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iTech Capital Corp.

Management’s Discussion and Analysis of Results of Operations and Financial Condition

The following discussion and analysis provides information that management believes is relevant to an
assessment and understanding of the Company’s interim consolidated results of operations and financial
condition. This discussion, which has been prepared as of March 7, 2003, should be read in conjunction
with the Company’s interim consolidated financial statements, including the notes thereto included
elsewhere in this interim rveport and with the previously issued 2001 annual discussion and analysis and
consolidated financial statements, including the notes thereto. This discussion contains forward-looking
statements that involve inherent risks and uncertainties. The Company’s actual results and the results of
its investees may differ materially from those anticipated in these forward-looking statements.

GENERAL

1Tech Capital Corp. (“iTech”) has four portfolio investments in private companies and has two wholly
owned self-sustaining operating subsidiaries, SIRIT Technologies, Inc. (“SIRIT”), which designs,
develops, manufactures and sells radio frequency identification (“RFID”) technology, acquired effective
November 1, 2002, and Enviromation Technologies, Inc. (“Enviromation”), which designs, manufactures,
installs and services environmental control systems and systems integration for municipal, industrial and
commercial customers. A.E. Hatch & Associates, a division of Enviromation, is a manufacturer’s
representative which provides process equipment, instrumentation and related services to municipal water
and wastewater facilities.

Beginning mid 2001, iTech began actively looking to acquire an operating company with a strong
management team and significant growth opportunities. The Company believes SIRIT meets these
criteria. Further, the acquisition was a stock for stock transaction, thus preserving iTech's cash for use in
the SIRIT business. iTech intends that the operating business of SIRIT will be the primary ongoing
business of the amalgamated company.

SIRIT’s headquarters is located in Mississauga, Ontario. It has a sales and manufacturing facility in
Carrollton, Texas, and a sales, research and development facility in Loughborough, England.
Manufacture of high volume products i1s outsourced from reliable suppliers with which SIRIT has
longstanding relationships.

At the November 1, 2002 date of acquisition, SIRIT, which operations are reported as the RFID business
segment, had a working capital deficiency of $1,651,700 including a $350,000 bridge loan from iTech.
Since the acquisition, in the two months ended December 31, 2002, SIRIT has net income of $376,100 on
sales of $3,942,400, iTech has advanced SIRIT an additional $705,500 of which $389,500 is for working
capital and SIRIT’s working capital deficiency has been reduced to $1,301,400 including cumulative
advances from iTech of $739,500 for working capital and $316,000 to fund a new RFID business
opportunity.

For the two months ended December 31, 2002, SIRIT used net $1,228,900 cash in operating activities
which is the result of funding receivables largely uncoliected as of December 31, 2002 from strong sales
in November.

Enviromation, located in East Syracuse, New York, was acquired on December 31, 1999. With the
decline in the overall economy since 2000 and particularly the decline of the New York State economy,
Enviromation has experienced a substantial increase in competition and hence increased pressure on
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'margrns which ‘has resulted in its operating losses. The Company has reviewed its mvestment in
Enviromation and has written off the $1, 335, 200 goodwill in the 2002 fourth quaner ‘

The operations of Enviromation are reported as the Process Controls business segment:  Notwithstanding
the above, for the three months ended December 31, 2002, the Process Controls business had operating
Income Before the Following of $93,600 on sales of $1,719,000 compared to operating Loss Before the
Following for the three months ended December 31, 2001 of $52,300 on sales of $1,610, 300. For the
three months ended December 31, 2002, inclusive of the $1,335,200 write-off of goodwill, the Process
Controls business had a loss of $1 263,500 compared to a loss of $89,800 for the three months ended
December 31 2001, the latter 1nclus1ve of $37 500 amortlzatlon of goodw111 under the 2001 accountmg

policy.

For the year ended December 31, 2002, the Process Controls business had operating L:oss‘ Before the
‘Following of $155,300 on sales of $5,902,100 compared to operating Loss Before the Following for ‘the
year ended December 31, 2001 of $322,500 on sales of $5,135,309. For the year ended December 31,

2002, inclusive of the $1,335,200 write-off of goodwill, the Process Controls business had a loss of
$1,569,700 compared to a loss of $543,700 for the year ended December 31, 2001, the latter inclusive of
$157,200 amortization of goodwill under the 2001 goodwill accounting pohcy Notwithstanding a 15
percent improvement in revenue in 2002, in the 2002 second and third quarters reduced margins due to
competition and material, labor and travel cost overruns in the substantial compietion of a’' number of
large contracts are the principal causes of the operating loss for the year. For the three months and for the
year ended December 31, 2002, respectrvely, Envrromatron used net $138,200 and $303,500 cash in
operating activities. <

Although bidding activity has increased markedly for the Process Controls business since mid 2002, new
orders have not kept pace with production. This will have a negative impact on results in the 2003 first
quarter. Effective February 14, 2003, Enviromation announced the promotion of Donald W. Ballway to
President.. Don replaces David Cochran who had been interim president from August 1, 2001.

Management of Medsite, Inc. and Applied Data Systems Inc. in which the Company has equity
investments, report that the companies are cash flow positive and operating substantially within plan.
HorizonLive, Inc., in which the Company has an equity investment, completed a follow-on equity
fundraising in Jdnuary 2003 in which the Company participated as to US $38,250 in order to maintain its
pro rata ownershlp interest. ‘

The Portfolio Investments business of the Company has a loss for the three months ended December 31,
2002 of $267,300 compared to a loss for the three months ended December 31, 2001 of $199,800, the
latter before consideration of $697,900 write down of a long-term investment. The Portfolio Investments
business has a loss of $1,056,200 for the year ended December 31, 2002 compared to a loss of $879,200
for the year ended December 31, 2001, the latter before consideration of $5,306,400 write-off/down of
long-term investments and a $322,300 foreign exchange gain. In 2002, $122,600 was incurred on proxy
solicitation and related expenses which is non-recurring in nature. For the year ended December 31,
2002, the Portfolio Investments business used net.$797,700 cash in operating activities.

Beginning January 1, 2003, The Company has reorganized internally by transferring the payroll and
certain other expenses previously reported as expenses of the Portfolio Investments business to the RFID
business to reflect the manner in which the underlying resources are being utilized.

Additionally, the RFID business has been structurally reorganized along its three key business lines, each

with industry experienced leaders: electronic toll and traffic management, parking and access control, and
supply chain management. The supply chain management unit currently includes seven RFID research,

-2
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design and development specialists located in Loughborough, England, all of whom are primarily focused
on new product development., SIRIT 1, presently carrying: out: a_review of its intellectual property
documentation, and entitlement in order to ensure the administration and safeguard of these assets is
appropriately mainfained.

RESULTS OF OPERATIONS THREE MONTHS ENDED DECEMBER 31, 2002 COMPARED TO THREE
MONTHS DECEMBER 31,2001 .. . . .
.REVENUE [

Revenue in 2002 fourth quarter is $5 671 900 compared to revenue in the 2001 fourth quarter of
$1,636,500, an increase of $4,035,400 due principally to the acquisition of SIRIT which RFID business
revenue for the two months ended December 31, 2002 is $3,942,400. Revenue in the Process Controls
busmess in, the 2002 fourth quarter is $1 719, 000 compared to revenue in the 2001 fourth quarter of
'$1 610,300, 2 6,75. percent increase., : Y

INCOME (LOSS) BEFORE THE FOLLOWING

]ncome (Loss) Before the Followzng in the 2002 and 2001 fourth quarter 1s presented by major component
by business segment as follows:

S

'

- Three Months Ended December 31 2002

RFID % Process % "Portfolio Total o

Controls Investments
Revenue $3,942.364 100 $1,718,990 100 $10,557  $5,671,911 100
Expenses T ‘ o L
" Cost of Sales " * © 2,297,571 58 1,210,496 71 - - 3,508,067 62
Operating sh o 1,115,100 29 415411 - 24 243,553 1,774,065 31
Other . " 50,401 1 567y - ' - 49,834 1
3,463,073 88 1,625,340 95 243,553 5,331,966 94
Income (Loss) Before .
the Following . - $479261 12 . $93,650 5 $ (232,996) $339,945 6

The RFID business. ie for -the two month period from November 1, 2002, the date of acquisition of SIRIT,
to December 31, 2002. These operating results for the two month period may not be indicative of future
results for, an entire twelve month period: . ..

Three Months Ended December 31, 2001
Process Portfolio

o e o o ._Controls o Investments Total o

‘Re{/enue o S 81610325 100 $26,199  $1,636,524 100
Expenses . o . ‘ S

Cost of Sales C o 1,102,537 68 - 1,102,537 67

Operating R o 560,078 35 248,733 808,811 50

1 1,662,615 103 248,733 1,911,348 117

Loss Before the Following $(52,290) (3)  $(222,534) $(274,824) (17)



[ ) ' ° . .

I'Tech Capital Corp.
Operating expense in the Process Controls business in 2001 includes payments to the founder for his
services in 2001, pursuant to the sale agreement totalling $155 000 which obligation was completed
December 31, 2001.

CASH FLOWS

In the 2002 fourth quarter, cash provided by operating activities in the Portfolio Investments business is
$2,800 as a result' of deferring payment of a srgmﬁcant payable until 2003. Cash used in operatmg
activities in the 2001 fourth quarter is $146,300. -In the 2002 fourth quarter cash used in the Process
Controls business is ‘$138,200 compared to cash used in"the 2001 fourth quarter of $57,300. Since the
acquisition of SIRIT, in the two months ended December 31, 2002, the RFID business used $1,228,900 in
ope_rating activities. R
In the 2002 fourth quarter cash pr0v1ded by 1nvest1ng activities in the Portfolio Investments busmess 1S
$389,200 as a result of the $699,700 of SIRIT cash on acquisition.

In the 2002 fourth quarter cash provrded by ﬁnancmg act1v1t1es in the RFID buslness is $283 400,
$267,000 of which is release ofa restrlcted cash equivalent upon extmgurshmg the terrns of its restnctlon

In summary, in the 2002 fourth quarter, total cash and cash equivalents decreased in the RFID business by
$1,106,300 and increased in the Portfolio Investments business and Process Controls business by
$390,900 and $56,800 respectively, a combined total decrease of $658,600 to a balance of $2,242,000.

In summary, in the 2001 fourth duarter total cash and cash equivalents decreased in the . Portfolio
Investments business and Process Controls busmess by $308,600 and $101 900 respectlvely, a combmed
total decrease of $410,500 to a balance of $4 256 200

RESULTS OF OPERATIONS: YEAR ENDED DECEMBER 31, 2002 COMPARED TO D};(:EMBER 31, 2001
REVENUE '

Revenue in 2002 is $9,899,300 compared to revenue in 2001 of $5, 358 ,000, an' increase of $4,541 300
due principally to the acquisition of SIRIT which RFID business revenue for the two months ended
December 31, 2002 i1s $3,942,400. Revenue in the Process Controls business in 2002 is $5,902,100
compared to revenue in 2001 of $5,135,300, an increase’ of - $766, 800 which is prrmarrly due to an
experlenced president being in place for the entlre year. : - :

INCOME (LOSS) BEFORE THE FOLLOWING

Income (Loss) Before the Following in 2002 and in 2001 is presented by major component by busmess
segment as follows: : R

2002

RFID o,  FProcess  , Portfolio Total . %
r - Controls ___Investments o
Revenue $3,942,364 100 $5,902,068- 100-. $. 543850 .§9, 899 282 100~
Expenses e
Cost of Sales 2,297,571 58 4,373,683 74 - 6,671,254 67
Operating 1,115,101 29 1,574,074 27 828,870 3,518,045 36
Other 50,401 1 109,639 2 317,858 477,898 5
3,463,071 88 6,057,396 103 1,146,728 10,667,197 108
Income (Loss) Before § $
the Following $479291 12§ (155328) (3) _ (L091,878)  (767,915) (8)
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2001 .
Process Portfolio ‘
“Controls ~ ”®  Invéstments - Total %
Revenue $ 5,135,309 100 $ 222,708  $5,358,017 100
Expenses
Cost of Sales 3,757,798 73 - 3,757,798 70
.Operating . , S o 1,628,724 32 823,096 2,451,820 46
Other - 71,257 1 272,905 344,162 6
o T . 5457779 106 __ 1,096,001 6,553,780 . 122
Loss Before the Following - $ (322,470) (6) $ (873.,293) $(1.195,763)  (22)

Operating expense in the Process Controls business in 2001 includes payments to the founder for his

services in 2001, pursuant to the qale agreement, totallmg $155, OOO Wthh obllgatlon was completed
December 31,2001,

Operating expense in the Process Controls business, which expense is being made up of between 63 and
70 percent payroll is relatively fixed in dollar terms in 2002 and 2001. Accordingly, with improved
revenue in 2002 compared to 2001 the percentage operating expense is to revenue improved from 32 to
27 percent.

CASH FLOWS

In 2002, cash used in operating activities in the Portfolio Investments business is $797,700 compared to

$804,600 in 2()01 'In 2002, cash used in operating actlvmes in the Process Controls business is $303,500
compared to $307 700 in 2001. Since the acquisition of SIRIT, in the two months ended December 31,
2002 the RFID business used $1,228,900 in operating activities.

In 2002, cash used in investing activitiés in the Portfolio Investments business is $80,200 compared to
$297,200 in 2001. In 2002, cash outflow is primarily in connection with SIRIT transaction costs and the
follow-on investment in, HorizonLive, Inc., partially offset by proceeds on sale of Paradyne Networks,

Inc. and‘Moraga Resources Ltd. In 2001, cash outflow is for follow-on investments in HorizonLive, Inc.

In 2002, cash provided by financing activities in the Portfolio Investments business is $178,200 compared
to $291,600 in 2001, all from draw-downs on the restricted cash equivalents in places as security for the
8% Promissory Notes. In 2002 cash provided by financing activities in the Process Controls business is
$158,700 compared to $64,300 in 2001 all in connection with financing vehicles.

In suminary, in 2002 total cash and cash equivalents decreased in the. Portfolio Investments business by
$755,300, in the Process Controls business by $152,600 and from November 1, 2002 to December 31,
2002 in the RFID business by $1,106,300, a combined total decrease of $2,014,200 to a balance of
$2,242,200.

In summary, in 2001 total cash and cash equivalents decreased in the Portfolio Investments business by
$843,100 and in thé Process Controls business by $412,000, a combined total decrease of $1,255,100 to a
balance of $4,256,200.
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LiQUIDITY AND CAPITAL RESOURCES
As at December 31, 2002, the Company has unrestricted cash and cash equ\iv‘alent‘s of $2, 242 OOO.'

Subsequent to the year end, on January 2 2003 SIRIT entered into a US $2.89 million radio frequency
identification design and installation services contract the bonding for which required $1,422,000 (US
$900,000) in cash collateral which was made on February 11, 2003, leaving the Company $820,000 in
unrestricted cash and-cash equivalents before ‘other 2003 cash flow activities. :SIRIT anticipates
completing the contract by December 2003 at which time, pursuant to the terms of the contract and bond
US $750,000 of the above-referenced cash collateral will be returned to SIRIT and the US $150 000 cash
balance returned at the completlon of the subsequent twelve month warranty period.

As at December 31, 2002, the Company has workmg capital of $1,628,800 which includes $1;162,500 of
current portion of warranty obligations which the Company anticipates will be retired through dlscounts
on future sales rather than in cash pavments and $559,400 of deferred revenue and credits which is a non-
cash outlay. ‘ : :

The Company is presently con51der1ng alternatives available to its sub51d1ary, Env1r0mat10n in order to
check the drain on its other resources and cash. SRR

Comprehensive budgets have been prepared for each of the Company’s three business segments which
budgets are considered to be responsible and realistic. Based on these together with continuing diligent
oversight, focus and awareness, the Company believes it can manage its cash flows with existing
resources until positive cash flow is generated. The Company’s two operating businesses are not capital-
intensive. Modifications to strategies on which original budgets are based are made contmually in order
to be proactive to changing conditions in the markets in which the Company operates."

As market conditions improve, the Company 1ntends to sell the portfolio investments and relnvest the
proceeds in growing the RFID business. : :

QUARTERLY INFORMATION
The following table set forth selected unaudited consolxdated information for the Company for each of the:last eight
quarters ended December 31, 2002. . . : :

2002 2002 2002 2002 2001 2000 2001 . 2001

4t Q ‘ 3rd 0 ond Q - 1"Q 4" Q 3 Q 90 Q 1Q
3 3 h) - $ : $ § ) 3 3

Revenue 5,671,911 1,468,221, 1,094,799 = 1,664,351 1,636,524 1,881,359 . ‘878,634 - - 961,500
Net Income S - - oo o ' .
(Loss) for the [8)) 2) L (3) . ) ) . (5)
Period _ (1,154,761) 44,899  (854214)  (285,735)  (987,517) (1.923,780) (1,825.353) (1,670,285)
Net Income o . . T
(Loss) Per Share

Basic and diluted (0.03) 0.00 (0.03) 0.01) {0.03) ©08) © - (0.08) (006

@} includes $1,335,200 write-off of goodwill of Enviromation

(2) includes $697,900 write-down of a portfolio technology investment

(3) includes $2,020,200 write-off/down of portfolio technology investments
(4) includes $1,109,300 write-off/down of portfolio technology investments
5 includes $1,479,000 write-off/down of portfolio technology investments
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INTERIM CONSOLIDATED STATEMENTS OF LOSS AND DEFICIT

(expressed in Canadian dollars)

Unaudited - Prepared by Management

Three Months Ended December 31,

Year Ended December 31,

. ' 2002 Co2001 2002 - 2001 (audited)
Sanes ‘ » SRR - §'5, 652 981 "§ 1,609,635 - $9,835219" - $5,131,818
Interest and ‘other income € -i - 18,930 1.26,889.. . 64,063 . 226,199
LY 5,671,911, ., " 217636,524 .- 9,899,282 5,358,017
EXPENSES ' B TR S N PR AR ,
Cost of sales 3,565,261 i 1,225,504 0 6,671,254 3,757,798
Operating 1,472,538 398,287 2,727,960 1,582,842
General and admmlstratlon , 179,021 182 177 828 870_; . 817,164
Interest on]ong term, debt . " 19,547 31 973 75,985, © 93,025
Interest other e s 'U31,067 5,058 45,270 © 24114
Markéting: ° 2,763 42,564 75,312 198,858
Professional fees 61,769 25,785 119,958 79,979
Proxy solicitation & related expenses - - 122,588 -
‘ 5,331,966 . 1,911,348 10,667,197 6,553,780
INCOME (LOSS) BEFORE THE T P
FOLLOWING 339,945 (274,324) (767,915) (1,195,763)
Amortization, | (126,224) .(39,289) (189,523) (227,139)
Gain on dlsposal of equxpment 18 423 . 18,423 -
Gain on sale ofMoraga Resources - - 142,854 -
Write-off/down/loss on dlsposa] of long-term
investments " el (697,935 (64,375) (5,306,375)
Write-off of goodwill - ] (1,335,241) - - (1,335,241) -
Foreign exchange (loss) gam _ (51,664) 24,531 (54,034) 322,342
LOSS BEFORE INCOME TAXES (1,154,761) (987,517) (2,249,811) (6,406,935)
INCOME TAXES -
Provision for income taxes (146,680) - (146,680) -
Reduction of income taxes on utilization of
prior period unrecorded losses 146,680 - 146,680 -
NET LOSS FOR THE PERIOD -(1,154,761) (987,517) (2,249 .811) (6,406,935)
DEFICIT - BEGINNING OF PERIOD (9,621,167} (27,345,679) (28,333,196) (21,926,261)
Reduction of stated capital as of January 1,
2002 (note 6) - - 19,807,079 -
(9,621,167) (27,345,679) (8,526,117) (21,926,261)
DEFICIT - END OF PERIOD $(10,775,928) '$(28,333,196) $(10,775,928) $ (28,333,196)
BASIC AND DILUTED NET LOSS PER
SHARE $(0.03) $(0.03) $ (0.07) $(0.21)
WEIGHTED AVERAGE NUMBER OF .
SHARES OUTSTANDING 40,599,302 30,544,357 33,051,206 30,544,357

See accompanying notes.
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INTERIM CONSOLIDATED BALANCE SHEETS

(expressed in Canadian dollars)
Unaudited - Prepared by Management

December 31, December 31,

2002 2001 (audited)
ASSETS N ' S
Current Assets oo R
Cash and cash equivalents - 2,241,994 $ . 4,256,230
Accounts receivable /5,358,500 - ] 384,544
Inventories 1,690,115 272,257 .
Prepaid expenses 460,366 . 61,694
9,750,975 5,874,725
Restricted Cash Equivalents I 568,800 .. . .. .. 826,800
Long-Term Receivable 655,738 . .. R
Long-Term Investments (note 4) 6,101,864 © . 6,449,191
Property, Plant and Equipment 2,053,354 ..., - 637,563 ‘
Intangible Asset, net of amortization of $1,046,544 977,520 , = S T
Deferred Development, net of amortization of $ 69, 699 251,990 ' o -
Goodwill 2,828,836 1,335,241
23,189,077 S . 15,123,520
LIABILITIES ' o
Current Liabilities
Bank advance 237,000 - $:. 315429
Accounts payable and accrued habilities 6,008,178 -+ o 7 793257 .
Deferred revenue and credits 559,418 166,956 ' -
Current portion of long-term debt 64,259 .. - . - 68467
Current portion of warranty obligations 1,162,547 T
Current portion of capital leases 90,806 R
8,122,208 1,344,109
Long-Term Debt 944,707 - a0 1,123,119
Long-Term Warranty Obligations 987,827 . -
Long-Term Capital Leases 212,135 -
10,266,877 2,467,228
SHAREHOLDERS' EQUITY .
Share Capital (note 6) 23,510,598 i 40,917,677
Contributed Surplus 165,305 o -
Deficit (10,775,928) (28,333,196)
Translation Account 22,225 71,811
12,922,200 -° 12,656,292

See accompanying notes.

Approved by the Directors:

“W.W. Staudt”

Director

23,189,077 & . 15,123,520

“G. C. McKinnis”

Director~ " - - i.r



ITech Capital Corp.

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS

(expressed in Canadian dollars)
Unaudited - Prepared by Management

o Three Months Ended December 31, Year Ended December 31,
CASH PROVIDED BY (USED IN) 2002 2001 2002 2001 (audited)
OPERATING ACTIVITIES
Net Loss for the period $  (1,154,761) $ (987,517) (2,241,811 (6,406,935)
Ttems not invoiving cash and cash equwalems
Amortization”™ - 126,224 59,481 189,523 227,139
Write-off/down/loss on disposal of Iong -term - . '
investments - - 697,935 64,375 5,306,375
Write-off ofgoodwﬂl 1,335,241 - 1.335.241 -
Unrealized loss {gain) on cash eqmvalems 8,677 35,757 - 8,677 (239,018)
Gain on disposal of equipment (21,079) - (18,423) (1,112,439)
Gain on sale-of asset - - (142,854) Do -
Decrease in ‘warranty obligation (220,343) - (220,343) -
Decrease in long-term receivable 47,331 : - 47,331 -
121,250 (194,344) (986,284) (1,112,439)
Net change in'non-cash and non- cash
equivalent WOrk]ng capital items (1,485,584) -(9,215) (1,343,849) 116
(1,364,294) (203,55%9) (2,330,133) (1,112,323)
INVESTING-ACTIVITIES
Acquisition of SIRIT Technologxes Inc.
(note 2) 456,439 - (231,949) -
Acquisition of Enviromation Technolomes Inc. (67,200) (118,800) (258,000) (291,600)
Investment in HorizonLive, Inc. - (60,052) (60,818) (297,202)
Property; Plant & Equipment (156,959) (26,665) (193,908) (42,340)
Deferred development (3,829) - (3,829) -
Proceeds on sale of long-term investment - - 343,770 -
Proceeds on sale of Moraga Resources - - 142,854 -
Proceeds on disposal of vehicles - - - 13,092 -
228,451 (205,517) (248,788) (631,142)
FINANCING ACTIVITIES
Repaid long-term debt (17,689) (17,987) (79,847) (64,238)
Restricted cash equivalents 334,249 118,800 525,049 291,600
Notes payable and capital leases 211,317 - 175,085 -
‘ 527,877 100,813 620,287 227,362
UNREALIZED FOREIGN EXCHANGE AND
CASH EQUIVALENT GAINS ON CASH AND
CASH EQUIVALENT IN FOREIGN CURRENCY (50,619) (102,209) (55,602) 183,017
DECREASE IN CASH AND CASH
EQUIVALENTS (658,585) (410,472) (2,014,236) (3,333,086)
CASH AND CASH EQUIVALENTS
- BEGINNING OF PERIOD 2,900,579 4,666,702 4,256,230 5,589,316
CASH AND CASH EQUIVALENTS
- END OF PERIOD 2,241,994 § 4,256,230 $ 2,241,994 4,256,230
CASH AND CASH EQUIVALENTS CONSIST
OF:
Cash and deposit accounts with banks 1,052,975 §$ 164,534 1,052,975 164,534
Short-term commercial paper 1,189,019 4,091,696 1,189,019 4,019,696
- 2,241,994  § 4,256,230 2,241,994 4,256,230

See accompanying notes.
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NOTES TO 2002 FOURTH QUARTER REPORT
For the Three Months Ended December 3 1, 2002
(expressed in Canadian dollars)

Unaudited - Prepared by Management

‘1. Basis of Preparation ‘ : ‘ : : SR
These -interim consolidated financial statements have been’ prepared based on the‘adccounting pollcles and
methods of" their apphcatlon as described in the previously issued- annual consohdated ﬁnancxal statements for
the year endeéd December 31, 2001, excépt as follows: AR

Goodwill ' R C

Effective January 1, 2002, the Company has prospectively adopted thé new accounting standard for goodwxll
whereby goodwill is no longer’amortized, rathér it is reviewed for impairment and on 1mpa1rment loss is
recognized by a charge to earnings when the carrying amount exceeds fair value :

Foreign Exchange : - : ‘

Effective January 1, 2002, the Company has adopted the new accountmg standard for the translanon of monetary
items with a fixed or ascertainable life extending beyond the end of the following fiscal year which has resulted
in the translation of the 8% Promissory Notes being recorded at the current exchange rate instéad of the historical
exchange rate. This change in accounting policy has been applied retroactively with restatement. The impact of
the accounting change on the consolidated balance sheet as at December 31, 2001 is an increase in the recorded
amount of the 8% Promissory Notes, goodwill and restricted cash equivalents of $78,000.and a- reductlon in cash
and cash equivalents of $78,000. ‘ : ‘ -

Stock Based Compensation X : :

The Company has a Stock Option Plan for Key Persons which is descnbed in note 7 (c) to its 2001 annual
financial statements. In addition, there are stock options outstanding that were issued :prior to the
commencement of the Plan and stock options outstanding that were issued in connection with the acquisition of
SIRIT effective November 1, 2002 the latter which are also described in note 2.

Effective January 1, 2002, the Company adopted the new accounting standard for stock-based compensation.
Previously no compensation expense was recognized when stock options were issued. ‘Any consideration paid
by optionees, including by employees, on exercise of stock options was credited to share capital. = Effective
January 1, 2002, the fair value of stock options awarded to non- employees are recorded in the financial
statements. For this purpose members of the board of directors who receive stock compensation for services
provided as a director are treated as employees. Fair value is determined using an option pricing model. The fair
value of a share of non-vested stock awarded is measured at the market price of a share of the same stock as if it
were vested and issued on the grant date. The impact of the accounting standard for stock-based compensation is
presented in notes 2 and 7.

Research and Development

Research costs are expensed as incurred. Development costs are expensed as incurred unless’they meet the
criteria under Canadian generally accepted accounting principles for deferral and amortization. “Deferred
development costs are amortized on a straight-line basis over a five year period.

Intangible Asset ‘
The intangible asset represents acquired technology relating to the acqu1smon of a h]ghway toll d1v1510n and 1s
being amortized over its estimated useful life on the straight-line basis over a ten year period.

Periodically, management considers whether there are any indicators that an impairment in value has occurred in

which case any impairment is measured by comparing the carrying value to the estimated undiscounted amounts
of expected future cash flows.
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2. Acquisition of SIRIT Technologies, Inc.

Effective November 1, 2002, the Company acquired all the 1ssued and. outstandmg shares of SIRIT
Technologies, Inc. (“SIRIT”) in consideration for the issuance of an aggregate 15 million common shares from
the treasury of the Company at an ascribed price of $0.16 per share, an aggregate $2, 400 000, warrants to
purchase an aggregate of 2,500,000 common shares of the Company at a price of $0.13 per share expiring on
September 19, 2004, and stock options to acquire an aggregate of 1,570,777 common shares of the Company to
certain current and former employees, directors and consultants of SIRIT generally.on the terms and conditions
of the stock option plan of the: Company at exercise prices of: between $0.13.and: $3 25.per:, share expiring
between September 6, 2003 and March 27, 2007. The acqursmon 1s accounted for by the purchase method.

Non-current assets acquired, at fair value $ 3,338,803
Liabilities assumed at fair.value - )
‘ Workmg caprta] defcrency mcludmg 5699, 664 of cash acqurred less a. $350 000

bridge loan T P iy 1(1,301,685)
Other non-current habrlmes ' ’ (1,369,036)
Goodwill including $581,613 transaction costs (September 30,2002: $338 388)

. and $165,305 warrant and stock - optron cOosts e e - 2,828,836
Purchase cost - - . P S © 3,146,918
Transaction, warrant and stock optlons costs . . (746,918)

Consrderanon pard by issue- of 15,000,000 common shares at $0 16 per share _ $ 2,400,000

3. Wnte OffofGoodwnl] : L : S e
Following a review of the carrying value of the Company s wholly owned subsidiary, Enviromation
Technologies, Inc. in the 2002 fourth quarter, a provision for impairment was recorded by the write-off of the
$1, 335 241 unamortrzed goodwr

4. Long-Term lnvestments S :
- Descriptions and recorded amounts of: long -term. mvestments are summarlzed as follows:

December 31, December 31,

B - 2002 2001
. (a) Medsite, Inc.: 520,466 preferred stock. ‘ $3,932,577 $ 3.932,577
. Provides online solutions and phanmaceutical liaison to physicians.
() Applied Data Systems, Inc.: 294,986 preferred stock. 739,502 739,502
~ Designs, develops and markets "application ready” émbedded systems solutions.
C© Honzon Live, Inc: 714592 preferred stock, 285 408 coininon stock, 450,000 common - 409,785 348,967
stock purchasé warrants and $351,000 (US$225,000) convertible promissory notes.
{December 31, 2001 — 714,592 preferred stock, 285,408 common stock, 375,000
-commorn: stock puirchase warrants'and $291,375 (US$187,500) convertible promissory
notes).
Provides online interactive group leaming and collaborative solutions..
(d Paradyne Networks, Inc.: 64,402 common stock (December 31, 2001 — Elastic - 408,145

Networks, Inc.: 281,479.common stock). . Effective March 5, 2002 Elastic stock was
exchanged for stock of Paradyne upon completion of a merger. Thei investment was
sold on June 28, 2002. '
Develops carrier-class, high —speed network access solutions.

(&) Loma de Niquel Holdings Ltd.: iTech has a 0.75% participation interest in the Loma de 1,020,000 1,020,000
Niquel laterite nickel mine located in Venezuela.

$6,101,864 - § 6,449,191
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5. Segmented Information : : ‘
The Company and its subsidiaries operate in the technology sector in three reportable business segments.

As of December 31, the Company’s- assets by segment are as follows:

2002 2001
Radio frequency identification busmess : $13,068,414 $ -
Process controls busmess N e 2,962,377 4,342.423
Portfolio investments.business . 7,158,286 - 10,781,097

$23,189,077 $ 15,123,520

" Asof December.3l, the Coihp’éﬁy’s assets by geog};fphic segment are as follows:

2002
- . Process Portfolio e
-Rafixo F_requen.cy " Controls Investments © -~ Totai
) Identification Business. . . ) y
Business Business - - :

Canada $ 5,113,977 $ = - $1,056,422 - ¢ % 6, 170 399
United States . 6,510,117 2,962,377 5,081,864 - ~-14,554,358
Caribbean & South Tl : S ‘ R
America ) - - 1,020,000 1 020 000
United Kingdom & ‘ . ) ]
Europe 1,444,320 L s 1,444.320

7 $13,068,414 $2,962,377 $7,158286 ' $23,189,077" "

The $2,828,836 goodw111 of SIRIT (the Radio Frequency Identification Business Segment) is included above in

Canada.
2001
Process Portfolio ‘
Controls Investments Total
‘ Business Business '

Canada $ - $ 2,529,860 $ 2,529,860
United States 4,342,423 5,429,191, 9,771,614
Caribbean & South America - 2,822,046 2,822,046

$4,342,432 $ 10,781,097 $ 15,123,520

The $1,335,241 goodwill of Enviromation (the Process Controls Business Segment) fs included above in the
United States.
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For the three months ended December 31, the Company’s revenue and expenses by reportable business segment are

as follows: ., :
Three Months Ended
December 31, 2002
Radio .
Frequency Process Controls - Portfpyq
- Identification Business \;I‘“V?E-‘.“‘e",‘? Total
. " Business
Business e

Revenue $ 3,942,364 $  1,718990 $ 10557 $ 567191
Expenses 3,463,073 1,625,340 243,553 5,331,966
Income (loss) before the following 479,291 93,650 (232,996) (339,945)
Amortization . (104918) . (19271) (2,035) (126,224)
Gain (loss) on disposal of equipment 21079 T (2,656) . 18,423
Write-off of goodwill - (1,335,241) - (1,335,241)
Foreign exchange loss i (19,348) - (32,316) (51,664)
Income {loss) before income taxes 376,104 BT (1;263’;51 8) (267,347) (1,154,761)
Provision for income taxes {146,680) oo e - {146,680)
Reduction of income taxes on utilization of

prior period unrecorded losses 146,680 - - - - 146,680
Net Income (Loss) For The Period $ 376,104 $ (1,263,518)  §  (267347) § (1,154,761)

The revenue and expense for the Radio Frequency Identification business segment is for the two month period
from'November 1, 2002, the date of the acquisition of SIRIT, to December 31, 2002.

Three Months Ended
December 31, 2001
Process Controls Portfolio
. Investments
Business . Total
Business
Revenue $ 1,610325  § 26,199 § 1,636,524
Expenses 1,662,615 248,733 1,911,348
Loss before the following (52,290) (222,534) (274,824)
Amortization o (37,496) (1,793) (39,289)
Write-off/down/loss on disposal of long-term
investments ’ - (697,935) (697,935)
Foreign exchange gain - 24,531 24,531
Net Loss For The Period $ (89,786) 3 (897,731) % (987,517)

For the three months ended December 31, the Company’s revenues by geographic segment are as follows:

Three Months Ended
December 31, 2002
Radio Frequency Process Portfolio
Identification Controls Investments Total

Business Business Business
Canada S 104,753 % - 3 7333 % 112,086
United States 3,480,963 1,718,990 1,381 5,201,334
Caribbean & South America 8,138 - 1,843 9,981
United Kingdom & Europe 308,643 - - 308,643
Asia 39,867 - - 39,867
$ 3942364 § 1,718,990 § 10,557 § 5,671,911
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Of the $3,942,364 revenue in the Radio Fréquency Identification business segment, three individual customers
account for 30.0, 21.4 and 13.7 percent, .respectively, of the total.

Three Months Ended
December 31,2001 ) -,
Portfolio -
Process C ontrols Investments 1, Total
Business .
. S Business L
Canada $ - 3 12,948 § . 12,948 ..
United States - 1,610,325 4,585 1,614,910 -
Caribbean & South America = . . . - 8,666 8,666
ST 8 1610325 8 26,199 § 1,636,524

_For the year ended December 31, the Company’s revenue and expenses by reportable business segment are as

follows: o IR
2002
];’ri;l:::?lcy Process Portfolio
h A Controls Investments Total
Identification R .
. Business Business
Business
Revenue $ 3,942,364 $ 5,902,068 $ 54,850 . $9,899.282
Expenses 3,463,073 6,057,396 1,146,728 10,667,197
Income (loss) before the following 479,291 (155,328) (1,091,878) (767,915)
Amortization (104,918) (76,465) (8,140) (189,523)
Gain on disposal of equipment 21,079 (2,656) - , 18,423
Gain on sale of asset - - 142,854 - =+ . +142,854
Loss on-disposal of long-term S e
investment ’ - T = (64,375) (64,375)
Write-off of goodwill ‘ ‘ - (1,335,241) ‘ . 2 C (1,335,241)
Foreign exchange loss (19,348) - (34,686) . . (54,034)
Income (loss) before income taxes 376,104 (1,569,690) (1,056,225) (2,249,811)
Provision for income taxes ~ (146,680) . - - - R (146,680)
Reduction of income taxes on ‘ : .
utilization of prior period unrecorded _ o e
losses , 146,680 - - 146,680
Net Income (Loss) for the Year ‘ $376,104  $(1,569,690))  $(1,056,225) $ (2,249,811)

The revenue and expense for the Radio Frequency ldentification business segment is for the two month period
from November 1, 2002, the date of the acquisition of SIRIT, to December 31, 2002.

- 2001

Process Portfolio ‘

Controls Investments Total. .

Business Business
Revenue - C 85,135,309 $ 222,708 7 $5,358,017
Expenses ‘ ‘ 5,457,779 1,096,001 6,553,780
Loss before the following (322,470) (873,293 . (1,195,763)
Amortization (221,207 - (593 T T (227,139)
Write-off/down/loss on disposal of long-term investments - (5,306,375) -(5,306,375)
Foreign exchange gain - ©322,3420 - - 7 322342
Net Loss for the Year $(543,677)  $(5,863,258) . $'(6,406,935)
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For the year ended December 31, the Company’s revenues by geographic segment are as follows:

2002 L

Radio Frequency Process Portfolio
. . . Controls Investments Total
Identification Business . .
Business Business
Canada $. 104,753 $ - $ 24,729 $ 129482
United States EENE .-3,480,963 5,902,068 14,109 9,397,140
Caribbean & South W Ty T
America . : | 8,138 - 16,017 . 24,150
United Kingdom &~
Europe : 308,643 - - 308,643
Asia, - 39,867 - - 39,867
— '$3,942 364 $ 5,902.068 $ 54,850 $ 9,899,282

Of the $3,942,364 revenué in the Radio Frequency Identification Business Segment, three individual customers
account for 30.0, 21.4 and 13.7 percent, respectively, of the total.

2001
Process Portfolio
"Controls Investments Total

Business Business
Canada . $ - $ 39,954 $ 39954
United States 5,135,309 36,910 5,172,219
Caribbean & South Amgri:ca - 145,844 145,844
L SRR $ 5,135,309 $ 222,708 $5,358,017

Réduction of Stated Capital

At the April 25, 2002 annual and special meeting of the Company, its sharcholders approved a reduction
of the Company’s stated capital by $19,807,079 to be recorded during the second quarter of 2002 with
effect as of January 1, 2002. The impact of the reduction on the consolidated balance sheet is a reduction

in share capital and a corresponding reduction in deficit.

Stock Based Compensation

in April and September 2002, the Company granted stock options, pursuant to the Stock Option Plan for Key

Persons (the “Plan™) to directors and an officer of the Company totalling 1,450,000 common shares. Had the
. Company determined compensation costs on this Plan based on the fair value at the grant date consistent with

the fair value method of accounting for stock-based compensation, the Company’s net loss for the year and
" basic and diluted loss per share would have been increased to the proforma amounts indicted below.

L o ) Three Months Ended December 31, Year Ended December 31,
o ' 2002 2002
Net loss for the period:
As reported $(1,154,761) $(2,249811)
Proforma (1,154,761) $(2,395,667)
Basic and diluted loss per-share:
As reported ST $ (0.03) $(0.07)
Proforma $ (0.03) $(0.07)

_ The fair value of options included in the proforma amounts presented above has been estimated using an option-
pricing model. Assumptions used in the pricing model are as follows:

Risk-free interest rate
Expected ]]“‘fe}‘_h’_ .
Expected: volatility

" Expected:dividends

4.61%

o J.years,
" 80%

nil
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In connection with the Company’s acquisition of SIRIT effective November 1, 2002, stock options totalling
788,770 were granted to employees. Had the Company determined compensation costs based on the fair value
of these options at the grant date consistent with the fair value method of accounting for stock-based
compensation, the Company’s purchase cost of SIRIT would have been increased by $59,628 to the proforma
amount of $3,206,546 from the recorded amount of $3,146,918 (note 2).

The fair value of options included in the proforma amount presented above has been estimated using an option-
pricing model. Assumptions used in the pricing model are as follows:

a) Risk-free interest rate 3.69%
b) Expected life 3.6 years
c) Expected volatility 80%
d) Expected dividends nil

8. Subsequent Event

On January 2, 2003, SIRIT entered into a US $2.89 million radio frequency identification design and
installation services contract. In order to obtain the bond for the contract, SIRIT has provided $1,422,000
(US $900,000) in cash as collateral to the surety which provided the bond. SIRIT anticipates completing
the contract by December 2003 at which time, pursuant to the terms of the contract and bond, US $750,000
of the above-referenced cash collateral will be returned to SIRIT and the US $150,000 cash balance
returned at the completion of the subsequent twelve month warranty period. The Company has provided
the contract owner with a guarantee of performance for the value of the contract.
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