






































Seair Inc. 
Management Discussion and Analysis 
Year and Quarter Ending August 31, 2006 
 
 
Forward-looking statements 
 
Management’s discussion and analysis contains certain forward-looking statements that are 
subject to risks and uncertainties that may cause actual results or events to differ materially 
from the results or events predicted in this discussion.  In addition to the risks outlined in the 
Risk Management section at the end of the discussion, factors which could cause actual 
results or events to differ could include, but are not limited to: the impact of competition; 
consumer confidence and spending levels; general economic conditions; interest and currency 
exchange rates; the cost and availability of capital; and the ability of Seair to attract and retain 
quality employees.  No assurances can be given that results, performance or achievement 
expressed in, or implied by, forward-looking statements within this disclosure will occur, or if 
they do, that any benefits may be derived from them. 
 
This document should be read in conjunction with the audited consolidated financial 
statements for the years ending August 31, 2006 and 2005 and the notes contained therein.  
This document was prepared as of December 12, 2006. 
 
Corporate Overview 
 
Seair is a leading developer of proprietary diffusion and sterilization technologies.  Seair’s 
patent-pending technologies allow for the efficient diffusion of gases into a liquid, thereby 
facilitating numerous applications in a wide variety of industries, including waste water 
treatment, pulp and paper, aquaculture, agriculture/horticulture, sterilization, golf course 
irrigation and pond treatment, animal enhancement and oil and gas. 
 
Seair’s primary focus is developing and selling equipment that diffuses gases, such as 
oxygen, ozone or carbon dioxide, into a liquid, resulting in a supersaturate solution.  The 
major difference between Seair and other diffusion technologies is Seair’s ability to achieve 
extremely small gas bubble size, which in turn allows for the mass transfer of gas to fluid.  
The result is a stable condition where the gases remain in solution for extended periods of 
time, leading to increased productivity and lower operating costs. 
 
In May 2006 Seair acquired a 51% interest in Seair Septic.  For purposes of this document 
“Seair” shall refer to the consolidated entity comprised of Seair Diffusion and Seair Septic 
(hereinafter referred to as “Septic”).  Septic supplies and leases sewage treatment systems to 
various remote campsites, primarily in the oilfield industry.  In connection with the May 2006 
transaction, Septic now has an exclusive sub-license to incorporate Seair’s diffusion 
technology into the portable sewage treatment plants.  These newly designed units will 
provide a waste treatment system that Septic feels far exceeds the discharge guidelines 
established by Government regulations and environmental agencies. 
 



Key Business Drivers 
 
Seair is continuing the transition from a research and development orientation to a sales and 
customer support orientation.  The core Seair technology is proven and the current business 
development phase is to integrate that core technology into industry specific solutions.  The 
versatility of Seair’s technology prompted the Company to explore numerous end-
applications in order to determine where the optimal initial market impact and penetration 
could be achieved, which is dependent upon being able be to promise and deliver a full 
customer service and support capability.  To date Seair has frequently worked with third 
parties to address and service specific industry and geographic markets.  Seair expects to 
continue to use this partnering model even though it means that Seair cannot always directly 
control the pace at which target markets are pursued.  However, by virtue of the May 2006 
acquisition of Septic, Seair has moved to a direct business model in the portable sewage 
treatment industry, as this was determined to be an ideal situation to supply Seair-enhanced 
systems directly to end-customers. 
 
While Seair will continue to support its many partners and distributors outside the portable 
sewage treatment industry, the bulk of the Company’s near-term resources will be applied to 
the sewage application.  Septic’s business, which involves recurring revenue from 
rental/leasing of portable units, is seasonal as it relates to oilfield campsites.  Most western 
Canadian oilfield campsites are idle during the summer months.  Nevertheless, Seair expects 
to be able to expand the sewage application into other industries that are not subject to the 
seasonality inherent in oil and gas exploration and development.  For example, municipal 
waste water treatment is a year-round end-use application well suited to the Septic units. 
 
Seair has only recently commenced commercial sales of its diffusion-based solutions.  
Considerable financial resources were consumed in the research and development phase and 
since Septic is presently rapidly expanding the number of Septic units available for rental, 
Seair is left with limited cash and working capital.  Additional working capital, along with 
continued emphasis on prudent cash management and cost containment, will accelerate 
growth and, ultimately, increase profits. 
 
Seair provides reasonable equipment financing terms, either directly or via third parties, in 
order to resolve this obstacle to completed sales.  Seair has now successfully linked 
customers to external financing, both for lease situations and with Canada’s Export 
Development Corporation (“EDC”) for international sales. 
 



Results of Operations 
 
Seair’s consolidated sales and financial performance is summarized as follows: 
 

31-Aug-06 31-Aug-05 Change 31-Aug-06 31-Aug-05 Change

Revenue 333,779$   (7,803)$     4378% 723,235$   77,042$     839%
Gross profit 329,851     5,637         5752% 615,252     31,996       1823%
Net loss (32,440)     (216,726)   -85% (71,582)     (612,853)   -88%
Basic loss per share (0.00)         (0.01)         (0.00)         (0.04)         

Quarter Ending Year Ending

 
 
Fiscal Year Ending August 31, 2006 
 
Fiscal 2006 revenue of $723,235 was 839% higher than fiscal 2005.  This increase is directly 
attributable to waste water treatment growth originating with Seair’s March 2006 acquisition 
of a 51% interest in Septic.  As a result of this acquisition Seair is a direct participant in the 
waste water treatment industry.  Revenue is derived primarily from rentals of portable water 
treatment systems that utilize Seair’s proprietary diffusion technology. 
 
Prior to fiscal 2005 Seair was essentially a technology development company.  Initial efforts 
were made to bring Seair’s technology to market, but gaining a foothold in target sectors 
proved to be challenging.  The versatility of Seair’s technology means it can be applied in a 
wide variety of end applications, but Seair lacked the resources to build market presence from 
the ground up.  Accordingly, in fiscal 2005 Seair shifted to a partnering model whereby third 
parties, acting as distributors, partners or similar forms of arrangement, assumed 
responsibility for end sales and first line customer support.  The partnering model exposed 
Seair’s technology to a number of end-use applications and markets.  As a result of this 
exposure it was determined that the waste water treatment industry had particular potential in 
both the near and long-term.  The Septic acquisition gives Seair an immediate presence in this 
high potential industry. 
 
The partnering model continues to be used in a wide variety industries.  However, by shifting 
responsibility for sales to third parties significantly reduces Seair’s ability to influence the 
pace at which specific opportunities are pursued.  Although distributor agreements generally 
include minimum sales targets that must be achieved to maintain the distributor status, by 
necessity these targets are spread over relatively long time frames in order to permit the 
distributor adequate time to develop the market.  The Company expects distributor-based 
sales to increase as Seair’s partners complete their initial market development. 
 
Gross margin for the year ending August 31, 2006 was $615,252 compared to $31,996 in the 
preceding year (an increase of 1823%).  Seair retrofitted existing Septic rental units with 
Seair technology, rather than building complete new units from scratch.  By retrofitting Seair 
was able to minimize the cost of fusing the Seair technology into the Septic assets, which in 
turn leads to extremely high gross margins on rentals of the current units.  The 85% gross 



margin rate realized in fiscal 2006 is expected to decrease slightly as Seair expands the 
number of available rental units. 
 
Total operating expenses increased by $91,896 from fiscal 2005 to fiscal 2006.  This 14% 
increase compares to an 839% increase in revenue.  Seair continues to focus intently on cost 
control even though revenue and cash flow have dramatically increased. 
 
Professional fees increased $18,855 (40%) as a direct result of work required to complete the 
Septic acquisition.  Repairs and maintenance and shop yard/maintenance totaled $45,772 
versus $0 for fiscal 2005.  These activities are directly linked to maintaining Septic’s rental 
assets.  Amortization increased by $37,362 to $54,847 (an increase of 214%) as a result of the 
much larger capital asset base acquired in the Septic transaction.  Seair also cleaned up a 
number of customer accounts, which resulted in a $44,037 increase in bad debts expense. 
 
Increased revenues and gross margins, coupled with continued cost control, served to 
significantly reduce Seair’s operating loss.  Net loss improved by 88% on a year-over-year 
basis (loss decreased by $541,271 to $71,582). 
 
Quarter Ending August 31, 2006 
 
Seair’s revenue for the quarter ending August 31, 2006 was $333,779, or $341,582 higher 
than the equivalent quarter in fiscal 2005.  In the quarter ending August 31, 2005 Seair 
reversed a sale booked previously in the year in the amount of $39,403.  As a result of this 
adjustment, revenue for the fourth quarter was negative $7,803.  If not for this adjustment 
from a prior quarter, the fourth quarter revenue would have been $31,600, which in turn 
reduces the fiscal 2006 increase to $302,179.  Nonetheless, Seair’s revenues have increased 
substantially on a year-over-year basis as a result of the Septic acquisition. 
 
Sequentially, Seair’s revenues increased $164,085 (or 97%) from the quarter ending May 31, 
2006.  Seair had the full benefit of the Septic business in the quarter ending August 31, 2006 
whereas there was only partial inclusion in the quarter ending May 31, 2006. 
 
Gross profit was $329,851 for the quarter ending August 31, 2006 compared to $5,637 for the 
quarter ending August 31, 2005.  This 6060% increase ($341,582) is a direct result of the 
Septic acquisition.  Sequential gross margin increased by 109% ($168,754) from May 31, 
2006. 
 
Operating expenditures totaled $412,202 for the quarter ending August 31, 2006 versus 
$222,363 for the quarter ending August 31, 2005.  This $189,839 increase in operating 
expenditures, an 85% increase, reflects the increased scope of activity since the Septic 
acquisition.  The increase in operating costs is overshadowed by the increase in gross profits 
(gross profit was up $341,582 versus operating costs up $189,839). 
 
Total personnel related costs, excluding stock-based compensation, in the quarter were 
$122,809 (versus $60,312 for the quarter ending May 31, 2006 and $69,163 for the quarter 



ending August 31, 2005) as Seair has expanded its workforce to meet the demands of the 
post-Septic acquisition business. 
 
The year over year quarterly loss decreased $184,286, or 85%.. 
 
Seair’s summarized results for the most recent eight quarters are as follows: 
 

Basic
Quarter Gross Net Income/(Loss)
Ending Revenue Profit Income/(Loss) per Share

31-Aug-06 333,779$   329,851$   (32,440)$      $       (0.00)
31-May-06 169,694     154,266      (7,196)                         (0.00)
28-Feb-06 128,083     57,863        (43,830)         (0.00)
30-Nov-05 91,679       73,272        11,884           0.00 
31-Aug-05 (7,803)        5,637          (216,726)       (0.01)
31-May-05 17,413       12,619        (116,758)       (0.01)
28-Feb-05 46,085       10,348        (127,643)       (0.01)
30-Nov-04 21,374       3,392          (151,726)       (0.01)

 
 
Quarterly results vary significantly because Seair has only recently commenced building sales 
channels.  The Septic acquisition in May 2006 gives Seair a foundation for sales and gross 
profit that did not previously exist with the Company.  This has led to increasing stability and 
improved operating results. 
 
Revenue for the quarter ending November 30, 2004 includes an $11,000 credit granted to a 
greenhouse industry customer for equipment returned to Seair.  This credit reduced the 
revenue that would otherwise have been reported for the six months ending February 28, 
2005. 
 
New Business Development 
 
Seair has strategically determined that emphasis on the western Canadian portable sewage 
treatment market is the preferred route to commercialization of Seair’s proprietary diffusion 
technologies.  The Septic acquisition in May 2006 was a key step in implementing this 
strategy.  Septic has an established customer base that will benefit from the diffusion-
enhanced units beginning in the fall of 2006.  Seair expects to leverage this position into a 
significant presence in the market, which in turn will serve as Seair’s showpiece for moving 
into other geographic and application markets. 
 
Seair will place less emphasis on direct involvement in other industries and sectors.  Rather, 
business development in these areas will be assigned to Seair’s network of partners and 
distributors. 
 



Liquidity and Capital Structure 
 
Working capital at August 31, 2006 was $263,158 up from $15,640 at August 31, 2005 and 
up $359,859 from working capital of negative $96,702 at May 31, 2006.  Current liabilities at 
May 31, 2006 include $82,000 with respect to a convertible debenture due to a former 
director, whereas at August 31, 2005 this item was included as a non–current liability.  This 
debenture has now been retired. 
 
Seair continues to operate at a loss while the sales channel is being developed.  Accordingly, 
additional working capital will be required until such time profitable operations are achieved.  
Strengthened working capital will enable Seair to systematically build market position in 
selected industries, optimize margins and terms of business and aggressively pursue new 
opportunities when warranted.  Moreover, increased working capital will allow Seair to 
accelerate both the retrofit of existing Septic portable sewage treatment units as well as 
facilitate adding new customers in the market sector on momentum created by the melding of 
Seair’s diffusion technology into portable sewage treatment systems. 
 
At August 31, 2006 Seair had 21,067,392 shares outstanding at a book value of $4,093,485, 
or $0.194 per share.  A total of 356,500 shares were issued in connection with stock options 
exercised during the year ending August 31, 2006 for gross proceeds of $124,775 ($0.35 per 
share).  Of these options, 100,000 were exercised during the quarter ending August 31, 2006 
for gross proceeds of $35,000 ($0.35 per share). 
 
Seair had 1,692,000 issued and outstanding stock options at August 31, 2006 exercisable at 
prices ranging from $0.35 to $0.68 per share.  The average exercise price for outstanding 
options is $0.472 per share.  All of these options, which constitute 7.4% of the combined 
shares and options outstanding at August 31, 2006, have been issued to Seair officers, 
employees and directors. 
 
Seair has recorded contributed surplus of $433,135 as the estimated fair value of stock 
options issued since inception.  Of this amount, $35,418 was expensed in the year ending 
August 31, 2006 in conjunction with the 590,300 stock options issued during that period.  No 
stock options were granted during the quarter ending August 31, 2006. 
 
In 2002 Seair issued $135,000 of prime + 4% convertible debentures to a director.  At August 
31, 2005 $82,000 of this debenture remained outstanding, down from $85,000 at August 31, 
2004.  The debenture was retired in the quarter ending August 31, 2006 by issued the 
debenture holder 260,000 common shares for deemed proceeds of $110,100. 
 
Seair intends to build working capital through achieving profitable operations.  Until then it 
may be necessary to raise additional capital. 
 
Seair has obligations under several long-term leases for its premises.  The lease commitments 
are exclusive of operating costs.  Minimum lease payments in future years are as follows: 
 
 2007  $18,000 



 
Seair has no other contractual obligations for convertible debt and operating leases. 
 
Capital Expenditures 
 
Total capital expenditures for the year ending August 31, 2006 were $96,893 (compared to 
$11,813 for the year ending August 31, 2005) in addition to the equipment acquired as part of 
the Septic acquisition.  Seair intends to increase the number of portable waste water treatment 
plants available for rent/lease and, accordingly, capital expenditures are expected to rise. 
 
The Company has no off-balance sheet arrangements that have, or are likely to have, a 
current or future effect on the results of operations or financial condition of the Company. 
 
Subsequent Event 
 
On October 23, 2006 the Company announced that it had acquired the balance of the 
outstanding shares of Septic in exchange for 2,750,000 Seair shares.  Seair, with 100% 
ownership of Septic, has accelerated the pace of expanding the portable waste water treatment 
fleet.  Seair expects to soon have approximately 100 units in the waste water treatment rental 
fleet. 
 
Risk Management 
 
Seair is exposed to a number of risks in the normal course of its business that have the 
potential to affect is operating performance. 
 
Technology Risk 
 
Seair’s core asset is its patented diffusion technology.  Although Seair has completed its core 
research and development work and has market ready products, the technology and resulting 
products require continual refinement.  Moreover, the versatility of Seair’s products leads to 
use in many industries and many differing end applications.  In many cases Seair must 
customize the integration of its equipment into these varying end applications.  Failure to 
properly integrate and operate the equipment can lead to reduced performance or even failure.  
Seair intends to improve and document its equipment installation and operation process.  
Investment in trained technical personnel will ensure proper installation.  Improved customer 
support is required to ensure customers optimize the results from Seair equipment without 
requiring frequent field visits by Seair personnel. 
 
Financial Risk 
 
Apart from technology, Seair also faces considerable financial risk.  Additional working 
capital will need to be accessed to carry Seair through to profitable operations. 
 
Seair has a considerable investment in accounts receivable ($523,139 at August 31, 2006, up 
from $74,806 at August 31, 2005).  Tighter credit granting controls and increased emphasis 



on account collection will continue to be required to reduce accounts receivable exposure and 
shorten the cash flow cycle.  In addition, Seair is has now successfully facilitated a financing 
transaction between the Export Development Corporation (“EDC”) and a customer residing 
outside of Canada and the United States.  The use of EDC can significantly reduce the time 
and risk associated with collecting on overseas sales. 
 
At as August 31, 2006, the Company reviewed, under the supervision and with the 
participation of our Chief Executive Officer and Chief Financial Officer, the effectiveness of 
the design and operation of its disclosure controls and procedures.  There are limitation to the 
effectiveness of any system of disclosure controls and procedures, including the possibility of 
human error and of individuals overriding the controls and procedures.  These limitations are 
particularly significant when a company, like Seair, has a limited number of personnel which 
reduces the capacity to segregate duties.  As a result, even effective disclosure controls and 
procedures can fail to achieve the desired results.  Based on our evaluation and as of August 
31, 2006, the Chief Executive Officer and the Chief Financial Officer concluded that the 
disclosure controls and procedures provide the Company with reasonable assurances that the 
information required to be disclosed in the Company’s reports that are filed and submitted to 
the securities regulatory authorities are recorded, processed, summarized and reported as and 
when required.  Nevertheless, Seair will implement further segregation of duties as additional 
personnel are added in connection with ongoing Company growth. 
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