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Q9 NETWORKS INC. 
MANAGEMENT'S DISCUSSION AND ANALYSIS 

OF FINANCIAL RESULTS 
FOR THE THREE AND NINE MONTHS ENDED JULY 31, 2007 

  
 
This Management Discussion and Analysis (“MD&A”) dated September 13, 2007 should be read in 
conjunction with our unaudited interim financial statements for the three and nine months ended July 31, 
2007 and the notes thereto, our annual financial statements for the fiscal year ended October 31, 2006 
including the notes thereto and our annual MD&A for the year ended October 31, 2006. Additional 
information relating to Q9 Networks Inc. (“Q9” or the “Company”), including our most recently filed 
annual information form (“AIF”), can be found on SEDAR at www.sedar.com. Unless otherwise indicated, 
all dollar amounts included in this MD&A are in Canadian dollars. 
 
Forward Looking Statements 
 
This discussion includes certain forward-looking statements that are based upon current expectations, 
which involve risks and uncertainties associated with our business and the economic environment in which 
the business operates. Any statements contained herein that are not statements of historical facts may be 
deemed to be forward-looking statements. For example, the words anticipate, believe, plan, estimate, 
expect, intend, should and similar expressions are intended to identify forward-looking statements. Should 
one or more of the risks and uncertainties materialize or should the underlying assumptions prove incorrect, 
actual results or events may differ materially from current expectations. Please refer to the Risks section at 
the end of this MD&A as well as those contained in the AIF. The Company does not intend, and disclaims 
any obligation to update or revise any forward-looking statements whether as a result of new information, 
future events or otherwise. 
 
Overview 
 
Quarterly Financial Highlights 
 
�� Revenue for the three months ended July 31, 2007 was $14.6 million, compared to $12.0 million for 

the three months ended July 31, 2006, a 22% increase; 
�� Gross profit was $4.4 million for the three months ended July 31, 2007, compared to $3.7 million for 

the three months ended July 31, 2006, an increase of 19%; 
�� Income before taxes for the three months ended July 31, 2007 was $1.0 million, compared to income 

before taxes of $0.9 million for the three months ended July 31, 2006; 
�� Cash flow from operations for the three months ended July 31, 2007 was $5.2 million, compared to  

$3.2 million for the three months ended July 31, 2006, a 62% increase; and 
�� Increase in quarterly contracted revenues going into Q4 2007 of $0.9 million or 7% over contracted 

revenue going into Q3 2007. 
 
Our Business 
 
Q9 is a leading Canadian provider of outsourced data centre infrastructure for organizations with mission-
critical IT operations. Q9's service offerings include the provision of physical space within its high security 
data centres (co-location), a comprehensive suite of managed services, including performance monitoring, 
fully managed servers, security services, site management tools and data backup/restore services (managed 
services), and high availability Internet connectivity (managed bandwidth). Q9 provides enterprises with 
the high performance, scalability and expertise they need to optimize their IT operations. Q9 offers tailored 
solutions for its customers based on their specific business and technical requirements.  Management of Q9 
believes that the Company has been successful in building its premium brand name and generating a 
customer list that includes many of Canada's largest and most successful enterprises through its: 
 
�� data centres with industry-leading security and reliability; 
�� managed bandwidth engineered for maximum reliability and performance; 
�� comprehensive suite of managed services;  
�� outstanding customer service; and  
�� established reputation for extensive IT and security expertise. 
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Growth Strategy 
 
The Company's strategy is to continue its growth and enhance its leadership position in the Canadian data 
centre infrastructure and managed services marketplace. The Company’s growth and leadership position 
has been generated through increased penetration with existing customers, adding new customers, 
developing new services to enhance and complement its core business offerings and geographic expansion.  
While the Company will continue to primarily focus on organic growth, management will monitor and 
explore potential strategic opportunities that expand or complement Q9’s business. 
 
Data Centres 
 
Q9 currently serves its customers from data centres located in Toronto, Calgary and Brampton. The 
Company tracks available data centre capacity in terms of availability of both physical space and power 
and then reports the capacity in each market based on the more limiting factor. This capacity is represented 
in terms of normalized cabinet equivalents, which provide a uniform metric for both space and power 
capacity, irrespective of the capacity characteristics of any specific data centre. Total capacity included in 
the table below reflects the addition of 1,000 and 1,200 new cabinet equivalents this year in our Toronto 
and Calgary markets, respectively. 
 

Market Total Capacity Available Capacity Available Capacity % 
  Toronto 1,830 1,001 55% 
  Calgary 1,700 981 58% 
  Brampton 3,200 150 5% 
Note:  Available data centre capacity is reported as at July 31, 2007 in terms of normalized cabinet equivalents. 

 
Expansion Plans 
 
�� The Company is currently commissioning approximately 1,200 normalized cabinet equivalents 

through the expansion of its Brampton facility. Management estimates the capital cost of this 
expansion to be approximately $20 million and expects new capacity to be available in the fourth 
quarter and the project to be substantially completed by the end of the calendar year. The exact number 
of added cabinet equivalents and related costs will be finalized subsequent to completion of 
construction. 

 
Services 
 
Co-location is available in two basic configurations - secure cabinets and secure custom cages. Co-location 
revenues are derived from one-time set-up fees for new installations as well as monthly recurring charges 
based on the number and size of cabinets and cages as well as power requirements.  
 
Managed services include those related to managed servers, managed firewalls, managed load balancing, 
managed backup and restore, managed virtual private network (“VPN”) and managed remote links.  
Revenue from managed services is derived from one-time set-up fees for new installations as well as 
monthly recurring charges based on the actual specifications of each of the services being used. 
 
Managed bandwidth revenues are derived from one-time set-up fees for new installations, monthly 
recurring charges based on contractual committed usage as well as overage charges based on actual usage. 
 
 
Critical Accounting Estimates and Policies 
 
Management makes certain estimates and relies on certain assumptions relating to the reporting of the 
Company’s assets and liabilities as well as operating results in order to prepare the financial statements in 
conformity with Canadian GAAP. Such estimates and assumptions include the valuation of accounts 
receivable, recoverability of long-lived assets, determination of asset retirement obligations, the estimation 
of useful lives of the various classes of fixed assets, stock-based compensation expense, and the 
measurement of income tax valuation allowances. In our determination of the valuation of accounts 
receivable, including the allowance for doubtful accounts, we rely on current customer information, 
payment history and trends as well as future business and economic conditions. The recoverability of long-
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lived assets is determined based on the future undiscounted cash flow expected to be generated from such 
assets. Assumptions used in the determination of asset retirement obligations are based on management’s 
best estimates and include those related to the amount and timing of cash flows required to satisfy the 
Company’s future legal obligation including labour costs based on current marketplace wages and the rate 
of inflation over expected years to settlement; the length of facility lease renewal periods and probability of 
such renewals; and, the appropriate discount rate to present value the future cash flows. The fair value of 
stock options is based on certain estimates applied to the Black-Scholes option-pricing model as discussed 
below. The estimation of useful lives of our various classes of fixed assets is based upon history and 
experience of the same within each class. The measurement of the income tax valuation allowance is based 
upon estimates of future taxable income and the expected timing of reversals of temporary differences. 
Actual results may differ from our estimates and assumptions. 
 
The following are the significant accounting policies of the Company: 
 
Revenue Recognition:  Q9's revenue is derived primarily from recurring revenue streams consisting of 
contractual monthly charges for the various services provided and one-time set-up fees for installation 
services. Revenue is recognized as the related services are provided to customers, if evidence of an 
arrangement exists and collection is deemed probable by management. The one-time set-up fees are 
deferred and recognized in a systematic and rational manner over the longer of the contractual period, 
which typically varies from one to three years, or the expected customer relationship. Amounts billed but 
not yet earned are recorded as deferred revenue. Unbilled revenue is recorded for services delivered but not 
yet billed. 
 
Long-Lived Assets:  The Company has made significant investments in property and equipment. These 
assets consist primarily of leasehold improvements, including data centre equipment. Periodically, 
management reviews long-lived assets for impairment in accordance with the Canadian Institute of 
Chartered Accountants' ("CICA") Handbook Section 3063, which relates to the recognition, measurement 
and disclosure of impairment of long-lived assets. The Company initiates its review, whenever events or 
changes in circumstances indicate that the carrying amount of long-lived assets may not be recoverable.  
Recoverability of an asset group is measured by comparison of its carrying amount to the expected future 
undiscounted cash flows that the asset group is expected to generate from its use and its residual value. An 
asset group is generally considered to be an individual data centre. If it is determined that an asset group 
carrying value is not recoverable, an impairment loss is recorded in the amount by which the carrying 
amount of the asset group exceeds its fair value. Amortization is recorded on leasehold improvements 
based on the shorter of useful life and the expected lease term. Capital expenditures for new data centres 
are amortized beginning in the period in which the data centres are put into use. 
 
Stock-Based Compensation:  The Company applies the fair value method of accounting for stock option 
awards. The fair value of stock option grants is based on certain estimates applied to the Black-Scholes 
option-pricing model, including the expected life of the options, the volatility of the underlying stock, the 
risk-free interest rate and expected dividends.  Changes in these estimates could significantly impact the 
fair value and compensation expense of the options issued in future periods. 
 
On April 28, 2004, the Company issued 813,200 employee stock options at an exercise price of $0.05 per 
share. As these options have a nominal exercise price, they were accounted for as a direct award of shares.  
The fair value of these options, of $8.50 less the exercise price, was recorded as compensation cost in the 
Company's statement of operations ratably over the vesting period of such options. One-third of such 
options vested on each of the first, second and third anniversary of their date of grant and therefore, were 
fully vested at April 30, 2007.  
 
Lease Accounting: The nature of the Company’s business requires it to enter into long-term leases with the 
respective landlords of the buildings where Q9’s data centres are located. Under Canadian GAAP, the 
Company is required to take into consideration future contractual increases in net lease payments, as well 
as lease inducements (including rent-free periods) by expensing the total rent over the expected term of the 
lease on a straight-line basis. In addition, lease costs related to the pre-operating phase of new facilities are 
expensed as incurred. 
 
Asset Retirement Obligations: The Company recognizes the fair value of a liability for an asset retirement 
obligation in the period in which it is incurred or when a reasonable estimate of fair value can be made. Fair 
value is based on the present value of future cash flows discounted at a credit-adjusted risk-free rate of 
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interest. The corresponding increase in property and equipment is amortized into income on the same basis 
as the related asset. The accretion expense and corresponding increase to the liability are recognized each 
period. Subsequent to the initial measurement, period-to-period changes in the liability are recognized for 
revisions to either the timing or the amount of the original estimate of undiscounted cash flows. Actual 
costs incurred upon settlement are charged against the asset retirement obligation. Any difference between 
the actual costs and the recorded liability is recognized as a gain or loss in earnings in the period in which 
the settlement occurs.  
 
Income Taxes: The Company provides for income taxes using the asset and liability method. Under this 
method, current income taxes are recognized for estimated income taxes payable for the current year and 
future income taxes are recognized for temporary differences between the tax and accounting bases of 
assets and liabilities and for the benefit of losses available to be carried forward for tax purposes that are 
considered more likely than not to be realized. Future income tax assets and liabilities are measured using 
tax rates expected to apply in the years in which temporary differences are expected to be recovered or 
settled. Any change to the net future income tax assets and liabilities are measured using tax rates expected 
to apply in the years in which temporary differences are expected to be recovered or settled.  
 
In making an assessment of whether future income taxes are more likely than not to be realized, 
management regularly prepares information regarding the expected use of such assets by reference to its 
internal income forecasts. Based on management’s estimates of the expected realization of future income 
tax assets, during 2006 the Company reduced the valuation allowance to reflect that it is more likely than 
not that certain future income tax assets will be realized. 
 
Changes in Accounting Policies 
 
Financial Instruments: Effective November 1, 2006, the Company adopted the new recommendations of 
the Canadian Institute of Chartered Accountants (CICA) Handbook Section 1530, Comprehensive Income; 
Section 3251, Equity; Section 3855, Financial Instruments – Recognition and Measurement; and, Section 
3865, Hedges, retroactively without restatement. These new Handbook Sections, which apply to fiscal 
years beginning on or after October 1, 2006, provide requirements for the recognition and measurement of 
financial instruments and on the use of hedge accounting. Section 1530 establishes standards for reporting 
and presenting comprehensive income, which is defined as the change in equity from transactions and other 
events from non-owner sources. Other comprehensive income refers to items recognized in comprehensive 
income that are excluded from net income calculated in accordance with generally accepted accounting 
principles. Under the new standards, policies followed for periods prior to the effective date generally are 
not reversed and therefore, the comparative figures have not been restated. The adoption of these Handbook 
Sections had no impact on opening deficit. 
 
Under Section 3855, financial instruments are classified into one of these five categories: held-for-trading, 
held-to-maturity investments, loans and receivables, available-for-sale financial assets or other financial 
liabilities. All financial instruments, including derivatives, are measured in the balance sheet at fair value 
except for loans and receivables, held-to-maturity investments and other financial liabilities, which are 
measured at amortized cost. Subsequent measurement and changes in fair value will depend on their initial 
classification, as follows: held-for-trading financial assets are measured at fair value and changes in fair 
value are recognized in net income; available-for-sale financial instruments are measured at fair value with 
changes in fair value recorded in other comprehensive income until the investment is derecognized or 
impaired at which time the amounts would be recorded in net income. 
 
Upon adoption of these new standards, the Company has designated its cash, cash equivalents, restricted 
cash and short-term investments as held-for-trading, which are measured at fair value. Accounts receivable 
are classified as loans and receivables, which are measured at amortized cost. Accounts payable, accrued 
liabilities and notes payable, are classified as other liabilities. The Company had neither available-for-sale, 
nor held-to-maturity instruments, during the three and nine months ended July 31, 2007. 
 
The Company had no “other comprehensive income or loss” transactions during the three and nine months 
ended July 31, 2007 and no opening or closing balances for accumulated other comprehensive income or 
loss. 
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Changes in the fair value of the Company’s short-term investments (which are comprised of debt securities) 
are included in investment income each period. 
 
Non-Monetary Transactions: Effective November 1, 2006, the Company adopted the new 
recommendations of CICA Handbook Section 3831, Non-monetary Transactions prospectively. This 
standard requires all non-monetary transactions be measured at fair value unless they meet one of four 
criteria. Commercial substance replaces culmination of the earnings process as the test for fair value 
measurement. A transaction has commercial substance if it causes an identifiable and measurable change in 
the economic circumstances of the entity. The adoption of this standard had no significant impact on the 
Company’s financial statements. 
 
Recent Accounting Pronouncements 
 
In December 2006, the CICA released new Handbook Section 1535, Capital Disclosures, effective for 
annual periods beginning on or after October 1, 2007. Section 1535 establishes standards for disclosing 
information about an entity’s capital and how it is managed. It requires the disclosure of information about 
an entity’s objectives, policies and processes for managing capital. The Company will adopt this standard 
for its 2008 fiscal year. 
 
In December 2006, the CICA released new Handbook Section 3862, Financial Instruments – Disclosures 
and Handbook Section 3863, Financial Instruments – Presentations effective for annual and interim periods 
beginning on or after October 1, 2007. Section 3862 requires entities to provide disclosures in their 
financial statements that enable users to evaluate the significance of financial instruments on the entity’s 
financial position and its performance and the nature and extent of risks arising from financial instruments 
to which the entity is exposed during the period and at the balance sheet date, and how the entity manages 
those risks. Section 3863 establishes standards for presentation of financial instruments and non-financial 
derivatives. It deals with the classification of financial instruments, from the perspective of the issuer, 
between liabilities and equities, the classification of related interest, dividends, losses and gains, and 
circumstances in which financial assets and financial liabilities are offset. The Company will adopt these 
standards in its 2008 fiscal year. 
 
Controls Over Financial Reporting 
 
Management has evaluated whether there were changes to its internal controls over financial reporting 
during the quarter ended July 31, 2007 that have materially affected, or are reasonably expected to 
materially affect, its internal controls over financial reporting. No such changes were identified. 
 
Share Capital Reduction 
 
On March 18, 2005, at the Company’s Annual General and Special Meeting of Shareholders, shareholders 
approved a special resolution authorizing the reduction in stated capital by $39.3 million resulting in the 
reduction of the Company’s accumulated deficit by the same amount. 
 
Repurchase of Shares 
 
On October 30, 2006, the Company renewed its Normal Course Issuer Bid (“NCIB”). Under the terms of 
the NCIB, the Company may, during the twelve month period beginning November 1, 2006 and ending 
October 31, 2007, purchase on the Toronto Stock Exchange (the “TSX”), up to a maximum of 1.0 million 
of the issued and outstanding common shares, which represents approximately 5% of the Company’s issued 
and outstanding common shares as at October 27, 2006. Common shares purchased under the NCIB will be 
cancelled.  Transactions will be executed from time to time in the open market in accordance with the rules 
and policies of the TSX. Purchase and payment for the shares will be made by Q9 in accordance with the 
by-laws and rules of the TSX and the price that Q9 will pay for any shares acquired by it will be the market 
price of the shares at the time of acquisition. Q9 may make purchases of shares under the NCIB from time 
to time. This would occur when management believes that the market price of the Company’s shares at 
certain times may be attractive and that the purchase of shares would be an appropriate use of corporate 
funds in light of potential benefits to remaining shareholders.   
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During the three months ended July 31, 2007, the Company repurchased and cancelled a total of 0.1 million 
shares under the NCIB at an average cost of $15.18 per share and a total cost, including commissions, of 
$1.4 million. 
 
On a cumulative basis under the current NCIB, the Company has repurchased 0.2 million common shares 
pursuant to this NCIB at a total cost, including commissions, of $3.0 million. 
 
Results of Operations 
 
The table below sets out the statement of operations for the three and nine months ended July 31, 2007 and 
2006. 
 
 (In thousands, except per share figures) Three Months Ended   Nine Months Ended   
  July 31,  July 31,   
Statement of Operations Data 2007 2006  2007 2006   
Revenue:        
  Co-location $         7,363                          $         5,999  $         19,890                          $         16,451  
  Managed services 5,035 4,010  14,481 11,717  
  Managed bandwidth 1,939 1,682  5,671 4,951  
  Set-up fees 306 285  835 895   
  14,643 11,976  40,877 34,014   
         
Cost of revenue 10,230 8,264  28,113 23,189   
Gross profit 4,413 3,712  12,764 10,825   
Expenses:        
  Sales and marketing 1,643 1,178  4,845 3,451  
  General and administrative 2,084 2,114  6,908 6,180   
  Amortization of property and equipment 206 213  670 762   
 3,933 3,505  12,423 10,393  
         
Income from operations 480 207  341 432   
         
Investment income, net 486 710  1,592 1,822   
        
Income before income taxes 966 917  1,933 2,254   
Income tax expense:       
  Current - 1  1 9   
  Future 482 -  1,410 -  
Net income    $          484                          $            916  $              522                             $           2,245   

         
Earnings per share:       
   Basic $         0.02 $           0.05  $             0.03 $             0.11  
   Diluted $         0.02 $           0.04  $             0.02 $             0.11  
 
Weighted average number of  
  shares outstanding:        
   Basic 21,216 20,313  20,669 20,312  
   Diluted 21,363 20,892  21,263 20,886  
 
 
Revenue 
 
The Company’s business is based on a recurring revenue model for all of its main services. This revenue 
model is considered recurring as customers are billed, once installed, on a recurring and primarily fixed 
basis each month for the duration of their contracts, which are generally one to three years in length. In 
general, these contracts are automatically renewable unless notice is received at least 30 days prior to the 
expiry of such contract. 
 
The Company’s set-up fees consist primarily of charges for configuration and installation services that Q9 
provides for its customers. These services are typically billed once and only upon completion of such 
configuration and installation. The set-up fee revenue is deferred and recognized over the longer of the 
contractual period or the expected customer relationship. 
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Revenue for the three and nine months ended July 31, 2007 and 2006 was as follows: 
 

(In $ thousands) Three Months Ended July 31,   Nine Months Ended July 31, 
  2007 % 2006 %  2007 % 2006 % 

Revenue:  

  Co-location 7,363 50% 5,999 50%  19,890 49% 16,451 48% 

  Managed services 5,035 35% 4,010 34%  14,481 35% 11,717 34% 

  Managed bandwidth 1,939 13% 1,682 14%  5,671 14% 4,951 15% 

  Set-up fees 306 2% 285 2%  835 2% 895 3% 

            

Total Revenue 14,643  100% 11,976    100%   40,877   100%   34,014 100% 
 
 
Total revenue increased 22% to $14.6 million for the three months ended July 31, 2007 compared with 
$12.0 million in the three months ended July 31, 2006. For the nine months ended July 31, 2007 and 2006, 
total revenue was $40.9 million and $34.0 million, respectively, an increase of 20%. 
 
Approximately 50% of the newly contracted recurring revenue in this quarter came from new customers 
and occurred as a result of their decision to outsource their data centre infrastructure and related managed 
services or as a result of their decision to change service providers. The remaining 50% of newly contracted 
recurring revenue came from existing customers and occurred as a result of such customers purchasing 
more of a specific service and/or a greater range of services from the Company. On a year-to-date basis, 
approximately 53% of newly contracted recurring revenue came from new customers and the remaining 
47% came from existing customers. At July 31, 2007, the Company had 353 customers. 
 
Co-location revenue increased by 23% and 21% in the three and nine months ended July 31, 2007, 
respectively, as compared to the same periods in 2006. Consistent with the overall revenue increase, the 
increase for co-location offerings was a result of adding new customers and expanding services offered to 
existing customers. Managed services revenue increased by 26% and 24% for the three and nine months 
ending July 31, 2007, respectively, as compared to the same periods in 2006. This increase was a result of 
adding new customers and expanding services to existing customers. Managed bandwidth revenue 
increased by 15% for the three and nine months ended July 31, 2007 to $1.9 million and $5.7 million, 
respectively. This increase was mainly due to increased volumes. While we expect to continue 
experiencing revenue increases, the rate of increase of each particular service offering may fluctuate from 
time to time. 
 
In addition to evaluating overall revenue increases from one period to another, management analyzes 
revenue in terms of its main components during a given period. These components are comprised of 
contracted revenue as at the beginning of the period, revenue from renewed contracts, additional revenue 
from existing customers, revenue from new customers, usage revenue (mainly related to power and 
managed bandwidth usage) and set-up fees, net of unexpected early termination of contracts or services.  
From time to time, certain customers may request changes/cancellation of certain components of Q9’s 
services prior to the expiry of their contracts with the Company. In limited cases and only when sound 
business reasons exist, Q9 may accept such requests, which would result in an unexpected early 
termination. 
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The table below sets out this analysis for the three months ended July 31, 2007 and April 30, 2007: 
 

     (in $ thousands) 
 
Revenue Components: 

October 31,  
2007 

July 31, 
 2007 

 
% of Total 

April 30, 
2007 

 
% of Total 

    Contracted revenue, beginning of quarter 13,003 12,121          83% 11,222 84% 

    Renewals  349                     2% 346 2% 

    Additions  618                     4% 484 4% 

    Terminations  (12) 0% - 0% 

     13,076 89% 12,052 90% 
      
    Usage  1,261                    9% 1,090 8% 

    Set-up fees  306 2% 280 2% 
      
 Total Revenue  14,643   100% 13,422 100% 
 
Revenue, excluding usage and set-up fees, increased by $1.0 million in Q3 2007 compared to Q2 2007.  
Usage fees increased to $1.3 million for the three months ended July 31, 2007 from $1.1 million for the 
three months ended April 30, 2007. This increase was primarily related to higher customer charges for 
power and cooling due to warmer weather. 
 
As at July 31, 2007, the contracted revenue for the three months ending October 31, 2007 was $13.0 
million, a 7% increase over the contracted revenue of $12.1 million at the beginning of the three months 
ended July 31, 2007. This contracted revenue is subject to early termination adjustments as described 
above. Q9 expects that in the three months ending October 31, 2007, the Company will generate additional 
revenue from contract renewals, contract additions, usage and set-up fees. 
 
The Company’s contracted revenue excludes revenues related to any contracts that have been signed but 
not yet installed. 
 
Cost of Revenue: 
 
Cost of revenue consists primarily of rent, staffing, infrastructure amortization and maintenance, power and 
cooling, bandwidth and carrier circuits, with the most significant components being amortization of 
infrastructure equipment, rent, staffing and related expenses, and power and cooling.  
 
For the three months ended July 31, 2007, cost of revenue increased by $1.9 million, or 24%, to $10.2 
million as compared to $8.3 million for the three months ended July 31, 2006. The increase in cost of 
revenue consisted primarily of amortization of $0.9 million mostly attributable to the Toronto and Calgary 
data centre expansions as well as an increase in capital expenditures related to increased business activity; 
an increase in power and cooling of $0.4 million primarily attributable to the opening of the new data 
centres as well as increased business activity in existing data centres; $0.4 million of increased staffing 
costs related to additional support staff, technical and security staff at various data centres, as well as 
general salary increases; and an increase in rent expense of $0.1 million primarily attributable to costs 
incurred by the Company for the new data centre space in Toronto and Calgary.  
 
For the nine months ended July 31, 2007, cost of revenue increased by $4.9 million, or 21%, to $28.1 
million as compared to $23.2 million for the same period in 2006. The increase in cost of revenue consisted 
primarily of amortization of $1.6 million mostly attributable to the completion of the Toronto and Calgary 
data centre expansions as well as an increase in capital expenditures related to increased business activity; 
an increase in staffing costs of $1.3 million related to additional support staff, technical and security staff at 
various data centres, and general salary increases; power and cooling costs of $0.7 million, substantially 
due to the opening of the new data centres as well as a slight increase in energy prices; an increase in rent 
expense of $0.6 million primarily attributable to costs incurred by the Company for the new data centre 
space in Toronto and Calgary; and, an increase of $0.5 million due to increases in carrier circuit and 
bandwidth costs mostly attributable to increased remote link and bandwidth sales. 
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Total cost of revenue is expected to increase as revenues increase. In the short to mid-term, the addition of 
the data centre capacity in Toronto, Calgary and Brampton will result in a relatively higher increase in cost 
of revenue than historically experienced. Furthermore, as the Company’s policy is to expense start-up costs 
(primarily rent) during the pre-operating period of a data centre, there is a negative impact, in the short-
term, on gross margins.  However, a significant portion of cost of revenue is fixed in nature and is expected 
to remain relatively constant in future periods, once the increases in data centre capacity are completed. 
Therefore, we expect that in the long-term, gross margins will improve as revenue increases and added 
capacity is utilized and the operating leverage inherent in the business model will continue to result in 
significant flow-through of incremental revenue to gross profits. 
 
Operating Expenses: 
 
Operating expenses typically consist of sales and marketing, general and administrative and amortization 
related to property and equipment that are not directly used in generating revenue. The table below sets out 
a comparison of these expense items for the three and nine months ended July 31, 2007 and 2006. 
 
 

(In $ thousands) Three Months Ended July 31   Nine Months Ended July 31 

  2007 % 2006 %  2007 % 2006 % 

Operating Expenses:  

  Sales and marketing 1,643 42% 1,178 34%  4,845 39% 3,451 33% 

  General and administration 2,084 53% 2,114 60%  6,908 56% 6,180 60% 

  Amortization 206 5% 213 6%  670 5% 762 7% 

            

Total Operating Expenses 3,933     100% 3,505   100%   12,423   100% 10,393  100% 
 
 
Operating expenses for the three months ended July 31, 2007 and 2006 were $3.9 million and $3.5 million, 
respectively, an increase of 12%. Operating expenses for the nine months ended July 31, 2007 and 2006 
were $12.4 million and $10.4 million, respectively, an increase of 20%.  
 
For the three months ended July 31, 2007, sales and marketing expenses were $1.6 million, as compared to 
$1.2 million for the same period in 2006. This increase was primarily due to an increase in compensation 
expense of $0.4 million related to new hires and increased commissions due to increased business activity; 
and, an increase of $0.1 million in marketing expenses due to higher advertising and promotional 
expenditures. For the nine months ended July 31, 2007, sales and marketing expenses increased by $1.3 
million, or 40%, to $4.8 million as compared to $3.5 million for the nine months ended, July 31, 2006, 
primarily due to the same factors as described above.  
 
General and administrative expenses were $2.1 million for the three months ended July 31, 2007, relatively 
unchanged compared to the same period in 2006. For the nine months ended July 31, 2007, general and 
administration expenses increased by $0.7 million to $6.9 million from $6.2 million in the same period in 
2006. The increase was primarily due to an increase in compensation expense of $0.4 million related to 
increased staffing levels and employer health tax remittances related to options exercised by senior 
management in the second quarter of fiscal 2007; an increase in professional and other fees of $0.2 million, 
primarily related to public company costs for accounting, legal and regulatory compliance; and, an increase 
in rent expense of $0.1 million, due to the Company’s move to its new office space to accommodate 
increased staffing levels. General and administration expenses may increase in the future as the Company 
pursues its growth strategy. 
 
Amortization is related to those assets that are not directly attributed to the generation of revenue and was 
$0.2 million and $0.7 million for the three and nine months ended July 31, 2007, respectively, relatively 
unchanged when compared to the same periods last year. 
 
Investment income: 
 
Investment income was $0.5 million and $1.6 million in the three and nine months ended July 31, 2007, 
compared to $0.7 million and $1.8 million for the same periods in 2006, respectively. The decrease in 



 - 10 - 
 

investment income for the three and nine months ended July 31, 2007 was due to lower short-term 
investment balances partially offset by higher interest rates compared to the same period last year. The 
Company expects investment income to decrease as existing cash and short-term investment balances are 
invested in data centre expansions. 
 
Income taxes: 
 
In the fourth quarter of fiscal 2006, the Company recorded an income tax benefit of $7.1 million based on 
its determination that the realization of certain tax assets, including available tax loss carryforwards, was 
more likely than not. The reduction in the valuation allowance was based upon a number of factors, 
including the Company’s recent history of profitability, an analysis of the expected timing of reversals of 
temporary differences and budgeted and forecasted earnings, after adjusting for non-deductible 
expenditures. Although realization is not assured, the Company believes it is more likely than not that 
certain future tax assets will be realized and therefore a benefit has been recorded. This will be subject to 
periodic assessments of the valuation allowance which could result in increases or decreases to the future 
tax asset and income tax expense in future periods. 
 
For the three and nine months ended July 31, 2007, the Company recorded a non-cash future income tax 
expense of $0.5 million and $1.4 million, respectively, which resulted primarily from the utilization of non-
capital loss carryforwards, the benefit of which had previously been recognized. 
 
The Company’s effective tax rate differs from the combined federal and provincial tax rates of 36.12% due 
to the effect of non-deductible expenditures, primarily related to stock-based compensation. 
  
For the three and nine months ended, July 31, 2007 and 2006, current tax expense recorded in the financial 
statements was comprised of large corporations tax. 
 
Summary of Quarterly Results 
 
The following table sets out certain operating results and balance sheet items of the Company for the past 
eight quarters. 
 
 (In $ thousands, except per share 
figures) Quarters Ended 

  Jul. 31, Apr. 30, Jan. 31,  Oct. 31,   Jul. 31,  Apr. 30,  Jan. 31, Oct. 31, 

  2007 2007 2007 2006 2006 2006 2006 2005 

   

Revenue 14,643 13,422 12,812 12,453 11,976 11,091 10,947 10,990 

Gross profit 4,413 3,945 4,406 4,443 3,712 3,637 3,476 3,781 

Income (loss) from operations 480 (495) 356 740 207 127 98 873 

Income (loss) for the period (note 1) 484 (336) 374 8,519 916 719 610 1,359 

Cash flow from operations 5,161 3,863 4,113 4,756 3,184 4,513 4,681 3,293 

Cash and cash equivalents 8,396 5,420 8,539 5,961 4,524 8,970 9,529 7,843 

Short-term investments 43,030 47,447 46,978 61,448 70,123 68,337 67,843 67,610 

Property and equipment 76,438 74,524 68,744 58,592 45,270 38,352 36,998 36,757 

Total assets 140,681 141,337 137,967 139,598 126,692 121,506 120,626 118,057 

Deferred revenue 6,671 6,087 5,617 5,486 5,301 5,056 4,805 4,558 

Shareholders’ equity 120,145 120,700 118,845 117,254 108,395 107,932 106,959 106,278 
         
Earnings (loss) per share: 
  Basic 
  Diluted 

0.02 
0.02 

 
(0.02) 
(0.02) 

0.02 
0.02 

0.42 
0.41 

0.05 
0.04 

0.04 
0.03 

0.03 
0.03 

0.07 
0.07 

Note 1: Income for the three months ended October 31, 2006 included a one-time tax benefit of $7,060. 
 
 



 - 11 - 
 

Liquidity and Capital Resources 
 
Q9 has historically financed its operations through the sale of common and preference shares and through 
the issuance of debt. As at July 31, 2007, the Company had cash, cash equivalents and short-term 
investments of $51.5 million (including $0.1 million in restricted cash), compared to $67.6 million 
(including $0.2 million in restricted cash) as at October 31, 2006. Other than $0.7 million in notes payable 
to an equipment supplier, the Company had no debt outstanding as at July 31, 2007. 
 
For the three months ended July 31, 2007 and 2006, cash provided by operating activities was $5.2 million 
and $3.2 million, respectively. For the nine months ended July 31, 2007 and 2006, cash provided by 
operating activities was $13.1 million and $12.4 million, respectively. The increase in cash provided by 
operations in the three months ended July 31, 2007 resulted principally from an improvement in the 
Company’s operating results as well as a reduction in non-cash working capital balances of $0.5 million 
compared to an increase of $0.8 million for the same period in 2006. The increase in cash provided by 
operations in the nine months ended July 31, 2007 resulted principally from an improvement in the 
Company’s operating results.  
 
The Company believes that its recurring revenue has grown to levels that are sufficient to meet ongoing 
operating cash requirements, given its predominantly fixed cost structure within each operational data 
centre. The Company expects to continue to generate positive cash flow from operations in the future. 
However the implementation of the Company’s growth strategy, including the expansions in Toronto, 
Calgary and Brampton, will have a short-term negative impact on the Company’s expenses and cash flow 
from operations.  
 
For the three months ended July 31, 2007, cash used in financing activities was $0.2 million compared to 
$1.0 million used in financing activities for the three months ended July 31, 2006. Cash used in financing 
activities in the three months ended July 31, 2007 resulted primarily from $0.2 million expended for the 
repurchase of the Company’s shares under the NCIB and the repayment of notes payable in the amount of 
$0.3 million, offset by the issuance of notes payable in the amount of $0.2 million. Cash used in financing 
activities in the three months ended July 31, 2006 resulted primarily from $1.0 million expended for the 
repurchase of the Company’s shares under the NCIB, as well as the repayment of $0.2 million of notes 
payable, offset by the issuance of $0.2 million of notes payable. 
 
For the nine months ended July 31, 2007, cash provided by financing activities was $2.4 million compared 
to $2.0 million used in financing activities for the nine months ended July 31, 2006. Cash provided by 
financing activities in the nine months ended July 31, 2007 resulted from the exercise of stock options in 
the amount of $3.8 million, as well as from the issuance of notes payable in the amount of $1.1 million, 
offset by $1.7 million expended for the repurchase of the Company’s shares under the NCIB and the 
repayment of notes payable in the amount of $0.8 million. Cash used in financing activities in the nine 
months ended July 31, 2006 resulted from $2.4 million expended for the repurchase of the Company’s 
shares under the NCIB, as well as the repayment of $0.7 million of notes payable, offset by $0.5 million 
received from the exercise of stock options and the issuance of $0.6 million of notes payable.  
 
For the three months ended July 31, 2007 and 2006, cash used in investing activities was $1.9 million and 
$6.6 million, respectively. In the three months ended July 31, 2007, the Company invested $6.3 million in 
property and equipment and sold a net $4.2 million in short-term investments. Restricted cash decreased by 
$0.2 million. For the three months ended July 31, 2006, the Company invested $4.9 million in property and 
equipment and purchased a net $1.8 million in short-term investments.  Restricted cash decreased by $0.2 
million. 
 
For the nine months ended July 31, 2007, cash used in investing activities was $13.1 million, compared to 
$13.7 million in the same period in 2006. On a year-to-date basis, the Company has invested $31.1 million 
in property and equipment as well as $0.2 million in other assets, and sold a net $17.9 million of short-term 
investments. Restricted cash decreased by $0.2 million. For the nine months ended July 31, 2006, the 
Company invested $11.1 million in property and equipment as well as $0.1 million in other assets, and 
purchased a net $2.7 million in short-term investments. Restricted cash decreased by $0.2 million. 
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Q9’s capital expenditures primarily relate to leasehold improvements at its data centres as well as to 
customer related capital expenditures, which includes cabinets/cages and computer equipment, such as 
servers, routers and firewalls. 
 
The Company anticipates incurring additional customer related capital expenditures that are success-based 
and will vary with the level of revenue. The Company will continue to incur capital expenditures in 
connection with adding data centre capacity in Brampton. Total estimated capital expenditures for the 
Brampton data centre expansion is expected to be approximately $20 million. Cumulative capital 
expenditures and commitments for the Toronto, Calgary and Brampton data centre expansions as at July 
31, 2007 totaled $49.4 million. 
 
The table below sets out the Company’s future contractual obligations as at July 31, 2007.   
 

As at July 31, 2007 Payments Due by Period 
 (In $ thousands)  Less than 1 to 3 4 to 5 5 to 20 
 Total 1 year years years years 

Contractual Obligations:  

  Real property operating leases 47,649 4,991 10,220 9,676 22,762 

  Notes payable 731 731 - - - 

  Commitments under contract 3,379 1,202 496 348 1,333 

  Purchase obligations (note 1) 4,184 4,184 - - - 

Total Contractual Obligations 55,943 11,108 10,716 10,024 24,095 
 
Note 1:  Purchase obligations reflect commitments to vendors related to capital expenditures and the purchase of goods and 
services that are enforceable and legally binding and that specify all significant terms. 

 
Management believes that the Company’s current cash and short-term investments and anticipated cash 
flow from operations will be sufficient to meet its working capital and capital expenditure requirements, 
including the planned data centre expansions, for the foreseeable future. 
 
Off-Balance Sheet Arrangements 
 
Except as noted above, the Company has no off-balance sheet arrangements. 
 
Transactions with Related Parties 
 
The Company provided services in the normal course of business to four and five customers that are 
affiliates of directors and officers of the Company for the three and nine months ended July 31, 2007, 
respectively, and five and nine customers for the three and nine months ended July 31, 2006, respectively. 
Revenue from these customers for the three and nine months ended July 31, 2007 was $0.2 million and 
$0.5 million, respectively and for the three and nine months ended July 31, 2006 was $0.2 million and $2.8 
million, respectively. Accounts receivable from such customers as at July 31, 2007 and October 31, 2006 
were $0.1 million. 
 
Share Capital 
 
As at September 12, 2007, there were 21,164,393 shares outstanding.  
 
Risks 
 
Operating Results are Expected to Fluctuate 
 
The Company has experienced fluctuations in its operating results on a quarterly and annual basis. In view 
of the rapidly evolving nature of the Company’s business, and the risks explained herein and those that are 
included in filings with regulatory authorities, the Company believes that period-to-period comparisons of 
operating results should not be relied upon as an indication of future performance. The Company expects 



 - 13 - 
 

that operating results will continue to fluctuate in the foreseeable future due to a variety of factors, 
including: 
 
�� changes in general economic conditions and specific market conditions in the telecommunications and 

Internet industries; 
 
�� the timing and magnitude of operating expenses, capital expenditures and expenses relating to the 

expansion of sales, marketing, operations and acquisitions, if any, of related or complementary 
businesses and assets; 

 
�� the cost and availability of adequate public utilities, including power; and 
 
�� no certainty that customer contracts will be renewed upon expiry. 
 
Any of the foregoing factors could have a material adverse effect on the Company's business, results of 
operations or financial condition. Although the Company has generally experienced quarterly revenue 
growth, this growth pattern is not necessarily indicative of future operating results. 
 
Competition 
 
The Company operates in a competitive market. The Company competes on the basis of certain factors 
including the ability to provide its customers with reliable and scalable Internet operations and 
infrastructure, the use of private backbone connections and the ability to provide redundant, high-speed 
connectivity to the Internet. There can be no assurance that the Company's current and future competitors 
will not be able to develop co-location services or other infrastructure expertise comparable or superior to 
those developed by the Company or to adapt more quickly than the Company to new technologies, 
evolving industry standards or customer requirements. 
 
Q9 believes it is well positioned to compete as an outsourced data centre infrastructure and related 
managed services provider. However, certain of Q9's competitors or potential competitors have or may 
have far greater financial resources, brand recognition and established business relationships with 
enterprises in Q9's target market than Q9 has at the present time.  
 
Price Sensitive Market 
 
Q9's services are currently priced on a value basis and accordingly command a premium over certain other 
alternatives. However, the competitive market in which Q9 conducts its business could require the 
Company to reduce its prices. If Q9's competitors offer discounts on certain products or services in an 
effort to recapture or gain market share or to sell other products, the Company may be required to lower 
prices or offer other favourable terms to compete successfully. Any such changes would likely reduce Q9's 
profits and could adversely affect operating results. Some of the Company's competitors may bundle 
products and services that compete with Q9's for promotional purposes or as a long-term pricing strategy or 
provide guarantees of prices and product implementations. These practices could, over time, limit the prices 
that Q9 can charge for its products. If Q9 cannot offset price reductions with a corresponding increase in 
the volume or with lower spending, then the reduced revenues resulting from lower prices would adversely 
affect the Company's profits and operating results. 
 
Market Demand for Available Capacity 
 
The Company currently has available capacity in certain data centres and is in the process of adding 
additional capacity in its Brampton data centre. There can be no assurance that the existing or future market 
demand will be sufficient to fill this available capacity. Should the demand for the Company’s data centre 
services decline or fail to increase, this may negatively affect the Company’s ability to capitalize on its high 
operating leverage and may adversely affect the Company’s future financial performance.  


