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The world has changed. Leading nations
consider their defence and homeland
security a growing priority. New realities
mean the world’s military forces conduct
operations as coalitions. They require
mission-critical technologies to enable
interoperability and enhanced geographic
situational awareness for decision
making. These trends translate into
significant and lasting global demand for
geospatial intelligence.



Offshore Systems International
[in position| to address this demand.



Market Opportunity

Offshore Systems International (OSl) is a world-leading supplier of military navigation systems. With
the success of our core navigation products in the community comprising the NATO countries
and their close allies, we've forged strong relationships with naval customers and major defence
contractors. We're maintaining our focus on this community. By broadening our product range with
promising new applications of our technology for command and control systems, we've positioned
OSl to capitalize on the growing demand for electronic geography in defence and homeland security
markets.




.~ 08I Navigation Systems

/ 0SI’s ECPINS® product line is widely recognized as a

leader in electronic chart navigation systems for naval
y and defence applications. Based on its own analysis
of market and industry data, OSI estimates that the
opportunity for bringing electronic chart navigation
to the world’s existing major combatant ships,
submarines, specialty warfare craft, non-combatant
vessels and naval ship-building programs is US$75
million annually. OSI's goal is to secure a commanding
share of this market.

0S| Geomatics

0S| has 20 years of experience in producing precise
and standardized marine chart data products for civilian
government customers. OSI has now expanded its
capability to include digital land map data production
services for civilian governments. OSI's analysis of
industry data and market studies indicate the market
for digital geographic data production services is
approximately US$500 million annually in North America.
Demand by local, regional and state governments for
precise mapping products is increasing from urban
expansion and new technologies. OSI's objective is to
gain 3% to 6% of this market.




Austal Ships

OSlis a pioneer in geospatial intelligence and a leading fleet supplier of electronic chart navigation
systems and software for navigation and situational awareness. Our target market is the member
states of the NATO alliance and their close allies. Our navigation products are supplied for use on
major combatant ships, submarines, specialty warfare craft, non-combatant vessels and naval
ship-building programs. With new products targeted at the highly specialized submarine navigation
market, the command and control systems market, and geographic data production markets, OSI
is leveraging its navigation customer relationships and strong partnerships with major aerospace
and defence firms to bring these additional products to market.

Market

Partners Customers

Portuguese Navy

Royal Australian Navy
Royal Danish Navy
Royal Navy (UK)

Royal New Zealand Navy

Sistemas de Communigdes Lda

General Dynamics
Kelvin Hughes
Lockheed Martin
Nautronix

Raytheon

Tenex

Canadian Coast Guard
Canadian Navy

Teekay Shipping

US Coast Guard

United States Navy




Share

The majority of the world’s major warships still navigate using paper charts and are just
beginning the transition to electronic systems procurement. Our ECPINS® product suite is
installed or under contract for installation on more than 340 major warships within approximately
1200 major combatant vessels in the NATO navies and their close allies. Finishing 2003 with
Canada, New Zealand and Denmark as fleet customers, combined with new wins in 2004
with the Royal Navy, the Royal Australian Navy and the Portuguese Navy, OSI| doubled its
number of fleet customers to six. With strong marketing partnerships and world-leading navies
as customers, OSl is strongly positioned to grow its market share as more NATO and allied
combatant vessels convert to electronic chart navigation.
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The Royal Navy has protected the United Kingdom and its global interests for hundreds of
years. Today, the Royal Navy is a leading strategic NATO member with land, sea and air
capabilities deployed as a versatile maritime force.

In January 2004, OSI won a fleet contract with the Royal Navy as a member of an industrial
team led by Lockheed Martin UK and including Kelvin Hughes Ltd. and Babcock Design and
Technology Ltd. This contract to provide advanced electronic chart navigation software is the
largest contract in OSI’s history, with a total value of approximately $17.5 million including a
30-year support agreement and options for auxiliary systems and software development. This
long-term contract provides ongoing revenue to support the technology, its enhancement with
new developments and innovations for decades. The support agreement also provides for
long-term training on OSI's ECPINS® system at the Navy's training centres.




OSl is currently installing its most advanced ECPINS® software, built to comply with the NATO
specifications for warship ECDIS systems, on submarine and surface vessels of the Royal Navy
fleet. This new relationship with the Royal Navy represents a significant milestone in OSI’s growth
as a Company. Our goal is to remain a long-term preferred supplier to the Royal Navy, and
expand our role to include support for its geospatial intelligence, situational awareness and force
interoperability requirements.
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Royal Australian Navy
(contract/2004)

Since it was formed early in the 20th century, the Royal Australian Navy (RAN) has protected
Australia’s ports, shipping and trade routes, and engaged in important allied operations throughout
the region. Today, the RAN plays an active role in supporting global missions, including United
Nations peacekeeping operations all over the world, often in conjunction with NATO member
countries.

In March 2004, through its teaming partner Nautronix Ltd., OSI was awarded an $8 million
contract to supply the RAN with a fleet installation of ECPINS®. The new systems will significantly
improve the RAN's ability to operate jointly with its NATO-member allies.

RAN Fleet Today
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During the year, OSl expanded its relationship with the RAN. A $1.2 million contract was signed
in August for 12 additional systems for installation on the new ARMIDALE Class patrol boats.
This win with Nautronix and Austal Ships demonstrates how contract wins lead to new revenue
opportunities and to new opportunities for OSI in the market for ship-building programs.
Our status as fleet supplier puts OSI in a strong position to capitalize on future new vessel
construction programs and other revenue opportunities within the RAN, now that ECPINS® has
become a key component of their navigation systems solution.



In Position

Fiscal 2004 was a year marked by major customer wins and significant progress in developing new products
and markets. These achievements position OSI strongly for future growth.

OSI Navigation Systems - n 2004, OSl clearly emerged as the preferred supplier of sophisticated electronic
chart navigation systems for many of the world’s top navies. In January, OSI won the largest contract in the
Company'’s history with the Royal Navy. This was quickly followed in March by the second-largest contract
win with the Royal Australian Navy. Later in the year, the Portuguese Navy contract marked the Company’s
fifth consecutive open international procurement success outside of Canada. These fleet contracts put us in
an excellent position to sell additional navigation products and products from our other operating divisions —
OSI Geomatics and OSI Applications.

Another major milestone during the year was the roll-out of ECPINS®-W, a highly advanced version of
our core technology designed specifically to meet NATO’s WECDIS (Warship Electronic Chart Display and
Information System) standard. OSl is one of the few companies with the technology to supply this product
and it is fast becoming the dominant technology supplier to the navies of the NATO nations and their allies.
In December 2004, the first ECPINS®-W systems were delivered to the Royal Navy, the Royal New Zealand
Navy and the Royal Australian Navy. Initial orders were also received from the Royal Danish Navy and the
Portuguese Navy.

OSI's new WECDIS capability marks an important turning point for the Company. ECPINS® originated as
a product for safe navigation, and with decades of customer-oriented development, it has become one of the
best electronic chart navigation technologies in the world. ECPINS®-W's revolutionary capabilities combine
the highly advanced navigation capabilities of ECPINS® with the tactical functions needed to operate a
warship as part of a coordinated naval force.

With the Royal Navy contract, OSI solidified its position in the highly specialized submarine market. We
believe that ECPINS®-S, the submarine navigation version of ECPINS®, is the most advanced submarine-
specific electronic chart navigation product in the world. ECPINS®-S is currently slated for installation on six
classes of submarines across three naval fleets. Customer deliveries began in December 2004.

Strategically, the WECDIS capabilities and the development of ECPINS®-S provide OSI with new
value-added features and functions to spark the interest of the NATO nations and their allies that are
considering electronic chart navigation systems for the first time, as well as those that have already made

procurement decisions.



In January 2004, OSlI, a long-term supplier to the commercial carriers operating in the Great Lakes, achieved
a new position in the deep-sea commercial shipping market by winning a contract with Teekay Shipping, the
world’s largest independent crude oil tanker fleet.

OSI Applications - During the year, we continued the introductory marketing of our Common Operational
Picture (COP) technology to command and control programs around the world, and we gained a great deal
of valuable market input to our plans and strategies. Studies report there are significant requirements for
geospatial intelligence capabilities in this area and market trends indicate this demand will grow.

With modern military actions increasingly being conducted by coalitions that form for a specific task and
that dissolve when the task is done, the need for tools that share information between forces and coalition
members has increased dramatically. OSI's COP technology provides value by integrating information
from a variety of geospatial data sources—land maps, nautical charts, photo imagery and tactical military
information—into a single combined display. The community of users calls this a “common operational
picture” and it enables a shared understanding of the terrain and the deployment of forces.

In 2004, we invested significantly in product and business development to produce market awareness
and acceptance among our target customer base. At the invitation of the Government of Canada, OSI
participated in the 2004 Joint Warrior Interoperability Demonstration, a global exercise sponsored by the
United States Joint Chiefs of Staff. This was an important milestone, providing us with valuable exposure to
potential customers. Our COP products performed well and were recognized among the best-performing in
the exercise, giving our COP technology credibility and developing new business opportunities for us.

A key goal for 2004 was to have our COP products adopted for future command and control systems
being built by the world’s major defence contractors. In 2003, Terma A/S introduced its T-Core flexible
command system which includes OSI's COP technology. Terma is now marketing this system in Europe and
North America. In 2004, we achieved a new design win with the US Navy’s Naval Sea Systems Command
for a confidential program.

OSI Geomatics — A key objective for our Geomatics business in 2004 was to expand its base of reference
customers with prime contracts for digital mapping services. This new enterprise in 2002 became a successful
prime contractor 13 times in 2003, and we're pleased to report that we won 20 new prime contracts in 2004,
an increase of more than 50%. OSI's contract from the Royal New Zealand Navy to develop its national
Electronic Navigation Chart portfolio was a direct result of OSI's earlier success in winning the fleet contract

for navigation systems.
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This is how much was spent in 2004 in the United States to procure command, control,
communications, computers, intelligence, surveillance and reconnaissance (C4ISR) systems
and products. OSI has targeted a niche opportunity in electronic geography for command and
control that it estimates at US$400 million annually. This market opportunity is driven by three
critical issues facing defence and security forces today—situational awareness, interoperability
and network-enabled warfare—meaning all services and coalition forces need to operate in
a secure, yet open and cooperative network. OSI's COP products are designed to address
the geographic display needs of this environment. Put simply, this helps decision makers be
“situationally aware,” improving mission effectiveness in the conduct of military operations.
The technology is field-proven. We believe it will be an important growth driver for OSI as the
defence community invests in geospatial intelligence systems and products.

*Based on market research by Frost & Sullivan



Letter to Shareholders

The theme of this year’s report, [In Position], reflects our vision and our mission: to provide electronic
geography so our customers know where they are and what's around them, helping them make decisions.
It captures how we feel about our prospects following a year of significant achievements. Indeed, now more
than ever, OSl is in position to address the global demand for electronic geography in naval navigation,
military command and control, and other growing market niches.

Our progress is rooted in the accomplishments of our employees. We are fortunate to have talented
individuals who comprise our Company. We thank them for their dedication and constant pursuit
of excellence. It is their passion for the business, their hard work, innovation, and commitment to our

customers that underlies our success and is the foundation for our future growth.

Platform for Growth — Being in position requires solid fundamentals. In 2004, OSI had profitable operations
with revenue growth of 17% to $13.5 million supported by $8 million in working capital.

The Company strengthened its commitment to research and development, boosting expenditures
to $2.4 million during 2004. Customer-oriented product development is critical to maintaining satisfied
customers, and to continually delivering the advanced technology for their requirements. In 2004, OSI
made significant investments in product and business development to enhance its prospects for broader,
long-term growth. This is particularly true for our Applications business, as we directed more than
$1 million to develop this substantial market opportunity.

With the recent expansion of our sales and marketing efforts, total backlog reached a record

$21 million at year end compared with $3 million the previous year. OSl is in position to grow.

Positioned for Growth — 2004 was an important year for OS| as we gained market share and stepped up
to being a leading fleet supplier of navigation technology for NATO member navies and their close allies.
With the Royal Navy, Royal Australian Navy and Portuguese Navy fleet wins recorded in 2004, OSI became
recognized for its leadership and product excellence.

Growth is a key corporate priority as we look out to 2005. OS| expanded its customer base considerably
in 2004, and our goal in 2005 is to pursue more new naval fleets. We also see opportunity in meeting the
diverse and emerging needs of existing customers with ever-new and innovative product developments
across all of our operating units. Electronic geography is in demand around the world.

Building the business for sustained growth is our focus. Our approach has been to develop great
products, form strategic partnerships and forge strong customer relationships in North America and
internationally.

At this, we've been highly successful—teaming up with top-tier defence contractors, and working
together to add some of the world’s major navies to our customer list. We believe our initial contracts with
these customers represent the beginning of long-term relationships and increased business opportunities

in the future. Our navigation market is still emerging and the majority of ships today still navigate using



paper charts. While the sales process is long, we anticipate that as the technology becomes more
widespread, the cycle will shorten and new opportunities will come to market more often.

Board of Directors Developments - In fiscal 2004, we added a new member to our board, E. Brinton
Coxe, who brings to OSI more than 25 years of experience in corporate finance and mergers and
acquisitions. Brinton provides valuable expertise for the Company’s growth strategy.

After a 20-year relationship with the Company, Tony Pezzotti is retiring from the board. Tony has been
instrumental in our corporate development. He will be missed and we extend our sincere appreciation for
his long service with OSI.

Peter Roberts is also retiring from the board. With his financial expertise, Peter has contributed to
strengthening the Company’s compliance and governance processes to reflect our commitment to
best practices.

The Future - Fiscal 2004 was an important year for OSI, solidly positioning us to capitalize on the
significant opportunity we see for electronic geography. Our goal for fiscal 2005 is to continue to build
OSl into a profitable and fast-growing business. We are intent on growing our customer base, expanding
business with existing customers, opening up new markets, and continuing to diversify our products and

services to meet national defence and homeland security requirements.
e ;é’

John A. Jacobson Raymond W. Johnston
President & Chief Executive Officer Chairman of the Board
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Forward-Looking Statements

Statements in this Management’s Discussion And Analysis, or any document filed by Offshore Systems International Ltd.
(the “Company”) with the different governing authorities, or in any other written or oral communication by or on behalf of
the Company, to the extent not directly and exclusively based on historical events, constitute forward-looking statements.
These statements represent the Company’s intentions, plans, expectations, and beliefs, and no assurance can be given
that the results described in such statements will be achieved.

Forward-looking statements include, without limitation, statements evaluating market and general economic conditions
in the following sections, and statements regarding future-oriented costs and expenditures. Investors are cautioned not
to place undue reliance on these forward-looking statements, which reflect management’s analysis only as of the date
thereof. These forward-looking statements are subject to certain risks and uncertainties that could cause actual results
to differ materially. Such risks and uncertainties with respect to the Company include the effects of general economic
conditions, changing foreign exchange rates and actions by government authorities, uncertainties associated with legal
proceedings and negotiations, industry supply levels, competitive pricing pressures and misjudgements in the course of
preparing forward-looking statements.

The Company disclaims any intention or obligation to update or revise any forward-looking statements, whether as a
result of new information, future events or otherwise.

Overview

The Company’s financial statements are prepared in accordance with Canadian generally accepted accounting principles
(“Cdn GAAP”) and are presented in Canadian dollars unless otherwise indicated. All references in this report to financial
information concerning the Company refer to such information in accordance with Cdn GAAP and all dollar amounts in
this Management’s Discussion And Analysis are in Canadian dollars unless otherwise indicated.

The following discussion and analysis provides a review of activities, results of operations and financial condition of the
Company for the fiscal year ended November 30, 2004 in comparison with those for the fiscal year ended November
30, 2003 and for the three months ended November 30, 2004 in comparison with those for the three months ended
November 30, 2003. This discussion should be read in conjunction with the Company’s 2004 Audited Consolidated
Financial Statements.

Founded in 1977, the Company designs, develops and markets the proprietary ECPINS® line of electronic chart
navigation systems for commercial and military customers. ECPINS® helps to reduce the risk of navigation-related
incidents by giving bridge crews a precise, real-time display of their position, course and speed, against a background
of fixed obstacles and other navigational hazards. The Company has developed a strong market position in military
navigation, and has ECPINS® systems deployed with the Canadian and United States Coast Guards, the Canadian Navy,
the Royal New Zealand Navy, the Royal Danish Navy, and the United States Navy. In fiscal 2004, the Company delivered
software and system products to the Royal Navy of the United Kingdom, the Royal Australian Navy, the Royal New Zealand
Navy and the Portuguese Navy.

In 2002, the Company expanded the business scope of its wholly-owned subsidiary, Offshore Charts Ltd., beyond
production of electronic navigation charts to include production of land-based mapping products. The Offshore Charts
Ltd. subsidiary was also renamed 0S| Geomatics Ltd. to better reflect its business expansion. The Company’s U.S.
subsidiary, Offshore Systems International Inc., was renamed OSI Geomatics Inc. and reactivated to enter the U.S.
mapping market. Collectively, the two subsidiaries form the OSI Geomatics business unit.

In February 2003, the Company announced the launch of a new product, Common Operational Picture - Image Display
Server (“COP-IDS™"), a client server application that allows customers to integrate the Company’s mapping and imagery
display technology into existing Command and Control (“C2”) systems rapidly and cost effectively. COP-IDS™ facilitates
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the integration of information from multiple geospatial sources — such as land maps, nautical charts, aerial and space
photo imagery and special military information — into a single fused display. COP-IDS™ is designed to meet the emerging
requirements of international fleets to be able to operate from and share common tactical data in the field. COP-IDS™
allows the Company’s customers to share data across C2 systems, regardless of which C2 applications systems are in
use. COP-IDS™ is a C2 product that addresses the needs of not only navy applications but also army, air force, special
forces and coalition forces operations.

To capitalize on the potential of COP-IDS™, the Company added a new line of business, OSI Applications, starting in fiscal
2004. OSI Applications develops software applications and tools for situational awareness. OSI Applications is a division
of the Company’s subsidiary Offshore Systems Ltd. and provides products and services to military forces, government
agencies and systems integrators to enable improved situational awareness.

The Company plans to grow through internal growth, focused on new and existing customers in the military agencies
of Canada, U.S., European NATO and other allies of Canada. In addition, the Company may pursue strategic alliances,
investments and acquisitions that are complementary to its existing lines of business.

Overall Performance

Earnings
For the fiscal year ended November 30, 2004, the Company had earnings of $114,741 or $0.00 per share on a basic and
diluted basis compared to earnings of $385,369 or $0.01 per share for the fiscal year ended November 30, 2003.

The Company’s results for fiscal 2004 were largely driven by the Company’s revenue growth, increased sales and
marketing expenses, the increasing costs of regulatory compliance and financial assistance received from Technology
Partnerships Canada.

The Company was selected for major fleet contracts with the Royal Navy of the United Kingdom, as part of a teaming
arrangement with Lockheed Martin UK and Kelvin Hughes Ltd., and with the Royal Australian Navy, as part of the teaming
arrangement with Nautronix Ltd. and Scientific Management Associates. Also, the Royal New Zealand Navy had exercised
contract options with delivery occurring during the third quarter. In addition, on April 26, 2004, the Company signed a
second agreement with Technology Partnerships Canada (“TPC”) that provides the Company with financial assistance
to fund research and development activities. This assistance reduces the operating expenditures of the Company. For a
further discussion of these matters, please refer to the “Results of Operations” section of this document.

Backlog
Total backlog as at November 30, 2004 was $21.1 million compared to $3.3 million at November 30, 2003. Total backlog
is the total of the firm and option backlogs. Firm backlog consists of firm, fixed, signed orders issued to the Company
and executable by the Company subsequent to the balance sheet date. Firm backlog as at November 30, 2004 was
$8.4 million compared to $0.9 million at November 30, 2003. Option backlog consists of unexercised contract options
at the balance sheet date and indefinite-quantity contracts executable by the Company subsequent to the balance sheet
date. Option backlog as at November 30, 2004 was at $12.7 million compared to $2.4 million at November 30, 2003.
There is no guarantee or certainty that the Company’s customers will elect to exercise their contract option backlog.
Should the Company’s customers elect to exercise contract options or place orders against indefinite-quantity contracts,
the option backlog converts to firm backlog, which then may convert to revenue as contract execution occurs. Total
backlog, firm backlog and option backlog are non-GAAP measures that do not have a standardized meaning and are
likely not comparable to similar measures presented by other issuers. These measures also do not have a comparable
GAAP measure.

The timing of the awarding of major contracts to the Company can significantly impact the Company’s total backlog
position and revenue for the period. Historically, major contracts that have been awarded to the Company have taken up
to three years to finalize with the contracting process involving lengthy discussions and negotiations with several groups
of people within the prospective customer’s organization. The Company has continually pursued, and will continue to
pursue, major contracts with a lengthy sales cycle and, as a result, there could be large variations in its total backlog
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position and revenue from one fiscal quarter to another. The increased firm backlog and option balances at November 30,
2004 as compared to November 30, 2003 were the result of the Company and its partners winning the Royal Navy of the
United Kingdom tender and additional contract awards from the Royal Australian Navy.

Because governments approve budget expenditures on an annual basis, multi-year contracts with government agencies
have a termination-for-convenience clause that allows contracts to be terminated by the contracting government agency
should future budget funding not be approved. Historically, the termination-for-convenience clause has not been exercised
by any Company customer. The Company has included the full value of these government contracts in total backlog.

Risks and Uncertainties

Certain statements made in this report by the Company constitute forward-looking statements, and are subject to risks
and uncertainties that may cause future results to differ materially from those expected. Factors that may cause such
differences include, but are not limited to, the factors discussed below. If any of these events actually occur, they could
have a materially adverse effect on the Company, its financial condition or results of operations.

The Company depends heavily on its government contracts, which are only partially funded, subject to
termination, heavily regulated and audited. The termination of one or more of these contracts could have
a negative impact on the Company’s operations. The contract termination clauses are generally in favour
of the government agencies. Typically the termination-for-convenience clause is 30 days or less with the
condition that all costs to that date are paid by the government agencies.

The termination of funding for a government program would result in a loss of anticipated future revenues attributable to
that program. That could have a negative impact on the Company’s operations. Also, the Company cannot give assurance
that it would be able to procure new government contracts to offset the revenues lost as a result of any termination of its
contracts. As the Company’s revenues are dependent on its procurement, performance and payment under its contracts,
the loss of one or more critical contracts could have a negative impact on the Company’s financial condition.

In addition, sales to the governments the Company works with may be affected by:
+ changes in procurement policies;
+ changes in the structure and management of government departments;
+ budget considerations;
+ changing concepts of national defence;
+ political developments domestically and abroad; and
+ increased protectionism.

The influence of any of these factors, which are largely beyond the Company’s control, could also negatively impact its
financial condition.

The Company derives a significant amount of revenue from only a few international customers. The Company
depends on governments for a significant portion of its sales, and the loss of any of these relationships or
a shift in any of these governments’ funding could have severe consequences on the Company’s financial
condition.

Approximately 69% of the Company’s revenue for fiscal 2004 was from the U.S. Coast Guard, the Royal Navy of the
United Kingdom, the Royal Australian Navy, the Royal New Zealand Navy and the Portuguese Navy. For fiscal 2003
approximately 65% of the Company’s revenue was from the U.S. Coast Guard, the Canadian Navy and the Royal Danish
Navy. Approximately 87% of the Company’s revenue for fiscal 2004 was from national and international governments
compared to 91% for fiscal 2003. Therefore, any significant disruption or deterioration of any of the Company’s
relationships with these entities’ governments would significantly reduce its revenues. These governments may choose
to use other competing corporations for their navigational equipment. In addition, a shift in government spending to other
programs in which the Company is not involved could have severe consequences for its results of operations.
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The Company’s product lines are not broadly diversified.

The Company derives and expects to derive a substantial majority of its revenue from navigational software, systems
and equipment sales. If customers do not purchase the Company’s products as a result of competition, technological
change, budget constraints or other factors, the Company does not have other product categories that it could rely on to
make up any shortfall in sales. As a result, the Company’s revenue could decrease and its business and operating results
would be adversely affected.

The Company derives a significant portion of its revenues from international sales and is subject to the risks
of doing business in foreign countries.

In the fiscal year ended November 30, 2004, approximately 89% of the Company’s revenues were from international
customers, including governmental customers: 21% from the U.S. and 68% from other international countries. For the
fiscal year ended November 30, 2003, approximately 71% of the Company's revenues were from international customers,
including governmental customers: 44% from the U.S. and 27% from other international countries. The Company has
focused its expansion efforts for the future on the American, European and Australasian markets. As a result, the Company
expects that international sales will continue to account for a significant portion of its revenues for the foreseeable future.
As a result, the Company is subject to the risks of doing business internationally, including those risks related to:

+ changes in regulatory requirements;

+ domestic and foreign government policies, including requirements to expend a portion of program funds locally
and governmental industrial cooperation requirements;

+ fluctuations in foreign currency exchange rates;

+ the complexity and necessity of dealing with foreign representatives and consultants;
+ imposition of tariffs or embargoes, export controls and other trade restrictions; and
+ compliance with a variety of foreign laws.

While the presence of these factors and the impact of these factors are difficult to predict, any one or more of them could
adversely affect the Company’s operations in the future.

The Company’s revenues and costs are affected by fluctuations in the rate of exchange between the Canadian
dollar, which is its reporting currency, the U.S. dollar, the Australian dollar and the Euro.

Exposure to exchange rate fluctuations exists because a significant portion of the Company’s trade receivable and revenue
transactions are in U.S. dollars, Australian dollars and Euros. In addition, certain of the Company’s subcontract payable
and direct cost transactions are in U.S. dollars. For the fiscal year ended November 30, 2004, approximately 25% of the
Company’s revenue and 10% of its expenses were transacted in U.S. dollars. During the same period, approximately
11% and 5% of the Company’s revenue was transacted in Australian dollars and Euros respectively. For the fiscal year
ended November 30, 2003, approximately 63% of the Company’s revenues and 12% of its expenses were transacted
in U.S. dollars. During the same period, the Company did not have material transactions in Australian dollars or Euros.
The Company expects that U.S. dollar, Australian dollar and Euro sales will continue to account for a material portion
of its revenues for the foreseeable future. As a result, exchange rate fluctuations may affect the Company’s revenue and
earnings growth materially in the future. In order to reduce the impact of U.S. to Canadian dollar, Australian to Canadian
dollar and Euro to Canadian dollar exchange rate fluctuations, the Company utilizes its foreign exchange forward contract
facility. As at November 30, 2004, the Company has entered into foreign exchange forward contracts in the amount of
U.S. $851,196, Australian $3,678,061 and €383,310. As at November 30, 2003, the Company had entered into foreign
exchange forward contracts in the amount of U.S. $1,343,705, Australian $0, and €0.

The Company has established teaming relationships and strategic partnerships with international corporations
to pursue major international government procurements, and the Company’s reputation and results of
operations could be adversely affected by the Company’s inability to control their partners’ operations.

20



The Company relies on agreements with international corporations to assist it in pursuing contracts for major government
procurements. These international corporations often assist the Company with systems integration, complementary
products and services, and local domain knowledge necessary to successfully pursue major government procurements.
The Company does not have assurance that these third parties will:

+ remain in business;
+ maintain the financial stability required to fulfill the requirements of these international procurements; and
+ continue to consider the Company's products in their business priorities.

There can be no assurance that the Company would be able to pursue and secure major international government
procurements without these third parties.

The Company may lose sales, or sales may be delayed, because of the long sales and implementation cycles
for its products and services.

The Company’s customers have typically invested substantial time, money and other resources and have many people
involved in the decision to license the Company’s software products and purchase its hardware products and services.
As a result, the Company may wait up to two or three years after the first contact with a customer for that customer to
enter into a purchase agreement while the customer seeks internal approvals for the purchase of the Company’s products
and/or services. During this long sales cycle, events may occur that affect the size or timing of the purchase or even
cause the order to be cancelled.

Even if a purchase agreement is signed, the time period required to deploy the Company’s products varies significantly
from one customer to the next. Implementing the Company’s products can sometimes take several months or even a
few years depending on the customer’s needs. It may be difficult to deploy the Company’s products if the customer has
complicated deployment requirements. If a customer utilizes a third party to deploy the Company’s products, we cannot
guarantee that the Company’s products will be deployed successfully.

As a result, the Company’s revenue could decrease and its business and operating results would be adversely affected.
Competition within the Company’s markets may reduce its procurement of future contracts and its sales.

The defence industry in which the Company operates is highly competitive. The Company’s competitors range
from companies that are primarily targeting the pleasure boat market, to diversified corporations in the radar/marine
equipment segment of the industry. Some of the Company’s competitors may have more extensive or more specialized
engineering, manufacturing and marketing capabilities. There can be no assurance that the Company can continue to
compete effectively with these companies.

The Company’s ability to procure contracts and gain sales in foreign markets may be negatively impacted by
increasing protectionism of foreign governments.

Some foreign governments have come under increased pressure to protect their domestic economy and national security.
Economic and security concerns have resulted in increasing protectionism that excludes foreign market participants
from successfully procuring contracts and gaining sales in foreign markets. As a result, the Company’s revenue could
decrease and its business and operating results would be adversely affected.

The Company’s future success will depend on its ability to develop new technologies that achieve market
acceptance.

The defence market is characterized by rapidly changing technologies and evolving industry standards. Accordingly, the
Company’s future performance depends on a number of factors, including its ability to:

+ identify emerging technological trends in the Company’s market;

+ develop and maintain competitive products;
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+ enhance the Company’s products by adding innovative features that differentiate its products from those of its
competitors; and

+ manufacture and bring products to market quickly at cost-effective prices.

The Company believes that, in order to remain competitive in the future, it will need to continue to develop new products,
which will require the investment of significant financial resources in new product development. In addition, there can be
no assurance that the market for the Company’s products will develop or continue to expand as the Company currently
anticipates. The failure of the Company’s technology to gain market acceptance could significantly reduce its revenues
and harm its business. Furthermore, the Company cannot be sure that its competitors will not develop competing
technology, which gains market acceptance in advance of the Company’s products. The possibility that the Company’s
competitors might develop new technology or products might cause the Company’s existing technology and products
to become obsolete. If the Company fails in its new product development efforts or its products fail to achieve market
acceptance more rapidly than the Company’s competitors, its revenues will decline and its business, financial condition
and results of operations will be negatively affected.

The Company depends on the recruitment and retention of qualified personnel, and its failure to attract and
retain such personnel could seriously harm its business.

Due to the specialized nature of the Company’s business, its future performance is significantly dependent upon the
continued services of its key engineering personnel and executive officers. The Company’s prospects depend upon
its ability to attract and retain qualified engineering, manufacturing, marketing, sales and management personnel for
its operations. Competition for personnel is intense, and the Company may not be successful in attracting or retaining
qualified personnel. The Company’s failure to compete for these personnel could seriously harm its business, results of
operations and financial condition.

The Company does not have fixed-term employment agreements with its officers and key employees and the
loss of any officer or key employee could seriously harm the Company’s business.

The Company has not entered into fixed-term employment agreements with its officers and key employees. The
Company’s success depends upon the abilities and experience of its officers and key employees. Competition for highly
skilled management, engineering, technical and other key employees is intense. The loss of officers and key employees
could seriously disrupt the Company’s operations and impair its ability to compete.

The Company depends on offshore sub-contract labour in its Geomatics and Navigation Systems operations
to maintain a competitive position in the geomatics and navigation systems marketplaces.

The Company’s Geomatics and Navigation Systems operations are dependent upon labour resources located outside
North America. While the Company enters into subcontract agreements with these suppliers, it cannot be sure that the
labour resources will be available when required and at the levels required. Accordingly, maintaining the Company’s
competitiveness will depend upon a number of factors, including:

+ the geopolitical uncertainties specific to the home country of each subcontractor;

+ the cultural compatibility between Canada and the home country of each subcontractor;
+ the English language proficiency of the labour resources made available to the Company;
+ labour pool characteristics such as work ethic, education, skill level and attrition; and

+ the infrastructure of both the subcontractor’s home country and the subcontractor.

While the presence of these factors and the impact of these factors are difficult to predict, any one or more of them could
adversely affect the Company’s Geomatics and Navigation Systems operations in the future.

The Company may be unable to adequately protect its intellectual property rights, which could affect its
ability to compete.

Protecting the Company’s intellectual property rights is critical to its ability to compete and succeed as a company. The
Company has trademark and copyright registrations, which are necessary and contribute significantly to the preservation
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of its competitive position in the market. There can be no assurance that any of the trademarks, copyrights and other
intellectual property will not be challenged, invalidated or circumvented by third parties. In the future, the Company may
not be able to obtain necessary licenses on commercially reasonable terms. The Company enters into confidentiality
and invention assignment agreements with its employees, and enters into non-disclosure agreements with its suppliers
and customers, as appropriate, so as to limit access to and disclosure of the Company’s proprietary information. These
measures may not suffice to deter misappropriation or independent third-party development of similar technologies.

The Company’s operations depend on component availability and its key suppliers to manufacture and
deliver its products and services.

The Company’s operations are highly dependent on the timely delivery of materials by outside suppliers. While the
Company enters into purchase agreements with a few of its suppliers, the Company cannot be sure that materials,
components, and subsystems will be available in the quantities required, if at all. If any of the suppliers fail to meet the
Company’s needs, it may not have readily available alternatives. The Company’s inability to fill its supply needs would
jeopardize its ability to satisfactorily complete the Company’s obligations under its contracts on a timely basis. This
might result in reduced sales, contractually imposed penalties for delay in delivery, termination of one or more of these
contracts or damage to the Company’s reputation and relationships with its customers. All of these events could have a
negative effect on the Company’s financial condition.

The unpredictability of the Company’s results may harm or contribute to the volatility of the trading price of
its common stock.

The Company’s operating results may vary significantly over time for a variety of reasons, many of which are outside its
control and any of which may harm its business. The value of the Company’s common stock may fluctuate as a result of
considerations that are difficult to forecast, such as:

+ the volume and timing of product orders received and delivered:;

+ levels of product demand;

+ government and corporate spending patterns;

+ the timing of contract receipt and funding;

+ the Company’s ability and the ability of its key suppliers to respond to changes in customer orders;
+ the timing of the Company’s new product introductions and its competitors’ new product introductions;
+ the cost and availability of components and subsystems;

+ price erosion;

+ the adoption of new technologies and industry standards;

+ competitive factors, including pricing, availability and demand for competing products;

+ fluctuations in foreign currency exchange rates; and

+ regulatory developments.

The Company may pursue strategic relationships, investments and acquisitions. The Company may not be
able to successfully manage its operations if it fails to successfully integrate the acquired technologies
and/or businesses.

As part of the Company’s business strategy, it may expand its product offerings to include application software products
that are complementary to the Company’s existing products. This strategy may involve technology licensing agreements,
joint development agreements, investments or acquisitions of other businesses that offer complementary products. The
risks that the Company may encounter in acquiring or licensing technology from third parties include the following:

+ difficulty in integrating the third-party product with its products;

+ undiscovered software errors in the third-party product;

23>



+ difficulties in selling the third-party product;

+ difficulties in providing satisfactory support for the third-party product;
+ potential infringement claims from the use of the third-party product; and
+ discontinuation of third-party product lines.

The risks commonly encountered in the investment in or acquisition of businesses would accompany any future
investments or acquisitions by the Company. Such risks may include the following:

+ issues related to product transition (such as development, distribution and customer support);
+ the substantial management time devoted to such activities;

+ the potential disruption of the Company’s ongoing business;

+ undisclosed liabilities;

+ failure to realize anticipated benefits (such as synergies and cost savings);

+ the difficulty of integrating previously distinct businesses into one business unit; and

+ technological uncertainty regarding the current and future functionality of the product.

The Company may require additional capital, in which case it may need to raise additional funds from
lenders and equity markets in the future.

If the Company’s expenditures exceed its incoming cashflows, the Company may be required to raise additional capital.
In addition, the Company may choose to pursue additional financing in order to capitalize on potential opportunities in
the marketplace that may accelerate its growth objectives. The Company’s ability to arrange such financing in the future
will depend in part on the prevailing capital market conditions as well as on its business performance. There can be no
assurance that the Company will be successful in its efforts to raise additional funds, if needed, on terms satisfactory to
it. If additional capital is raised by the issuance of shares, shareholders may experience dilution to their equity interest
in the Company.

The Company’s business could be adversely affected if it fails to manage its growth effectively.

If the Company fails to manage its growth effectively, the Company’s business and operating results could be adversely
affected. The Company expects to continue to grow its operations domestically and internationally, and to hire additional
employees. The growth in the Company’s operations and staff has placed, and will continue to place, a significant strain
on its management systems and resources. If the Company fails to manage its future anticipated growth, the Company
may experience higher operating expenses, and it may be unable to meet the expectations of investors with respect to
future operating results. To manage this growth the Company must, among other things, continue to:

+ improve its financial and management controls, reporting systems and procedures;
+ add and integrate new senior management personnel;

+ improve its licensing models and procedures;

+ hire, train and retain qualified employees;

+ control expenses;

+ diversify channel sales strategies; and

+ invest in its internal networking infrastructure and facilities.

The Company has committed funds to obtaining additional systems and facilities to accommodate its current and future
anticipated growth. To the extent that this anticipated growth does not occur or occurs more slowly than the Company
anticipates, it may not be able to reduce expenses to the same degree. If the Company incurs operating expenses out of
proportion to revenue in any given quarter, its operating results may be adversely impacted.
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Third parties may claim that the Company infringes their proprietary rights.

The Company potentially may receive claims that it has infringed the intellectual property rights of others. As the number
of products in the software industry increases and the functionality of these products further overlap, the Company may
become increasingly subject to infringement claims, including patent, trademark and copyright infringement claims. In
addition, former employers of the Company’s former, current or future employees may assert claims that such employees
have improperly disclosed to the Company the confidential or proprietary information of these former employers. Any
such claim, with or without merit, could be time consuming to defend, result in costly litigation, divert management’s
attention from the Company’s core business, require it to stop selling or delay shipping, or cause the redesign of its
product or products. In addition, the Company may be required to pay monetary amounts as damages, for royalty or
licensing arrangements, or to satisfy indemnification obligations that it has with some of its customers.

The Company licenses and uses software from third parties in its business. These third-party software licenses may not
continue to be available to the Company on acceptable terms. Also, these third parties may from time to time receive
claims that they have infringed the intellectual property rights of others, including patent and copyright infringement
claims, which may affect the Company’s ability to continue licensing this software. The Company’s inability to use any of
this third-party software could result in shipment delays or other disruptions in its business, which could materially and
adversely affect the Company’s operating results.

The Company may not be able to protect its proprietary information.

The Company relies on a combination of copyright, trademark and trade secret laws, confidentiality procedures,
contractual provisions and other measures to protect its proprietary information. All of these measures afford only limited
protection. These measures may be invalidated, circumvented or challenged, and others may develop technologies
or processes that are similar or superior to the Company’s technology. Despite the Company’s efforts to protect its
proprietary rights, unauthorized parties may attempt to copy the Company’s products or to obtain or use information that
the Company regards as proprietary.

The Company’s products may contain significant defects, which may result in liability and/or decreased
sales.

Software products frequently contain bugs, errors or failures, especially when first introduced or when new versions are
released. Despite the Company’s efforts to test its products, the Company might experience significant errors or failures
in its products, or they might not work with other hardware or software as expected. This could delay the development
or release of new products or new versions of products, or could adversely affect market acceptance of the Company’s
products. Customers use the Company’s products for applications that are critical to their businesses, and they have a
greater sensitivity to product defects than the market for other software products generally. The Company’s customers
may claim that the Company is responsible for damages to the extent they are harmed by the failure of any of the
Company’s products. If the Company were to experience significant delays in the release of new products or new versions
of products, or if customers were dissatisfied with product functionality or performance, the Company could lose revenue
or be subject to liability for service or warranty costs. Should this occur, the Company’s business and operating results
could be adversely affected.

The Company’s products depend on third-party software products and its reputation and results of operations
could be adversely affected by the Company’s inability to control their operations.

The Company's products incorporate and use software products developed by other entities. The Company does not have
assurance that such third parties will:

+ remain in business;
+ support the Company’s product lines;
+ maintain viable and functional product lines; and

+ make their product lines available to the Company on commercially acceptable terms.
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Any significant interruption in the supply of such third-party technology could have a materially adverse effect on the
Company’s business, results of operations, cash flows and financial condition.

The Company’s products may not be compatible with various operating systems and therefore the Company
may not be able to sell its products to potential customers.

The Company’s products are used in combination with various operating systems. The Company’s future success
depends on our ability to continue to support widely used operating systems. The Company’s applications run on
Microsoft operating systems. Therefore, the Company’s ability to increase sales depends on the continued acceptance of
Microsoft operating system products. If the Company is unable to develop and market products that support Microsoft's
operating platforms or develop and market products that support other operating systems on a timely and cost-effective
basis, its business and operating results could be adversely affected.

Selected Annual Information
Statement of Earnings Information

For the years ended November 30

2004 2003 2002

$ $ $

Revenue 13,451,303 11,520,793 13,868,779
Gross profit 7,781,979 6,361,725 6,771,387
Gross profit percentage 57.9% 55.2% 48.8%
Net earnings for the year 114,741 385,369 1,635,031
Basic earnings per share 0.00 0.01 0.06
Diluted earnings per share 0.00 0.01 0.06

Balance Sheet Information

As at November 30

2004 2003 2002
$ $ $
Cash and cash equivalents 251,037 3,837,555 3,244,048
Working capital * 8,287,798 8,071,926 4,449,492
Current assets 10,964,025 10,377,836 8,810,568
Total assets 12,310,738 11,728,257 10,766,438
Current liabilities 2,676,227 2,305,910 4,361,076
Long term liabilities - 187,384 372,717
Total liabilities 2,676,227 2,493,294 4,733,793
Shareholders’ equity 9,634,511 9,234,963 6,032,645
Dividends declared per share:
Common shares - - -
Class A preference shares - - -
Class B preference shares 3.00 2.37 -

* Working capital is a non—GAAP measure that does not have a standardized meaning and may not be comparable to
similar measures presented by other issuers. This measure does not have a comparable GAAP measure. Working capital
is defined as current assets less current liabilities.

The Company’s annual and quarterly results are primarily affected by the level, timing and duration of customer orders

and customer product delivery requirements. The Company depends heavily on government contracts and derives a
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significant amount of revenue from a few customers, which may result in varying revenue, gross profit and earnings.
Approximately 69% of the Company’s revenue for the fiscal year ended November 30, 2004 was from the U.S. Coast
Guard, the Royal Navy of the United Kingdom, the Royal Australian Navy, the Royal New Zealand Navy and the Portuguese
Navy. Approximately 65% of the Company’s revenue for the fiscal year ended November 30, 2003 was from the U.S.
Coast Guard, the Danish Navy and the Canadian Navy. Approximately 84% of the Company’s revenue for the fiscal year
ended November 30, 2002 was from the U.S. Coast Guard, the Danish Navy and the Canadian Navy. Approximately 87%
of the Company’s revenue for the fiscal year ended November 30, 2004 was from national and international governments
compared to 91% and 98% for the fiscal years 2003 and 2002 respectively.

The lower revenue in fiscal 2003 as compared to fiscal 2002 was largely attributable to the substantial completion
in fiscal 2002 of the Canadian Department of National Defence contract awarded to the Company in fiscal 2001, the
Marinette Marine Corp. contracts to provide ECDIS systems for the U.S. Coast Guard Juniper class buoy tenders, and
the substantial completion of the Danish Navy contract in early fiscal 2003. The increase in revenue in fiscal 2004 over
fiscal 2003 was the result of contracts from the Royal Navy of the United Kingdom and the Royal Australian Navy that were
awarded to the Company in late fiscal 2003 and early fiscal 2004.

The fluctuations in gross profit year over year are impacted negatively by projects that include a large proportion of
third-party systems or labour resulting in higher cost of sales. Certain contracts awarded to the Company may require the
Company to include third-party systems or labour. In order to maintain competitiveness on these contracts, the Company
may elect to reduce its usual margins on the third-party components. In addition, the product mix of Software, Geomatics,
Systems and systems components in any given period may impact the gross profit for the period.

During the first sixmonths of fiscal 2004, the Company’s gross profit percentage increased because of an increase in software
revenue. During the last six months of fiscal 2004, the Company’s gross profit percentage was lower when compared to the
first six months as the Software revenue decreased and Systems and systems components revenue increased.

Results of Operations
The table below presents, for the periods indicated, selected financial data of the Company expressed in dollars and as
a percentage of total revenues:

For the years ended November 30

2004 2004 2003 2003
$ % $ %
Revenue

Software 5,576,540 415 1,036,417 9.0
Systems and system components 4,328,740 32.2 6,208,464 53.9
Geomatics 2,979,728 22.2 3,560,440 30.9
Other 566,295 a1 715,472 6.2
13,451,303 100.0 11,520,793 100.0

Cost of sales 5,669,324 421 5,159,068 44.8
Gross profit 7,781,979 57.9 6,361,725 55.2

Expenses

General and administrative 3,435,688 25.5 2,498,021 21.8
Research and development 2,104,806 15.7 1,548,523 13.4
Sales and marketing 3,160,359 23.5 2,000,238 17.4
Amortization 231,033 1.8 241,295 2.1
Interest 2,045 0.0 2,824 0.0
Foreign exchange loss 38,338 0.3 151,961 1.3
Technology Partnerships Canada royalty 124,425 0.9 50,473 04
Technology Partnerships Canada contribution (1,471,414) (10.9) (376,880) (3.3)
7,625,280 56.8 6,116,455 53.1

Earnings before income taxes 156,699 11 245,270 2.1
Income tax expense (recovery) 41,958 0.3 (140,099) (1.2)
Earnings for the year 114,741 0.8 385,369 33
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Revenues
The Company’s core revenue stream is derived from four sources: Software, Systems and system components,
Geomatics, and Other, which includes system repairs and servicing, training and consulting. The Company’s principal
developed and manufactured product, the Electronic Chart Precise Integrated Navigation System (“ECPINS®”), delivers
the majority of the revenue. The Company also derives revenue from the delivery of the ECPINS® software component
of its system product.

Consolidated revenue for the fiscal year ended November 30, 2004 was $13,451,303, compared with $11,520,793 for
the fiscal year ended November 30, 2003, resulting in an increase of 16.8%. The Company’s revenues are primarily
affected by the level, timing and duration of customer orders, relative mix of contracts and customer product delivery
requirements.

The Company depends heavily on government contracts and derives a significant amount of revenue from a few
customers, which may result in varying revenue and margins. During the fiscal year ended November 30, 2004, the
Company continued and expanded its business development initiatives with prospective and existing customers. Some
of the activities did not result in closing orders during this period because of the long sales cycles, but may yield orders
in the future.

The main customers for the Company’s products and services were the Royal Navy of the United Kingdom through
Lockheed Martin UK, the Royal Australian Navy through Nautronix Ltd., the U.S. Coast Guard, the Royal New Zealand
Navy and the Portuguese Navy through SICOM (Sistemas de Comunigoes, Lda) of Lisbon, Portugal. Revenue from these
customers accounted for 61% of the consolidated revenue for the three months ended November 30, 2004 and for 69%
of the consolidated revenue for the fiscal year ended November 30, 2004. For fiscal 2003, the main customers for the
Company’s products and services were the U.S. Coast Guard, Canadian Coast Guard, Canadian Department of National
Defence, Royal Danish Navy and the U.S. Navy. Revenue from these customers accounted for 50% of the consolidated
revenue for the three months ended November 30, 2003 and for 70% of the consolidated revenue for the fiscal year
ended November 30, 2003.

A significant change in the Company’s revenue mix occurred during the last fiscal quarter of 2003 and the six months
ended May 31, 2004. Revenues during this period shifted to Software from Systems and system components. The
revenue shift was the result of a change in the nature of contracts the Company entered into during the last fiscal quarter
of 2003 and the first two fiscal quarters of 2004 where, in order to ensure its success in pursuing certain contracts,
the Company elected to sell off-the-shelf or customized versions of its ECPINS® software. Prior to this, the Company
focused on the delivery of ECPINS® electronic chart navigation systems which included both its ECPINS® software and
specialized hardware.

During the third and fourth fiscal quarters of 2004 the Company’s revenue mix returned to its historical makeup where
the Company’s contracts focused on the delivery of ECPINS® electronic chart navigation systems which are reported as
Systems and systems component revenue.

Segment Results
Revenue from the Navigation Systems business unit for fiscal 2004 was $10,232,671 compared to $7,927,166 for fiscal
2003, an increase of $2,305,505 or 29.1%. The increase in revenue in fiscal 2004 over fiscal 2003 is attributable to
contracts from the Royal Navy of the United Kingdom and the Royal Australian Navy that were awarded to the Company
in late fiscal 2003 and early fiscal 2004.

Revenue from the Geomatics business unit for fiscal 2004 was $3,027,353 compared to $3,593,627 for the same
period last year, a decrease of $566,274 or 15.8%. The business unit revenue levels decreased in the current fiscal year
compared with that of the previous fiscal year as the result of supplier delays experienced by the Company in receiving
the contracted services to satisfy customer needs and increased difficulty in penetrating the U.S. geomatics market.

Revenue from the Applications business unit was $191,279 for fiscal 2004 (2003-$0). The Applications business
unit develops software applications and tools for situational awareness and provides products and services to military
forces, government agencies and systems integrators to enable improved situational awareness. The sales cycle with
government customers for Applications products can be upwards of three years. The business unit’s initial product is
Common Operational Picture — Image Display Server (COP-IDS™).
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In all three business units, the Company continues to invest significant corporate, sales and marketing resources in
identifying and pursuing new opportunities and contracts, both in its existing customer base and with new, prospective
customers.

Gross Profit
For fiscal 2004, the Company’s gross profitincreased $1,420,254 to $7,781,979 from $6,361,725 for fiscal 2003. Gross
profit percentage increased to 57.9% from 55.2% when comparing fiscal 2004 over fiscal 2003.

A significant change in the Company’s revenue mix occurred during the last fiscal quarter of 2003 and the six months
ended May 31, 2004. Revenues during this period shifted to Software from Systems and system components and
resulted in the Company reporting higher gross profit percentage. The revenue shift was the result of a change in the
nature of contracts the Company entered into during the last fiscal quarter of 2003 and the first two fiscal quarters of
2004. These contracts required the Company to deliver off-the-shelf or customized versions of its ECPINS® software.

During the third and fourth fiscal quarters of 2004 the Company’s revenue mix returned to its historical makeup where the
Company’s contracts focused on the delivery of ECPINS® electronic chart navigation systems.

Segment Results
Gross profit from the Navigation Systems business unit for fiscal 2004 was $6,561,870 compared to $4,797,613 for
fiscal 2003, an increase of $1,764,257 or 36.8%. Gross profit percentage increased to 64.1% from 60.5% period over
period. The increase was attributable to the increased software revenue for the six months ended May 31, 2004 and
resulted in the Navigation Systems business unit reporting gross margin percentages that were higher than those reported
historically. During the third and fourth fiscal quarters of 2004 the Company’s revenue mix returned to its historical
makeup which has the Company’s contracts focused on the delivery of ECPINS® electronic chart navigation systems.

Gross profit from the Geomatics business unit for fiscal 2004 was $1,048,591 compared to $1,564,112 for fiscal 2003,
a decrease of $515,521 or 33.0%. Gross profit percentage decreased to 34.6% from 43.5% period over period. The
decrease is the result of the competitive nature of the geomatics market where customers are very price sensitive and
the increasing protectionism the Geomatics business unit has encountered entering the U.S. geomatics market. The
Company plans to implement changes in its strategies to improve its market position in the U.S.

Gross profit for the Company’s new business unit, Applications, was $171,518 for fiscal 2004 compared to $0 for fiscal
2003. Gross profit percentage for fiscal 2004 was 89.7% and reflected the contract mix that included more applications
software contracts than applications systems contracts.

General and Administrative Expenses

General and administrative (“G&A”) expenses consist mainly of salaries and benefits of management and administrative
personnel, professional fees, public company expenses, related facility costs and other general administrative expenses,
net of interest and other income. For fiscal 2004, G&A increased $937,667 to $3,435,688 from $2,498,021 for fiscal
2003. As a percentage of revenue, G&A increased to 25.5% from 21.8% period over period. The increase is the result
of increased professional fees, directors’ fees and directors’” and officers’ insurance, as well as charges for stock-based
compensation, increased salaries and decreased interest income that resulted from lower cash reserves during the
period. The Company anticipates that as a result of recently introduced regulations in Canada and the U.S., the Company
will continue to experience increases in costs primarily relating to professional fees.

Research and Development Expenses
Research and development (“R&D”) expenses consist mainly of salaries and benefits of software and hardware
engineering personnel, subcontractor costs, facilities expenses and related expenses. The Company expenses R&D
costs in the period incurred unless, in the opinion of management, certain development costs meet the deferral criteria
under Cdn GAAP in which case development expenditures are capitalized and amortized over the estimated life of the
related products. The Company has not capitalized any development costs for fiscal 2004 or for fiscal 2003.

The Company continued to invest in new product development in 2004. The Company believes that in order to maintain
its technological capabilities, it must continue to develop existing products and introduce new high quality products
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that challenge and redefine the industry standards. For fiscal 2004, R&D costs increased $556,283 to $2,104,806 or
15.7% of revenue, compared to $1,548,523 or 13.4% of revenue for fiscal 2003. The increase in spending is the result
of additional salaries and benefits for new staff to support the additional R&D activities related to the development of
the recently released COP-IDS™ product and the continuing development of the ECPINS® product. The increase in R&D
costs for fiscal 2004 does not reflect approximately $282,000 that was charged to cost of sales to support the software
customization required to meet the needs of specific customers. For fiscal 2003, R&D costs charged to cost of sales to
support the software customization required to meet the needs of specific customers was approximately $114,000.

In November 1999, the Company announced an agreement with Technology Partnerships Canada (“TPC”) whereby
TPC granted financial assistance to the Company to fund research and development activities to March 31, 2003. As at
November 30, 2003, the Company had received the maximum eligible contribution of $4,000,177. Under the terms of
the agreement, the Company is required to pay TPC a royalty based on the revenue of its subsidiary Offshore Systems
Ltd. Up to November 30, 2004, the Company had accrued for future payment or paid royalties of $1,241,154. Royalty
payments will continue until the cumulative royalties paid or payable to November 30, 2008 are at least $7,810,230 or
until November 30, 2014.

In April 2004, TPC announced an agreement with the Company whereby TPC granted financial assistance to the Company
to fund research and development activities to March 31, 2007. The maximum eligible contribution is $3,768,391. Up
to November 30, 2004, the Company had claimed for $1,471,414 of eligible assistance under the TPC program. The
Company will receive the remaining contributions over the remaining term. Also, under the terms of the agreement, the
Company is required to pay TPC a royalty based on the revenue of its subsidiary Offshore Systems Ltd. commencing
January 2006. Royalty payments will continue until the cumulative royalties paid or payable to December 31, 2013 are at
least $6,079,176 or until December 31, 2017. There were no royalties paid or payable in connection with this agreement
for fiscal 2004.

Although the Company believes that its submissions for TPC funding meet the terms and conditions of the TPC
agreements, the final determination is subject to audit by government authorities in the ordinary course of business.
During the year ended November 30, 2004, the Company was subject to an audit by government authorities. The results
of the audit have not been communicated to the Company, however, the Company has no reason to believe that the audit
will have a material impact on the Company’s financial results.

Sales and Marketing Expenses

Sales and marketing (“S&M”) expenses consist primarily of compensation of sales and marketing personnel, as well as
expenses associated with advertising, trade shows, facilities and other expenses related to the sales and marketing of
the Company’s products and services For fiscal 2004, S&M expenses increased $1,160,121 or 58.0%, to $3,160,359
(23.5% of revenue) from $2,000,238 (17.4% of revenue) for fiscal 2003. The increase in expenses was the result of
the Company’s additional S&M staff hired to pursue new business. The Company has increased its level of business
development activity relating to its expansion efforts into American, European and Australasian markets. The expansion
effort targets new and existing customers in the military agencies of Canada, U.S., European NATO and other allies of
Canada to increase the profile of the Company and its products through the establishment of marketing agreements with
companies local to the targeted regions, and to broaden the Company’s customer base thereby reducing its dependence
on the current few international customers. Some of these activities may not result in closing orders during the current
year but may yield orders in subsequent fiscal years. The Company expects a continued increase in S&M expenditures
for the ongoing pursuit of these opportunities.

Amortization
Total amortization increased $2,585 to $362,564 for fiscal 2004 from $359,979 for fiscal 2003. The increase reflects the
acquisitions in the period and mix of property, plant and equipment in the Company at November 30, 2004.

Interest
Interest expense decreased to $2,045 for fiscal 2004 from $2,824 for fiscal 2003. The Company did not utilize its
operating line credit facility of $1,000,000 during fiscal 2004.
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Foreign Exchange
Foreign exchange loss for fiscal 2004 decreased $113,623 to $38,338 from $151,961 for fiscal 2003. The decrease in
fiscal 2004 was the result of the Company having established a policy during the first quarter of fiscal 2003 to hedge
against foreign exchange exposure.

Income Taxes
Based on the information available at the time of the issue of the audited consolidated financial statements for fiscal
2004, the Company estimated that it will have sufficient taxable earnings in future years to utilize a portion of the
Company’s $3,079,232 Canadian and $315,342 U.S. non-capital losses carried forward and other tax balances. As
a result of this assessment, the Company has recognized a future tax recovery of $479,446 for fiscal 2004 compared
to a future tax recovery of $363,484 for fiscal 2003. In accordance with Cdn GAAR the Company provided a valuation
allowance of $3,842,899 against the total future tax asset as it is not considered “more likely than not” that the remaining
future tax asset will be recovered. The Company continues to evaluate its taxable position quarterly and considers factors
such as estimated taxable income, the history of losses for tax purposes and the growth of the Company, among others.

For fiscal 2004, the Company recorded current tax expense of $521,404, which is the tax expense that the Company
would have incurred had the Company not had available losses carried forward from prior years. This compares to a
current tax expense for the prior fiscal year of $223,385.

Earnings/Loss
As a result of the above factors, earnings for fiscal 2004 were $114,741 or 0.8% of revenue, compared to earnings of
$385,369 for fiscal 2003, or 3.3% of revenue.

Summary of Quarterly Results

Basic Earn- Diluted Earn-
Net Earnings/ ings/(Loss) ings/(Loss)

Revenue Gross Profit (Loss) per Share per Share
For the three months ended $ $ $ $ $
November 30, 2004 3,696,137 1,968,649 (251,851) (0.01) (0.01)
August 31, 2004 2,951,571 1,469,554 (483,869) (0.02) (0.02)
May 31, 2004 2,773,835 1,775,003 298,670 0.01 0.01
February 29, 2004 4,029,760 2,568,773 551,791 0.02 0.02
November 30, 2003 2,724,438 1,630,781 323,756 0.01 0.01
August 31, 2003 2,275,153 1,176,211 (338,797) (0.01) (0.01)
May 31, 2003 2,958,027 1,694,246 152,162 0.00 0.00
February 28, 2003 3,563,175 1,860,487 248,248 0.01 0.01

For a discussion on the factors that affect the quarterly results, please refer to the section Selected Annual Information.

Liquidity and Capital Resources

The Company strives to maintain cash-contributing profitable operations that provide an adequate liquidity and capital
resource base for growth. Every business endeavour the Company develops or acquires targets a positive cash flow from
the outset.

The Company believes that cash flow from operating activities, together with cash on hand and borrowings available under
its revolving credit facilities, will be sufficient to fund currently anticipated working capital, planned capital spending and
debt service requirements for the next 12 months. There can be no assurance that these resources will be adequate or
that additional financing will be available to the Company.

At November 30, 2004, the Company had current assets of $10,964,025, current liabilities of $2,676,227 and a cash
position of $251,037. Working capital increased $215,872 to $8,287,798 at November 30, 2004 from $8,071,926 at
November 30, 2003 primarily due to a combination of an increase in accounts receivable and a decrease in cash and
cash equivalents.
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The Company has credit facilities consisting of an operating line, standby letters of credit and forward exchange contract
facilities. The credit facilities permit the Company to borrow funds directly for general corporate purposes (including
acquisitions) at floating rates. No borrowings against the operating line were outstanding as at November 30, 2004. The
Company has a $1,000,000 operating line available with a Canadian chartered bank collateralized by accounts receivable
and inventory. The Company has issued standby letters of credit totalling U.S. $127,000 and Australian $283,886. The
Company has utilized the standby letters of credit to support certain performance obligations to our customers. The
Company has entered into foreign exchange forward contracts in the amount of U.S. $851,196, Australian $3,678,061
and €383,310. The Company utilizes its forward exchange contract facility to reduce its exposure to exchange rate
movements.

Cash flows from operating activities before changes in non-cash working capital items for fiscal 2004 were $690,939,
compared with $619,591 for fiscal 2003, an increase of $71,348. The increase in cash flow for fiscal 2004 was the result
of the Company’s decreased earnings for fiscal 2004 being offset by the effect of increases to cash flow provided by the
non-cash items stock-based compensation and future tax assets, as compared to fiscal 2003.

Changes in non-cash working capital items for fiscal 2004 were a usage of cash of $4,118,532 compared to usage
of cash of $2,490,597 for fiscal 2003. Changes occurred in most non-cash working capital items between these two
periods, all within the normal business activities of the Company. The largest change was an increase in accounts
receivable, which is the result of milestone terms that exist in certain contracts.

Cash used in investing activities totalled $358,856 for fiscal 2004 compared with $309,386 for fiscal 2003. The increase
is reflective of the acquisitions of property, plant and equipment commensurate with the Company’s plans to obtain
additional systems and facilities to accommodate its current and future anticipated growth.

Net cash provided by financing activities for fiscal 2004 amounted to $199,931 compared to net cash provided of
$2,773,899 for fiscal 2003. The issuance of common shares provided funds of $398,479 for fiscal 2004 compared to
having provided $606,069 for fiscal 2003. Preferred share issue costs used funds of $20,115 for fiscal 2004 compared
to the issuance of warrants and preferred shares net of issue costs having provided funds of $2,726,995 for fiscal 2003.
The payment of dividends on the Class B preference shares used funds of $178,433 for fiscal 2004 compared to a usage
of funds of $53,484 for fiscal 2003. During the period January 16, 2003 to January 15, 2004, the Company purchased
455,000 of its common shares under a normal course issuer bid at an average cost of $1.11 per share for an aggregate
consideration of $505,681. The premium on the purchase and cancellation of the common shares under the normal
course issuer bid was charged to the deficit.

As a result of the above mentioned changes, the net decrease in cash amounted to $3,586,518 for fiscal 2004 compared
to an increase of $593,507 for fiscal 2003. The Company has been focused on accounts receivable collections activities
and has reduced accounts receivable by $2,400,000 as of January 25, 2005.

As at November 30, 2004, the Company estimates thata U.S. $0.01 increase in the exchange rate of the U.S. dollar relative
to the Canadian dollar would have an annualized impact of reducing earnings before income taxes by approximately
$25,000. As at November 30, 2004, the Company estimates that an Australian $0.01 increase in the exchange rate
of the Australian dollar relative to the Canadian dollar would have an annualized impact of reducing earnings before
income taxes by approximately $12,000. As at November 30, 2004, the Company estimates that an €0.01 increase in
the exchange rate of the Euro relative to the Canadian dollar would have an annualized impact of reducing earnings before
income taxes by approximately $10,000.

In order to reduce the impact of U.S. to Canadian dollar, Australian to Canadian dollar and Euro to Canadian Dollar
exchange rate fluctuations, the Company has used the forward exchange contract facility described above. The Company
used the forward exchange contract facility to set the exchange rate between the U.S. and Canadian dollar, the Australian
to Canadian dollar and the Euro to Canadian dollar for specific transactions at a specific agreed upon rate, thereby
mitigating any foreign exchange gain or loss that might occur on those transactions. The Company uses the forward
exchange contract facility only for known or reasonably certain future U.S., Australian dollar and Euro transactions.
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Contractual Obligations
Payments due by period

Less than
Total 1 year 1 to 3 years 4to5years  After 5 years
$ $ $ $ $
Facility leases 687,203 259,361 427,842 - -
Equipment leases 37,937 16,680 17,592 3,665 -
Total contractual obligations 725,140 276,041 445,434 3,665 -

Off-Balance Sheet Arrangements

Derivatives
The Company uses foreign exchange contracts to hedge transactions denominated in U.S. dollars, Australian dollars
and Euros. The fair value of these derivative instruments at November 30, 2004 is an unrecorded liability of $42,303.
For a discussion on these contracts, please see Note 14 of the Company’s audited consolidated financial statements
for fiscal 2004.

Guarantees
The Company has issued standby letters of credit totalling U.S. $127,000 and Australian $283,886. The Company has
utilized the standby letters of credit to support certain performance obligations to its customers.

Transactions with Related Parties
During the last two years, the Company did not enter into any transactions with its management, members of its Board
of Directors or major shareholders.

Proposed Transactions
The Company has not proposed any asset or business acquisition or disposition.

Fourth Quarter
Overall Performance
Earnings/Loss
For the three months ended November 30, 2004, the Company had a loss of $251,851 or loss of $0.01 per share on a

basic and diluted basis compared to earnings of $323,756 or earnings of $0.01 per share for the three months ended
November 30, 2003.

The Company'’s results for the three months ended November 30, 2004 were largely driven by the Company’s revenue
growth and financial assistance received from Technology Partnerships Canada and increased G&A, R&D and S&M
EXPENSeS.

Revenue growth for the three months ended November 30, 2004 was largely attributable to revenues earned from the
Royal Australian Navy, the Portuguese Navy and the Royal Navy of the United Kingdom.

Selected Information
For the three months ended November 30

2004 2003
Statement of Earnings Information $ $
Revenue 3,696,137 2,124,438
Gross profit 1,968,649 1,630,781
Gross profit percentage 53.3% 59.9%
Earnings (loss) for the period (251,851) 323,756
Basic earnings (loss) per share (0.01) 0.01
Diluted earnings (loss) per share (0.01) 0.01
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Results of Operations
The table below presents, for the periods indicated, selected financial data of the Company expressed in dollars and as
a percentage of total revenues:

Three months ended November 30

2004 2004 2003 2003
$ % $ %
Revenue

Software 906,701 245 607,326 22.3
Systems and system components 1,927,201 52.1 902,640 33.1
Geomatics 754,829 20.4 962,021 35.3
Other 107,406 3.0 252,452 9.3
3,696,137 100.0 2,724,439 100.0

Cost of sales 1,727,488 46.7 1,093,658 40.1
Gross profit 1,968,649 53.3 1,630,781 59.9

Expenses

General and administrative 857,004 23.3 669,575 24.6
Research and development 496,207 134 267,790 9.8
Sales and marketing 870,230 23.5 490,659 18.0
Amortization 64,376 1.7 64,222 2.4
Interest 812 0.0 2,531 0.1
Foreign exchange loss (gain) 6,647 0.2 (31,581) (1.2)
Technology Partnerships Canada royalty 42,665 1.2 (16,072) (0.6)
Technology Partnerships Canada contribution (245,875) (6.7) - 0.0
2,092,066 56.6 1,447,124 53.1

Earnings (loss) before income taxes (123,417) (3.3) 183,657 6.8
Income tax (recovery) 128,434 3.5 (140,099) (5.1)
Earnings (loss) for the year (251,851) (6.8) 323,756 11.9

Revenues

Consolidated revenue for the three months ended November 30, 2004 was $3,696,137 compared with $2,724,439 for
the three months ended November 30, 2003, resulting in an increase of 35.7%. The Company’s revenues are primarily
affected by the level, timing and duration of customer orders, relative mix of contracts and customer product delivery
requirements.

The Company depends heavily on government contracts and derives a significant amount of revenue from a few
customers, which may result in varying revenue and margins. During the three months ended November 30, 2004, the
Company continued and expanded its business development initiatives with prospective and existing customers. Some
of the activities did not result in closing orders during this period because of the long sales cycles, but may yield orders
in the future. The main customers for the Company’s products and services during the three months ended November
30, 2004 were the Royal Navy of the United Kingdom through Lockheed Martin UK, the Royal Australian Navy through
Nautronix Ltd. and the Portuguese Navy through SICOM (Sistemas de Comunigdes, Lda) of Lisbon, Portugal. Revenue
from these customers accounted for 61% of the consolidated revenue for the three months ended November 30, 2004.
The main customers for the Company’s products and services during the three months ended November 30, 2003 were
the U.S. Coast Guard, the Canadian Navy and the Royal Australian Navy. Revenue from these customers accounted for
89% of the consolidated revenue for the three months ended November 30, 2003.

A significant change in the Company’s revenue mix occurred during the last fiscal quarter of 2003. Revenues during this
period shifted to Software from Systems and system components. The revenue shift was the result of a change in the
nature of contracts the Company entered into during the last fiscal quarter of 2003 where, in order to ensure its success
in pursuing certain contracts, the Company elected to sell off-the-shelf or customized versions of its ECPINS® software.
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Prior to this, the Company focused on the delivery of ECPINS® electronic chart navigation systems which included both
its ECPINS® software and specialized hardware. During the fourth fiscal quarter of 2004, the Company’s revenue mix
returned to its historical makeup where the Company’s contracts focused on the delivery of ECPINS® electronic chart
navigation systems, which are reported as Systems and systems component revenue.

Segment Results
Revenue from the Navigation Systems business unit for the three months ended November 30, 2004 was $2,832,204
compared to $1,773,814 for the same period last year, an increase of $1,058,390 or 59.7%. The increase is attributable
to recognition of revenue during the fourth quarter of fiscal 2004 on the Royal Navy of the United Kingdom, Royal
Australian Navy, and Portuguese Navy contracts.

Revenue from the Geomatics business unit for the three months ended November 30, 2004 was $740,958 compared to
$950,625 for the three months ended November 30, 2003, a decrease of $209,667 or 22.1%. The business unit revenue
levels decreased in the current fiscal year compared with that of the previous fiscal year as the result of supplier delays
experienced by the Company in receiving the contracted services to satisfy customer needs and increased difficulty in
penetrating the U.S. geomatics market.

Revenue for the Company’s new business unit, Applications, was $122,975 for the three months ended November 30,
2004. The Applications business unit develops software applications and tools for situational awareness and provides
products and services to military forces, government agencies and systems integrators to enable improved situational
awareness. The sales cycle with government customers for Applications products can be upwards of three years. The
business unit’s initial product is Common Operational Picture — Image Display Server (COP-IDS™).

Gross Profit

The Company’s gross profit increased $337,868 to $1,968,649 for the three months ended November 30, 2004
compared to gross profit of $1,630,781 for the same period last year. Gross profit percentage decreased to 53.3% for the
three months ended November 30, 2004 from 59.9% for the three months ended November 30, 2003. The decrease in
the Company’s gross profit percentage for the three months ended November 30, 2004 as compared to the three months
ended November 30, 2003 is attributable to the mix of contracts having shifted to Systems and system components from
Software. A significant change in the Company’s revenue mix occurred in the three months ended November 30, 2003.
Revenues during this period shifted to Software from Systems and system components and resulted in the Company
reporting higher gross margin.

Segment Results

Gross profit from the Navigation Systems business unit for the three months ended November 30, 2004 was $1,591,268
compared to $1,160,137 for the same period last year, an increase of $431,131. Gross profit percentage decreased to
56.2% from 65.4% period over period. The decrease was attributable to the decrease in software revenue for the three
months ended November 30, 2004 when compared to the three months ended November 30, 2003, and resulted in
the Company reporting gross margin percentages that were in line with those reported historically. For the fourth fiscal
quarter of 2004 the Company’s revenue mix had returned to its historical makeup which has the Company’s contracts
focused on the delivery of ECPINS® electronic chart navigation systems.

Gross profit from the Geomatics business unit for the three months ended November 30, 2004 was $254,530 compared
to $470,644 for the same period last year, a decrease of $216,114 or 45.9%. Gross profit percentage decreased to
34.4% from 49.5% period over period. The decrease is the result of the competitive nature of the geomatics market
where customers are very price sensitive and the increasing protectionism the Company has encountered entering the
U.S. geomatics market.

Gross profit for the Company’s new business unit, Applications, was $122,851 (99.9% of revenue) for the three months
ended November 30, 2004.

General and Administrative Expenses
General and administrative (“G&A”) expenses consist mainly of salaries and benefits of management and administrative
personnel, professional fees, public company expenses, related facility costs and other general administrative expenses,
net of interest and other income. G&A increased $187,429 for the three months ended November 30, 2004 to $857,004
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compared to G&A of $669,575 in the same period last year. As a percentage of revenue, G&A decreased from 24.6%
to 23.3% period over period. The increased cost is the result of increased directors’ fees and directors’ and officers’
insurance, as well as charges for stock-based compensation, increased salaries and decreased interest income that
resulted from lower cash reserves during the periods. The Company anticipates G&A costs will continue to increase as a
result of increasing costs associated with regulatory compliance.

Research and Development Expenses

Research and development (“R&D”) expenses consist mainly of salaries and benefits of software and hardware
engineering personnel, sub-contractor costs, facilities expenses and related expenses. The Company expenses
research and development costs in the period incurred unless, in the opinion of management, certain development
costs meet the deferral criteria under Cdn GAAR in which case development expenditures are capitalized and
amortized over the estimated life of the related products. The Company has not capitalized any development costs
for the three months ended November 30, 2004 and had not capitalized any development costs for the three months
ended November 30, 2003.

R&D costs increased $228,417 to $496,207 or 13.4% of revenue for the three months ended November 30, 2004,
compared to R&D costs of $267,790 or 9.8% of revenue in the same period last year. The increase in spending is the
result of additional salaries and benefits for new staff to support the additional R&D activities related to the development
of the recently released COP-IDS™ product and the continuing development of the ECPINS® product.

The TPC contribution for the three months ended November 30, 2004 was $245,875 compared to $0 for the same period
last year, an increase of $245,875. The increase is due to the Company not having a contract in place with TPC during
the last quarter of fiscal 2003. A contract was signed on April 26, 2004.

The TPC royalty for the three months ended November 30, 2004 was an expense of $42,665 compared to a recovery of
$16,072 for the same period last year, an increase of $58,737. The increase is due to the amount of the royalty being
based on the revenue of the Company which was higher for the three months ended fiscal 2004 as compared to the same
period last year.

Sales and Marketing Expenses

Sales and marketing (“S&M”) expenses consist primarily of compensation of sales and marketing personnel, as well
as expenses associated with advertising, trade shows, facilities and other expenses related to the sales and marketing
of the Company’s products and services. S&M expenses increased $379,571 or 77.4%, for the three months ended
November 30, 2004 to $870,230 (23.5% of revenue) from $490,659 (18% of revenue) for the same period last year. The
increase in expenses was the result of the Company’s additional S&M staff hired to pursue new business. The Company
has increased its level of business development activity relating to its expansion efforts into American, European and
Australasia markets. The expansion effort targets new and existing customers in the military agencies of Canada,
U.S., European NATO and other allies of Canada to increase the profile of the Company and its products through the
establishment of marketing agreements with companies local to the targeted regions. The Company expects a continued
increase in S&M expenditures for the ongoing pursuit of these opportunities.

Amortization
Total amortization increased to $105,085 for the three months ended November 30, 2004 from $96,808 for the three
months ended November 30, 2003. The increase reflects the acquisitions in the period and mix of property. plant and
equipment in the Company at November 30, 2004.

Interest
Interest expense decreased to $812 for the three months ended November 30, 2004 compared to interest expense of
$2,531 for the three months ended November 30, 2003. The Company did not utilize its credit facility during fiscal
2004.

Foreign Exchange
Foreign exchange loss for the three months ended November 30, 2004 was $6,647 and was the net foreign exchange
amount for unhedged foreign currency transactions. For the same period last year the Company had a foreign exchange
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gain of $31,581, which was as a result of certain U.S. dollar transactions that were hedged during the fourth quarter of
fiscal 2003, having been hedged at forward exchange rates that were more favourable than the average rate for the fourth
quarter of fiscal 2003.

Income Taxes
The Company has recognized a increase of $98,340 in the future tax recovery for the three months ended November 30,
2004 compared to an increase of $363,484 for the same period last fiscal year. The recovery is the result of the change in
the valuation allowance against the total future tax asset. The Company has provided the valuation allowance against the
total future tax asset as it is not considered “more likely than not” that the remaining future tax asset will be recovered. The
Company continues to evaluate its taxable position quarterly and considers factors such as estimated taxable income, the
history of losses for tax purposes and the growth of the Company, among others.

For the three months ended November 30, 2004, the Company recorded current tax expense of $226,774 which is the
tax expense that the Company would have incurred had the Company not had available losses carried forward from prior
years. This compares to a current tax expense for the same period for the prior fiscal year of $223,385.

Earnings/Loss
Based on the factors discussed above, loss for the three months ended November 30, 2004 was $251,851 or 6.8% of
revenue, compared to earnings of $323,756 or 11.9% of revenue, for the three months ended November 30, 2003.

Liquidity and Capital Resources

Cash flows provided by operating activities before changes in non-cash working capital items for the three months ended
November 30, 2004, amounted to $9,036 compared with a source of $251,757 for the three months ended November
30, 2003, a decrease of $242,721. The decrease was the result of the Company’s decreased earnings for the three
months ended November 30, 2004 partially offset by an increase to cash flow for the same period provided by the non-
cash item future tax assets.

Changes in non-cash working capital items for the three months ended November 30, 2004 were a usage of cash of
$1,553,506 compared to cash usage of $1,774,522 for the same period in 2003. Changes occurred in most non-cash
working capital items between these two periods, all within the normal business activities of the Company. The largest
change was an increase in accounts receivable, which is the result of milestone terms that exist in certain contracts.

Cash used in investing activities totalled $75,392 for the three months ended November 30, 2004 compared with
$73,224 for the same period in 2003. The increase is reflective of the acquisitions of property, plant and equipment
commensurate with the Company’s plans to obtain additional systems and facilities to accommodate its current and
future anticipated growth.

Net cash provided by financing activities for the three months ended November 30, 2004 amounted to $28,625 compared
to net cash provided of $377,182 for the same period in 2003. The issuance of common shares provided funds of
$28,625 for the three months ended November 30, 2004 compared to the issuance of common shares having provided
funds of $500,946 for the same period in fiscal 2003. There was no use of funds for share repurchases under a normal
course issuer for the three months ended November 30, 2004 compared to a use of funds of $70,280 for the same period
in fiscal 2003. The payment of dividends on the Class B preference shares used funds of $0 for the three months ended
November 30, 2004 compared to a usage of funds of $53,484 for the three months ended November 30, 2003.

As a result of the above mentioned changes, the net decrease in cash amounted to $1,591,237 for the three months
ended November 30, 2004 compared to a decrease of $1,218,807 for the three months ended November 30, 2003.

Critical Accounting Estimates

The Company prepares its consolidated financial statements in accordance with Canadian generally accepted
accounting principles, and makes estimates and assumptions that affect its reported amounts of assets, liabilities,
revenue and expenses, and the related disclosure of contingent liabilities. The Company bases its estimates on
historical experience and other assumptions that it believes are reasonable in the circumstances. Actual results may
differ from these estimates.
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The following critical accounting policies affect the Company’s more significant estimates and assumptions used in
preparing its consolidated financial statements:

Revenue

The Company is required to estimate the costs to complete certain systems and geomatics services contracts. Revenues
from these contracts are recognized on the percentage-of-completion method measured by the percentage of costs
incurred to total estimated costs to complete each contract. The Company may need to adjust the estimated costs to
complete for these projects if the actual results differ from the Company’s estimates. If the Company anticipates that
a contract or a contract segment will generate a loss, the Company estimates that loss and records the total expected
loss on the contract or contract segment. When revenues exceed amounts invoiced under a contract, the difference is
recorded as unbilled revenue. The Company believes that unbilled revenue will be invoiced and collected. Billings in
excess of revenues are amounts that have been billed to the customer but have not been recognized in revenue.

Income Taxes

The Company is required to estimate its income taxes in each of the jurisdictions in which it operates. This process
involves estimating the Company’s actual current tax exposure, together with assessing temporary differences resulting
from differing treatment of items for tax and accounting purposes. These differences result in future tax assets and
liabilities that may be included on the Company’s consolidated balance sheet. The Company recognizes future income
tax assets to the extent that their realizations are considered more likely than not and provides a valuation allowance
against any remaining balance. The valuation allowance is based on the Company’s estimates of taxable income by
jurisdiction in which it operates and the period over which its future tax assets will be recoverable. In the event that actual
results differ from these estimates, or the Company adjusts these estimates in future periods, the Company may need to
adjust the valuation allowance. Although we believe that our tax estimates are reasonable, the ultimate tax determination
involves significant judgement that is subject to audit by tax authorities in the ordinary course of business.

Stock-based Compensation and Other Stock-based Payments

The Company has established three stock option plans under which options to purchase common shares may be granted
to directors, officers and employees of the Company and to any other person or company permitted by the applicable
regulatory authorities to purchase unissued common shares. The Company recognizes compensation for stock options
which have been granted and vested to employees and directors, under stock option plans with no cash settlement
feature based on the fair value method. The fair value of the stock options was estimated using the Black-Scholes option
pricing model, using weighted-average assumptions for the following: dividend yield, volatility rate, risk-free interest rate
and expected average life. Direct awards of stock to employees, stock option and stock awards granted to non-employees
are also accounted for in accordance with the fair value method of accounting for stock-based compensation.

Accounts Receivable
The Company maintains an allowance for doubtful accounts for estimated losses that may arise if any of its customers
are unable to make required payments. Management specifically analyzes the age of outstanding customer balances,
historical bad debts, customer credit-worthiness and changes in customer payment terms when making estimates of the
uncollectability of the Company’s accounts receivable. If the Company determines that the financial condition of any of
its customers deteriorates, increases in the allowance may be made.

Inventory
Materials and components are stated at the lower of cost and replacement value as determined by the first-in first-out
method. Work-in-process and manufactured parts are stated at the cost of materials and direct labour applied to the
product and the applicable share of overhead. Finished goods are stated at the lower of cost and net realizable value. The
Company assesses the need for inventory write-downs based on its assessment of estimated net realizable value using
assumptions about future demand and market conditions. If market conditions differ from those originally estimated by
the Company, an additional inventory write-down may be required.
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Changes in Accounting Policies Including Initial Adoption

Effective December 1, 2003, the Company adopted the new recommendations of the Canadian Institute of Chartered
Accountants (“CICA”) Handbook Section 3870 — Stock-Based Compensation and Other Stock-Based Payments (“CICA
3870") requiring the use of the fair value method of accounting for stock-based compensation transactions. The new
recommendations have been adopted prospectively. Prior to the adoption of this standard, the settlement method was
used whereby any consideration received on the exercise of stock options or the purchase of stock was credited to share
capital. As required by the new recommendations, the Company discloses the pro forma effects of awards granted,
modified or settled prior to December 1, 2003 to the income for the period as if the fair value method had been in use
at the date of grant.

Financial Instruments and Other Instruments

Foreign Exchange Forward Contracts
The Company uses foreign exchange forward contracts to hedge transactions denominated in U.S. dollars, Australian
dollars and Euros. The purpose of the Company’s hedging activities is to reduce the level of exposure to exchange
rate movements. At November 30, 2004, the Company had foreign exchange forward contracts to sell U.S. $851,196,
Australian $3,678,061 and €383,310. The exchange rates set in the foreign exchange forward contracts ranged between
$1.1870 to $1.1942 for U.S. $1.00, between $0.9005 to $0.9576 for Australian $1.00 and $1.5777 for €1.00. The
contracts mature between December 2004 and May 2005.

Derivative financial instruments are utilized by the Company in the management of its foreign currency exposure to
reduce its exposure to fluctuations in foreign exchange on certain committed and anticipated transactions. The Company
formally documents the relationships between derivative financial instruments and hedged items, as well as the risk
management objective and strategy. The Company assesses, on an ongoing basis, whether the derivative financial
instruments continue to be effective in offsetting changes in fair values or cash flows of the hedged transactions.

Foreign exchange translation gains and losses on foreign currency denominated derivative financial instruments used
to hedge anticipated or committed foreign currency exposures are recognized as an adjustment to the related operating
costs, revenue or capital expenditures when the hedged transaction is recorded. Derivatives that are not subject to hedge
accounting are recorded on the balance sheet with the changes in fair value being recorded in the statement of earnings
each period. For the fiscal year 2004, all derivative financial instruments met the criteria for hedge accounting.

Disclosure of Outstanding Share Data

As at December 31, 2004, the Company had issued and outstanding 27,488,074 common shares, and 1,695,112
outstanding stock options. As at December 31, 2004, the Company also had 30,262 issued and outstanding Class A
preference shares and 57,711 issued and outstanding Class B preference shares convertible into common shares at
conversion ratios of 1:1 and 1:45.5 respectively, which represents 2,656,112 common shares. Also at December 31,
2004 the Company had outstanding 1,393,301 common share purchase warrants convertible to common shares at a
conversion ratio of 1:1, representing 1,393,301 common shares.

Other MD&A Requirements

Additional information is also contained in the Company’s other securities filings for the financial year ended November
30, 2004 and in the Company’s Annual Information Form dated March 17, 2004. The information contained in those
documents is hereby incorporated by reference. This and other additional information relating to the Company may be
found on SEDAR at www.sedar.com. Also, copies of these documents will be provided to any person, on request to
the Secretary of the Corporation at 107-930 West 1st Street, North Vancouver, British Columbia, Canada, V7P 3N4,
telephone (604) 904-4600, fax (604) 986-4454.
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Management’s Responsibility for Financial Reporting

The accompanying financial statements and related data are the responsibility of management.

Management is responsible for ensuring that the financial statements are prepared in accordance with accounting
principles generally accepted in Canada.

The integrity of the financial process is also the responsibility of management. Management maintains systems of
internal controls designed to provide reasonable assurance that transactions are authorized, assets are safeguarded, and
reliable financial information is produced. Management selects accounting principles and methods that are appropriate
to the Company’s circumstances, and makes decisions affecting the measurement of transactions in which estimates or
judgements are required to determine the amounts reported.

The Audit Committee has responsibility for reviewing the annual financial statements and the external auditors’ report and
recommending the annual financial statements to the Board of Directors for approval.

The Board of Directors is responsible for ensuring that management fulfils its responsibilities for financial reporting. The
Board has responsibility for reviewing and approving the financial statements.

The external auditors audit the financial statements annually on behalf of the shareholders. The external auditors have free
access to management, and the Audit Committee.
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John A. Jacobson John T. Sentjens

President and Chief Executive Officer Corporate Controller
February 23, 2005

Auditors’ Report

To the Shareholders of Offshore Systems International Ltd.:

We have audited the consolidated balance sheets of Offshore Systems International Ltd. as at November 30, 2004
and 2003 and the consolidated statements of earnings and deficit and cash flows for the years then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the
Company as at November 30, 2004 and 2003 and the results of its operations and its cash flows for the years then ended
in accordance with Canadian generally accepted accounting principles.

Eta i v ;;.n:..a;-.b- i
Chartered Accountants

Vancouver, Canada,
January 24, 2005
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Offshore Systems International Ltd.

(Incorporated under the laws of the Province of British Columbia, Canada)
Consolidated Balance Sheets

As at November 30, 2004 and 2003 (expressed in Canadian dollars)

2004 2003
$ $
ASSETS
Current assets
Cash 251,037 3,837,555
Accounts receivable [note 4] 9,140,478 4,621,836
Inventory [note 5] 649,427 665,503
Prepaid expenses and deposits 142,752 430,419
Future tax assets [note 12] 780,331 822,523
10,964,025 10,377,836
Property, plant, and equipment /note 6] 1,346,713 1,350,421
12,310,738 11,728,257
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Accounts payable and accrued liabilities [note 7] 2,596,362 2,126,061
Billing in excess of revenues 79,865 45,907
Rent payable - 133,942
2,676,227 2,305,910
Accrued long term royalties - 187,384
2,676,227 2,493,294
Commitments and contingencies [notes 10 and 11]
Capital stock
Authorized:
100,000,000 Class A preference shares with no par value, issuable in
series, of which 10,000,000 shares are designated Series A voting non-
cumulative retractable convertible at a ratio of 1:1, 1% preference shares
100,000,000 Class B preference shares with a par value of $50 each,
issuable in series of which 10,000,000 are designated Series 1 voting
cumulative convertible shares at a ratio of 1:45.5, 6% preference shares
100,000,000 common shares without par value
Issued and outstanding:
30,262 Class A preference shares —
Series A [2003 — 30,262] [note 9(b)] - -
57,711 Class B preference shares —
Series 1 (2003 — 61,244) [note 9(c)] 1,926,157 2,065,420
27,488,074 common shares (2003 - 26,807,475) [note 9(a)] 19,026,125 18,508,498
20,952,282 20,573,918
Warrants [note 9(c)] 661,575 661,575
Additional paid in capital 214,492 43,050
Deficit (12,193,838) (12,043,580)
9,634,511 9,234,963
12,310,738 11,728,257

See accompanying notes to consolidated financial statements

Approved by the Board of Directors

AL S :
Helmut Lobmeier Tony Pezzotti
Director Director
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Offshore Systems International Ltd.

Consolidated Statements of Earnings and Deficit

For the years ended November 30, 2004 and 2003 (expressed in Canadian dollars)

2004 2003
$ $
Revenue
Software 5,576,540 1,036,417
Systems and system components 4,328,740 6,208,464
Geomatics 2,979,728 3,560,440
Other 566,295 715,472
13,451,303 11,520,793
Cost of sales 5,669,324 5,159,068
Gross profit 7,781,979 6,361,725
Expenses
General and administrative 3,435,688 2,498,021
Research and development 2,104,806 1,548,523
Sales and marketing 3,160,359 2,000,238
Amortization 231,033 241,295
Interest 2,045 2,824
Foreign exchange loss 38,338 151,961
Technology Partnerships Canada royalty /note 70] 124,425 50,473
Technology Partnerships Canada contribution /note 70] (1,471,414) (376,880)
7,625,280 6,116,455
Earnings before income taxes 156,699 245,270
Income tax expense (recovery) /note 12]
Future income tax recovery (479,446) (363,484)
Current income tax expense 521,404 223,385
41,958 (140,099)
Earnings for the year 114,741 385,369
Deficit — beginning of year (12,043,580) (12,188,284)
Class B preference share dividends (264,999) (53,484)
Premium on purchase and cancellation of common shares [note 9(f)] - (187,181)
Deficit — end of year (12,193,838) (12,043,580)
Basic earnings per share [note 9(e)] 0.00 0.01
Diluted earnings per share /note 9(e)] 0.00 0.01
Weighted average number of
common shares outstanding — basic /nofe 9(e)] 27,230,561 25,977,123
Weighted average number of
common shares outstanding — diluted /note 9(e)] 27,230,561 27,142,492

See accompanying notes to consolidated financial statements
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Offshore Systems International Ltd.

Consolidated Statements of Cash Flows

For the years ended November 30, 2004 and 2003 (expressed in Canadian dollars)

2004 2003
$ $
Cash flows used in operating activities
Earnings for the year 114,741 385,369
Items not affecting cash
Amortization 362,564 359,979
Stock-based compensation 171,442 43,050
Future tax assets 42,192 (168,807)
690,939 619,591
Changes in non-cash working capital items
Accounts receivable (4,518,642) (653,197)
Inventory 16,076 601,303
Prepaid expenses and deposits 287,667 (198,204)
Accounts payable and accrued liabilities 383,735 (458,348)
Billings in excess of revenues 33,958 (1,596,818)
Rent payable (133,942) -
Long term royalties (187,384) (185,333)
(4,118,532) (2,490,597)
(3,427,593) (1,871,006)
Cash flows used in investing activities
Additions to property, plant, and equipment (358,856) (309,386)
Cash flows from financing activities
Issue of common shares 398,479 606,069
Issue of Class B preference shares - Series 1 and warrants - 3,004,200
Class B preference share issue costs (20,115) (277,205)
Class B preference share dividends paid (178,433) (53,484)
Share repurchases - (505,681)
199,931 2,773,899
Increase (decrease) in cash (3,586,518) 593,507
Cash - beginning of year 3,837,555 3,244,048
Cash - end of year 251,037 3,837,555

See accompanying notes to consolidated financial statements
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Notes to the Consolidated Financial Statements

1 Nature of Operations

Offshore Systems International Ltd. (OSIL) develops and provides display systems and data for defence, government
and commercial customers. Collectively, OSIL and its subsidiaries are referred to as the Company. OSIL conducts its
operations through three business units. The Company’s Navigation Systems business unit develops and produces
moving geographic information display systems and software. The Company’s Applications business unit develops
situational awareness products for command and control systems. The Company’s Geomatics business unit provides
digital land map and electronic nautical chart production services, and produces and distributes electronic nautical chart
data.

2 Summary of Significant Accounting Policies

Principles of Consolidation
These consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. All
material intercompany transactions and balances have been eliminated on consolidation.

Foreign Currency Translation
The operations of the Company’s U.S. based subsidiary are considered integrated (financially and operationally
dependent on OSIL) and are translated to Canadian dollars using current rates of exchange for monetary assets and
liabilities. Historical rates of exchange are used for non-monetary assets and liabilities and average rates for the period
are used for revenues and expenses except for amortization, which is translated at exchange rates used in the translation
of the related asset accounts. Gains or losses resulting from these translation adjustments are included in income.

Transactions completed in foreign currencies are recorded in Canadian dollars at the rates prevailing at the time of the
transactions. Monetary assets and liabilities denominated in foreign currencies are recorded in the consolidated financial
statements in equivalent Canadian dollars at the rate of exchange prevailing at the balance sheet date.

The Company purchases foreign exchange forward contracts to hedge sales to customers denominated in U.S. dollars,
Australian dollars and Euros (€) and the related accounts receivable. Foreign exchange translation gains and losses on
foreign currency denominated derivative financial instruments used to hedge anticipated U.S. dollar, Australian dollar,
and Euro denominated sales are recognized as an adjustment of the revenues when the sale is recorded. The Company
does not utilize derivative financial instruments for trading or speculative purposes.

Use of Estimates
The preparation of financial statements, in conformity with Canadian generally accepted accounting principles, requires
management to make estimates and assumptions which affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the financial statements, and revenues and expenses for the
years reported. Actual results could differ from these estimates.

Cash and Cash Equivalents
Cash and cash equivalents consist of cash and deposit instruments with an initial maturity of three months or less.

Accounts Receivable
The Company maintains an allowance for doubtful accounts against its accounts receivable for estimated losses that
may arise if any of its customers are unable to make required payments. Management specifically analyzes the age of
outstanding customer balances, historical bad debts, customer credit-worthiness and changes in customer payment
terms when making estimates of the uncollectability of the Company’s accounts receivable. If the Company determines
that the financial condition of any of its customers deteriorates, increases in the allowance may be made.

Inventory
Materials and components are stated at the lower of cost and replacement value as determined by the first-in first-out
method. Work-in-process and manufactured parts are stated at the cost of materials and direct labour applied to the
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product and the applicable share of overhead. Finished goods are stated at the lower of cost and net realizable value. The
Company assesses the need for inventory write-downs based on its assessment of estimated net realizable value using
assumptions about future demand and market conditions. If market conditions differ from those originally estimated by
the Company, an additional inventory write-down may be required.

Property, Plant, and Equipment
Property, plant, and equipment are recorded at cost. Amortization is provided using the declining balance method based
on the assets’ estimated useful lives as follows:

Equipment 20— 25%
Computer software 33%
Furniture and fixtures 20%
Leasehold improvements 20%
Licenses and patents 10%

An impairment loss is recognized when the undiscounted cash flows expected from use and eventual disposition of the
asset are less than the carrying amount of the asset. An impairment charge is recorded to reduce the carrying value of
the asset to its fair value.

Income Taxes
The Company accounts for income taxes using the liability method of tax allocation. Under the liability method, future
income tax assets and liabilities are determined based on differences between their financial reporting and tax bases and
are measured using substantively enacted tax rates and laws expected to be in effect when the differences are expected
to reverse. The Company provides a valuation allowance against future tax assets to the extent that the Company does not
consider them to be more likely than not of being realized.

Revenue Recognition
Revenue from certain projects for Navigation Systems, Applications, and Geomatics is recognized using the percentage
of completion method of accounting, whereby revenue and profit in the period are based on the ratio of costs incurred
to total estimated costs of the project for each segment of the project. Costs include all direct costs including material,
labour and subcontracting costs and certain indirect costs related to contracts. A provision is made for the entire amount
of future estimated losses, if any, on contracts in progress.

Certain other Systems and system components revenue and Navigation Systems and Applications Software revenue is
recognized at the time of delivery of the system to the customer or the delivery of the software and software locks to the
customer if persuasive evidence exists of an agreement with the customer, the price is fixed or determinable, collection is
probable, and there are no ongoing obligations of the Company to provide future services with the exception of warranties
and maintenance.

Navigation Systems revenue under bill-and-hold arrangements, whereby revenue has been recognized but the goods
have not been shipped, is recognized when risks of ownership have been passed on to the customer, there is a signed
contract with the customer, the customer has a substantial business purpose for ordering the goods on a bill-and-hold
basis, a fixed delivery schedule has been established with the customer and the Company does not retain any specific
performance obligations such that the earnings process is not complete. Goods held under such arrangements are
segregated, ready for shipment and not subject to being used to fill other orders. The customers are charged additional
fees for storage and other associated costs until shipment occurs.

Certain revenue from the sale of Geomatics services is recognized as the services are provided. Revenue from the sale
of Geomatics products is recorded at the time of delivery. Revenue from systems components and other revenues are
recorded at the time of delivery or as the services are provided.
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Revenue from contracts with multiple deliverables is recognized based on the division of the multiple deliverables into
separate units of accounting and arrangement consideration is allocated among separate units based on their relative fair
values. Revenue from each unit is recognized in accordance with the applicable policies as described above.

Maintenance and technical support revenues are recognized rateably based on the terms of their respective contract
agreements, generally one to four years.

Unbilled Revenue
Unbilled revenue is revenue that has been recognized using the percentage of completion method of accounting less
amounts billed to the customer in accordance with the milestone terms of the contract. Unbilled revenue is reduced when
customers are invoiced and the respective accounts receivable are recorded.

Billing in Excess of Revenues
Billings in excess of revenue are amounts that have been billed to the customer but have not been recognized in
revenue.

Research and Development
Research costs are expensed in the period incurred. Development costs are expensed in the period incurred unless,
in the opinion of management, the deferral criteria are satisfied in all material respects, in which case development
expenditures are capitalized and amortized over the estimated life of the related products.

Government Assistance
Government assistance is recorded when there is reasonable assurance that the Company has complied with, and will
continue to comply with, all conditions necessary to obtain the government assistance. Government assistance towards
current research expenditures is recorded as a reduction of expenses in the consolidated statement of earnings. The
liability to repay government assistance is recognised as an expense in the period in which conditions arise that cause
the government assistance to be repayable.

Earnings per Share
Basic earnings per share are computed using the weighted average number of common shares outstanding during the
year. The treasury stock method is used for the calculation of diluted earnings per share. Under the treasury stock method,
the weighted average number of common shares outstanding for the calculation of diluted earnings per share assumes
that the proceeds to be received on the exercise of dilutive stock options and warrants are applied to repurchase common
shares at the average market price for the period. Stock options and warrants are dilutive when the average market price
of the common shares during the period exceeds the exercise price of the options and warrants.

Guarantees
The Company warrants that its software and hardware products will operate substantially in conformity with product
documentation and that the physical media will be free from defect. The specific terms and conditions of the warranties
are generally one year but may vary depending on the country in which the products are sold. The Company accrues for
known warranty issues if a loss is probable and can be reasonably estimated, and accrues for estimated incurred but
unidentified warranty issues based on historical activity. To date, the Company has had no material warranty claims.

Derivative Financial Instruments
Derivative financial instruments are utilized by the Company in the management of its foreign currency exposure to
reduce its exposure to fluctuations in foreign exchange on certain committed and anticipated transactions. The Company
formally documents the relationships between derivative financial instruments and hedged items, as well as the risk
management objective and strategy. The Company assesses, on an ongoing basis, whether the derivative financial
instruments continue to be effective in offsetting changes in fair values or cash flows of the hedged transactions.
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Foreign exchange translation gains and losses on foreign currency denominated derivative financial instruments used
to hedge anticipated or committed foreign currency exposures are recognized as an adjustment to the related operating
costs, revenue or capital expenditures when the hedged transaction is recorded. Derivatives that are not subject to hedge
accounting are recorded on the balance sheet with the changes in fair value being recorded in the statement of earnings
each period. For the fiscal year 2004, all derivative financial instruments met the criteria for hedge accounting.

3 Change in Accounting Policy

Effective December 1, 2003, the Company adopted the new recommendations of the Canadian Institute of Chartered
Accountants (“CICA”) Handbook Section 3870 — Stock-Based Compensation and Other Stock-Based Payments (“CICA
38707) requiring the use of the fair value method of accounting for stock-based compensation transactions. The new
recommendations have been adopted prospectively. Prior to the adoption of this standard, the settlement method was
used whereby any consideration received on the exercise of stock options or the purchase of stock was credited to share
capital. As required by the new recommendations, the Company discloses the pro forma effects of awards granted,
modified or settled prior to December 1, 2003 to the income for the period as if the fair value method had been in use
at the date of grant.

4 Accounts Receivable

2004 2003
$ $
Trade 4,655,150 1,691,685
Unbilled revenue 4,116,828 2,854,942
Technology Partnerships Canada contribution /note 70] 257,266 -
Other 111,234 75,209
9,140,478 4,621,836
5 Inventory

2004 2003
$ $
Materials and components 638,127 620,429
Finished goods 11,300 45,074
649,427 665,503

6 Property, Plant, and Equipment
2004

Accumulated

Cost Amortization Net
$ $ $
Equipment 3,910,980 3,038,921 872,059
Computer software 936,591 546,190 390,401
Furniture and fixtures 131,095 94,705 36,390
Leasehold improvements 222,737 193,084 29,653
Licenses and patents 57,267 39,057 18,210
5,258,670 3,911,957 1,346,713
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2003

Accumulated

Cost Amortization Net

$ $ $

Equipment 3,772,026 2,838,400 933,626
Computer software 721,250 401,909 319,341
Furniture and fixtures 126,534 86,378 40,156
Leasehold improvements 222,137 185,673 37,064
Licenses and patents 57,267 37,033 20,234
4,899,814 3,549,393 1,350,421

7 Accounts Payable and Accrued Liabilities

2004 2003

$ $

Trade 1,343,129 1,171,353

Accrued employee costs 572,589 408,592

Accrued royalties /note 70] 311,851 183,435

Accrued liabilities 282,227 362,681
Class B preference shares dividends declared and

unpaid /note 9(c)] 86,566 -

2,596,362 2,126,061

8 Credit Facilities

In June 2004, the Company renewed certain credit facilities with a Canadian chartered bank, which consist of an
operating line, a foreign exchange forward contract facility and standby letters of credit. The operating line bears interest
at the chartered bank’s prime lending rate plus 0.5% with interest payable monthly. The prime lending rate at November
30, 2004 was 4.25% (2003 — 4.50%). The standby letters of credit are denominated in U.S. dollars and bear interest at
rates between 1% and 2% per annum. Funds drawn on the operating line and the standby letters of credit are repayable
on demand. As of November 30, 2004, letters of credit, relating principally to customer contracts, amounting to U.S.
$127,000 (2003 - U.S. $127,000) and Australian $283,886 (2003 — nil) have been issued. The Company utilizes letters
of credit to back certain performance obligations with its customers.

The maximum amount(s) available to the Company under the operating line is $1,000,000 and under the foreign
exchange forward contract facility are U.S. $2,000,000 and Australian $3,678,061. The credit facilities are collateralized
by a general assignment of book debts, a general security agreement and general security agreements, from each of
Offshore Systems Ltd., OSI Geomatics Ltd. and OSI Geomatics Inc. In addition, the Company is required to meet certain
covenants as outlined in the credit facilities agreement. As at November 30, 2004, the Company had drawn on its foreign
exchange contract facility in the amount of U.S. $851,196 (2003 — U.S. $1,343,705), Australian $3,678,061 (2003
—nil), and €383,310 (2003 —nil). The Company has not drawn on the operating line facility during the fiscal years ended
November 30, 2004 and 2003.
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9 Capital Stock

[a] Issued and Outstanding Common Shares

2004 2003
Number of Number of
Common Common
Shares Amount Shares Amount
# $ # $
Balance — beginning of year 26,807,475 18,508,498 26,043,243 18,220,929
Issued during the year:
Exercise of stock options 519,847 398,479 1,208,198 606,069
Class A preference shares converted - - 11,034 -
Class B preference shares converted 160,752 119,148 - -
Common shares purchased and cancelled /note 9(f)] - - (455,000) (318,500)
Balance - end of year 217,488,074 19,026,125 26,807,475 18,508,498

[b] Class A Preference Shares

The Company has 30,262 (November 30, 2003 - 30,262) Class A preference shares outstanding that have a nominal
value for financial statement purposes. These Class A preference shares are being held in escrow but are no longer
subject to any escrow restrictions and may be converted at any time into common shares of the Company, by notice in

writing from the holders.

[c] Class B Preference Shares

2004 2003

Number of Number of

Class B Class B

Preference Preference
Shares Amount Shares Amount
# $ # $
Balance - beginning of year 61,244 2,065,420 - -

Issued during the year:

Class B preference shares issued - - 61,244 2,342,625
Share issue costs - (20,115) - (277,205)
Class B preference shares converted (3,533) (119,148) - -
Balance - end of year 57,711 1,926,157 61,244 2,065,420

The Company completed a private placement on February 13, 2003 consisting of 61,244 units for total gross proceeds
of $3,004,200. Each unit consists of one Class B Series 1 preference share and 22.75 common share purchase warrants
exercisable at $1.10. The preference shares are voting convertible shares at a ratio of 1:45.5 and have a cumulative
dividend of 6% per annum. Declared unpaid cumulative dividends to November 30, 2004 amount to $86,566. The
Company has the right to redeem the preference shares after five years. The share purchase warrants are convertible to
common shares at a ratio of 1:1 and expire five years after issue. The private placement incurred share issue costs of
$297,320. The gross proceeds of $3,004,200 were allocated between the preference shares and warrants based on their
relative fair value at the date of issuance. The $2,342,625 fair value of the preference shares has been estimated based
on the fair value of the underlying common shares. The $661,575 fair value of the warrants has been estimated using the
Black-Scholes option pricing model. Assumptions used in the pricing model included: (i) risk free interest rate of 2.7%,

(ii) expected volatility of 66%, (iii) an estimated life of 5 years and (iv) an expected dividend rate of 0%.
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[d] Stock Option Plans
The Company has established three stock option plans under which options to purchase common shares may be granted
to directors, officers and employees of the Company and to any other person or company permitted by the applicable
regulatory authorities to purchase unissued common shares. The number of common shares authorized for grant under
the Company’s stock option plans is 10,930,732, of which 4,375,494 are available for granting. The exercise price of
options granted pursuant to the plans may not be less than the market price of the common shares at the time of grant.
The plans provide that options may be granted with vesting periods and expiry dates at the discretion of the Board of
Directors. Options granted to directors and executives vest over periods ranging from immediately to three years and
options granted to employees vest one year after the date granted.

A summary of the status of the Company’s stock option plans at November 30 is as follows:

2004 2003

Weighted Weighted

Number of Average Exercise Number of  Average Exercise

Shares Price Shares Price

# $ # $

Outstanding - beginning of year 2,890,046 1.02 3,130,047 0.83
Granted 496,750 1.12 1,290,601 1.07
Exercised (519,847) 0.42 (1,208,198) 0.50
Forfeited (22,725) 0.74 (122,404) 0.96
Expired (590,177) 1.06 (200,000) 1.50
QOutstanding - end of year 2,254,047 1.11 2,890,046 1.02

A summary of the Company’s stock options outstanding and exercisable at November 30, 2004 is as follows:

Options outstanding

Options exercisable

Range of Number Weighted Average Weighted Number Weighted
Exercise Outstanding at Remaining Average Exercisable at Average
Prices November 30, Contractual Life Exercise Price November 30, Exercise Price
$ 2004 (vears) $ 2004 $
1.01-1.35 2,194,047 1.11 1.10 1,992,047 1.09
1.36-1.41 60,000 0.55 1.41 60,000 1.41
1.01-1.41 2,254,047 110 111 2,052,047 1.11

A summary of the Company’s stock options outstanding and exercisable at November 30, 2003 is as follows:

Options outstanding

Options exercisable

Range of Number  Weighted Aver- Weighted Number Weighted
Exercise Outstanding at age Remaining Average Exercisable at Average
Prices November 30,  Contractual Life Exercise Price November 30, Exercise Price
$ 2003 (years) $ 2003 $
0.42-0.60 140,862 0.32 0.48 140,862 0.48
0.61-0.90 485,000 0.73 0.76 485,000 0.76
0.91-1.35 2,093,934 1.57 1.07 1,623,688 1.08
1.36-2.00 170,250 0.84 1.62 70,250 1.42
0.42-2.00 2,890,046 1.32 1.02 2,319,800 0.99
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Stock-Based Compensation

For the year ended November 30, 2004, the Company incurred non-cash stock-based compensation expense of
$171,442 related to stock options granted to employees and consultants (2003 expense of $43,050 related to stock
options granted to consultants). The expense was included in general and administrative costs and was recorded in
additional paid-in capital. The fair value of the stock options was estimated using the Black-Scholes option pricing
model, using the following assumptions: dividend yield of 0% (2003 — 0%); a volatility rate between 54% and 58% (2003
—26% and 114%); risk-free interest rate between 2.2% and 2.6% (2003 — 2.6% and 2.9%); and an expected average life
of 110 3 years (2003 — 1 to 4 years).

The weighted average fair value of the options granted during the year ended November 30, 2004 was $0.46 per option
(November 30, 2003 - $0.45)

Pro Forma Disclosure
The following pro forma financial information presents the income for the year had the Company recognized stock-based
compensation using a fair value method for all stock awards granted, modified or settled prior to December 1, 2003:

2004 2003

$ $

Eamings as reported 114,741 385,369
Add: stock-based compensation cost 171,442 43,050
Less: pro forma stock-based compensation cost (196,642) (560,941)
Pro forma income (l0ss) 89,541 (132,522)
Pro forma basic and diluted earnings (loss) per share 0.00 (0.01)

The fair value of the stock options was estimated using the Black-Scholes option pricing model, using the following
assumptions: dividend yield of 0% (2003 — 0%); a volatility rate between 54% and 103% (2003 — 26% and 114%);
risk-free interest rate between 2.2% and 2.6% (2003 — 2.6% and 2.9%); and an expected average life of 1 to 3 years
(2003 — 1 to 4 years).

Shareholder Rights Plan
On April 18, 2001, the Board of Directors of the Company adopted a shareholder rights plan (the Rights Plan). The
Rights Plan was approved by the Toronto Stock Exchange in accordance with its policies. On March 12, 2004, the Board
of Directors carried a resolution regarding the continued existence of the Rights Plan, subject to receipt of shareholder
approval, for an additional three year period. The continued existence of the Rights Plan was approved by the shareholders
of the Company by ordinary resolution at the annual general meeting of the Company held on April 22, 2004.

The objectives of the Rights Plan are to ensure, to the extent possible, that all shareholders of the Company are treated
equally and fairly in connection with any take-over offer for the Company. Take-over offers may not always result in
shareholders receiving equal or fair treatment or full value for their investment. In addition, current Canadian securities
legislation only requires a take-over offer to remain open for 21 days. The Board believes that this period may be
insufficient for the shareholders to evaluate a bid, or for the Board to pursue alternatives that could maximize shareholder
value and to make informed recommendations to shareholders.

The Rights Plan is designed to discourage discriminatory or unfair take-over offers for the Company and gives the Board
time, if appropriate, to pursue alternatives to maximize shareholder valug in the event of an unsolicited take-over bid for
the Company. The Rights Plan will encourage an offeror to proceed by way of a permitted bid or to approach the Board
of Directors with a view to negotiation by creating the potential for substantial dilution of the offeror’s position. The
permitted bid provisions of the Rights Plan are designed to ensure that, in any take-over bid, all shareholders are treated
equally, receive the maximum value for their investment and are given adequate time to properly assess the take-over
bid on a fully informed basis.
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[e] Earnings Per Share

2004 2003
$ $
Basic earnings per share
Earnings for the year 114,741 385,369
Less: Class B preferred share dividends 173,133 145,350
Earnings (loss) available to common shareholders (58,392) 240,019
Weighted average number of common shares outstanding 27,230,561 25,977,123
Basic earnings per share 0.00 0.01
Diluted earnings per share
Earnings for the year 114,741 385,369
Less: Class B preferred share dividends 173,133 145,350
Earnings (loss) available to common shareholders (58,392) 240,019
Weighted average number of common shares outstanding 27,230,561 25,977,123
Dilutive effect of Class A preference shares — Series A (*1) - 30,262
Dilutive effect of Class B preference shares — Series 1 (*1) - -
Dilutive effect of stock options (*1) - 1,135,107
Adjusted weighted average number of
common shares outstanding 21,230,561 27,142,492
Diluted earnings (loss) per share 0.00 0.01

The outstanding 1,393,301 warrants were not in the money and therefore were not included in the diluted earnings per
share calculation.

(*1) The Class B preference shares — Series 1 were anti-dilutive for the purposes of calculating diluted earnings per
share for fiscal 2004 and 2003. The stock options and the Class A preference shares — Series A were anti-dilutive for
fiscal 2004.

[f] Normal Course Issuer Bid

In January 2003, the Company received approval for a normal course issuer bid that entitles the Company to repurchase
up to 1,300,000 common shares for cancellation between January 16, 2003 and January 15, 2004. The purchases are
made on the open market. During the period January 16, 2003 to November 30, 2003, the Company purchased 455,000
of its common shares on the open market under the normal course issuer bid at an average cost of $1.11 per share for an
aggregate consideration of $505,681. The premium on the purchase and cancellation of the common shares under the
normal course issuer bid was $187,181 and was charged to the deficit. No common shares were purchased under the
normal course issuer bid during the period December 1, 2003 to January 15, 2004,

10 Technology Partnerships Canada

On April 26, 2004, the Company entered into an agreement with Technology Partnerships Canada (TPC) whereby TPC
granted financial assistance to the Company for the purpose of funding research and development activities to be
completed on or before March 31, 2007. The maximum eligible contribution by TPC is $3,768,391. As at November 30,
2004, the Company has claimed for $1,471,414 of assistance under the agreement. Accounts receivable at November
30, 2004 includes $257,266 of amounts receivable from TPC in connection with these claims (2003 — nil).
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In addition, the Company is required to pay a royalty of 1.4% on annual gross Navigation Systems and Applications
revenue for the period January 1, 2006 to December 31, 2008 and a royalty of 2.5% on annual gross Navigation Systems
and Applications revenue for the period January 1, 2009 to December 31, 2013. Royalty payments will continue until
the cumulative royalties paid or payable to December 31, 2013 are at least $6,079,176 or until December 31, 2017. No
amounts for royalty payments in connection with this agreement have been recorded in the financial statements.

On November 15, 1999, the Company entered into an agreement with TPC whereby TPC granted financial assistance to
the Company for the purpose of funding research and development activities to be completed on or before March 31,
2003. Under the agreement with TPC, the Company was eligible to receive contributions to a maximum of $4,000,177
over the period from December 23, 1998 to March 31, 2003. As of March 31, 2003, the Company has received the
maximum allowed under the agreement. There are no amounts recorded in accounts receivable with respect to these
claims (2003 — nil).

In addition, the Company is required to pay a royalty of 3% on annual gross Navigation Systems and Applications revenue
for the period December 1, 1999 to November 30, 2008. The Company has paid royalties of $929,303 to date (2003
—$745,911) and has accrued royalties of $311,851 at November 30, 2004 (November 30, 2003 - $370,819). Royalty
payments will continue until the cumulative royalties paid or payable to November 30, 2008 are at least $7,810,230 or
until November 30, 2014.

Although the Company believes that its submissions for TPC funding meet the terms and conditions of the TPC agreements,
the final determination may be subject to audit by government authorities in the ordinary course of business.

During the year ended November 30, 2004, the Company was subject to an audit by government authorities. The results
of the audit have not been communicated to the Company. The Company has no reason to believe that the audit will have
a material impact on the Company’s financial results.

TPC royalties paid and accrued are as follows:

2004 2003

$ $

Royalties paid 183,392 391,752
Accrued royalties

Short term 311,851 183,435

Long term - 187,384

311,851 370,819

If the Company causes an event of default, as defined in the agreement, TPC can suspend or terminate any obligation to
contribute to the costs of the project or require the Company to repay all or part of the contributions made, together with
interest, from the date of demand.
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11 Commitments and Contingencies
The Company has entered into operating leases for its office premises in Canada and for certain equipment. Minimum
lease payments required under the remaining terms of the leases are as follows:

Year ending November 30 $
2005 276,041
2006 265,501
2007 179,933
2008 3,665
2009 -

725,140

For the fiscal year ended November 30, 2004, the Company paid basic rent of $256,705 (2003 - $256,705). In addition
to basic rent, the Company is required to pay a portion of certain costs and property taxes for the above commitments. In
2004, the Company paid $90,229 (2003 - $77,719) for these costs.

In July 2002, two of the Company’s subsidiaries, Offshore Systems Ltd. and OSI Geomatics Ltd., and four employees
became subject to a lawsuit for an undisclosed amount by Triathlon Ltd., a subsidiary of MacDonald, Dettwiler and
Associates Ltd., related to use of confidential information and breach of fiduciary duty. No amount has been accrued at
November 30, 2004 in respect of these claims because the potential liability for the claims and the amount of damages,
if any, cannot be reasonably estimated.

12 Income Taxes
The Company is subject to Canadian federal and British Columbia provincial taxes in Canada. The Company is also
subject to federal income taxes in the U.S.

Earnings before income taxes consisted of the following:

2004 2003
$ $
Canadian income (loss) 10,709 (5,992)
U.S. income 145,990 251,262
156,699 245,270

The Company has non-capital losses for Canadian income tax purposes of approximately $3,079,232, which are available
for carry forward to reduce future years’ taxable income. These income tax losses expire as follows:

2004
Year ending November 30 $
2005 89,418
2006 2,345,461
2007 -
2008 -
2009 169,005
2010 -
2011 475,348

54



The Company has net operating losses for U.S. income tax purposes of approximately $315,342, which are available for
carry forward to reduce future years’ taxable income of the U.S. company. These income tax losses expire as follows:

2004
Year ending November 30 $
2018 32,506
2019 -
2020 253,625
2021 29,211

The Company also has investment tax credits for Canadian income tax purposes of approximately $977,499, which can
be used to offset future income taxes otherwise payable and expire as follows:

2004
Year ending November 30 $
2005 117,678
2006 130,114
2007 -
2008 -
2009 =
2010 -
2011 146,453
2012 191,931
2013 199,522
2014 191,801

The Company has capital losses for Canadian income tax purposes of approximately $354,466, which are available for
carry forward to reduce future years’ income from capital gains. These capital losses carry forward indefinitely.

The Company has undeducted scientific research and experimental development expenses for Canadian income tax
purposes of approximately $4,775,417, which are available for carry forward to reduce future years’ income for tax
purposes. These expenses carry forward indefinitely.
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The future tax asset consists of the following:

2004 2003
$ $
Future tax assets
Non-capital loss carry forwards and net operating losses 1,191,426 1,742,868
Net capital loss carry forwards 63,130 63,130
Scientific research and experimental development costs 1,701,004 1,543,916
Investment tax credits 680,793 569,579
Property, plant and equipment 895,457 555,339
Other 91,420 105,763
4,623,230 4,580,595
Valuation allowance (3,842,899) (3,758,072)
Future tax asset 780,331 822,523

The Company increased its valuation allowance against future income tax assets to reflect the amount of the future tax
benefit that was more likely than not to be realized. A valuation allowance continues to be provided against future income
tax assets for which the more likely than not criteria of future realization has not been met. During the year, the future
income tax expense related to the increase of the valuation allowance was $42,192 (2003 — a recovery of $168,807).
Although the Company believes that its tax estimates are reasonable, the ultimate tax determination involves significant
judgement that could become subject to audit by tax authorities in the ordinary course of business.

A reconciliation of the combined Canadian federal and provincial income tax rate with the Company’s effective income
tax rate is as follows:

2004 2003

$ $

Expected statutory rate 35.79% 37.79%
Expected provision for income taxes 56,083 92,688
Change in tax rates applied in valuation allowance 1,199 25,235
Change in valuation allowance 84,827 772,232
Foreign tax differentials (8,453) 9,135
Temporary differences arising during the year (189,402) (1,052,335)
Non-deductible expenses and other 97,704 12,946
Income tax expense (recovery) 41,958 (140,099)
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13 Segmented Information

The Company’s reportable segments are as outlined below. Accounting policies used by these segments are the same as
those described in the significant accounting policies as disclosed in note 2. The Company defines reportable segments
as components of the Company about which separate financial information is available and which is evaluated regularly
by the chief operating decision maker in deciding how to allocate resources and in assessing performance.

2004
Navigation
Systems Applications Geomatics Total
$ $ $ $
Revenue 10,232,671 191,279 3,027,353 13,451,303
Gross profit 6,561,870 171,518 1,048,591 7,781,979
Technology Partnerships Canada - net (1,184,932) (162,057) - (1,346,989)
Interest expense 1,902 - 143 2,045
Income tax expense 22,760 - 19,198 41,958
Net earnings (loss) 1,105,793 (972,476) (18,576) 114,741
Property, plant and equipment expenditures 137,470 20,135 201,251 358,856
Amortization 233,128 2,778 126,658 362,564
2003
Navigation
Systems Applications Geomatics Total
$ $ $ $
Revenue 7,927,166 - 3,593,627 11,520,793
Gross profit 4,797,613 - 1,564,112 6,361,725
Technology Partnerships Canada - net (326,407) - - (326,407)
Interest expense 624 - 2,200 2,824
Income tax expense (recovery) (2,917) - (137,182) (140,099)
Net earnings (loss) 124,594 - 260,775 385,369
Property, plant and equipment expenditures 201,540 - 107,846 309,386
Amortization 255,462 - 104,517 359,979
Navigation
Systems Applications Geomatics Total
Total assets employed $ $ $ $
As at November 30, 2004 10,562,064 17,357 1,731,317 12,310,738
As at November 30, 2003 10,103,117 - 1,625,140 11,728,257
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The Applications business unit began operations effective fiscal year 2004.

Geographically, revenues reported are based on the location of the Company’s customers.

2004 2003

$ $

Australia/New Zealand 4,818,763 1,021,844
Europe 4,332,392 2,094,063
United States 2,872,860 5,103,062
Canada 1,427,288 3,296,257
Other - 5,567
Total 13,451,303 11,520,793

Approximately 58% of revenue for the year ended November 30, 2004 (2003 - 65%) is derived from the three largest
ultimate customers at 26%, 24% and 8%, respectively (2003 - 27%, 20%, 18%).

The three largest customers for 2004 were the Royal Australian Navy, the Royal Navy of the United Kingdom and the U.S. Coast
Guard. The three largest customers for 2003 were the U.S. Coast Guard, the Canadian Navy and the Royal Danish Navy.

Geographically, property, plant and equipment are reported based on location. At November 30, 2004 and 2003, all of
the Company’s property, plant and equipment was located in Canada.

14 Financial Instruments

Fluctuations in Foreign Currency Exchange Rates
The Company enters into transactions denominated in U.S. dollars, Australian dollars and Euros and as such its revenue,
expenses, monetary assets and liabilities will be affected by fluctuations in the various currencies relative to its functional
currency, the Canadian dollar.

The Company uses foreign exchange forward contracts to hedge transactions denominated in U.S. dollars, Australian
dollars and Euros. The purpose of the Company’s hedging activities is to reduce the level of exposure to exchange rate
movements. At November 30, 2004, the Company had foreign exchange forward contracts maturing in the following year
to sell U.S. $851,196 (2003 — U.S. $1,343,705), Australian $3,678,061 (2003 — nil), and €383,310 (2003 — nil). The
exchange rates set in the forward exchange contracts ranged between 1.1870 to 1.1942 for U.S. $1.00, 0.9005 to 0.9576
for Australian $1.00, and 1.5777 for €1.00 . The contracts mature between December 2004 and May 2005.

The fair value of derivative instruments generally reflects the estimated amounts that the Company would receive or
pay to settle the contracts at November 30, 2004. The fair value of the above derivative financial instruments was an
unrecorded liability of $42,303 at November 30, 2004 (2003 — $82,907).

15 Supplemental Cash Flow Information

2004 2003

$ $

Cash paid during the year for interest 2,045 2,824
Cash paid during the year for income taxes 12,916 -
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