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Management’s Discussion and Analysis 

Mitec Telecom Inc. (“Mitec” or the “Corporation”) is a leading designer and provider of radio frequency (“RF”) products and solutions for the telecommunications and satellite communications industries, as well as a variety of other sectors. The Corporation sells its products worldwide to network providers for incorporation into high-performing wireless networks used in voice and data/internet communications, enabling end-user communications around the world. The Corporation’s headquarters are located in Montreal, Canada. Mitec is listed on the Toronto Stock Exchange under the symbol MTM.

The following management’s discussion and analysis (“MD&A”) is a narrative explanation, through the eyes of Mitec’s management, on how the Corporation performed during the three-month period ended October 31, 2011 (second quarter fiscal 2012) and the six-month period ended October 31, 2011. It includes a review of the financial condition of Mitec and a review of operations for each of Mitec’s operating segments for the second quarter fiscal 2012 as compared to the three-month ended on October 31, 2010 (second quarter fiscal 2011) and for the six-month period ended on October 31, 2011 as compared to the same period ended October 31, 2010.

This MD&A supplements the unaudited condensed interim consolidated financial statements for the period ended October 31, 2011 but does not form part of them. It is intended to help the reader understand and assess the significant trends, risks and uncertainties related to the results of operations for each business segment and it should be read in conjunction with the audited consolidated financial statements as at April 30, 2011. Mitec’s unaudited condensed interim consolidated financial statements and the accompanying notes for the periods ended October 31, 2011 form part of the first annual audited consolidated financial statements to be prepared in accordance with International Financial Reporting Standards (“IFRS”) for the year ended April 30, 2012. They have been prepared in accordance with International Accounting Standard (“IAS”) 34, Interim Financial Reporting as issued by the International Accounting Standard Board (“IASB”). For more information about the conversion to IFRS, please refer to note 19 of the unaudited condensed interim consolidated financial statements for the second quarter of fiscal 2012 and to note 20 of the unaudited condensed interim consolidated financial statements for the first quarter ended July 31, 2011. All amounts in this MD&A are in thousands of Canadian dollars unless otherwise indicated. This MD&A contains information available to December 14, 2011. Additional information relating to the Corporation can be found on SEDAR at www.sedar.com.

FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements, which reflect the Corporation’s current expectations regarding certain future events. To the extent that any statements in this document contain information that is not historical, the statements are essentially forward-looking and are often identified by words such as “anticipate”, “expect”, “estimate”, “intend”, “project”, “plan” and “believe”. In the interest of providing shareholders and potential investors with information regarding Mitec, including management’s assessment of future plans and operations, certain statements in this MD&A are forward-looking and are subject to the risks, uncertainties and other important factors that could cause the Corporation’s actual performance to differ materially from that expressed in or implied by such statements. Such factors include, but are not limited to: the going concern uncertainty; the impact of general economic conditions; industry conditions, including changes in laws and regulations; increased competition; the lack of availability of qualified personnel or management; fluctuations in commodity prices; foreign exchange or interest rates; stock market volatility; and the impact of accounting policies issued by Canadian standard setters. Some of these items are further discussed in the “Risks and Uncertainties” section of this document and in the Risk Factors section of the Corporation’s Annual Information Form dated July 27, 2011.

Although the Corporation believes that the expectations conveyed by the forward-looking statements are based upon information available on the date that such statements were made, there can be no assurance that such expectations will prove to be correct. The reader is cautioned not to rely on these forward-looking statements. The Corporation disclaims any obligation to update these forward-looking statements unless required to do so by applicable Securities laws. All subsequent forward-looking statements, whether written or orally attributable to the Corporation or persons acting on its behalf, are expressly qualified in their entirety by these cautionary statements.

APPROVAL OF CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

Prior to publication, the Board of Directors, on the recommendation of the audit committee, approved Mitec Telecom’s condensed consolidated interim financial statements and this MD&A.

OVERVIEW

Mitec Telecom Inc. was incorporated in 1972. Its activities include the design and manufacturing of solutions that support various technologies in the ever-changing Wireless telecommunications industry (“Wireless”). 

The Wireless business consists of designing, manufacturing and selling state-of-the-art solutions that are used in wireless applications with a historical focus on supporting speed, reliability and capacity through technologies designed for cellular base stations. These components are distributed worldwide and are integrated into high performing wireless communication infrastructures that enable voice, data/Internet and some of the core broadband capabilities in today’s fast growing competitive multimedia communications area. Mitec works closely with its customers to design and manufacture solutions which will enable them to achieve their respective industry objectives. Consequently, Mitec has achieved preferred vendor status with several global telecom players.

In the past, Mitec also operated in the Satellite and Terrestrial communication industry (“Satcom”). The Satcom segment generated revenues from the design, manufacture and sale of RF components and subsystems for Satellite Earth Stations used by direct-to-home TV service providers’ very small aperture terminal (“VSAT”) networks.  In October 2011, following the reception of a binding letter of intent (“LOI”) from a group of Mitec senior employees to acquire certain assets, mainly representing Mitec’s VSAT division, the Corporation has reclassified the VSAT business and its remaining assets as a discontinued operation.  In addition, shortly after the end of the quarter, Keragis, the US subsidiary operating in the military sector that was part of the Satcom segment was sold.  Consequently, Mitec no longer operates in the Satcom segment.
As an established and recognized supplier in the wireless fields, with a stable infrastructure and a valuable knowledge base, Mitec positions itself to benefit from the growth in various markets which demand wireless support and invests in research and development (“R&D”) initiatives for new product lines to service these areas. Mitec uses its scalability and engineering expertise in order to address the demand for bandwidth, speed, capacity and reliability as telecom companies worldwide continue to require solutions for the rapid adoption of wireless telecommunications in a variety of different sectors. Mitec also focuses on which wireless technologies can benefit from its knowledge base and expertise so that it can provide a credible, global platform to introduce these innovative wireless solutions to top tier customers worldwide.
Mitec’s headquarters, R&D center and manufacturing location are in Montreal, Canada. As at October 31, 2011, the Corporation’s global workforce stood at 64 employees, however the divestiture of Keragis operations which took place on November 2, 2011 has reduced the employee count to 51.
STRATEGIC INITIATIVES
In October 2010, Mitec’s Board of Directors announced an initiative to separate its various business divisions with the objective of unlocking their respective value and would allow Mitec more opportunity and ability to explore alternatives to create shareholder value.

These actions have provided the Corporation with a mechanism to extract shareholder value and have successfully generated significant non-dilutive cash as the Passive Satcom and China RF divisions were divested earlier in 2011 and Keragis, the US subsidiary operating in the military sector the was part of the Satcom segment was sold in November, 2011.  
Following the initial divestures earlier in 2011, Mitec evaluated its remaining business units, taking industry and market factors into account along with its overall corporate structure.  On October 28, 2011, Mitec received approval from shareholders to proceed with the assets transfer to a wholly-owned subsidiary.  .

The purpose of this transfer permitted greater flexibility in the management of existing and future business operations. Transferring the Corporation’s operations to a wholly-owned subsidiary provides additional shareholder benefits, such as attracting investment partners who would otherwise not be able to participate in some of the opportunities the Corporation is cultivating.

In addition to the actions described above, Mitec continues to explore ways to position itself to benefit from the growth of wireless technology. For example, wireless use is becoming widespread in the healthcare industry where it can play a key role in the areas of patient monitoring, infection control, post operative care and drug delivery, among others. Mitec’s recent strategic investment in Covalon Technologies Inc. (TSX-V: COV) allows the Corporation to participate in new market opportunities, mitigate execution risk and position itself as a major investor in an under-valued opportunity that has the potential to generate substantial returns to Mitec shareholders.  Mitec is currently exploring several additional industry applications assessing additional new market opportunities and looks forward to sharing details of these potential transactions with its shareholders as soon as it is able. 
MAJOR EVENTS

The sale of Mitec’s RF conditioning business in Suzhou, China in February, 2011 was a milestone event for the Corporation as it demonstrated that Mitec’s previously announced strategy was sound. US$4.1 million cash proceeds were generated from the sale. It became clear that the sale of this business was a pragmatic decision as many of the customers that Mitec was servicing have continued to pressure other suppliers, resulting in several business failures over the past year.

On August 24, 2011, Mitec announced that it had executed a strategic alliance and invested $2,496 in Covalon Technologies Ltd. by way of a private placement in exchange for approximately 9.9% of Covalon’s issued and outstanding shares. This strategic relationship will provide Mitec with exposure to a team of highly credible and knowledgeable medical researchers, engineers and scientists who have an established track record of developing patented technologies as well as commercializing and marketing them. The opportunity allows Mitec to access some proprietary products in the health care area, with a valued-added market position already in place which can further be improved upon through the use of wireless technology. This initiative is a very effective way for Mitec to quickly enter into the lucrative and exciting wireless healthcare market, in a manner that mitigates execution risk and allows for maximum collaboration with the objective of improving healthcare and patient experiences.  Mitec is currently working with Covalon to determine the most effective way to achieve this objective.  
On October 28, 2011, Mitec announced that it had received approval from shareholders to proceed with the assets transfer to a wholly-owned subsidiary. Mitec also announced it had received a binding LOI, to acquire certain assets, mainly representing Mitec’s VSAT division from a group of Mitec senior employees. These employees have agreed to acquire 100% of Mitec’s VSAT division for anticipated proceeds of $3.4 million. The LOI is subject to execution of definitive agreements, financing and regulatory approvals. Subsequently, on November 18, 2011, the Corporation announced that the closing relating to this LOI will occur on or about December 15, 2011.
Subsequent to quarter-end, on November 2, 2011, Mitec announced that it has arranged to sell its Keragis military division, located in Poway, California to Robert Rector and Maria Rector, the founders of Keragis. The transaction was valued at approximately $1 million and was comprised of a combination of cash and cash equivalents, debt (secured on the assets of Keragis and personally guaranteed by the Rectors), an ongoing royalty and redemption of Mitec shares. 

SELECTED QUARTERLY FINANCIAL INFORMATION 

The following table presents selected financial information and is derived from our audited consolidated financial statements for each of the eight most recently completed quarters:

	
	
	20121
	
	
	
	20111
	
	20102

	(in thousands of dollars, except per share data)
	Q2
	Q1
	Q4
	Q3
	Q2
	Q1
	Q4
	Q3

	
	$
	$
	$
	$
	$
	$
	$
	$

	Sales 
	8
	32
	315
	298
	150
	730
	276
	303

	Gross profit (loss)
	(131)
	(36)
	(163)
	(98)
	66
	125
	7
	(45)

	Research & development expenses
	126
	156
	(359)
	18
	26
	28
	27
	169

	Selling and administrative expenses
	460
	545
	639
	466
	644
	403
	852
	823

	Net gain (loss) from continuing operations
	(2,327)
	(896)
	220
	(920)
	(827)
	(503)
	(4,105)
	(1,421)

	Discontinued operations
	167
	(812)
	(576)
	24
	124
	(830)
	900
	878

	Net loss
	(2,160)
	(1,708)
	(355)
	(943)
	(703)
	(1,333)
	(5,005)
	(2,299)

	
	
	
	
	
	
	
	
	

	Basic and diluted, net gain (loss) per share:
	
	
	
	
	
	
	
	

	- continuing operations
	(0.01)
	(0.00)
	0.00
	(0.00)
	0.00
	(0.01)
	(0.02)
	(0.01)

	- discontinued operations
	0.00
	(0.00)
	(0.00)
	(0.00)
	(0.00)
	(0.00)
	(0.00)
	(0.00)

	- net gain (loss)
	(0.01)
	(0.00)
	(0.00)
	(0.00)
	(0.00)
	(0.01)
	(0.02)
	(0.01)

	
	
	
	
	
	
	
	
	

	Non-recurrent items:
	
	
	
	
	
	
	
	

	
- Impairment of property, plant and 
equipment
	164
	—
	140
	—
	—
	12
	34
	—

	
- Impairment of goodwill
	—
	—
	—
	—
	—
	—
	1,991
	—

	
- Impairment of intangible assets
	1,029
	—
	92
	—
	—
	—
	724
	—

	
	
	
	
	
	
	
	
	

	Total assets
	10,975
	14,021
	16,619
	18,841
	20,327
	19,015
	20,704
	23,714

	Long-term debt
	1,897
	1,701
	1,578
	2,510
	1,882
	1,268
	1,157
	1,136

	Cash and short-term investments
	1,957
	3,761
	2,521
	607
	877
	521
	1,733
	7,782


1 In accordance with IFRS
2 In accordance to Canadian GAAP before the adoption of IFRS
RESULTS OF OPERATIONS FOR THE SECOND QUARTER AND FOR THE SIX-MONTH PERIOD ENDED OCTOBER 31, 2011

Sales

For the quarter ended October 31, 2011, consolidated sales from continuing operations, namely the wireless Telecom business, reached $8, a decrease of 95%, or $142, from $150 from the second quarter in the previous year. The decrease in the Corporation’s sales is largely attributable to a lack of penetration on Mitec’s value-added Coverage Solutions components, mainly due economical difficulties its customers are facing Mitec continues to compete in areas where technology is fiercely competitive and its products are vulnerable for not being sufficiently differentiated to provide a value-added benefit. Mitec continues to work with its customers who are committed to supporting their network improvement initiatives using Mitec Coverage Solutions components. However, the combination of an industry-wide slowdown in spending by North American network operators, combined with the ongoing challenges Mitec faces in order to succeed in convincing the wireless network end user of the value-added benefit that Mitec and its customer can achieve with these components, ultimately result in pricing competitiveness which generates unacceptable gross margins. Mitec has initiated a repositioning in its approach in the wireless Telecom business so that it can greatly reduce the impact of industry slowdowns as well as provide value-added benefits to new market segments as demonstrated in its recently announced strategic alliance in the health care area.
Revenue for the six-month period in Wireless segment decreased by $839 to $41, compared to $880 during the same period in the previous fiscal year. For reasons outlined above, the products that were being deployed into field trials both in the United States and in India have not yet generated the volume orders anticipated. The shift in Mitec’s wireless sales strategy, introducing a new series of coverage solution product lines developed in prior years which were expected to become the foundation for the North American Wireless sales strategy continues to be delayed. Mitec has succeeded in qualifying several of its coverage solutions with large, international telecom operators and network providers and continues to promote these products in order to achieve profitability and revenue growth. The Corporation’s new product lines were developed to address the always increasing demand in bandwidth as well as to resolve network interference issues with both wireless original equipment manufacturers and operators as well as to ensure the Corporation was successful in differentiating itself against increased worldwide competition.  However, the intense international market competition makes it hard for Mitec to penetrate sectors in which it used to have a strong position with products .  As mentioned earlier, Mitec has initiated a repositioning in its approach in the wireless Telecom business so that it can greatly reduce the impact of industry slowdowns as well as provide value-added benefits to new market segments as demonstrated in its recently announced strategic alliance in the health care area.

Geographical Distribution 

	
	
	North America
	Europe
	Asia
	Other

	2012 Q2
	
	100%
	0%
	0%
	0%

	2011
	
	100%
	0%
	0%
	0%

	2010
	
	100%
	0%
	0%
	0%


Gross profit 

Gross profit from continuing operations of the Wireless business for the second quarter of fiscal 2012 was negative $131, a decrease of $197 from $66 in the second quarter of fiscal 2011. The negative gross margin reflects the impact of unabsorbed fixed costs over the low sales volume generated in the quarter.  For the six-month period ended October 31, 2011, gross profit was negative $166 compared to a positive $191 during the same period in fiscal 2011.  Mitec expects to transition its business towards sustainable, long term profit initiatives through a corporate re-organization as described in the “Strategic Initiative” section above.   As a consequence of the initiative, 2 of the remaining business operations, Keragis and VSAT were in the process of being sold as at October 31, 2011 and were classified as discontinued operations.  Mitec ended its technical consulting arrangement with its former CEO and has placed its wireless team temporary hiatus to further reduce costs during this transition period.  The consequences of this re-organization will further position Mitec to achieve its objectives as it relates to achieving acceptable gross margin levels.
Research and Development Expenses

R&D expenses, net of investment tax credits, for the second quarter of fiscal 2012 were $126 compared with $26 in the second quarter of fiscal 2011. This level of expense is expected to remain in order to allow the Corporation to maintain a certain degree of competiveness and develop solutions for its targeted new market segments. The Corporation intends to support R&D either directly or indirectly through strategic alliances, etc., to ensure R&D support results in acceptable long-term profitability.  Furthermore, Mitec will remain focused on ensuring that gross margins are acceptable and will not support those product lines which, because of increased competition, market shifts or other variables, will not provide evidence of acceptable long-term profitability. For the six-month period ended October 31, 2011, net R&D expenses were $283, an increase of $229 compared to $54 spent during the same period a year earlier. 
Selling and Administrative Expenses

Selling and Administrative (“S&A”) expenses were $460 for the second quarter in fiscal 2012 compared with $810 in the second quarter of fiscal 2011. The decrease was attributable to various restructuring activities undertaken, including the departure of Mitec’s prior President and CEO since the beginning of the year in order to bring the S&A costs in line with current revenue stream. For the six month period, the decrease in S&A expenses was $495 bringing the total S&A expense to just over $1 million compared to $1.5 million for the same period a year earlier.  In light of the recent sale of Keragis and the VSAT business, Management continues to implement cost-cutting and execute its restructuring activities to bring its expenses in line with the reduced level of activity.
Financial Expenses

Financial expenses were $415 for the second quarter in fiscal 2012 compared with $202 in the second quarter of fiscal 2011.  For the six-month period, financial expenses were $738 compared to $288 for the same period in fiscal 2011.  There was a one-time $279 charge for accretion expense in relation to the renegotiated terms and one year extension of maturity date relating to a series of convertible debentures issued in October, 2009.  
Share-based compensation

The amount of the expense totalled $2 for the second quarter in fiscal 2012, a decrease of $19 as compared with the second quarter of fiscal 2011. For the six-month period, share-based compensation was $5 compared to $45 for the same period a year earlier. The Corporation did not issue any stock options during the current quarter of fiscal 2012. As at October 31, 2011, a total of 7,796,000 stock options were outstanding, of which 7,518,000 were exercisable. 
Loss on disposal and impairment of Property, Plant and Equipment

Following the announcements of the sale of Keragis and the binding LOI relating to the sale of the VSAT assets, the assets relating to these businesses were classified under discontinued operations.  As a result, a loss of $164 was incurred in the period.  The same amount is applicable for the six-month period ended October 31, 2011. 
Impairment of Intangible Assets
As described above, following the announcement of the discontinued operations, a charge of $1 million was recorded to account for the impairment of intangible assets. 

Discontinued Operations

As a result of a divestiture transaction that occurred earlier in 2011 and relating to the operations of Mitec Communications Ltd. and Mitec Telecom (Suzhou) Company Ltd., activity which was included in the Telecom segment, has been reported as discontinued activities. 
On May 16, 2011, the Corporation divested certain assets of its Satcom operations for a cash consideration of $2,900. The carrying value of the assets disposed on May 16, 2011 was $2,270. In relation to this transaction, the Corporation incurred incremental direct costs of $463 resulting in a gain of $167 recorded in the Condensed Interim Consolidated Statement of Comprehensive Loss. As result of the transaction, the portion of the operations that was included in the Satcom segment has been reported as a discontinued activity in the Condensed Interim Consolidated Statement of Comprehensive Loss. Depreciation relating to property, plant and equipment included in discontinued operations was $7 (2010 –$28) and amortization relating to intangibles was $5 (2010 – $1).
During the period, the Corporation engaged in a plan to sell its VSAT Business Unit. As such, the Business Unit has been considered as an operation held for sale and presented as discontinued operations as at October 31, 2011. Assets and liabilities have been reclassified as assets held for sale and liabilities related to assets held for sale; and revenues and related expenses have been reclassified from continuing operations to discontinued operations.  The sales of the discontinued operations for the three—month period ended October 31, 2011 were $2,401(2010 - $1,841) and $3,481 (2010 – $3,780) for the six-month period. The net gain from discontinued operations for the three month period ended October 31, 2011 was $187 (2010 - loss of $319) and a loss of $365 (2010 – loss of $816) for the six-month period.
Net Loss

The net loss from continuing operations for the second quarter of fiscal 2012 was $2.3 million, or $0.01 per share, compared to a loss of $1 million, or $0.00 per share, for the period ended October 31, 2010.  For the six-month period, the net loss from continuing operations was $3.4 million compared to a loss from continuing operations of $1.7 million for the same period in fiscal 2011. 
Management is repositioning itself in the Wireless industry to focus on new and profitable business markets where Mitec’s expertise, credibility and knowhow can successfully generate long-term sustained profitability. Part of this strategy involved a realignment of its corporate structure which resulted in the transfer of substantially all of the Corporation’s operating assets and liabilities to a newly-created, direct, wholly-owned subsidiary (the “New Sub”). 
Other comprehensive income (loss):

Other comprehensive income (loss) the three-month and six-month periods include the gain or loss from discontinued operations, the net change in the unrealized loss on translating financial statements of foreign operations and the net change in fair value of investment.   In August 2011, the Corporation made an investment in Covalon Inc. in the amount of $2,496,000 by way of a private placement for an ownership of approximately 9.9% of Covalon's issued and outstanding shares.   This investment was made at a price of $0.30 per share. At quarter end, the shares of Covalon on the TSX-Venture exchange were listed at $0.15 resulting in a comprehensive loss for the period of approximately $1.2 million.  
LIQUIDITY AND CAPITAL RESOURCES
The Corporation had $2.0 million of cash, and short-term investments as of October 31, 2011, compared to $2.5 million as of April 30, 2011. This amount might not be sufficient to cover its operating requirements and its capital expenditures under its current operating structure. The Corporation is pursuing various strategies aimed at ensuring that it continues operating as a going concern in the foreseeable future. Please refer to the “Going Concern” section below for a more detailed analysis of the Corporation’s strategy with regards to liquidity and capital resources.
Operating Activity Cash Flows
Cash flow used in operating activities was $1.8million in the first six months of fiscal 2012, an increase of $1.1 million from $0.7 million cash flow used in the corresponding period of fiscal 2011. The decline in sales and the more important net loss explain this decrease in cash flow from operations.
Investing Activity Cash Flows

Cash flow used in investing activities was $0.1 million for the first six month of fiscal 2012, a consequence of the net proceeds realized on the sale of the Passive Satcom division offset by $2.4 million investment into Covalon . Acquisitions of property, plant and equipment were not significant. During the corresponding period of fiscal 2011, cash flow used in investing activities was $83.
Financing Activity Cash Flows

Financing activities resulted in a net cash inflow of $204 in the first six months of fiscal 2012 following the issuance of 6 million shares. During the corresponding period of fiscal 2011, the cash outflow was $1.6 million, following the issuance of debentures and the increase of the credit facility.
Capital Management

The Corporation’s capital is composed of its shareholders’ equity and its long-term debt. The Corporation manages its capital to safeguard the Corporation’s ability to continue as a going concern and to provide financial flexibility to fund organic growth and selective acquisitions, as well as allow the Corporation to respond to changes in economic and/or marketplace conditions. The Corporation manages the capital structure and makes adjustments to it in light of changes in economic conditions and the risk characteristics of the underlying assets. In order to maintain or adjust its capital structure, the Corporation could issue new shares, raise debt or enter into new capital leases. The Corporation has not historically paid dividends to its shareholders. 

The Corporation’s capital is composed of long-term debt and shareholders’ equity which includes capital stock and has no external restrictions. There have been no changes in the Corporation’s capital management policy during the year.

	
	
2012
	
2011

	
	

$
	
$

	Long-term debt, including current portion
	

1,897
	
1,882

	Shareholders’ equity
	

6,275
	
10,840

	
	

8,172
	
12,722


Going concern uncertainty

The accompanying consolidated financial statements have been prepared on a going concern basis. The going concern basis of presentation assumes that the Corporation will continue in operation for the foreseeable future and will be able to realize its assets and discharge its liabilities and commitments in the normal course of business.

The Corporation has a history of losses over the past nine years and currently does not have the necessary financing in place to support continuing losses. The Corporation has accumulated a deficit of $138.7 million as at October 31, 2011 and a loss from continuing operations in the amount of $3,390 for the six-month period then ended.  Mitec was successful in renegotiating the terms of convertible debentures, due on October 19, 2011.  However, since the provisions of the debenture make it payable on demand as at October 31, 2011, Mitec does not currently have the liquidity to meet its financial obligations.  Historically, the Corporation has financed its operating and capital requirements mainly through issuance of debt and equity. The Corporation’s continuation as a going concern is dependent upon, among other things, attaining a satisfactory revenue level, the support of its customers, a return to profitable operations and the generation of cash from operations as well as the ability to secure new financing arrangements and new capital. These matters are dependent on a number of items outside of the Corporation’s control and there is uncertainty about the Corporation’s ability to continue as a going concern.

The consolidated financial statements do not reflect any adjustments that would be necessary if the going concern basis was not appropriate. If the going concern basis was not appropriate for these consolidated financial statements, significant adjustments would be necessary in the carrying value of assets and liabilities, the reported expenses and the balance sheet classifications used.

During the period, the following transaction, aimed at addressing the uncertainties described above, occurred:

a. On May 16, 2011, Mitec concluded the sale of certain assets relating to Mitec’s legacy Satcom business to a Quebec-based provider of microwave components. Gross proceeds of $2.9 million in cash were generated from this sale;
b. In October 2011, Mitec announced it had received a binding Letter of Intent (the “LOI”), to acquire certain assets, mainly representing Mitec’s VSAT division from a group of Mitec senior employees. These employees have agreed to acquire 100% of Mitec’s VSAT division for anticipated proceeds of $3.4 million; 
c. Subsequent to quarter-end, on November 2, 2011, Mitec announced that it has arranged to sell its Keragis military division, located in Poway, California to Robert Rector and Maria Rector, the founders of Keragis. The transaction was valued at approximately $1 million.
Management’s plans with respect to the uncertainties described are as follows:

1. Exploring, with the Board of Directors, potential opportunities relating to the sale of selected business segments, divestiture of certain assets or the acquisition of complementary and synergetic assets or businesses;

2. Investigating a range of alternatives to streamline its Wireless business unit and focus its efforts towards repositioning itself in selected markets, either directly or indirectly, with the objective of ensuring the Corporation can generate sustainable and long-term profitability;

3. Approaching potential lenders and investors to secure additional debt and/or equity financing.

Management believes that should the Corporation be successful at achieving its stated objectives, the Corporation will be able to continue operating as a going concern in the foreseeable future. There can, however, be no assurance that such plans will be sufficient to permit the Corporation to continue to operate as a going concern.

INTERNATIONAL FINANCIAL REPORTING STANDARDS

The Corporation has adopted IFRS for its first and second quarter 2012 unaudited condensed interim consolidated financial statements. These condensed interim consolidated financial statements, including the 2011 comparative figures, are prepared in accordance with IFRS and IAS 34, Interim Financial Reporting. During the first quarter of 2012, management finalized its IFRS accounting policy choices. These accounting policies have been disclosed in the condensed interim consolidated financial statements for the three-month period ended July 31, 2011, and have been approved by the Corporation’s Audit Committee. In addition, the Corporation has finalized its opening balance sheet as well as the unaudited condensed interim consolidated financial statements for each of the 2011 quarters based on these accounting policies.

The Corporation has also completed the changes to business processes, financial systems, accounting policies, disclosure controls and internal controls over financial reporting. No material change in business processes, financial systems, disclosure controls and internal controls over financial reporting resulted from the adoption and implementation of IFRS. 
Reconciliations prepared in accordance with IFRS 1, First-Time Adoption of International Financial Reporting Standards are provided in note 20 to the condensed interim consolidated financial statements for the three and six-month periods ended October 31, 2011, and for the three-month period ended July 31, 2011.

Critical accounting policies and estimates
The preparation of consolidated financial statements in accordance with IFRS requires management to adopt accounting policies and to make certain estimates and assumptions that the Corporation believes are reasonable based upon the information available at the time these decisions are made. Accounting policies and estimates are not significantly different than those disclosed in the financial statements for the year ended April 30, 2011, except for accounting policies and estimates involving foreign currency translation, impairment and stock-based compensation. Refer to the unaudited condensed interim consolidated financial statements for the three-month and six-month periods ended October 31, 2011 and to the unaudited condensed interim consolidated financial statements for the three-month period ended July 31, 2011, for discussions on accounting policies and estimates that are the most important in assisting, understanding and evaluating the Corporation’s consolidated financial statements.

Change in these estimates and assumptions could have a significant impact on the Corporation’s consolidated financial statements.

Future accounting changes
A number of new standards, interpretations and amendments to existing standards were issued by the IASB or International Financial Reporting Interpretations Committee (“IFRIC”) that are mandatory but not yet effective for the period ended October 31, 2011, but have not been applied in preparing these condensed interim consolidated financial statements.

Many of these are not applicable or are inconsequential to the Corporation and have been excluded from the discussion below. The following standards and interpretations have been issued by the IASB and the IFRIC and the Corporation is currently assessing their impact on the financial statements:

	International Accounting Standards
	
	Effective Date

	IFRS 7 - Financial Instruments: Disclosures

	
	January 1, 2012

	IFRS 9 - Financial Instruments
	
	January 1, 2013

	IFRS 10 - Consolidated Financial Statements
	
	January 1, 2013

	IFRS 13 - Fair Value Measurement
	
	January 1, 2013

	IAS 19 - Employee benefits – amendment
	
	January 1, 2013


IFRS 7 - Financial Instruments: Disclosures increases the disclosure requirements for transactions involving transfers of financial assets. The Corporation will apply the amendment in the first quarter of 2013.

IFRS 9 - Financial Instruments ultimately replaces IAS 39 - Financial Instruments: Recognition and Measurement (“IAS 39”). The replacement of IAS 39 is a three-phase project with the objective of improving and simplifying the reporting for financial instruments. The issuance of the first phase of the IFRS 9 provides guidance on the classification and measurement of financial assets and financial liabilities.

IFRS 10 - Consolidated Financial Statements establishes principles for the presentation and preparation of consolidated financial statements when an entity controls one or more other entities. IFRS 10 replaces the consolidation requirements in SIC-12, Consolidation – Special Purpose Entities and IAS 27, Consolidated and Separate Financial Statements.

IFRS 13 - Fair Value Measurements provides new guidance on fair value measurement and disclosure requirements.

IAS 19 - Employee Benefits. This amendment impacts termination benefits, which would now be recognized at the earlier of when the entity recognizes costs for a restructuring within the scope of IAS 37, Provisions, and when the entity can no longer withdraw the offer of the termination benefits.

Contractual Obligations and Commitments

The following is a summary, as at October 31, 2011 of the Corporation’s material contractual obligations due per year:

	
	Accounts payable
	Long-term debt
	Operating Leases
	Total 

	
	$
	$
	$
	$

	1 year
	932
	1,897
	284
	3,113

	2 – 3 years
	—
	—
	80
	80

	Over 4 years
	—
	—
	—
	—

	
	932
	1,897
	284
	3,193


CoMMON SHARES, WARRANTS, AND STOCK OPTIONS

As of October 31, 2011, there were 282,666,756 common shares as well as 7,796,000 stock options outstanding. 

OFF-BALANCE SHEET ITEMS 

The Corporation’s off-balance sheet items relate to operating leases exclusively which are described in the table above. Other than these commitments, which are considered to be in the ordinary course of business, the Corporation does not have any other off-balance sheet arrangements and does not expect to enter into any other such arrangements outside of the ordinary course of our business in the near future.

SUBSEQUENT EVENT

Subsequent to end of the period, on November 2, 2011, the Corporation sold Keragis Corporation, with an estimated carrying value of the assets and liabilities of $2,139 for gross proceeds of approximately $1,000, resulting in a loss of $1,221 net of related expenses. As such, Keragis has been considered as an operation held for sale and presented as Discontinued Operations as of October 31, 2011. Assets and Liabilities have been reclassified as assets held for sale and Liabilities related to assets held for sale; and revenue and expenses related have been reclassified from Continuing Operations to Discontinued Operations for all reporting years. A loss of $1,221 has been recorded based on the excess of the carrying value over the expected proceeds in the Loss from Operations. In relation to this transaction, an unrealized cumulative translation gain of $28 will be realized and included in the foreign exchange loss in the Statement of Loss and Comprehensive Income. The sales of the discontinued operations for the three month period ended October 31, 2011 were $890 (2010 - $455) and $1,348 (2010 – $710) for the six-month period. The net gain from discontinued operations for the three month period ended October 31, 2011 was $285 (2010 - loss of $39) and a loss of $6 (2010 – loss of $1,083) for the six-month period.
OUTLOOK

As a result of its successful divestiture of its Chinese operations last year, the sale of its Satcom division in May of 2011, the sale of Keragis immediately after quarter end and the announcement of the sale of the VSAT assets to a group of Mitec senior employees, Management has accomplished a number of objectives that it had set out to do as part of its strategic initiative program.   Mitec continues to reposition itself to benefit from the growth in various markets which demand wireless support and support, either directly or indirectly, R&D initiatives to service these areas, many of which are still in their infancy as the world continues to shift away from wired dependency through a variety of different mediums and applications. Despite its poor level of sales over the last six-months, industry events have proven that Mitec has made a practical decision in making the decisions it has to date.  Going forward, Mitec will focus on which wireless technologies can benefit from its knowledge base and expertise so that it can provide a credible, global platform to introduce these innovative wireless solutions to top tier customers worldwide.
Mitec’s most recent strategic alliance with Covalon is an opportunity that allows Mitec to access some proprietary products in the health care area, with a valued-added market position already in place which can further be improved upon through the use of wireless technology. This initiative is a very effective way for Mitec to quickly enter into the lucrative and exciting wireless healthcare market, in a manner that mitigates execution risk and allows for maximum collaboration with the objective of improving healthcare and patient experiences and Mitec continues to work with Covalon to explore the most practical way to achieve its objective.  
The Corporation’s management, board of directors, advisors and consultants continue to work together to ensure that Mitec succeeds in becoming a dominant player in those markets in which it has identified will deliver sustained profitability to the Corporation and anticipates reporting on these initiatives as soon as it is able.

DISCLOSURE CONTROLS AND PROCEDURES
Disclosure controls

The Corporation maintains appropriate information systems, procedures and controls to ensure that information used internally and disclosed externally is complete, accurate, reliable and timely. The disclosure controls and procedures are designed to provide reasonable assurance that information required to be disclosed in its various reports are recorded, processed, summarized and reported accurately.

The President and Chief Executive Officer and the Chief Financial Officer of the Corporation have evaluated, or caused the evaluation of, under their direct supervision, the effectiveness of the Corporation’s disclosure controls and procedures (as defined in National Instrument 52–109 – Certification of Disclosure in Issuer’s Annual and Interim Filings) as at October 31, 2011, and have concluded that such disclosure controls and procedures were designed and operating effectively.

Internal control over financial reporting

Management is responsible for establishing and maintaining adequate internal controls over financial reporting to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with GAAP. 

Management has evaluated the design and effectiveness of its internal controls and procedures over financial reporting (as defined in National Instrument 52–109 - Certification of Disclosure in Issuer’s Annual and Interim Filings) for the three-month period ended October 31, 2011. The evaluation was based on the “Internal Control-Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”). This evaluation was performed by the President and Chief Executive Officer and the Chief Financial Officer of the Corporation with the assistance of other Management and staff members to the extent deemed necessary. Based on this evaluation, the President and Chief Executive Officer and the Chief Financial Officer concluded that the internal controls and procedures over financial reporting were appropriately designed and operating effectively.

The Corporation did not make any material changes to the design of internal controls over financial reporting during the three-month period ended October 31, 2011 that have had a material effect on the Corporation’s internal controls over financial reporting. In spite of its evaluation, Management does recognize that any controls and procedures, no matter how well designed and operated, can only provide reasonable assurance and not absolute assurance of achieving the desired control objectives. In the unforeseen event that lapses in the disclosure of internal controls and procedures occur and/or mistakes happen of a material nature, the Corporation intends to take the steps necessary to minimize the consequences thereof.

Risks and UNCERTAINTIES

Mitec operates in industry segments that have a variety of risk factors and uncertainties. In addition to the going concern uncertainty described above, the Corporation’s business could be materially and adversely affected by any of the risks and uncertainties described below. Additional risks and uncertainties not presently known to Mitec or presently or currently immaterial, may also adversely affect its business in the future.

Industry Risk
Mitec’s success in the commercial wireless market depends in large part on investments by its customers in wireless infrastructure equipment. The Corporation’s customers may reduce their capital expenditures in response to current or anticipated reductions in consumer demand for their products and services. If the current economic uncertainty continues, demand for Mitec’s commercial wireless products may be sharply reduced or may fail to develop, which would adversely affect its revenues. In addition, the need to invest in the engineering, research and development and marketing required to penetrate markets and maintain service support capabilities limits the Corporation’s ability to reduce expenses during downturns.

Dependence on a Few Customers

The Corporation has exposure due to its reliance on certain large contracts and customers. In the second quarter of fiscal 2012, the Corporation had no customer who accounted for more than 10% of its sales. Although the Corporation invests considerable effort in maintaining its relationships with its customers, there can be no assurance that Mitec will be able to sell to such customers on an advantageous basis in the future, or that such customers will continue to buy from Mitec. Any changes in their business strategies, changes in timing, or marketing issues, could have a material financial impact on Mitec. The Corporation is putting increasing emphasis on growing its customer base, and diversifying its sales channels into each business sector, to mitigate this risk. Additionally, Mitec will pursue a strategy of balanced growth, mainly to exploit the counter-cyclical nature of the Telecom and Satcom businesses.

Customers’ Business 
In general, the Corporation’s integrated components and subsystems must be custom designed for use in Mitec’s customers’ products. As a result, the Corporation sell its products to a relatively small group of customers, and its products must be specifically engineered for each customer. While Mitec selects its customers based on our its assessment of their ability to succeed in the marketplace, the Corporation cannot be sure of their success. If Mitec’s customers are not successful, the length of time required to re-engineer their product for another customer may delay their sales or prohibit the Corporation from getting its products to the marketplace in a timely manner or at all. If, for any reason, Mitec’s customers decide to, increase the percentage of their internal production, require Mitec to participate in joint venture manufacturing or compete directly against the Corporation, Mitec’s revenues would decrease which would adversely impact the Corporation’s results of operations.

Production Risk

The Corporation’s quarterly results have varied significantly in the past and are likely to continue to vary significantly. These fluctuations are due to a number of factors, including the following: timing, cancellation or rescheduling of customer estimates for product; customer orders and shipments; pricing and mix of products sold; introduction of new products; the ability to obtain components and subassemblies from suppliers; and variations in manufacturing efficiencies. Any one of these factors could substantially affect the Corporation’s results of operations for any particular fiscal quarter.

Also, in some cases, Mitec relies on sole suppliers or limited groups of suppliers to provide the Corporation with services and materials necessary for the manufacture of its products. If Mitec is not able to obtain sufficient allocations of these components, its production and shipment of product will be delayed, the Corporation may lose customers and profitability may be affected.

Other risks relating to the Corporation’s reliance on sole suppliers include reduced control over production costs, delivery schedules, reliability and quality of materials. Any inability to obtain timely deliveries of acceptable quality materials, or any other circumstances that would require Mitec to seek alternative suppliers, could adversely affect Mitec’s ability to deliver products to its customers. While it is unlikely that costs from Mitec’s major suppliers will increase as costs are strictly managed through non-binding long-term agreements, if they did, the Corporation may suffer losses if it is unable to recover such cost increases under fixed price production commitments to its customers.

Operational Risk

The activities conducted by the Corporation are subject to operational risks, including competition from other businesses, performance of key suppliers, product performance warranty, regulatory risks, successful integration of new acquisitions, dependence on key personnel and reliance on information systems, all of which could affect the Corporation’s ability to meet its obligations.

New Products and Technological Changes 

The markets for the Corporation’s products are characterized by rapidly changing technologies involving frequent new products introduction. The Corporation’s success will depend upon market acceptance of its existing products and its ability to enhance its existing products and to introduce new products to meet changing customers’ requirements. Mitec’s R&D investment will remain an important element of our business, and will continue to be complemented by externally sourced technology. There can be no assurance that the Corporation will be successful in identifying, developing, manufacturing and marketing new products. In addition, there can be no assurance that products or technologies developed by others will not render Mitec’s products or technologies non-competitive or obsolete.

Senior Management and other key employees

The Corporation’s success is, to a significant extend, attributable to the leadership and experience of its senior management and other key employees. The unexpected loss of any one of the Corporation’s current senior management or other key employees, or its ability to attract hire and retain such persons in the future could have an adverse effect on the business and prospects of the Corporation. In order to manage this risk, the Corporation monitors and adjusts its compensation to the marketplace and, has in place a long-term incentive plan for key personnel.
General Economic Conditions

The continuing turmoil in the global financial markets represents a risk to the Corporation in that it may impact the ability of the Corporation’s customers to finance capital equipment expenditures resulting in delays and possibly increased quarterly fluctuations. It may also adversely affect the business of the Corporation. For example, the curtailment of production activities due to unfavourable economic conditions could result in significant costs associated with temporary layoffs or termination of employees. The Corporation has products and technologies that reduce operating costs by reducing bandwidth costs which results in a compelling reason for certain customers who are facing increased budget constraints to still purchase capital equipment.

The Corporation has a geographically diverse customer base that is not exclusively dependent on any one region; this may allow the Corporation to take advantage of economic recovery in any region. There is economic uncertainty related to tightening of credit markets worldwide. The credit situation is fluid and it is difficult to predict future outcomes..

The Corporation’s future operating results will substantially depend on the ability of its officers and key employees to manage changing business conditions, to implement its strategic plan and improve its operational, financial control and reporting systems.

Credit risk

The Corporation is exposed to credit risk in its cash, short-term investments, and trade receivables. The Corporation does not use credit derivatives or similar instruments to mitigate this risk and, as such, the maximum exposure is the full carrying value or face value of the value of the financial instrument. The Corporation minimizes credit risk on cash and short-term investments by depositing with only reputable financial institutions.

The Corporation sells products to customers primarily in Canada, the United States, Europe and Asia. The Corporation performs ongoing credit evaluations of customers and generally does not require collateral. Allowances are maintained for potential credit losses. It is reasonably possible that the actual amount of loss, if any, incurred on trade receivables will differ from management’s estimate.

The foreign trade receivables of the Canadian operation are guaranteed by the Export Development Corporation Canada (“EDC”) and the Corporation’s customer base comprises of many geographically dispersed customers. 
Liquidity risk

Liquidity risk is the risk the Corporation will not be able to meet its financial obligations as they come due. The Corporation currently settles all of its financial obligations out of cash. The Corporation’s approach in managing liquidity is to ensure as far as possible, that it will have sufficient liquidity to meet its liabilities when due, under both normal and stress conditions, without incurring unacceptable losses or risking damages to the actual and budgeted cash flows. Also, the Board of Directors reviews and approves the Corporation’s operating and capital budgets, as well as any material transactions out of the ordinary course of business, including proposals on mergers and acquisitions or other major investments or divestitures. The Corporation has financed its expansion in losses in the last years mainly through equity offerings.

The Corporation successfully negotiated new terms with the majority of existing debenture holders to extend the maturity date by one year to October 19, 2012 as well as to increase the annual rate of interest payable from 12% to 15% and to amend the conversion price into common shares of Mitec from $0.06 per share to $0.03 per share until October 19, 2012. Accounts payable and accrued liabilities are all due within the current operating period. 

Interest Rate Risk

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in market interest rates. The Corporation is not exposed to interest rate risk with its long-term debt since it considers a fixed interest rate.

Foreign Currency Risk

The Corporation operates internationally and a substantial portion of the expenses is incurred in U.S. dollars. A significant change in the currency exchange rate between the Canadian dollar relative to the U.S. dollar could have a material effect on our results of operations, financial position or cash flows. 

The Corporation is exposed to currency risk through its cash, accounts receivable and accounts payable and accrued liabilities denominated in U.S. dollars for which the Canadian dollar equivalent is as follows:

Environmental Matters
The Corporation’s activities are subject to environmental laws and regulations associated with risks to human health and the environment. Changes to these laws and regulations could have a significant adverse effect on the Corporation’s operations and financial situation. The Corporation monitors these risks through environmental management systems and policies.

Stock Price Fluctuation

The market price of our common shares, like the shares prices of many companies in the telecommunications industry, is subject to wide fluctuation in response to a variety of factors, including: actual or anticipated operating results; announcements of technological innovations; announcements of new products or new contracts by us, our competitors or customers; government regulatory action; developments with respect to wireless telecommunications; and general market conditions and other factors. In addition, the stock market has from time to time experienced significant price and volume fluctuations. These fluctuations have particularly affected the market prices for the shares of technology companies and have often been unrelated to the operating performance of particular companies. The market price of our common shares has been highly volatile and may continue to be highly volatile.
ADDITIONAL INFORMATION AND CONTINUOUS DISCLOSURE

This MD&A was prepared as of December 14, 2011. Updated information on Mitec, including the annual information form, can be found on the SEDAR web site at www.sedar.com.

As of December 14, 2011, a total of 279,666,756 common shares were issued and outstanding, as well as a total of 7,796,000 stock options.
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