

July 31, 2005
  $

Three months 
ended 

July 31, 2004
  $ 

Six months 
ended 

July 31, 2005
  $

Six months 
ended 

July 31, 2004
  $

      
Decrease (increase) in  

Accounts receivable 4,444,677 (8,162,531) (185,703) (10,418,139)
Revenue to be billed (6,676, 969) 791,206 (3,614,863) (1,888,876)
Inventories (120,772) (128,117) (140,483) (89,668)
Prepaid expenses (48,259) (86,944) (226,678) (238,454)

  
Increase (decrease) in  

Accounts payable and accrued liabilities 2,618,262 3,166,325 (2,710,940) 6,634,133
Income taxes 1,320,020 -  997, 373 (4,483)

  
 1,536,959 (4,420,061) (5,881,294) (6,005,487)

 
8 Discontinued operations and disposal of business 

On February 28, 2004, 9141-0829 Quebec Inc. (formerly Soft Management Inc.) and 3156249 Canada Inc. 
(formerly Softalarm Inc.), two subsidiaries of the Corporation, entered into an agreement for the sale of their 
assets for an aggregate consideration of $1,200,000. The selling price is payable in a cash instalment of $250,000 
as at the closing date and by a balance of selling price receivable of $950,000. This balance of selling price 
receivable bears interest at 5% and is receivable over a period of three years beginning on February 2006. 
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9 Financial instruments  

Fair value of financial instruments 
The Corporation has estimated the fair value of its financial instruments based on current interest rates, market 
value and current pricing of financial instruments with similar conditions. Unless otherwise indicated, the 
carrying value of these financial instruments is considered to approximate their fair value. 
 
Credit risk 
The Corporation performs ongoing credit reviews of all its customers and records an allowance for doubtful 
accounts when accounts are determined to be uncollectible. 
 
Interest rate risk  
As at July 31, 2005, the Corporation’s interest rate risk is summarized as follows:  
 

    
    

Cash  Variable rate  
Restricted funds  Variable rate  
Accounts receivable Non-interest bearing  
Bank loans  Variable rate  
Accounts payable and accrued liabilities  Non-interest bearing  
Long-term debt  Fixe and variable rate  

   
 

10 Segmented information 

The Corporation operates in the business of providing security solutions in Canada and its activities are carried 
out through two main reportable segments: 

i. physical security and other: security officer services, airport pre-boarding screening 
services, investigation services and other; 

ii. cash handling: armored transportation and cash logistic services. 
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Activities carried out through other segments are not significant and are included in physical security and other 
activities. 
 
The accounting policies of the reportable segments are the same as those used for the consolidated financial 
statements 

 

Three months 
ended 

July 31, 2005
  $

Three months 
ended 

July 31, 2004
  $  

Six months 
ended 

July 31, 2005
  $

Six months 
ended 

July 31, 2004
  $

Sales  
Physical security and other 43,796,306 32,382,351 80,832,111 54,933,862
Cash handling 15,378,733 13,885,381 30,200,877 27,303,222
 59,175,039 46,267,732 111,032,988 82,237,084
Amortization of property, plant and equipment  
Physical security and other 274,955 263,434 474,537 503,374
Cash handling 517,066 412,298 970,260 789,648
 792,021 675,732 1,444,797 1,293,022
Amortization of service contracts and client 
relationships  
Physical security and other 45,390 -  99,762 -
Cash handling 111,510 94,842 223,020 189,684
 156,900 94,842 322,782 189,684
  
Income before financing expenses and income 
taxes  
Physical security and other 3,034,447 1,804,072 5,823,062 2,408,148
Cash handling 2,286,013 1,532,933 4,517,617 2,779,483
 5,320,460 3,337,005 10,340,679 5,187,631
Additions to property, plant and equipment  
Physical security and other 559,228 232,089 871,856 565,366
Cash handling 1,463,999 907,013 1,961,809 1,234,638
 2,023,227 1,139,102 2,833,665 1,800,004

  

As at 
July 31,

2005
$

As at 
January 31, 

2005
$

Total assets  
Physical security and other  49,736,470 38,780,090
Cash handling  23,536,639 30,089,592
  73,273,109 68,869,682
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10 Comparative figures 

Certain comparative figures for the periods ended July 31, 2004 have been restated to conform with the new 
presentation adopted in the periods ended July 31, 2005. 


