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2005 Achievements

B OSI completes private placement raising net proceeds of $14.2 million to support
acquisition strategy
EXPAND ACCESS INTO
KEY MARKETS B OSl acquires U.S.-based digital land mapping company, Mapcon Mapping Consultants
B Mapping division generates $3.5 million in new U.S. business following acquisition

B OSl acquires U.S.-based CHI Systems, a key technology supplier to the U.S. military

B 0OSl asked to meet with 15 military, intelligence, and other government agencies in the U.S.,
New Zealand, and Canada, with additional requests expected from the U.K. and Australia,
following global counter-terror demonstration of Common Operational Picture technology

B OSl secures $3.8 million in additional software licenses and long-term support to outfit the

U.K. Royal Navy
DEVELOP NEW AND

EXISTING CUSTOMER
RELATIONSHIPS

B OSl secures $1.7 million prime contract to supply integrated submarine navigation systems
for the Canadian Navy’s Victoria Class submarines

B OSl secures contracts exceeding $1.1 million from the Royal Australian Navy

B OSl secures contracts valued at more than $1.2 million from the Danish Home Guard patrol
and Royal Danish Navy

B OSl secures $800,000 contract for Royal New Zealand Navy’s shipbuilding program

B OSl secures $450,000 in additional marine systems contracts with the Portuguese Navy
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OSI systems and software provide essential geospatial
and tactical data to help decision-makers know the
precise location of mission operations across all
forces — sea, ground, and air.

Our systems improve mission safety and effectiveness.

OSl has been a major force in driving the adoption of digital navigation
technology. Today our systems are the standard for six NATO and allied naval
fleets and are in use by two more.To win business in the competitive interna-
tional defense and commercial markets, we have strongly differentiated our
products, teamed with top-tier defense contractors, and forged long-term
customer relationships. Our current partners include BAE Systems, Kelvin

Hughes, Lockheed Martin, Nautronix, Northrop Grumman, Raytheon, and Terma. The image below is a fielded tactical

The majority of our research and development is devoted to sustaining the ECplavilsitetavirinanyciiths

leadership of our product lines and ensuring that our customers have a path world’s warships. The screen on the right
to continued improvements. Significant infrastructure investment is required shows the significant improvement in
by customers to deploy our technology, and beyond the initial deployment, the information displayed after

our customers increasingly fund research and development to build additional

deploying OSI technology.

functionality. In 2005, most of our revenue came from existing customers to
upgrade, improve, and add to their technological capabilities.

Ultimately, defense and government spending is driven by real-world threats.
OSl develops technologies and systems to improve the quality of tactical and
geospatial data available to decision-makers as they respond to these threats.
We believe the increasing need and value derived from the enhanced situational
awareness provided by our products, as well as our strong partnerships and
customer relationships, will be important growth drivers.




Enhancing
Situational

Awareness

Growth Opportunities

We deliver products and services to a large and fast-growing part of the defense
and homeland security market, which generates an estimated US$500 million of
annual spending in the U.S. alone. Our systems and software address critical
issues — namely the need for enhanced situational awareness, interoperability,
and network-enabled warfare —in the following two market areas:

Marine Systems

Even today many of the world’s major warships still navigate using paper charts.
OSlis leading the adoption of electronic chart navigation systems by NATO and its
allied community. Our advanced software and systems strengthen the analytical and
decision-making ability of navies around the world by enabling them to know their
precise location as well as the details of their surroundings. We have also developed
a full suite of commercial grade navigation products aimed at large ocean-going
commercial vessels.

With the adoption of our Common Operational Picture product line (COP PL),
enhanced situational awareness is migrating from the bridge to the operations
room. First launched in late 2003, COP PL is specifically designed for joint and
coalition force applications that require open architectures and network-enabled
capabilities.

Land and Air Systems

The need for interoperability during coalition operations combined with a growing
emphasis on geospatial intelligence to support strategic decision-making is driving
demand for enhanced situational awareness in land and air systems. Our advanced
technology systems provide critical capability for defense and intelligence forces by
enabling multiple users to share information from a variety of data sources.

Our command, control, and intelligence applications, including COP PL and C3Core,

deliver fully integrated, rapidly deployable, and scalable decision-support capability
for network-enabled, distributed operations. Our iGEN® simulation-based training

systems focus on military applications and provide advanced training functionality
based on cognitive agent technology.

We have over 20 years experience in producing precise and standardized mapping
and marine chart data products. We estimate the annual market in North America
for digital map production services is approximately US$500 million.

Mapping

Urban growth and technological change increase the need for land map produc-
tion. In particular the extensive adoption of Geographical Information Systems (GIS)
throughout North America has driven digital map production. Compared to paper,
digital maps bring greater precision, flexibility, and a broader range of applications.

Through our acquisition strategy, we have developed visibility in high growth areas
of the mapping market and are focused on securing prime contract work in the U.S.
with government, military, and commercial customers.



9 Our vision is to become the leading provider
of software and systems for enhancing
situational awareness in command, control,
and intelligence applications.

2005 was a breakthrough year for our company:
we acquired the U.S. market access we need to
move forward with our growth strategy.
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Letter to the

Shareholders

Raymond Johnston Kenneth Kirkpatrick
Chair of the Board President and CEO

Fellow Shareholders:

2005 was a significant year.

OSlis world-renowned for its pioneering of electronic chart

navigation technology. Over the years we have grown to be the

market leader in military navigation systems.To date we have
assembled an impressive contingent of NATO and allied
customers and have formed strong partnerships with top-tier

defense contractors.

Years ago, we successfully forecasted the adoption of electronic
navigation by the world’s leading naval powers —and today the

decision to adopt an electronic navigation system is no longer a

decision of “if” but “when”.

Our customers’ needs continue to grow and change, and we are
well positioned to use our accumulated technical and market

expertise to meet their evolving requirements. Today we are
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taking the technology and capability of our navigation systems
to deliver the value of enhanced situational awareness beyond

the ship’s bridge and for use by other military services.

It has always been critical for OSI to pursue a strategy that will
help us to grow rapidly and, over time, substantially increase our
size and capabilities. To do this, our ongoing focus has been on
developing innovative products, forming valuable partnerships,
building strong customer relationships, and retaining a skilled
team of dedicated employees. In 2005, we continued to demon-
strate our ability to execute on these and other measures. Most
importantly, in the past year we have expanded our capabilities

by growing through strategic acquisitions.

Acquisitions Lead to U.S. Market Access
Direct access to the U.S. market was our highest priority in 2005.
To that aim, we targeted for acquisition successful U.S.-based

companies with a complementary product and market focus.

Through a private placement of preferred shares completed in
April, we raised net funds of $14.2 million to pursue strategic
acquisitions. By the end of that month we had closed our

first U.S.-based acquisition and purchased Mapcon Mapping
Consultants for approximately $1.3 million in cash. This acquisi-
tion builds on our existing mapping business and solidly
positions us in the U.S. digital mapping market. In only eight
months, our mapping division reported approximately $3.5
million in new U.S. business from virtually no U.S. mapping
business in the prior year. This is a clear indication that our U.S.

market access strategy is working.

We began negotiations in mid-summer to purchase a second
U.S.-based company, one which would double our size and
provide access to the U.S. military services. Subsequent to our
fiscal year-end in December, we completed the acquisition of CHI
Systems, a privately-held technology supplier to the U.S. Depart-
ment of Defense, for a combination of cash and stock valued at
approximately $10.3 million. We intend to maintain CHI Systems’

current operations headquartered in Philadelphia, and have
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retained the existing management team that fostered

revenue growth and profitability through the company’s

20-year history. We expect the acquisition to be accretive to
our operations and anticipate the addition of revenue from
CHI Systems will help to smooth quarter-to-quarter shifts in

our consolidated revenue.

As a combined company, we will benefit from the union of our
complementary product offerings, customer base, and market
expertise. Like OSI, CHI Systems is focused on command and
control applications, and their expertise in land and air systems
complements our technology leadership in the marine market.
Together we will pursue significant opportunities in the global
defense industry. We expect to benefit from the ability to
market and sell existing products and services to each other’s
customers and look forward to sharing technologies and

competencies in the development of new offerings.

Developing Strong, Long-term Customer Relationships

In 2005, we continued to target new customers and increase
business with our existing customer base. Initial deployment
of our systems requires significant infrastructure and capital
investment by our customers. This encourages customers to
partner long-term with suppliers that can develop and
customize mission-critical systems to meet their specific
requirements. To date we lead the industry in fleet customers
and ships under contract. This year we reported strong
business from our existing customer base. Approximately $15.5
million in contracts were awarded by existing customers in
Australia, Canada, Denmark, New Zealand, Portugal, the United
Kingdom, and the United States. Furthermore, the Canadian
Navy expanded its partnership with OSI by adopting our sub-

surface navigation system on its Victoria class submarines.

Market-Leading Product Innovation
Our ability to deliver innovative new products to the market
is a pillar of our competitive strength. Our research and

development team employs some of the most creative and

skilled people in our field. They have consistently delivered
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innovative products that exceed expectations and offer endur-
ing value to our customers. Key to our product development
strategy for new markets, we have leveraged our core technology
to diversify our product offering. This year two products based
on our world-leading technology for safe navigation and situ-
ational awareness captured their first contract wins. Our Ship-
board Navigation and Plotting System is being deployed by the
Canadian Navy and the U.K. Royal Navy, and the Royal Danish
Navy will be the first to fully deploy our Common Operational

Picture product line on their vessels.

Partnering with Industry Leaders

We continue to pursue strategic partnerships with the biggest
and the best in our industry. In 2005, we extended our rela-
tionship with Terma A/S for our Common Operational Picture
product line and also signed a teaming agreement with
Raytheon Marine in Germany to pursue integrated bridge sys-
tem opportunities. Strong partnerships are a necessity in our

industry and remain an essential building block of our strategy.

Building for the Future

2005 was a year of significant change and progress. While

our financial performance this year has not demonstrated

the strength originally forecasted, we have addressed key
challenges and invested resources to increase our market
reach. We closed the year positioned solidly in the U.S. with
offices in Philadelphia, Orlando, Salt Lake City, and San Diego.
We have a strategy to penetrate the U.S. defense and homeland
security markets and innovative, leading-edge products to win

in those markets.

Through the year the OSI team has demonstrated themselves
adept at managing the competing demands of our growing
company. We want to extend our gratitude to the entire OSI
team. Looking ahead, we see momentum for OSI as a result
of our actions in 2005. Together as a team, we will drive

performance and growth.
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Focus and Growth in 2006

Our long-term goal is to become the leading provider of
software and systems for enhancing situational awareness in
command, control, and intelligence applications. We intend to
reach this goal through the execution of our growth strategy

and disciplined management of our operations.

Our products and services address the critical needs of cus-
tomers in three key segments: marine systems, land and air
systems, and mapping. Each represents a significant market

opportunity.

We believe the marine systems market demonstrates signifi-
cant demand, and we intend to use our technology leadership
to pursue business with new and existing customers. We are
encouraged by the positive feedback from our naval custom-
ers about our Common Operational Picture product line. With
the first full deployment underway by the Royal Danish Navy,
we expect other opportunities to integrate this functionality
on naval vessels. In the mapping and the land and air systems
markets, we have been building our capabilities over the last
few years. These businesses have been fortified by the U.S.
acquisitions made in 2005, and we will dedicate the resources

in the next year to fully capitalize on their value.

We believe the investments made in 2005 will enable signifi-
cant growth and market penetration and generate value for

shareholders into 2006 and beyond.

Sincerely,

—

Kenneth Kirkpatrick
President and CEO

£

Raymond Johnston
Chair of the Board
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FINANCIAL HIGHLIGHTS

(All amounts in Canadian dollars and in accordance with U.S. GAAP)

Operations:

Years ended November 30

Revenue 13,427,440
Gross profit 6,495,019
Gross profit percentage 48.4%
Net earnings (loss) (3,411,194)

Net loss attributable to
common shareholders (10,249,981)

Basic earnings (loss) per share )
Diluted loss per share ©

Financial
Highlights

13,451,303
7,781,979
57.9%
248,017

(58,873)

11,520,793
6,361,725
55.2%
352,016

(565,826)

(1) The net loss attributable to common shareholders and loss per share include non-cash charges totaling $4.8 million related to the one-time accretion of
a beneficial conversion feature on the class B preferred shares Series 2 issued in the financing completed in April 2005.

Financial Position:

November 30

Cash 9,599,801
Working capital ©) 17,808,110
Current assets 22,542,798
Total assets 24,771,781
Current liabilities 4,734,688
Total liabilities 4,965,494
Stockholders’ equity 19,806,287

251,037
8,287,798
10,964,025
12,310,738
2,676,227
2,676,227
9,634,5M

3,837,555
8,071,926
10,377,836
11,728,257
2,305,910
2,493,294
9,234,963

(1) Working capital is defined as current assets less current liabilities. Working capital does not have a standardized meaning or comparable measure under

generally accepted accounting principles and may not be comparable to similar measures presented by other companies.
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Management’s
Discussion

and Analysis

of Financial Condition and Results of Operations

The following discussion and analysis provides a review of activities, results of
operations, and financial condition of Offshore Systems International Ltd. (“OSI”)
for the fiscal year and fourth quarter ended November 30, 2005 in comparison

with those for the fiscal year and fourth quarter ended November 30, 2004.

The following discussion should be read in conjunction with our audited annual
consolidated financial statements for the year ended November 30, 2005 prepared
in accordance United States generally accepted accounting principles (“U.S. GAAP”).

Effective December 1,2004, we elected to report our consolidated financial statements in accordance
with U.S. GAAP as permitted by Canadian regulators. All references in this report to financial information
concerning OSl are in accordance with U.S. GAAP and all dollar amounts are in Canadian dollars unless
otherwise indicated. A reconciliation of our results to Canadian generally accepted accounting principles
(“Canadian GAAP”) is provided in note 20 of the notes to the consolidated financial statements.

This report contains forward-looking statements within the meaning of securities laws including Section
27a of the Securities Act 0f 1933,as amended, and Section 21e of the Securities Exchange Act of 1934, as
amended, including statements regarding the future achievement of corporate objectives, advancement
of additional project interests, analysis and development of acquisition opportunities, various project
interests and other matters. These statements are neither promises nor guarantees, but involve known
and unknown risks and uncertainties that may cause our actual results, levels of activity, performance or
achievements to be materially different from any future results, levels of activity, performance or achieve-
ments expressed in or implied by these forward-looking statements. These risks include risks related to
the effects of general economic conditions, changing foreign exchange rates, actions by government
authorities, uncertainties associated with contract negotiations, and industry supply, as well as other
factors discussed below and those risks which are discussed under the heading “Risks and Uncertainties”.
Readers should not place undue reliance on any such forward-looking statements, which speak only as of
the date they were made. We disclaim any obligation to publicly update or revise any such statements to
reflect any change in our expectations or in events, conditions or circumstances on which any such state-
ments may be based, or that may affect the likelihood that actual results will differ form those set forth
in the forward-looking statements.

Additional information relating to OSI, including our Annual Information Form, is filed on SEDAR at
www.sedar.com.

This management’s discussion and analysis is dated February 20,2006.
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Offshore Systems International Ltd.

Mapcon Mapping Ltd. Offshore Systems Ltd. 0SlI Holdings Inc.

) 2 ) 2 N 2

Offshore Survey and

Mapcon Mapping Inc. CHI Systems Inc.

Positioning Services Ltd.

OVERVIEW

Founded in 1977 and headquartered in North Vancouver, British Columbia, Canada, OSI designs, develops,
and markets software and systems for enhancing situational awareness in command, control, and intel-
ligence applications. The Company’s current corporate structure as at February 20,2006 is presented in
the chart above.

We are the market leader in military navigation systems. Our principal product is 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. We
have developed a strong market position in military navigation, and ECPINS systems have been deployed
with the Canadian and United States Coast Guards, the Canadian Navy, the Royal New Zealand Navy,
the Royal Danish Navy, the Royal Australian Navy, the Royal Navy of the United Kingdom and the United
States Navy. For the fiscal year ended November 30, 2005, we have also delivered software and system
products to the Portuguese Navy, the Royal New Zealand Navy, the Royal Norwegian Navy, commercial
shipping fleets serving the Great Lakes region of North America, and Teekay Shipping Corporation, the
leading provider of international commercial tanker transportation services.

In 2002, we expanded our business scope beyond the production of electronic navigation charts to
include production of land-based mapping products through a subsidiary named OSI Geomatics

Inc. In April 2005, we completed the acquisition of all the outstanding shares of Mapcon Mapping
Consultants Inc. (“Mapcon Mapping”) of Salt Lake City, Utah for $1.3 million. Mapcon Mapping is a land
mapping company in the U.S. digital map production market. Subsequent to the acquisition, Mapcon
Mapping and OSI Geomatics were amalgamated to form Mapcon Mapping Inc. (“Mapcon”).

In February 2003, we announced the launch of a new product, Common Operational Picture — Image
Display Server (COP-IDS®), a client server application that allows customers to integrate our mapping
and imagery display technology into existing command and control systems rapidly and cost effectively.
COP-IDS facilitates 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 and allows our customers to share data across
command and control systems, regardless of which applications are in use.
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Management’s Discussion and Analysis

To capitalize on the potential of the Common Operational Picture product line, we added a new line of business — OSI
Applications —starting in fiscal 2004. OSI Applications 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. In fiscal 2005 we launched two new Common Operational Picture products: Common Operational
Picture — Tactical Display Server (COP-TDS™) and Common Operational Picture —Web Display Server (COP-WDS™).The
Common Operational Picture product line is a command and control application that addresses the needs of not only the
Navy but also Army, Air Force, Special Forces and joint forces operations.

We employ a common distribution strategy for all of our markets which relies on a combination of direct sales and indirect
sales through teaming relationships, strategic partnerships, and distributorships to obtain major orders from both new
and existing customers. This strategy has resulted in the Company leading the industry with the most ships under con-
tract as the supplier to eight NATO and allied fleets.

Our long-term goal is to become the leading provider of software and systems for enhancing situational awareness in
command, control, and intelligence applications. We plan to grow through internal growth, focusing on new and existing
customers in the military agencies of Canada, U.S., European NATO and other allies of Canada, and national and interna-
tional commercial marine transportation companies. In addition, we are pursuing strategic alliances, investments, and
acquisitions that are complementary to our existing lines of business.

In April 2005, we completed a private placement in the aggregate amount of $19.5 million through the sale of 19,500 units,
with each unit comprised of 20 voting class B preference shares Series 2 ("Preference Shares”) and 588 share purchase
warrants. The issue price was $1,000.01 per unit. Compensation in consideration of the provision of advisory services
totaling $815,908 and an additional 350,000 warrants was paid in connection with this private placement to E. Brinton
Coxe, a director of the Company. The cash compensation of $815,908 paid to Mr. Coxe includes an adjustment in the
amount of $15,908 to reflect exchange rate changes between the U.S. dollar and Canadian dollar. Finder’s fees of

$1.0 million and an additional 579,064 warrants were paid to the investment bankers, C.E. Unterberg, Towbin. The
Preference Shares entitle the holders to receive a fixed preferential cumulative 7% dividend payable semi-annually. During
fiscal 2005, we declared and paid $840,781 of dividends on the Preference Shares. Each Preference Share is convertible at
the option of the holder at any time into 58.8235 of our common shares, calculated by dividing the issue price of $50.00 for
each Preference Share by the conversion price of $0.85. Each warrant entitles the holder to purchase one of our common
shares at the exercise price of $0.85 for a period of five years.

The proceeds of the private placement financing were used to pursue acquisitions, to increase available cash for opera-
tions, and to repurchase 57,711 issued and outstanding class B preference shares Series 1 held by two institutional investors
at a cost of $2.9 million.

During fiscal 2005, seven of the holders of the Preference Shares converted 48,760 Preference Shares into 2,868,235
common shares which is equivalent to 9.4% of our outstanding common shares as at November 30, 2005. In the fourth
quarter of 2005, 27,400 Preference Shares were converted into 1,711,765 common shares which is equivalent to 5.3% of our
outstanding common shares as at November 30, 2005.

Subsequent to our fiscal year on December 14, 2005, we finalized the agreement for the acquisition of CHI Systems Inc.,
a United States defense contracting company. The acquisition is expected to approximately double our revenue and
employee base. CHI Systems has multiple offices in the United States and is a supplier of technology and services to the
U.S. military services and key defense prime contractors. On February 27,2006 we filed on SEDAR and EDGAR the Business
Acquisition Report for the CHI Systems acquisition.

Beginning in fiscal 2006, we intend to change our financial reporting segments in order to reflect changes in manage-
ment’s analysis of our business following the addition of CHI Systems and Mapcon Mapping. We will report marine
systems, land and air systems, and mapping as our consolidated revenue categories and our reportable segments will be
the Company’s subsidiaries, namely Offshore Systems Ltd., CHI Systems Inc.,and Mapcon Mapping Inc.
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SELECTED ANNUAL INFORMATION

Operations:

Years ended November 30 2005 2004 2003
Revenue $ 13,427,440 $ 13,451,303 $ 11,520,793
Gross profit 6,495,019 7,781,979 6,361,725
Gross profit percentage 48.4% 57.9% 55.2%
Net earnings (loss) $  (3,41,194) S 248,017 $ 352,016
Net loss attributable to common shareholders $ (10,249,981) $ (58,873) $ (565,826)
Basic earnings (loss) per share $ (0.37) $ 0.00 $ (0.02)
Diluted loss per share $ (0.37) S (0.01) $ (0.02)
Weighted average common shares outstanding — basic 27,989,832 27,147,246 25,977,123
Weighted average common shares outstanding — diluted 27,989,832 29,856,412 27,142,492
Financial Position:

November 30 2005 2004 2003
Cash $ 9,599,801 $ 251,037 S 3837555
Working capital 17,808,110 8,287,798 8,071,926
Current assets 22,542,798 10,964,025 10,377,836
Total assets 24,771,781 12,310,738 11,728,257
Current liabilities 4,734,688 2,676,227 2,305,910
Total liabilities 4,965,494 2,676,227 2,493,294
Shareholders’ equity 19,806,287 9,634,511 9,234,963
Dividends declared per share

Common shares $ - S - S -
Class A preference shares $ - S - S -
Class B preference shares — Series 1 $ 2.76 S 4.50 S 0.87
Class B preference shares — Series 2 $ 4.02 S - S -

(1) Working capital is defined as current assets less current liabilities. Working capital does not have a standardized meaning or comparable measure under generally accepted
accounting principles and may not be comparable to similar measures presented by other companies.

Our annual and quarterly results are primarily influenced by the level, timing, and duration of customer orders and
customer product delivery requirements. We depend heavily on government contracts and derive a significant amount of
revenue from a few customers, which may result in varying revenue, gross profit, and earnings.

The revenue for fiscal 2005 was stable as compared to fiscal 2004. The majority of our revenue was derived through
contracts with existing customers. Our revenue is influenced by the timing of new contracts that are awarded, the delivery
schedules of existing contracts, and our continuing difficulties in penetrating the U.S. defense markets for our products
and services. We are addressing these issues by acquiring Mapcon Mapping of Salt Lake City, Utah, and CHI Systems of
Philadelphia, Pennsylvania, a U.S. defense contracting company. We completed a private placement of preference shares
and warrants of $19.5 million in April 2005 — approximately $14.2 million of the proceeds was used to acquire the previously
mentioned companies. We expect the Mapcon Mapping acquisition to continue to increase our mapping revenue in the
U.S. market and the acquisition of CHI Systems to provide us access to the U.S. defense market.
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Management’s Discussion and Analysis

The increase in revenue for 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 in late 2003 and early 2004. We were not awarded contracts of
this magnitude in fiscal 2005.

Fluctuations in gross profit are influenced by the proportion of third-party systems or labor or both required for a project,
and a high proportion of these factors can result in increased cost of sales. Certain contracts awarded may require the
inclusion of third-party systems or labor. In order to maintain competitiveness on these contracts, we may elect to reduce
our usual margins on the third-party components. In addition, the product mix of software, geomatics, and systems and
systems components in any given period may impact the gross profit for the period.

The lower gross profit percentage for fiscal 2005 as compared to fiscal 2004 is the result of higher software sales in 2004.
Software revenue generates more favorable margins than our other revenue streams. A significant change in our 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 we 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 ECPINS software.

RESULTS OF OPERATIONS

Overall Performance

% of total % of total

Years ended November 30 2005 revenue 2004 revenue 2005 to 2004
Earnings (loss) before income taxes $  (2,379,534) - $ 289,975 22 S (2,669,509)
Net earnings (loss) $  (3,41,194) - $ 248,017 1.9 $ (3,659,211)
Net loss attributable to

common shareholders $ (10,249,981) - $ (58,873) - S (10,191,108)
Earnings (loss) per share:
Basic $ (0.37) - $ 0.00 - $ (037)
Diluted $ (0.37) - $ (0.01) - $ (0.36)

The net loss reported in fiscal 2005 was largely driven by lower than expected revenues resulting from the timing of

new contracts awarded, the delivery schedules of existing contracts, and lower gross profit driven by the mix of contracts
executed in the year. We also experienced increased regulatory compliance costs and approximately $790,000 in expenses
related to non-recurring expenditures of professional fees for capital advisory services, third-party stock-based compensa-
tion, and employee severance costs. The net loss attributable to common shareholders and loss per share for fiscal 2005
include non-cash charges totaling $4.8 million related to the one-time accretion of a beneficial conversion feature on the
Class B preferred shares Series 2 issued in the financing completed in April 2005.

Backlog

Total backlog is the sum of the firm and option backlogs. As at November 30, 2005, total backlog was $20.4 million
compared to $21.1 million at November 30,2004.

Firm backlog consists of firm, fixed, or signed orders issued and executable subsequent to the balance sheet date. Firm
backlog as at November 30, 2005 was at $11.7 million compared to $8.4 million at November 30, 2004.

Option backlog consists of unexercised contract options at the balance sheet date and indefinite-quantity contracts
executable subsequent to the balance sheet date. Option backlog as at November 30, 2005 was at $8.7 million compared
to $12.7 million at November 30, 2004.
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There is no guarantee or certainty that our customers will elect to exercise their contract option backlog. Should our cus-
tomers 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. Backlog metrics are non-GAAP measures.
These measures do not have a standardized meaning or comparable GAAP measure and are likely not comparable to
similar measures presented by other companies.

The timing of major contracts awarded can significantly impact our total backlog position and revenue. Historically, major
contracts awarded to the Company have taken up to three years to finalize. The contracting process involves lengthy
discussions and negotiations with several groups of people within the prospective customer’s organization. We have con-
tinually pursued, and will continue to pursue, major contracts with lengthy sales cycles, and as a result, there could be large
variations in our total backlog and revenue from quarter to quarter.

Multi-year contracts with government agencies have a termination-for-convenience clause because governments approve
budget expenditures on an annual basis. This 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 of our customers. We have included the full value of these government contracts in total backlog.

Revenue
% of total % of total

Years ended November 30 2005 revenue 2004 revenue 2005 to 2004
Systems and system components $ 15,665,590 422 S 4,328,740 35.8 $ 1,336,850
Software 3,898,423 29.0 5,576,540 28.9 (1,678,117)
Geomatics 3,535,907 26.4 2,979,728 26.6 556,179
Other 327,520 2.4 566,295 8.7 (238,775)

$ 13,427,440 100.0 $ 13,451,303 100.0 S (23,863)

Our core revenue stream is derived from four sources: systems and system components; software; geomatics; and other which
includes system repairs and servicing, training, and consulting. Our principal developed and manufactured product, ECPINS,
delivers the majority of the revenue. We also derive revenue from the delivery of the ECPINS software component of our system
product. Combined, ECPINS systems and software delivered 70.6%