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MANAGEMENT DISCUSSION AND ANALYSIS  

The following Management Discussion and Analysis ("MD&A") for Call Genie Inc. ("CG", 

"Call Genie" or the "Company") should be read in conjunction with CG's audited consolidated 

financial statements and the accompanying notes as at and for the year ended December 31, 

2009, which have been filed with certain securities regulatory authorities in Canada and may be 

accessed at www.sedar.com (under Call Genie's profile).  References in this MD&A to the 

Company's financial position and results of operations are presented on a consolidated basis and 

include the accounts of the Company and its wholly-owned subsidiaries, Call Genie (Ontario), 

Inc., Call Genie (USA), Inc., BTS Logic Europe ApS, Call Genie Europe B.V., and PhoneSpots 

Limited. CG's annual financial statements, including the notes thereto, and the financial 

information presented in this MD&A have been prepared in accordance with Canadian Generally 

Accepted Accounting Principles ("GAAP"). All amounts are stated in Canadian currency unless 

otherwise indicated. The information in this MD&A is current to March 23, 2010, unless 

otherwise noted.  

The content of this MD&A has been approved by the Company's Board of Directors, on the 

recommendation of its Audit Committee. 

Further information regarding the Company, and its business and operations, may be obtained 

from continuous disclosure materials filed by the Company from time-to-time with certain 

securities regulatory authorities in Canada.  These continuous disclosure materials are available 

through the Company's website at www.callgenie.com or through the SEDAR website at 

www.sedar.com. 

FORWARD LOOKING STATEMENTS AND DISCLAIMER 

Certain information set out in this MD&A constitutes forward-looking information.  Forward-

looking information is often, but not always, identified by the use of words such as "seek", 

"anticipate", "hope", "plan", "continue", "estimate", "expect", "may", "will", "intend", "could", 

"might", "should", "scheduled", "believe" and similar expressions. The forward-looking 

information set out in this Management Discussion and Analysis includes the following 

information, most of which is set out below under the headings "Executive Summary" and 

"Outlook": 

(i) the percentage of deferred revenue that is expected to be recognized as 

revenue in the Statement of Operations during the 12 months ending 

December 31, 2010; 

(ii) the range of revenue that is expected to be reported for the 3 months 

ending March 31, 2010; 

(iii) the expected cash flow used in operations for the quarter ended March 

31, 2010; 
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(iv) the range of deferred revenue that is expected to be reported on the 

Balance Sheet as at March 31, 2010; 

(v) the revenue that is expected to be reported for the 12 months ending 

December 31, 2010; 

(vi) the expected net income from operations for the quarter ended 

December 31, 2010;  

(vii) the number and impact of key customer projects moving into the 

commercialization phase in 2010, resulting in the Company earning 

performance based revenues;  

(viii) expected reductions in quarterly cash expenses effective April 1, 2010; 

and 

(ix) the timing of completion of certain components of the Company's IFRS 

transition plan and the elements of that plan (as set out under the 

heading "Regulatory Matters and Disclosures -- Critical Accounting 

Policies and Estimates -- Other Recent Canadian Accounting 

Pronouncements Not Yet Adopted -- International Financial Reporting 

Standards"). 

Financial information included in this MD&A of the type described in items (ii) to (vi) above 

was approved by management and the Board of Directors of the Company on March 23, 2010 

and such information has been included to provide readers with an estimate of certain financial 

results that may be generated by the Company as it moves into a new phase with the 

commercialization of various technologies.  Readers are cautioned that such information may not 

be appropriate for other purposes. 

Forward-looking statements are based upon the opinions, expectations and estimates of 

management and, in some cases, information received from or disseminated by third parties, and 

are subject to a variety of risks and uncertainties and other factors that could cause actual events 

or outcomes to differ materially from those anticipated or implied by such forward-looking 

statements. These factors include such things as the Company's current stage of development, the 

lack of track record with respect to the generation of revenues from performance-based 

arrangements with customers, its reliance on third parties and third party technology, the 

existence of competition, the availability of external financing, the inherent risks associated with 

research and development activities and commercialization of emerging technologies (such as 

lack of market acceptance), timing of execution of various elements of the Company's business 

plan, the availability of human resources, the emergence of competing business models and  new 

laws (domestic or foreign) and the other risk factors noted below in this paragraph and under the 

heading "Business Risks and Uncertainties" herein. In respect of the percentage of deferred 

revenue that is expected to be recognized as revenue in the Statement of Operations during the 

12 months ending December 31, 2010, those risks, uncertainties and factors include, but are not 
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limited to, such things as the level of transactions causing deferred revenue to be recognized not 

increasing as expected, anticipated call volumes under performance-based arrangements entered 

into with customers not materializing as expected (with the result that performance based 

revenue generated by the Company falls short of expectations), the ability of the Company to 

obtain the necessary documentation required under GAAP to permit the recognition of revenue, 

material changes in the business terms agreed to by the Company and one or more of its existing 

customers, changes in GAAP or the Company’s application of GAAP.  In respect of the range of 

revenue that is expected to be reported for the 3 months ending March 31, 2010, those risks, 

uncertainties and factors include, but are not limited to, such things as the level of transactions 

causing deferred revenue to be recognized not increasing as expected, the ability of the Company 

to obtain the necessary documentation required under GAAP to permit the recognition of 

revenue, material changes in the business terms agreed to by the Company and one or more of its 

existing customers, changes in GAAP or the Company’s application of GAAP.  In respect of 

expectations concerning cash flow used in operations for the quarter ended March 31, 2010, 

those risks, uncertainties and factors include, but are not limited to, such things as the ability of 

the Company to meet its contractual commitments, lack of a sufficient level of demand for 

services that generate performance based revenues, the ability to invoice customers and collect 

the amounts owed, the continued solvency of the Company’s customers, the ability to complete 

legal agreements on a timely basis, the level of transactions causing deferred revenue to be 

recognized not increasing as expected, the ability of the Company to obtain the necessary 

documentation required under GAAP to permit the recognition of revenue, material changes in 

the business terms agreed to by the Company and one or more of its existing customers, changes 

in GAAP or the Company’s application of GAAP, disruptions in the level and timing of cash 

disbursements and cash receipts. In respect of the range of deferred revenue that is expected to 

be reported on the Balance Sheet as at March 31, 2010, those risks, uncertainties and factors 

include, but are not limited to, such things as the level of transactions causing deferred revenue 

to be recognized not increasing as expected, anticipated call volumes under performance-based 

arrangements entered into with customers not materializing as expected (with the result that 

performance based revenue generated by the Company falls short of expectations), the ability of 

the Company to obtain the necessary documentation required under GAAP to permit the 

recognition of revenue, material changes in the business terms agreed to by the Company and 

one or more of its existing customers, changes in GAAP or the Company’s application of GAAP.  

In respect of the revenue that is expected to be reported for the 12 months ending December 31, 

2010, those risks, uncertainties and factors include, but are not limited to, such things as the 

ability of the Company to meet its contractual commitments, lack of a sufficient level of demand 

for services that generate performance based revenues, anticipated call volumes under 

performance-based arrangements entered into with customers not materializing as expected (with 

the result that performance based revenue generated by the Company falls short of expectations), 

the ability to invoice customers and collect amounts owed, the continued solvency of the 

Company’s customers, the ability to complete legal agreements on a timely basis, the level of 

transactions causing deferred revenue to be recognized not increasing as expected, the ability of 

the Company to obtain the necessary documentation required under GAAP to permit the 

recognition of revenue, material changes in the business terms agreed to by the Company and 

one or more of its existing customers, changes in GAAP or the Company's application of GAAP.    
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In respect of expectations concerning net income from operations for the quarter ended 

December 31, 2010, those risks, uncertainties and factors include, but are not limited to, such 

things as the ability of the Company to meet its contractual commitments, lack of a sufficient 

level of demand for services that generate performance based revenues, anticipated call volumes 

under performance-based arrangements entered into with customers not materializing as 

expected (with the result that performance-based revenue generated by the Company falls short 

of expectations), the ability to invoice customers and collect amounts owed, the continued 

solvency of the Company’s customers, the ability to complete legal agreements on a timely basis, 

the level of transactions causing deferred revenue to be recognized not increasing as expected, 

the ability of the Company to obtain the necessary documentation required under GAAP to 

permit the recognition of revenue, material changes in the business terms agreed to by the 

Company and one or more of its existing customers, changes in GAAP or the Company's 

application of GAAP, risk factors noted below in this paragraph affecting the Company’s ability 

to maintain quarterly cash expenses at an amount equal to or less than $2.5 million. In respect of 

the number and impact of key customer projects expected to move into the commercialization 

phase in 2010, resulting in the Company earning performance based revenues, those risks, 

uncertainties and factors include, but are not limited to, such things as the ability of the Company 

to meet its contractual commitments, lack of a sufficient level of demand for services that 

generate performance based revenues, anticipated call volumes under performance-based 

arrangements entered into with customers not materializing as expected (with the result that 

performance-based revenue generated by the Company falls short of expectations), the ability to 

invoice customers and collect amounts owed, the continued solvency of the Company’s 

customers, the ability to complete legal agreements on a timely basis, the level of transactions 

causing deferred revenue to be recognized not increasing as expected, the ability of the Company 

to obtain the necessary documentation required under GAAP to permit the recognition of 

revenue, material changes in the business terms agreed to by the Company and one or more of its 

existing customers, changes in GAAP or the Company's application of GAAP.  In respect of 

expectations concerning reductions in quarterly cash expenses effective April 1, 2010, those 

risks, uncertainties and factors include, but are not limited to, such things as the ability of 

existing Company personnel to perform existing contractual commitments, the Company's 

inability to retain existing staff, escalations in the level of salary and benefits required to retain 

existing staff, the ability to replace existing staff at a comparable salary level, the anticipated 

level of discretionary expenditures, including travel, being insufficient to meet customer 

obligations and to permit the Company to continue to meet expectations contemplated by the 

Company’s business plan, variations in the nature and amount of transaction expenses and 

unforeseen expenditures associated with legal matters (including taxation matters). In respect of 

expectations concerning the timing of completion of certain components of the Company's IFRS 

transition plan and the elements of that plan, those risks, uncertainties and factors include, but are 

not limited to, such things as a lack of availability of Company personnel, an inability to provide 

the financial training to members of staff assigned to complete the various tasks, and the scope 

and complexity of the transition activities determined during the planning phases.  Accordingly, 

readers should not place undue reliance upon the forward-looking information contained 

herein and the forward-looking statements contained in this MD&A should not be 

considered or interpreted as guarantees of future outcomes or results. 
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Forward-looking information: 

(i) respecting the percentage of deferred revenue that is expected to be 

recognized as revenue in the Company's statements of operation in the 

12 months ending December 31, 2010 is based upon the existing terms 

of the arrangements with customers, the Company's revenue 

recognition policy and management's understanding of GAAP; 

(ii) respecting the range of revenues that is expected to be reported for the 

quarter ended March 31, 2010 is based upon management's estimates of 

revenues to be derived from existing customer arrangements, the terms 

of the agreements entered into with those customers, information 

received from customers with respect to anticipated call volumes for 

Call Genie enabled services (upon which performance-based 

compensation is dependent), customers devoting sufficient resources to 

the advertising of Call Genie-enabled services to effectively promote 

awareness and usage of such services (which is necessary to permit the 

Company to earn performance-based revenues in accordance with 

business plan expectations), the Company earning between $25,000 and 

$300,000 from performance-based arrangements with customers, 

management estimates  respecting the timing of execution and delivery 

of services to be performed, the historical pattern of timing of cash 

receipts, amounts invoiced to customers to March 23, 2010, customer 

receipts to March 23, 2010, the Company's revenue recognition policy 

and management's understanding of GAAP; 

(iii) respecting the expected range of cash flow used in operations for the 

quarter ended March 31, 2010 is based upon the existing terms of the 

arrangements with customers, customer receipts to March 23, 2010, the 

historical pattern of timing of cash receipts, the Company's planned 

expenditure rate and contractual requirements with respect to existing 

cash payments; 

(iv) respecting the range of deferred revenue that is expected to be reported 

on the Balance Sheet as at March 31, 2010 is based upon the existing 

terms of arrangements with customers, customer receipts to March 23, 

2010, the historical pattern of timing of cash receipts, information 

received from customers with respect to anticipated call volumes for 

Call Genie enabled services (upon which performance-based 

compensation is dependent), customers devoting sufficient resources to 

the advertising of Call Genie-enabled services to effectively promote 

awareness and usage of such services (which is necessary to permit the 

Company to earn performance-based revenues in accordance with 

business plan expectations), the Company earning between $25,000 and 
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$300,000 from performance-based arrangements with customers, the 

Company's revenue recognition policy and management's 

understanding of GAAP; 

(v) respecting the revenues that are expected to be reported for the 12 

months ended December 31, 2010 is based upon management's 

estimates of revenues to be derived from existing customer 

arrangements, the terms of agreements entered into with those 

customers, information received from customers with respect to 

anticipated call volumes for Call Genie enabled services (upon which 

performance-based compensation is dependent), customers devoting 

sufficient resources to the advertising of Call Genie-enabled services to 

effectively promote awareness and usage of such services (which is 

necessary to permit the Company to earn performance-based revenues 

in accordance with business plan expectations), the Company earning 

not less than $4.4 million from performance-based arrangements with 

customers, management’s estimates respecting the timing of execution 

and delivery of services to be performed, the historical pattern of timing 

of cash receipts, amounts invoiced to customers to March 23, 2010, 

customer receipts to March 23, 2010, the Company's revenue 

recognition policy and management's understanding of GAAP; 

(vi) respecting the expected net income from operations for the quarter 

ended December 31, 2010 is based upon customer receipts to March 23, 

2010, the existing terms of arrangements with customers, the 

Company's historical experiences with prior customer projects 

(including the time required to move from contract negotiations to 

commercialization), information received from customers with respect 

to anticipated call volumes for Call Genie enabled services (upon which 

performance-based compensation is dependent), the Company earning 

not less than $4.4 million from performance-based arrangements with 

customers, management's estimates of revenues to be derived from 

existing customer arrangements, the terms of agreements entered into 

with those customers, customers devoting sufficient resources to the 

advertising of Call Genie-enabled services to effectively promote 

awareness and usage of such services (which is necessary to permit the 

Company to earn performance-based revenues in accordance with 

business plan expectations) and the Company's planned expenditure 

rate and contractual arrangements with respect to existing staff, 

facilities and administrative support costs;  

(vii) respecting the number and impact of key customer projects moving into 

the commercialization phase in 2010, resulting in the Company earning 

performance based revenues, is based upon the Company's historical 
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experiences with prior customer projects (including the time required to 

move from contract negotiations to commercialization), information 

received from customers with respect to anticipated call volumes for 

Call Genie enabled services (upon which performance-based 

compensation is dependent), customers devoting sufficient resources to 

the advertising of Call Genie-enabled services to effectively promote 

awareness and usage of such services (which is necessary to permit the 

Company to earn performance-based revenues in accordance with 

business plan expectations), management's estimates of revenues to be 

derived from existing customer arrangements and the terms of the 

agreements entered into with those customers; 

(viii) expected reductions in quarterly cash expenses effective April 1, 2010 

is based upon the existing terms of the arrangements with customers 

and suppliers, the usage of the services that generate performance based 

revenues for the Company, the Company's planned expenditure rate and 

contractual arrangements with respect to existing staff, facilities and 

administrative support costs; and 

(ix) the timing of completion of certain components of the Company's IFRS 

transition plan and the elements of that plan is based upon expected 

availability and capability of the Company’s internal financial staff. 

Call Genie Inc. does not assume responsibility for the accuracy and completeness of the 

forward-looking statements set out in this MD&A and, subject to applicable securities laws, does 

not undertake any obligation to publicly revise these forward-looking statements to reflect 

subsequent events or circumstances.  Call Genie Inc.’s forward-looking statements are expressly 

qualified in their entirety by the foregoing cautionary statement. 
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EXECUTIVE SUMMARY 

Call Genie's mission is to be a leading global solutions provider in mobile local search and 

mobile digital interactive advertising by enabling traditional industries to move to new business 

models that support the connection of mobile consumers and local merchants. Call Genie seeks 

to provide technology, services and solutions that utilize advanced wireless networks as well as 

the mobile web internet to enable a "mobile ecosystem" that encompasses advertisers, 

advertising publications (e.g. internet yellow pages) and mobile users.   

The Company's loss for the year ended December 31, 2009 was $12.4 million or $0.15 per share, 

a 40% improvement from the loss of $20.5 million or $0.25 per share reported for the prior year.  

The reduced loss for the year was primarily the result of reduced expenditures in all areas of the 

Company's business. For the year ended December 31, 2009 (as compared to the same period in 

2008), sales and marketing costs decreased $2.0 million, technology and product development 

costs decreased $2.7 million, and general and administrative costs decreased $1.7 million.   

During the fourth quarter of 2009, the Company completed a debt financing for aggregate gross 

proceeds of $4.0 million.  The debt, structured as secured convertible debentures, bears interest 

at a rate of 12% per annum and such debentures may be converted into common shares of the 

Company based on a conversion price of $0.50 per share.   

As at December 31, 2009, the Company had an unrestricted cash balance of $3.5 million and 

accounts receivable of $1.7 million.  Approximately 53% of those receivables ($0.9 million) 

were attributable to one customer who has disputed scheduled payments for maintenance and 

support services and reimbursement of technology expenditures previously incurred by the 

Company.  The Company is pursuing resolution of the matter through arbitration proceedings 

and the outcome of this matter may be material. 

Q4 2009 represented the seventh straight quarter in which cash flow from operations improved 

over the preceding quarter.  Cash flow used in operations was $0.5 million in the fourth quarter 

of 2009 which represents a 500% improvement over cash flow from operations for the same 

period in 2008.   Amounts invoiced to customers in 2009 were $7.2 million compared to $4.8 

million in 2008, which represents a 50% year over year increase.  Deferred revenue at December 

31, 2009 was $4.7 million which represents a 402% increase over deferred revenue at December 

31, 2008.  Total revenue for the year ended December 31, 2009 was $3.5 million, which 

represents an approximate 18% decrease over the prior year.   These financial results were all 

within the range identified by the Company in its November 16, 2009 MD&A, with the 

exception of revenue which was $0.2 million lower than expected.   

In 2010, the Company expects a number of key projects to move into the commercialization 

phase, as a result of which the Company will begin to realize performance-based recurring 

revenues.  For the first quarter of 2010, the Company expects revenues to range from $0.5 

million to $0.8 million and cash flow used in operations range from $2.0 million to $2.5 million.  

The level of revenues is commensurate with the delays in the commercialization efforts of key 

customer projects.  For the year ended December 31, 2010, the Company expects revenues to 
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increase by 100% to $7.0 million.  Provided that reported revenues reach $7.0 million, CG 

management believes that the Company will generate positive net income from operations in the 

fourth quarter of 2010.  Due to the nature of performance based revenues, variability of potential 

results, and dependence on the commercialization efforts required to be undertaken by the 

Company's customers, readers should not place undue reliance upon the forward-looking 

information contained in this paragraph and the forward-looking statements contained in 

this paragraph should not be considered or interpreted as guarantees of future outcomes or 

results. 

The following table sets out selected financial information as at the dates and for the years 

indicated: 

KEY FINANCIAL METRICS 2009 2008 2007 

Cash and cash equivalents (as at December 31) $      3,447,084 $      4,975,440 $     21,422,717 

Amounts invoiced to customers $      7,248,697 $      4,781,804 $       2,232,965 

Deferred revenue (as at December 31) $      4,698,304 $         936,240 $          421,789 

Revenue $      3,486,633 $      4,267,353 $       1,811,176 

Net loss  $  (12,358,653) $  (20,475,110) $  (12,636,466) 

Loss per share – basic and fully diluted $             (0.15) $             (0.25) $             (0.18) 

Common shares outstanding     

- Basic (as at December 31) 82,990,683 81,880,116 77,714,474 

- Fully diluted (as at December 31) 113,825,889 87,256,355 89,062,379 
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BUSINESS STRATEGY 

Our Goal and Strategy 

Call Genie's mission is to be a leading global solutions provider in mobile local search and 

mobile digital interactive advertising by enabling traditional industries to move to new business 

models that support the connection of mobile consumers and local merchants.  The Company 

seeks to provide technology, services and solutions that utilize advanced wireless networks as 

well as the mobile web internet to enable a "mobile ecosystem" that encompasses advertisers, 

advertising publications (e.g. internet yellow pages) and mobile users.  To advertisers and 

advertising publications, Call Genie provides a range of tools and marketing solutions designed 

to enable them to reach consumers through mobile devices and the mobile web, using both voice 

commands and data services.  This information or advertising is presented to users in voice or 

data format (or both) and may be sent to advanced mobile devices such as the Blackberry and the 

iPhone.  

Strategic Priorities and Progress in 2009  

The following table sets out information concerning various strategic priorities identified during 

2009 and the progress made by the Company in achieving those priorities during the most 

recently completed financial year. 

Strategic Priority Progress in 2009 

Deliver Solutions  Solutions deployed in 14 countries; principally in Canada, 

the United States and Europe. 

 Orientated the account management function to define 

solutions rather than sell technology. 

Focus on Business Models  Completed implementation of four key customer projects 

in 2009.  Commercial agreements entered into in 

connection with those customer projects provide for 

performance-based compensation. 

Take advantage of legacy business 

transitional window 
 Solutions enable monetization of directory assistance 

calls, intercept calls and SMS. 

Increase revenue through customer retention 

and relationship expansion  
 Commenced a number of new projects with existing 

customers. 

 Deferred revenue increased by 402% from Q4 of 2008 to 

Q4 of 2009. 

Embrace partnerships in eco-system for 

sustainable differentiation 
 Key business development team hired with strong industry 

contacts. 

 Established Mobile Marketing business relationships with 

Telcordia Technologies, Inc. and several mobile ad 

providers. 

Secure additional financing   Completed $6.5 million of debt financing ($2.5 million in 

Q2 and $4.0 million in Q4). 
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KEY PERFORMANCE DRIVERS 

There are four key drivers that management continues to monitor to gauge performance and the 

Company's ability to execute its business plan.  Those drivers are summarized below: 

1) Revenues from the Canadian market: 

The commercialization of the Company's voice search service with TELUS and Yellow 

Pages Group of Canada ("YPG") is on-going.  To date, revenues from these customers have 

been primarily generated from implementation fees and maintenance and support services.  

In anticipation of the prospect of an increase in the current business category search traffic 

now integrated with TELUS' 411 directory assistance service, YPG has advised that it wishes 

to restructure its contractual arrangements with the Company.  If implemented, this strategy 

would have an effect on the Company's revenues from the Canadian market. However, at this 

time, the Company is unable to definitively assess the effect of this development, as the 

current revenue sharing arrangement with YPG has yet to generate significant revenues and 

negotiations concerning new arrangements have not been finalized.   

2) Revenues from existing customers in the United States market: 

The commercialization of previously announced customer relationships (Verizon, RH 

Donnelley and to a lesser degree AT&T) is on-going.   To date, revenues from these 

customer relationships have been primarily generated from implementation fees.  The 

agreements with these customers provide for revenue from transaction fees following 

implementation and commercial roll-out of applications using CG technology.    

3) Revenues from deployment of Directory Assistance workstation software: 

The Company has identified several business development opportunities for the sale of its 

workstation software.  In the past, the Company has entered into agreements that are based 

on fixed up-front license fees rather than a future orientated revenue sharing arrangement.  

This software is of particular importance in Europe where voice automation has been slow to 

penetrate in many markets. 

4) Revenues from Ad Network opportunities: 

The Company has expanded its addressable market to include making its mobile local search 

and advertising products available to newspaper publishers, radio and television broadcasters 

and is engaged in discussions with both local and national brand advertisers who have 

expressed an interest in capitalizing on this type of inventory.  In September, 2009, the 

Company announced that it entered into a three year agreement to promote and manage a 

consumer-oriented local search sweepstakes platform for the hit syndicated game show "Deal 

or No Deal."    
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CAPABILITY TO DELIVER 

Leadership 

Due to the nature of the Company, execution of the Company's business plan is, to a significant 

degree, dependent on the capabilities of the people within the organization.  Executive leadership 

is a key component of the planning, organizing and delivery necessary to achieve success.  The 

Company has an executive management team with over 115 years of industry specific 

experience in the technology field.  The executive team is led by Michael Durance, the 

Company's Chief Executive Officer.  Mr. Durance has over 27 years of experience and has been 

with CG since June 1, 2006.   

The Company has assembled an experienced executive team consisting of Mike Henderson, 

Chief Sales Officer – hired in May 2008 with over 27 years of experience; Chet Chan, Senior VP 

of Client Services – hired in June 2007 with 21 years of experience; and Chris Shelton, Chief 

Financial Officer – hired in March 2006 with over 21 years of experience.  Further information 

about the executive team and the Board of Directors is available on the Company's website at 

www.callgenie.com.   

Financing 

During 2009, the Company completed a series of debt financing transactions for aggregate gross 

proceeds of $6.5 million. The Company completed an initial debt financing for aggregate gross 

proceeds of $2.5 million in the second quarter of 2009 and the remaining $4.0 million in the 

fourth quarter of 2009.  The debt is structured as secured convertible debentures.  Principal and 

accrued but unpaid interest under the debentures may be converted into common shares of the 

Company based on a conversion price of $0.50 per share, subject to adjustment.  In connection 

with the sale of the convertible debentures, the Company granted a security interest in all of its 

present and after-acquired property to the debenture holders.  The debentures issued in the 

second quarter of 2009 bear interest at a rate of 10% per annum, calculated and payable semi-

annually, and are scheduled to mature on May 30, 2012.  The debentures issued in the fourth 

quarter of 2009 bear interest at a rate of 12% per annum, calculated and payable semi-annually, 

and are scheduled to mature on October 31, 2012.  The debentures do not contain covenants 

which may trigger early repayment. 

At December 31, 2009, the Company had a cash balance of $3,447,084.  The Company’s future 

operations are dependent upon its ability to secure additional funds or secure sales contracts (or 

both) which provide the Company with adequate funds to cover the cash flows projected for the 

fiscal 2010 year.  If the Company does not secure such contracts, or if it cannot secure additional 

financing, the Company will have to consider additional strategic alternatives which may 

include, among other strategies, exploring the monetization of certain intangible assets, 

modification of planned operating expenditures, or sale of the Company.   
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Productive Capacity 

The Company's business model is premised on the ability to generate recurring revenues without 

a proportional increase in expenses for staff salaries and benefits.  To that end, the Company 

builds its application software using a product model rather than building individual customized 

solutions.  Management of CG believes that the Company has adequate human resources to 

deliver all projects currently scheduled.   

RESULTS OF OPERATIONS 

Overall 

The Company's loss for the year ended December 31, 2009 was $12.4 million or $0.15 per share, 

an improvement of 40% from the loss of $20.5 million or $0.25 per share for the year ended 

December 31, 2008. The decreased loss was primarily the result of fewer expenditures in all 

areas of the Company's business.  For the year ended December 31, 2009 (as compared to the 

year ended December 31, 2008), sales and marketing costs decreased $2.0 million, technology 

and product development costs decreased $2.7 million, and general and administrative costs 

decreased $1.7 million.   

Revenues 

Revenues for the year ended December 31, 2009 decreased to $3.5 million from $4.3 million for 

the year ended December 31, 2008, which is an 18% year-over-year decrease.  Revenues 

decreased $1.0 million in Canada and $0.4 million in the United States while revenues from 

European operations increased $0.6 million.  The following table sets out additional information 

concerning revenue by product line for the periods indicated. 

In thousands 12 months ended 

December 31, 2009 

12 months ended 

December 31, 2008 Variance % change 

Voice 893 1,977 (1,084) (55%) 

SMS Data 1,195 804 391 49% 

Workstation 1,399 1,486 (87) (6%) 

Total 3,487 4,267 (780) (18%) 

 

The overall decrease in revenues is primarily attributed to the decreased revenues from the 

Company's voice search service in Canada.  The current revenue sharing arrangement with YPG 

has yet to generate significant revenues and certain fixed maintenance and implementation fees 

have been disputed by the customer.  The Company has not recognized an additional $0.4 

million of revenues in 2009, which the Company believes are payable under the terms of 

commercial agreements entered into with the customer.  Discussions with the customer 

concerning this dispute have not led to a resolution of the matter and the Company has initiated 

arbitration proceedings against the customer.   
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The Company earns revenue from multiple sources, including software licenses, implementation 

and consulting fees, transactional processing fees, hosting fees as well as maintenance and 

support revenues.  The Company has reviewed its revenue arrangements and determined that, in 

substance, certain arrangements are hosted solutions wherein all implementation fees should be 

deferred and recognized ratably over the term of the contract, commencing upon completed 

delivery of the implementation and integration services.   

Deferred revenue at December 31, 2009 was $4.7 million compared to $0.9 million at December 

31, 2008.  Approximately 68% of the deferred revenue reported at December 31, 2009 is 

expected to be recognized as revenue in the 12 months ending December 31, 2010.  

Cost of Sales 

For the year ended December 31, 2009, cost of sales decreased to $2.0 million from $3.3 million 

in 2008.  The 37% decrease was due to reduced staff resources allocated to support customer 

specific activities related to market trials and implementation of the Company's multiple product 

lines. Decreases also resulted from decreased direct costs incurred in the operation of the 

Company's hosted services, including telephony costs, hosting, network, voice recordings and 

other third party charges. 

Expenses 

Expenses for the year ended December 31, 2009, decreased to $13.1 million from $21.8 million 

for the year ended December 31, 2008.  The decrease of $8.7 million was primarily due to lower 

staff levels in all operational areas of the business. The average level of staff resources was 73 

for 2009 compared to 104 in 2008.  The decrease in staff was principally attributable to the cash 

conservation program implemented by the Company which began in the fourth quarter of 2008. 

Sales and Marketing 

Sales and Marketing costs for the year ended December 31, 2009 were $3.5 million compared to 

$5.5 million for the year ended December 31, 2008.  The 36% decrease of $2.0 million was 

primarily attributable to the number of staff engaged, either directly or on contract, to undertake 

business development, account management or marketing activities.  For 2009, the Company 

maintained a sales and marketing team of 13 compared to 19 for 2008.  In 2009, the Company 

continued to allocate staff to business development initiatives involving the expansion of the 

Company’s addressable market to include making its mobile local search and advertising 

products available to newspaper publishers, radio and television broadcasters while scaling back 

certain other marketing activities.   

Salaries, commissions and benefits for all sales and marketing staff decreased by approximately 

$1.4 million for 2009, as compared to the same period in 2008.  Reduced trade conference 

activity and other cash conservation measures resulted in travel expenses decreasing by $0.5 

million for the year ended December 31, 2009 compared to 2008.   
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Technology and Product Development 

For the year ended December 31, 2009, Technology and Product Development costs were $3.8 

million which compares to $6.5 million for 2008. The year-over-year change in expenditures of 

$2.7 million represents an approximate 42% decrease. The decrease was primarily due to fewer 

staff members engaged in developing product software and processes. For 2009, the Company 

maintained a research and development staff averaging 30 compared to 44 for 2008.   

General and Administration 

General and administration costs for the year ended December 31, 2009 were $4.0 million 

compared to $5.7 million for the year ended December 31, 2008.  The decrease of $1.7 million 

or approximately 29% for the year ended December 31, 2009 was consistent with the Company's 

cash conservation program.  The decrease consisted of 1) decreased staff related costs of $0.4 

million, 2) decreased professional services fees of $0.4 million; 3) decreased recruiting costs of 

$0.3 million; and 3) decreased office rent, telephone charges and supplies of $0.3 million. 

Stock Based Compensation 

Stock based compensation expense for the year ended December 31, 2009 was $0.3 million 

compared to $2.6 million for the year ended December 31, 2008.  The expense, as determined 

through the use of the Black-Scholes methodology, is primarily driven by the market price of the 

Company's common shares at the time options were granted.  Approximately $1.3 million of the 

$2.3 million period over period decrease was the result of the accounting treatment of the 

voluntary option surrender program concluded in November, 2008, as a result of which 

employees and directors surrendered an aggregate of 8.7 million stock options for cancellation.   

Interest Income/Expense 

Interest expense for the year ended December 31, 2009 was $0.3 million and was attributable to 

the convertible debentures that were privately placed during the year.  There was no comparable 

expense for 2008 as the debentures represented the first debt instruments used by the Company 

to finance its operations. 

Interest income for the year ended December 31, 2009 was negligible compared to $0.4 million 

earned for 2008.  The decrease is consistent with the lower average cash balances in 2009 and 

lower available interest rate on guaranteed investment certificates. 

Provision for Income Tax Expense 

For the year ended December 31, 2009, the Company recorded a $0.3 million provision for 

income taxes related primarily to account for potential tax reassessments of the Company’s 

foreign subsidiaries.  A similar provision was not required for the year ended December 31, 

2008. 
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Net Loss 

As a result of the foregoing, CG's net loss for the year ended December 31, 2009 was $12.4 

million which was $8.1 million lower than the net loss for 2008 of $20.5 million.  

SUMMARY OF QUARTERLY RESULTS 

The following table sets out selected financial information of the Company for the quarters 

indicated. 

Quarter Ended (unaudited) 

In thousands Q1 

2008 

Q2 

2008 

Q3 

2008 

Q4 

2008 

Q1 

2009 

Q2 

2009 

Q3 

2009 

Q4 

2009 

Revenue $1,013 $1,402 $875 $977 $862 $912 $954 $759 

         

Cost of sales 844 921 870 657 577 474 499 523 

         

Gross margin 169 481 5 320 285 438 455 236 

         

Expenses         

Sales and marketing 1,436 1,510 1,381 1,149 930 966 947 660 

Research and development 1,731 1,763 1,553 1,467 1,178 1,045 846 706 

General and administrative
(1) 

1,362 1,822 1,171 1,288 1,020 1,041 916 980 

Stock based compensation 376 497 312 1,418 20 107 109 112 

Amortization 366 402 395 410 365 332 310 525 

 5,271 5,994 4,812 5,732 3,513 3,491 3,128 2,983 

         

Loss from operations (5,102) (5,513) (4,807) (5,412) (3,228)  (3,053) (2,673)  (2,747) 

         

Other income/(expense)         

     Interest income (expense) 179 109 60 48 4 - (103) (183) 

     Foreign exchange gain (loss) (35) 54 (24) (32) 14 (79) (28) (3) 

     Income tax (expense)        (280) 

         
Net loss for the period (4,958) (5,350) (4,771) (5,396) (3,210) (3,132) (2,804) (3,213) 

         
Basic and diluted loss per share  $(0.06) $(0.07) $(0.06) $(0.06) $(0.04) $(0.04) $(0.03) $(0.04) 
 

Note: 

(1) Amounts have been reclassified to exclude gains or losses from foreign exchange.   

The Company's loss for the three months ended December 31, 2009 was $3.2 million or $0.04 

per share, an improvement of 40% from the loss of $5.4 million or $0.06 per share for the three 

months ended December 31, 2008.  For the three months ended December 31, 2009 (as 

compared to the three months ended December 31, 2008), sales and marketing costs decreased 



   
 

 17 

Year End Report        
Call Genie Inc.                   

$0.5 million, technology and product development costs decreased $0.8 million, and general and 

administrative costs decreased $0.3 million. 

Revenues for the three months ended December 31, 2009 decreased to $0.8 million from $1.0 

million for the three months ended December 31, 2008, which is a 22% period over period 

decrease.  The revenues for the fourth quarter of 2009 do not include approximately $0.2 million 

of fixed maintenance and implementation fees have been disputed by a customer.  The Company 

believes these fees are payable under the terms of commercial agreements entered into with the 

customer 

The following table sets out information concerning revenue by product line for the periods 

indicated. 

In thousands 3 months ended 

December 31, 2009 

3 months ended 

December 30, 2008 Variance % change 

Voice 169 434 (265) (61%) 

SMS Data 239 219 20 9% 

Workstation 351 324 27 8%   

Total 759 977           (218) 22 (22%) 

 

Cost of sales for the three months ended December 31, 2009 decreased to $0.5 million compared 

to $0.7 million for the three months ended December 31, 2008.  The decrease of $0.2 million 

was due to reduced staff resources required to support customer specific activities related to 

market trials and implementation of the Company's multiple product lines.   

Expenses for the three months ended December 31, 2009, decreased to $3.0 million from $5.7 

million for the three months ended December 31, 2008.  The decrease of $2.7 million consisted 

of 1) $1.5 million from lower staff levels in all areas of the Company and cost savings associated 

with the support of fewer staff members; and 2) $1.3 million as a result of the accounting 

treatment of the voluntary option surrender program concluded in November, 2008, as a result of 

which employees and directors surrendered an aggregate of 8.7 million stock options for 

cancellation. 
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FINANCIAL CONDITION 

The following table sets out selected information concerning the Company's financial position as 

at the dates indicated. 

Selected data on financial position 

December 31, 

2009 

December 31, 

2008 

December 31,  

2007 

    

Cash and cash equivalents   $3,447,084   $4,975,440   $21,422,717 

Net working capital ($411,677)   $3,266,830   $21,477,096 

Total assets   $13,846,139   $14,146,631   $26,847,978 

Total long-term liabilities   $7,418,251 $391,521   $541,092 

Total liabilities   $13,194,205   $2,892,488   $2,209,391 

Shareholders' equity   $651,934 $11,254,143   $24,638,087 

 

Cash and Cash Equivalents 

At December 31, 2009, the Company's cash and cash equivalents amounted to approximately 

$3.5 million compared with $5.0 million at December 31, 2008. The $1.5 million decrease was 

due to the $7.1 million of cash used to fund operations and $0.7 million used to purchase capital 

assets and license rights to market Call Genie technology in connection with the Deal or No Deal 

television program, offset by the $6.3 million of proceeds from the sale of debentures in 2009. 

Assets 

CG's total asset base as at December 31, 2009 was $13.8 million, down from $14.1 million at 

December 31, 2008. The $0.3 million decrease was principally the result of the continuing 

operating losses incurred as the Company executed its business plan, offset by the proceeds of 

the sale of debentures in 2009.  Long-term assets, consisting primarily of capital assets, goodwill, 

and intangibles, increased $0.1 million from $8.4 million at December 31, 2008 to $8.5 million 

as of December 31, 2009. The increase was the result of $1.5 million amortization offset by the 

purchase of intangible assets of valued at $1.6 million.  Current assets, consisting primarily of 

cash and accounts receivables, declined $0.4 million as compared to December 31, 2008. 

Working Capital 

Working capital represents the Company's current assets less its current liabilities.  At December 

31, 2009, the Company had a working capital deficiency of $0.4 million compared to positive 

working capital of $3.3 million at December 31, 2008. The $3.7 million decrease is primarily 

due to the increase of deferred revenue. The current portion of deferred revenues increased $2.5 
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million.  Cash received from an increase in deferred revenue was required to fund operations 

during the year.   

At December 31, 2009, the Company's accounts receivable totaled $1.7 million.  53% of these 

receivables ($0.9 million) are attributable to one customer who is disputing scheduled payments 

for maintenance and support services and reimbursement for previously delivered technology 

expenditures.  Discussions with the customer concerning this dispute have not led to a resolution 

of the matter and the Company has initiated arbitration proceedings against the customer.   

LIQUIDITY AND CAPITAL RESOURCES 

Liquidity risk is the risk that Company will not be able to meet its financial obligations as they 

fall due.  The reported financial position of the Company presumes the realization of assets and 

discharge of liabilities in the normal course of business for the foreseeable future.  The Company 

began commercial operations in October 17, 2000 and, to December 31, 2009, incurred losses 

amounting to $57.5 million.  As of December 31, 2009, the Company had a working capital 

deficiency of $0.4 million. 

The Company's future operations are dependent upon its ability to secure additional funds and 

secure sales contracts that provide the Company with adequate funds to cover the cash flows 

projected for the fiscal 2010 year.  If the Company does not secure such contracts, or if it cannot 

secure additional financing, the Company will have to consider additional strategic alternatives 

which may include, among other strategies, exploring the monetization of certain intangible 

assets, modification of planned operating expenditures, or sale of the Company.   

As a hedge against continued uncertainty, CG management further reviewed its planned 

operating expenditures and determined that certain efficiencies could be gained with the 

restructuring and consolidation of various activities.  As a result of these actions, which occurred 

in the first quarter of 2010, the Company expects to reduce its quarterly cash expenses to 

approximately $2.5 million effective April 1, 2010.   

OUTSTANDING SHARE DATA 

CG's outstanding share capital consists of common shares. An unlimited number of common 

shares are authorized for issuance.  At December 31, 2009, 82,990,683 common shares were 

outstanding compared to 81,880,116 common shares outstanding at December 31, 2008.  The 

increase was due to the issuance of 1,110,567 common shares under the Company's employee 

share purchase plan in 2009. 

As of December 31, 2009, the Company had 11,260,000 (1,465,833 in 2008) stock options 

outstanding with a weighted average exercise price of $0.12 and 6,422,006 (3,910,406 in 2008) 

warrants outstanding with an average exercise price of $0.225 ($0.225 in 2008).  Under the 

convertible debentures distributed by the Company in 2009, holders are entitled to convert the 

principal amount of their debentures and accrued interest into common shares at a conversion 

price of $0.50, subject to adjustment.  If the aggregate principal amount of the debentures 
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distributed in 2009 were to be fully converted, at the $0.50 conversion price, an additional 

12,930,000 common shares would be issued.  In addition, if the broker warrants distributed in 

connection with the convertible debenture financing concluded on December 23, 2009 were fully 

exercised an additional 223,200 common shares would be issued and outstanding.  Accordingly, 

the number of issued and/or issuable shares on a fully diluted basis was 113,825,889 at 

December 31, 2009 compared to 87,256,355 at December 31, 2008.  Further information on 

CG's outstanding share capital is provided in Note 10 to the Company's consolidated financial 

statements.  As at March 26, 2010, the Company had 83,048,225 common shares outstanding.  

This reflects the issuance of 57,542 common shares under the employee share purchase plan. 

CONTRACTUAL OBLIGATIONS & OFF-BALANCE SHEET ARRANGEMENTS 

The following table presents a summary of Call Genie's contractual obligations, including 

payments due for each of the next three years and thereafter. 

Contractual Obligations Payments Due by Period 

Total 2010 2011 2012 After 3 years 

      

Long Term Debt $  6,485,000 - - $  6,485,000 - 

Capital Lease Obligations $     52,618 $   28,785 $       22,381 $         1,452 - 

Operating Leases $  2,259,921 $   761,703 $      708,703 $    612,540 $  176,975 

Purchase Obligations $  1,156,100 $   578,050 $     578,050 - - 

Other Long Term 

Obligations 

$     372,943 - $     372,943 - - 

Total Contractual 

Obligations 

$  10,326,582 $ 1,368,538 $  1,682,077 $ 7,098,992 $  176,975 

 

The Company did not have any "off-balance sheet" arrangements as of December 31, 2009.  The 

Company does not have any commitments for capital expenditures as of December 31, 2009 nor 

any financing sources arranged but not yet used. 

RELATED PARTY TRANSACTIONS 

During the year ended December 31, 2009, the Company recorded $337,719 ($423,281 in 2008) 

of general and administrative expenses for transactions with companies controlled or influenced 

by Call Genie's officers or directors, which transactions were entered into in the normal course of 

operations.  During 2009, senior management, officers and directors of the Company purchased 

an aggregate of $380,000 principal amount of convertible debentures as part of a $6.5 million 

debt financing. 
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OUTLOOK  

In 2009, the Company experienced certain positive financial trends, as noted below in this 

paragraph.  Cash flow from operations improved for every quarter as did deferred revenues. 

Revenues remained relatively consistent in the range of $0.90 million per quarter.  Overall, these 

results are consistent with the pre-commercialization phase of a number of key customer 

projects.  

In 2010, the Company expects a number of key projects to move into the commercialization 

phase, as a result of which the Company will begin to realize performance-based recurring 

revenues.  For the first quarter of 2010, the Company expects revenues to range from $0.50 

million to $0.8 million and cash flow used in operations range from $2.0 million to $2.5 million.  

The level of revenues is commensurate with the delays in the commercialization efforts of key 

customer projects.   For the year ended December 31, 2010, the Company expects revenues to 

grow by 100% to $7.0 million.  Provided that reported revenues reach $7.0 million, CG 

management believes that the Company will generate positive net income from operations in the 

fourth quarter of 2010.  Due to the nature of performance based revenues, variability of potential 

results, and dependence on the commercialization efforts required to be undertaken by the 

Company's customers, readers should not place undue reliance upon the forward-looking 

information contained in this paragraph and the forward-looking statements contained in this 

paragraph should not be considered or interpreted as guarantees of future outcomes or results. 

BUSINESS RISKS AND UNCERTAINTIES 

The business of CG is subject to numerous risk factors, as more particularly described below.  

An investment in, and ownership of common shares of, CG should be considered highly 

speculative due to the nature of CG's business, its current stage of development and the potential 

requirement for additional financing.   

No Record of Profit 

CG has incurred significant losses to date, and there can be no assurance that the future business 

activities of CG will be profitable.  Since its organization, CG has incurred costs to develop and 

enhance its technology, to establish strategic relationships, to acquire complementary 

technologies and to build administrative support systems. CG has incurred negative operational 

cash flow to date.  CG incurred losses from operations of $12,358,653 for the year ended 

December 31, 2009, $20,475,110 for the year ended December 31, 2008, $12,619,137 for the 

year ended December 31, 2007, and $6,491,898 for the year ended December 31, 2006. CG's 

ability to operate profitably and generate positive cash-flow in the future will be affected by a 

variety of factors (including its ability to further develop and test its technology on schedule and 

on budget, the pace at which it secures additional customers, the time and expense required for 

the roll-out of its products, its success in marketing such service to consumers and merchants, the 

intensity of the competition experienced by CG and the availability of additional capital to 

pursue its business plan, including development of new services).  An inability to generate 



   
 

 22 

Year End Report        
Call Genie Inc.                   

sufficient funds from operations will have a materially adverse affect on CG's business, results of 

operations and financial condition. 

Current Enterprise Value assigned by the Market; Liquidity 

The decisions of all stakeholders in the business may be adversely affected by the current market 

capitalization of the Corporation.  These stakeholders include customers, potential customers, 

competitors, channel delivery partners, technology partners, and current or prospective 

employees.  These stakeholders may ascribe a higher business risk to the Corporation due to the 

decline in the market capitalization that may have a materially adverse effect on Call Genie's 

business, results and financial condition. 

Substantial Capital Requirements; Liquidity 

Because of the costs associated with further development of CG's technology and business, and 

the fact that CG's ability to generate revenue will depend on a variety of factors (including the 

ability of CG to meet its development schedule and consumer and merchant acceptance of CG 

technologies), additional funds may be required to advance and expand CG's business.  

Additional funds (whether through additional equity financing, debt financing or other sources) 

may not be available, may not be available on terms acceptable to CG or may result in significant 

dilution to CG shareholders.  The inability to obtain additional funds may have a material 

adverse affect on CG's business, results of operations, and financial condition.   

Cash Conservation Programs impacting Delivery Capability 

The Company implemented various cash conservation measures in 2009 and in the first quarter 

of 2010.  As a result of these measures, negative economic consequences have affected CG staff 

resources at all levels.  The Company may experience further attrition of staff as a result of these 

conservation measures which may affect the Company's ability to deliver software and services 

to current and prospective customers.   

Developing Market 

CG is developing a new service and, as such, the primary market for CG's software and services 

is underdeveloped and continues to evolve.  As is typical in the case of a new evolving industry 

segment, the demand for the Company's services is subject to a high level of uncertainty.  If the 

markets for the CG technology fail to develop, develop more slowly than expected or become 

saturated with competitors, or if the CG technology does not achieve and maintain market 

acceptance, CG's business, results of operations and financial condition will be materially 

adversely affected. 
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Third Party Technology 

In providing the CG technology, CG is, and will continue to be, dependent on technologies and 

infrastructure that are beyond CG's control, including landline and cellular telephone networks, 

directory databases and speech recognition and text-to-speech applications. There can be no 

assurance that if weaknesses or errors in third party software or hardware are detected, CG will 

be able to correct or compensate for such weaknesses or errors. If CG is unable to address 

weaknesses or errors and the CG technology is therefore unable to meet consumer or merchant 

needs or expectations, CG's business, results of operations and financial condition will be 

materially adversely affected.  In addition, there can be no assurance that the Company will 

continue to have access to required third-party technology on terms acceptable to Call Genie. If 

CG is unable to obtain third party technology on acceptable terms, CG's business, results of 

operations and financial condition will be materially adversely affected.   

Rapid Technological Change 

The technology industry is subject to rapid change, and the inability of CG to adapt to such 

change may have an adverse affect on CG's business, results of operations and financial 

condition.  The effect of new developments and technological changes on the business sector in 

which CG is active cannot be predicted.  Such developments would include, but are not limited 

to, failure of the speech recognition industry to provide ongoing improvements in speech 

recognition and text-to-speech engines, a slow down in the deployed base of voice platforms in 

the North American market place, to such an extent as to create financial uncertainty for the 

speech technology providers, an unexpected trend in the voice industry away from open 

standards programming languages towards unique proprietary application development and 

consumer backlash against the ongoing proliferation of voice technologies.  CG's failure to adapt 

to any of the above could have a material adverse effect on CG's business, results of operations 

and financial condition. 

Competition 

CG is subject to competition from other organizations (many of which have substantially greater 

human and financial resources) and there can be no assurance that CG will be able to compete 

effectively in its target markets.  Technologies exist that are competitive with the Company's 

product suite.  Certain organizations with substantially greater financial and human resources 

than the Company have active research and development initiatives involving the development 

and implementation of voice search capabilities, workstation applications and Ad Network 

arrangements.  The inability of CG to secure additional customers due to competitive 

technologies would have a material adverse effect on CG's business, results of operations and 

financial condition. 

In addition, advances in communications technology as well as changes in the marketplace and 

the regulatory and legislative environment are constantly occurring and any such change could 

have a material adverse impact on CG.  
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Need for Research and Development 

To achieve its business objectives and obtain market share and profitability, CG will need to 

continually research, develop and refine the CG technology. Many factors may limit CG's ability 

to develop and refine required technologies or to create or acquire or negotiate access to new 

technologies. CG may also be exposed to marketplace resistance to new technology and services.  

Any failure of CG to develop or refine the CG technology, or create or acquire new technologies 

or offer new services could have a material adverse effect on CG's business, results of operations 

and financial condition. 

Defects and Liability 

The hardware and software utilized to deliver the CG technology is complex and sophisticated 

and may contain design defects or software errors that are difficult to detect and correct. There 

can be no assurance that the CG technology will be free from errors or defects, or, if discovered, 

that CG will be able to successfully correct such errors in a timely manner or at all.  Errors or 

failures in the technology could result in loss of or delay in market acceptance of the CG 

technology and correcting such errors and failures could require significant expenditures.  

Because of the limited number of directory service providers, the reputational harm resulting 

from errors and failures could be very damaging to CG. The consequences of such errors and 

failures could have a material adverse effect on CG's businesses, results of operations and 

financial condition. 

Patents and Other Intellectual Property 

While CG has applied for patents for certain elements of the CG technology, there can be no 

assurance that such applications will result in the granting of patent protection.  Competitors may 

have filed patent applications or hold issued patents relating to services or processes competitive 

with those that CG is developing.  Any patents covering elements of the CG technology granted 

to third parties (or the inability of CG to successfully challenge such patents) may impair CG's 

ability to do business in a particular area including in key markets.  Others may independently 

develop similar services or duplicate unpatented elements of the CG technology. 

CG's success will be largely dependent upon its ability to protect its proprietary technology. CG 

relies upon copyrights, trademarks and trade secrets to protect its intellectual property. Where 

appropriate, CG also enters into non-disclosure agreements with persons to whom it reveals 

proprietary information.  Any failure or inability on the part of CG to protect its intellectual 

property could have a material adverse effect on CG's business, results of operations and 

financial condition. 

CG may have to engage in litigation in the future to enforce or protect its intellectual property 

rights or to defend against claims of invalidity and CG may incur substantial costs as a result. 

Any claims or litigation initiated by CG to protect its proprietary technology could result in 

significant expense to CG and diversion of the efforts of CG's technical and management 

resources, whether or not the claims or litigation are determined in favor of CG. 
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Ability to Manage Growth; Transition from Research and Development Company to Operating 

Company 

Responding to consumer and merchant demands, expansion into other geographical markets and 

targeted growth in CG's business has placed, and is likely to continue to place, significant strains 

on CG's administrative and operational resources and increased demands on its internal systems, 

procedures and controls.  If CG experiences rapid acceptance of its technology solutions, the 

need to manage such growth will add to the demands on CG's management, resources, systems, 

procedures and controls.  There can be no assurance that CG's administrative infrastructure, 

systems, procedures and controls will be adequate to support CG's operations or that CG's 

officers and personnel will be able to manage any significant expansion of operations.  If CG is 

unable to manage growth effectively, CG's business, operating results and financial condition 

will be materially adversely affected. 

Personnel Resources 

CG is (and will continue to be) reliant upon its management and technical personnel to anticipate 

and address consumer and merchant demands in the areas of software development, customer 

service, marketing, finance, strategic planning and management. There can be no assurance that 

qualified management or technical personnel will be available to CG in the future.  The success 

of the operations and activities of CG will depend to a significant extent on the efforts and 

abilities of its management and technical personnel. The loss of services of any of its 

management or technical personnel could have a material adverse effect on CG's business, 

results of operations and financial condition. 

Potential Fluctuations in Quarterly Operating Results 

CG expects to be exposed to significant fluctuations in quarterly operating results caused by 

many factors, including changes in the demand for the CG technology, the introduction of 

competing technologies, market acceptance of such enhancements or services, delays in the 

introduction of such enhancements or services, changes in CG's pricing policies or those of its 

competitors, the mix of services sold, foreign currency exchange rates and general economic 

conditions.  

Risk of Industry Consolidation 

CG's business customers may be classified as yellow pages providers, directory assistance 

providers and telecommunication service providers.  Each of these industries is characterized by 

a relatively small number of large providers.  Industry consolidation is ongoing in this group of 

providers.  As a result, CG may have established working relationships with one provider 

undermined by a business combination with another provider.  This could have a material 

adverse effect on CG's business, results of operations and financial conditions. 
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Government Regulation 

The directory services business is largely unregulated at this time (apart from federal, provincial, 

state and local laws and regulations applicable to businesses in general and respecting the 

gathering and use of personal information). However, there can be no assurance that this 

business will not become subject to significant regulatory intervention in the future.  

Costs Associated with Compliance with Securities Laws 

CG is a publicly traded corporation and is subject to all of the obligations imposed on "reporting 

issuers" under applicable securities laws and all of the obligations applicable to a listed company 

under stock exchange rules.  Direct and indirect costs associated with public company status 

have escalated dramatically in recent years and regulatory initiatives under consideration may 

further increase the costs of being public in Canada and could have a material adverse effect on 

CG's business, results of operations and financial condition.  If CG is unable to generate 

significant revenues from business operations, the cost of complying with applicable regulatory 

requirements will represent a significant financial burden to CG and may have a material adverse 

effect on CG's business, results of operations and financial condition. 

Risk of Changes to the Company’s accounting policies 

Changes to the Company's accounting policies, including the implementation of IFRS, may 

result in significant adjustments to its financial results, which could negatively affect the 

Company's business, and may increase the risk of breaching covenants contained in agreements 

to which the Company is a party. 

Risk of Future Terrorist Attacks or Related Disasters 

The terrorist attacks of September 11, 2001 had an adverse impact on various regions of the 

North America and on a wide range of industries.  In the future, civil unrest, economic recession, 

war and additional acts of terrorism may adversely impact the North American and global 

economies and financial markets and could adversely affect the CG's business, results of 

operations and financial condition. 

REGULATORY MATTERS AND DISCLOSURES 

CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

Use of Estimates  

The preparation of consolidated financial statements in accordance with GAAP requires 

management to make estimates and assumptions that affect the reported amounts of assets and 

liabilities and disclosures of contingent assets and liabilities at the date of the consolidated 

financial statements, and the reported amounts of revenues and expenses during the reporting 

periods.  Actual future results could differ from these estimates and those differences could be 
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material.  The most significant estimates relate to 1) revenue recognition, 2) goodwill and long-

lived asset impairment, 3) convertible debentures, and 4) stock-based compensation.  

Revenue Recognition 

The Company enters into arrangements of three broad categories: (i) recurring multi-year service 

oriented hosting arrangements; (ii) software license arrangements that include provision of 

software licenses, implementation services and post-contract support ("PCS"); and (iii) services.  

Revenue from these arrangements is recognized when earned, specifically when all the following 

conditions are met: software licenses are delivered and/or services are provided, there is clear 

evidence that an arrangement exists, amounts are fixed or determinable and collectability is 

reasonably assured. 

Hosted Arrangements 

The Company enters into hosting arrangements whereby the underlying software is maintained 

and operated in Company data center facilities.  The Company earns transaction automation fees, 

data management fees, system maintenance fees, hosting fees, and in some cases, customer 

revenue participation fees from the service provided to the customer.  Revenues for the fixed 

portion of these fees are recognized ratably over the contract period, while revenues for the 

variable portion of these fees are recognized as earned.  In addition, the Company may charge 

implementation or set up fees in connection with the service provided.  These fees are recognized 

ratably over the term of the contract, commencing upon completed delivery of the 

implementation and integration services. 

Software License Arrangements 

The Company also offers complete solutions integrated into customer data centers. These 

solutions may involve the delivery of multiple services and products occurring at different points 

in time or over different periods of time (or both).  Revenue recognition for these arrangements 

is determined based on evaluation of the individual elements of the arrangements.  If 

vendor-specific objective evidence of fair value ("VSOE") of all the undelivered elements exists 

and the undelivered elements are not essential to the functionality of the delivered elements, 

separate units of accounting are identified, the total arrangement consideration is allocated to the 

individual units of accounting following the residual method and revenue for the individual 

elements is recognized as appropriate.  If VSOE of all undelivered elements does not exist, the 

entire arrangement is treated as one unit of accounting and revenue is deferred and recognized 

ratably over the remaining term of the contract, commencing when all elements except for PCS 

are delivered.  To date, the Company has not been able to identify VSOE and allocate revenue 

between delivered and undelivered elements.   

Services   

The Company also enters into annual standalone renewals of agreements for PCS after the initial 

contract has been completed.  The Company recognizes these PCS revenues ratably over the 
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PCS period.  In addition, the Company provides standalone consulting services, training and 

minor system enhancements as requested from time to time by its customers.  These service 

revenues are recorded as the services are provided. 

Judgment is involved in assessing whether each criteria required for recognition have been met.  

Key assessments are 1) delivery, 2) whether separate units of accounting exist, 3) collectability, 

and 4) when multiple contracts may be treated as a single arrangement.  Judgment is applied to 

each customer arrangement. 

Goodwill and Long-lived Assets 

Long-lived assets such as capital assets and intangibles are reviewed for impairment whenever 

events or changes in circumstances indicate that the carrying amount may not be recoverable.  In 

reviewing the circumstances which trigger the requirement to test for recoverability, the only 

event identified was the fact that the Company had a current period operating loss combined with 

a history of operating losses.  While losses are consistent with the stage of development, the 

Company assessed the fair value of the assets group to determine if the carrying value of the 

asset group exceeds its fair value.  Fair value is estimated by adding expected future cash flows 

from the relevant assets, using the traditional present value technique.   

At December 31, 2009, intangibles of $5,411,362 represented approximately 39% (2008 – 34%), 

of the Company's consolidated assets. Management of the Company determined, at December 

31, 2009, that the present value of the Company's estimated cash flows over a five-year period 

exceeded the carrying value of the Company's intangibles and, accordingly, no write down in the 

carrying value of such intangibles was required. This is consistent with the estimate made as of 

December 31, 2008. 

Goodwill represents the excess, at the date of acquisition, of the cost of an acquired business 

over the fair value of the identifiable assets acquired and liabilities assumed.  Goodwill is not 

amortized.  It is assessed for impairment annually as at October 1 each year and sometimes more 

frequently if a change in circumstances indicates that the asset might be impaired.  The 

impairment test requires the identification of reporting units and a comparison of the estimated 

fair value of each reporting unit to the carrying value recorded on the Company's consolidated 

financial statements, including goodwill.   

Based on the Company's review, only one reporting unit has been identified for the purpose of 

performing the annual impairment test. Recoverability of goodwill is determined with the 

Company as the reporting unit, using a two-step approach.  First, the carrying value of the 

Company is compared to its fair value.  If the carrying value of the Company exceeds its fair 

value, the Company performs the second step of the goodwill impairment test to determine the 

amount of the impairment loss.  The second step of the impairment test involves comparing the 

implied fair value of the Company's goodwill with its carrying amount to measure the amount of 

impairment loss, if any. 
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At December 31, 2009, goodwill of $2,290,055 represented approximately 17% (2008 – 17%) of 

the Company's consolidated asset.  Under step one, the Company's estimate of fair value is 

principally determined by reference to its publicly traded share price over a reasonable period of 

time prior to the effective date of the impairment test.  In addition, the Company considered 

other fair value measures such as 1) the conversion features of the convertible debt financing 

activities which occurred in 2009; 2) fair value based on a revenue multiple of 1-2 times 

revenues; 3) fair value based on estimated revenue multiples from external comparable M&A 

transactions; 4) a discounted cash flow of the Company's business plan using discount rates that 

range from 15% to 30%.  Based on this analysis, the Company determined that no impairment 

charge was required.  This is consistent with the estimate made as of December 31, 2008. 

Convertible Debentures 

The Company calculated the fair value of the convertible debentures into three components: 

debt, warrant and the residual value. To determine the fair value of the debt, the Company 

calculated the present value of all the cash flows using a discount rate ranging from 20-22%.  

The fair value of the warrants was determined using the Black-Scholes option model using the 

volatility based on the historical price to the Company’s shares for the last two years, no 

dividends paid and the risk free rate based on a zero-coupon Government of Canada bond.  

These estimates determine the allocation of the convertible debenture between the long term 

liability and equity portion of convertible debentures.  2009 represents the first year the 

Company has issued convertible debentures. 

Stock-Based Compensation 

The Company records compensation expense for stock options granted to directors, officers, 

employees and agents of the Company and its affiliates.  The Company measures compensation 

costs associated with stock-based compensation using the fair value method and the cost is 

recognized over the vesting period of the underlying security.  The fair value of each option is 

determined at the grant date using the Black-Scholes model.  Any consideration paid on exercise 

of stock options is credited to equity instruments. 

Adoption of Recent Canadian Accounting Pronouncements in 2009 

Goodwill and intangible assets 

The CICA has issued new accounting standard Section 3064 - Goodwill and Intangible Assets 

which replaced Section 3062 - Goodwill and Other Intangible Assets and Section 3450 - 

Research and Development Costs.  Section 3064 establishes standards for the recognition, 

measurement and disclosure of goodwill and intangible assets.  This new standard was adopted 

by the Company effective January 1, 2009.  As a result of the adoption of this new standard, the 

Company determined that certain deferred costs related to the acquisition of patents and 

trademarks no longer met the criteria for capitalization.  Accordingly, the Company applied the 

policy retroactively resulting in a prior period adjustment to the Company's accumulated deficit 

of $108,717 ($97,882 in 2008).    
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Credit risk and the fair value of financial assets and financial liabilities 

In January 2009, the CICA issued Emerging Issues Committee Abstract of Issue Discussed 173 - 

Credit Risk and the Fair Value of Financial Assets and Financial Liabilities ("EIC-173"), which 

is applicable to the Company's 2009 fiscal year.  EIC-173 recommends that a company take into 

account its own credit risk and the credit risk of the counterparty in determining the fair value of 

financial assets and financial liabilities.  Adoption of this new standard had no affect on the 

Company's financial results.  

Other Recent Canadian Accounting Pronouncements Not Yet Adopted 

The following is an overview of accounting standard changes that the Company will be required 

to adopt in future years. 

Business combinations, consolidated financial statements and non-controlling interests 

In October 2008, the CICA issued Section 1582 - Business Combinations ("Section 1582") 

concurrently with Section - 1601 Consolidated Financial Statements ("Section 1601"), and 

Section 1602 - Non-controlling Interests ("Section 1602").  Section 1582, which replaces Section 

1581 - Business Combinations, establishes standards for the measurement of a business 

combination and the recognition and measurement of assets acquired and liabilities assumed.  

Section 1601, which replaces Section 1600, carries forward the existing Canadian guidance on 

aspects of the preparation of consolidated financial statements subsequent to acquisition other 

than non-controlling interests.  Section 1602 establishes guidance for the treatment of non-

controlling interests subsequent to acquisition through a business combination.  These new 

standards are effective for the Company's interim and annual consolidated financial statements 

commencing on January 1, 2011 with earlier adoption permitted as of the beginning of a fiscal 

year.  The Company is currently assessing the effect of the new standards on its consolidated 

financial statements. 

International Financial Reporting Standards ("IFRS") 

The CICA Accounting Standards Board ("AcSB") will require all publicly accountable 

enterprises to adopt IFRS effective January 1, 2011.  Companies will be required to provide 

comparative information for the previous year.  While IFRS is based on a conceptual framework 

similar to Canadian GAAP there are significant differences in certain accounting policies.  The 

objective of IFRS is to facilitate the comparability between reporting entities that operate in 

different countries or regions of the world. 

The Company has established an IFRS project team, consisting of its senior financial personnel, 

to plan, implement, and report on the IFRS conversion process.  The IFRS conversion may affect 

financial reporting, business processes, internal controls and information systems.  The 

Company's IFRS conversion plan focuses on the difference between IFRS and Canadian GAAP 

that will affect the Company as well as assessing the impact of various accounting alternatives 

available within IFRS.  Reporting under IFRS will not affect the cash flows of Call Genie. 
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The Company's IFRS conversion plan consists of three phases: 1) diagnostic phase; 2) design 

and development phase; and 3) implementation phase.  The diagonostic phase, which involves a 

high level review of the major difference between Canadian GAAP and IFRS was completed in 

2009.  The Company is now in Phase 2 of its changeover process and preliminary analysis has 

identified a number of differences.  The areas most likely to have a significant impact include: 

the initial adoption of IFRS; capital, goodwill, and intangible assets.  These areas may affect the 

Company’s policies, procedures and financial statement disclosures.  The Company is continuing 

to assess the impact. 
 

The table below summarizes the expected timing of key activities related to our transition to 

IFRS:  

IFRS expertise and additional training of project team Throughout 2010 

Initial analysis of key areas for which changes to accounting policies may be required May 15, 2010 

Initial impact analysis of IFRS on Infrastructure, Business Policy and Control 

Environment 

May 31, 2010 

Determination of changes to accounting policies and choices to be made with respect to 

first-time adoption alternatives. 

June 30, 2010 

Detailed analysis of all relevant IFRS requirements and identification of areas requiring 

accounting policy changes, accounting process changes, and infrastructure changes. 

August 15, 2010 

Quantification of financial statement impact of changes in accounting policies November 30, 2010 

2011 Financial Statement and note disclosure format November 30, 2010 

 

CONTROLS AND PROCEDURES 

As required by National Instrument 52-109 – Certification of Disclosure in Issuer's Annual and 

Interim filings, the Company's Chief Executive Officer and Chief Financial Officer have made 

certain certifications related to the Company's interim and annual filings (as defined by NI 52-

109), which have been filed with certain securities regulators in Canada. 

Evaluation of Disclosure Controls and Procedures 

Under NI 52-109, the Chief Executive Officer and the Chief Financial Officer must certify that 

they are responsible for establishing and maintaining disclosure controls and procedures and 

have designed such disclosure controls and procedures (or caused such disclosure controls and 

procedures to be designed under their supervision) to provide reasonable assurance that material 

information with respect to the Company, including its consolidated subsidiaries, is made known 

to them particularly during the period in which the 2009 filings are being prepared. Disclosure 

controls and procedures are designed to ensure that information required to be disclosed by the 

Company in its filings with provincial securities regulators is accumulated and communicated to 

the Company's management to allow timely decisions regarding required disclosure.  The 

Company is satisfied with the effectiveness of it disclosure controls and procedures and has not 

identified any material weaknesses relating to the design of its disclosure controls and 

procedures. 
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Management's Annual Report on Internal Control over Financial Reporting 

As part of the NI 52-109 certifications, the Chief Executive Officer and Chief Financial Officer 

of the Company must certify that they are responsible for establishing and maintaining internal 

controls over financial reporting ("ICFR") and have designed such controls (or caused them to 

be designed under their supervision) in order to provide reasonable assurance regarding the 

reliability of financial reporting and the preparation of financial statements for external purposes 

in accordance with GAAP.  The Company is satisfied with the effectiveness of its internal 

controls over financial reporting and has not identified any material weaknesses relating to the 

design of such internal controls.  Consistent with the Company's stage of development, the 

Company continues to rely on risk mitigating procedures during its financial close processes in 

order to provide comfort that the financial statements are presented fairly in accordance with 

GAAP. 

While the Company is satisfied with the effectiveness of its internal controls over financial 

reporting, additional improvements could be undertaken to address 1) further segregation of 

accounting duties; 2) further investment technical accounting knowledge with respect to non-

routine transactions and projects; and 3) further investment in accounting systems software. 

 

In particular, the Company records complex and non-routine transactions. These transactions can 

be extremely technical in nature and require an in-depth understanding of generally accepted 

accounting principles. To address this risk, the Company consults with third party expert 

advisors as needed in connection with the recording and reporting of complex and non-routine 

transactions. In addition, an annual audit is completed by the Company’s auditors, and presented 

to the Audit Committee for its review and approval. At this time, the Company is not considering 

any expansion of the technical expertise within its accounting function. In the meantime, the 

Company will continue to work closely with its third party advisors.  

 

Subsequent to December 31, 2009, the Company continues to direct available resources to 

assessing and improving the identified deficiencies and the overall control environment and 

governance processes within the Company, but has not made any additional material changes to 

its system of internal controls over financial reporting.   

 

Changes in Internal Controls over Financial Reporting 

The CEO and CFO have determined that there were no changes in the Company's ICFR that 

occurred during the year ended December 31, 2009 that have materially affected, or are 

reasonably likely to materially affect, the Company's ICFR.   

The design of any system of internal controls and procedures is based in part upon certain 

assumptions about the likelihood of certain events.  There can be no assurance that any design 

will succeed in achieving its stated goals under all potential future conditions, regardless of how 

remote. 
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