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QUARTERLY AND YEAR END REPORT

BC FORM 51-901F
(previously FORM 61)

BRITISH COLUMBIA SECURITIES COMMISISION

ISSUER DETAILS DATE OF REPORT
NAME OF ISSUER FOR QUARTER ENDED YY/MM/DD
STRATEGIC TECHNOLOGIES INC. December 31, 2003 2004 /02 / 27
ISSUER ADDRESS
BLDG. A, UNIT 102, 17802 — 66" AVENUE,
CITYy PROVINCE POSTAL ISSUER FAX NO. ISSUER TELEPHONE NO.
CODE

(604 )576-0436 | (604 ) 576-8658
SURREY B.C. V3S 7X1
CONTACT NAME CONTACT POSITION CONTACT TELEPHONE NO.

Lynn Blakeway

V-P, Service Ops.

(604 ) 576-8658
Ext. 223

CONTACT EMAIL ADDRESS

Iblakeway@strategic-tech.com

WEB SITE ADDRESS

www,strategic-tech.com

CERTIFICATE

The three schedules required to complete this Quarterly Report are attached and the disclosure contained
herein has been approved by the Board of Directors. A copy of this Quarterly Report will be provided to any

shareholder who requests it.

DIRECTOR'S SIGNATURE PRINT FULL NAME DATE SIGNED
Y M D
“D.H. Blakeway” Douglas H. Blakeway 2004 / 02 / 27
DIRECTOR’S SIGNATURE PRINT FULL NAME DATE SIGNED
Y M D
“1. Brown” lan Brown 2004 7/ 02 / 27




Consolidated Balance Sheets (Unaudited)

ASSETS
Current
Cash
Accounts receivable
Inventory
Prepaids and deposits

Property and equipment
Other assets and goodwill

LIABILITIES

Current
Accounts payable
Customer deposits
Loans payable

SHAREHOLDERS EQUITY
Share capital

Subscription for shares
Cumulative translation adjustment
Contributed surplus

Deficit

Segment Information
First Quarter Ended December 31

Revenues - Electronic Monitoring
Revenues - Law Enforcement

Net Income (Loss)
Elecironic Monitoring
Law Enforcement

Capital Expenditures
Electronic Monitoring
Law Enforcement

DECEMBER 31 SEPTEMBER 30

Geographic Segmentation - Property and equipment

Canada
United states
Other

STRATEGIC Technologies Inc.

2003 2003

$ $
346,705 621,499
735,260 472,076
1,207,829 1,141,650
65,833 62,793
2,355,627 2,298,018
400,763 418,906
113,267 111,361
2,860,657 2,828,285
688,100 354,511
50,453 66,908
108,934 108,934
847,487 530,353
12,489,584 12,171,484
; 318,100
(127,726) (119,108)
81,272 43,250

(10,420,960) _ (10,115,794)
2,022,170 2,297,932
2,869,657 2,828,285

2003 2002

$ $

295,992 431,950
711,684 828,301
1,007,676 1,260,251

(238,430) {177,551)
(28,714) 12,897
18,190 50,195
3,958 808
358,502 359,631
15,281 16,506
26,980 16,240
400,763 392,377

Consolidated Statements of Earnings (Unaudited)
FIRST QUARTER ENDED DECEMBER 31

2003 2002
$ $
Revenues 1,007,676 1,260,251
Cost of Sales 641,112 791,429
Gross profit 366,564 468,822
Expenses
General and administration 291,091 297,889
Stock based compensation (note 3) 38,022 -
Depreciation and amortization 39,769 44,291
Sales and marketing 168,016 153,358
Research and development 116,482 95,184
653,380 590,722
Loss from operations {286,816) (121,900)
Other
Interest, bank and visa charges 4,342 23,539
Foreign exchange loss 14,008 8,800
Loss on disposal of equipment - 321
18,350 32,660
Net loss {305,166) (154,560)
Basic net loss per share ($0.03) ($0.02)
Diluted net loss per share ($0.02) ($0.01)
Weighted average number of shares
Basic 11,716,717 9,066,717
Diluted 12,252,717 15,666,013
Consolidated Statements of Deficit (Unaudited)
FIRST QUARTER ENDED DECEMBER 31
2003 2002
$ $
Deficit, beginning of period (10,115,794)  {9,961,234)
Net loss (305,166) (154,560)
Deficit, end of period (10,420,960) (10,115,794)




Consolidated Statements of Cash Flows (Unaudited) Corporate Office:

FIRST QUARTER ENDED DECEMBER 31 STRATEGIC Technologies Inc.
2003 2002 Building A, Unit 102
$ $ 17802 - 66th Avenue
Cash flows, operating activities Surrey, British Columbia V3S 7X1
Net income (loss) (305,166) (154,560) Telephone: (604) 576-8658
Adjustments for: Facsimile:  (604) 576-0436
Depreciation and amortization 39,769 36,619 Website: http://www.strategic-tech.com
Stock based compensation expense 38,022 - email: strategic@strategic-tech.com
Accretion/amortization of financings - 9,300
Exchange adjustment (8,183} (1,382) Wholly owned subsidiaries
CSV increase, life insurance (1,818) (3,788) Tactical Technologies Inc.
67,790 40,749 1701 Second Avenue

Folsom, PA 19033
Changes in non-cash working capital

(Increase) in accounts receivable (263,183) (298,132) STRATEGIC Monitoring Services, Inc. (Inactive)
(Increase) decrease in inventories (66,181) 23,448 CAPSTONE Technologies Inc. (inactive)
Decrease in prepaids (3,040) 8,306
Increase in accounts payable 334,129 (58,119) Legal Counsel & Records Office
Increase (decrease) in deposits (16,995) 20,296 Lang Michener
(15,270) (304,200) 1500 - 1055 West Georgia Street
Cash flows used in operating activities (252,646) (418,011) Vancouver, British Columbia VBE 4N7
Attention: Mr. B. Zinkhofer
Cash flows, investing activities Registrar and Transfer Agent
Increase in agreement receivable - (1,347) Computershare Investor Services Inc.
Equipment acquisitions (22,148) (51,003) 4th Floor, 510 Burrard Street
Cash flows used in investing activities (22,148) (52,350) Vancouver, British Columbia V6E 3X1
Cash flows, financing activities CORPORATE AUDITORS
Proceeds from loans payable - 11,250 Deloitte & Touche LLP
Repayment of loans payable - (70,198) 2800 - 1055 Dunsmuir Street
Cash flows used in financing activities - (58,948) Vancouver, British Columbia V7X 1P4
Attention: Mr. Thomas Kay
Net decrease in cash (274,794) (529,309)
BANKERS
Cash, beginning of period 621,499 1,618,014 The Toronto Dominion Bank
Cash, end of period 346,705 1,088,705 10435 King George VI Highway

Surrey, British Columbia V3T 4X1
Supplementary Cash Flow Disclosure

Interest paid 2,421 2,162 STOCK EXCHANGE LISTING
Income taxes paid 8,271 - Canadian Venture Exchange
Symbol - STI In the USA, Sec. 129

exemption file #82-1548

Share Capital at December 31, 2003
The authorized capital is 25,000,000 NPV shares. Issued
and outstanding 13,317,269 NPV shares.

STRATEGIC Technologies Inc.




Notes to the Consolidated Financial Statements (Unaudited)
December 31, 2003 and 2002

1. NATURE OF OPERATIONS

The Company manufactures electronic curfew monitoring systems which monitors the curfew compliance of offenders
who are in correctional systems in the U.S A, Australia and France. The Company sold its direct distribution assets in
the U.S.A. during fiscal 2002. The Company also designs and sells sophisticated communication surveillance and
intelligence gathering equipment for the law enforcement and defense industries in the United States and Canada.

2. SIGNIFICANT ACCOUNTING POLICIES

The accompanying unaudited consolidated financial statements are prepared in accordance with accounting principles
generally accepted in Canada and are consistent with those described in the annual consolidated financial statements for
the year ended September 30, 2003.

These unaudited interim consolidated financial statements should be read in conjunction with the Company's annual
consolidated financial statements for the year ended September 30, 2003 as set out in the Company's Annual Report.

3. STOCK BASED COMPENSATION

The fair value of stock options are determined, at the date of grant, using the Black-Scholes option pricing model. The
estimated weighted-average fair value of these options was determined using the following weighted-average
assumptions:

Fair value of options $ 0.40

Risk-free interest rate 3.50%
Expected hold period 1o exercise 4 years
Volatility in the stock price 86.25%
Dividend yield 0%

4. SUBSEQUENT EVENT

The Company has executed a letter of intent to purchase On Guard Plus Limited, a privately held U.K. corporation which
provides offender monitoring services and technologies primarily in Europe. The terms of acquisition are US$1.5 million
payable over one year in three tranches of $500,000 each and 1 million common shares. Additional contingent consideration
payable is calculated as 6.5% of revenues derived from existing and certain forecasted On Guard contracts in the event
such revenues exceed US$3 million per year during the five years after closing of the acquisition.

The Company has entered into a financing agreement with a syndicate of underwriters which will offer $2.7 million Strategic
Units (share and half warrant) at between $0.40 and $0.45 per Unit with an initial tranche of $700,000 to be completed as a
bought deal and the balance by short form offering document and private placement. The bought deal and private placement
Units will have a four month hold and the balance will be freely tradable through the TSX Venture Exchange. Each whole
warrant will be exercisable for 24 months from issuance. The underwriters have reserved a 60 day 25% over alloiment
option and will receive an 8% commission on Units placed and a 12% option to purchase additional Units for a 24 month
period at the offering price and a work fee. The financing and On Guard acquisition are interdependent and subject to TSX
Venture Exchange approval.

STRATEGIC Technologies Inc.



1.

SCHEDULE B
SUPPLEMENTARY INFORMATION

ANALYSIS OF EXPENSES AND DEFERRED COSTS
As detailed below:
Breakdown of Expenditures
1st Quarter ended December 31, 2003

2003 2002

Cost of Sales
Labour $162,561 $203,834
Material 431,019 532,756
Overhead 47,532 54,808

$641,112 $791,398

2003 2002
General & Administration

Bad debts (recovery) ($512) $8,909
Equipment maintenance, lease 9,735 5,689
General 14,619 14,986
Insurance 16,713 13,613
Management 105,715 125,834
Office 5,892 -255
Premises 28,383 31,270
Professional fees 23,309 24,273
Telephone 10,809 10,824
Office wages & benefits 76,428 62,846

$291,091 $297,889

RELATED PARTY TRANSACTIONS
All related party transactions were in the normal course of business as set out in Note 13 of the Annual
Financial statements.

SUMMARY OF SECURITIES ISSUED AND OPTIONS GRANTED DURING THE PERIOD
a) Summary of securities issued during the period:
On October 27,2003, the Company completed a private placement for 1,000,000 common share at
$0.33 per share with a half warrant attached for 500,000 common shares at $0.44.
b) Summary of options granted during the period:
In October, the Company granted options totaling 944,000 shares at $0.40 per share. The
options expire October 15, 2008.
SUMMARY OF SECURITIES AS AT THE END OF THE REPORTING PERIOD

a) Description of authorized share capital
25,000,000 common shares without par value




d)

Number and recorded valtue for shares issued and outstanding
There are 13,317,269 shares value issued and outstanding at a recorded value of $12,489,584.

Description of options, warrants and convertible securities outstanding
i)  Warrants:

Shares issued in a private placement have warrants attached which, if exercised would result in the
issuance of 700,000 common shares at $0.26 for proceeds of $182,000.

Shares issued in a private placement have warrants attached which, if exercised would result in the
issuance of 500,000 common shares at $0.44 for proceeds of $220,000.

ii) Options:
Name No. of Shares Price Expiry date
Directors and Officers 405,000 $0.40 October 15, 2008
Employees 139,000 $0.40 October 15, 2008
Consuitants 400,000 $0.40 October 15, 2008

Number of shares in each class of shares subject to escrow or pocling agreements.
53,571 escrow shares

LIST THE NAMES OF THE DIRECTORS AND OFFICERS AS AT THE DATE THIS REPORT IS SIGNED AND

FILED.

Douglas H. Blakeway, President, Chief Executive Officer and Director

fan M. Brown, Vice-President, Finance, Chief Financial Officer, Secretary and Director
Kenneth R. Tolmie, Director

Bernhard J. Zinkhofer, Director

Lynn Blakeway, Vice-President, Service Operations

Steve Rosset, Vice-President, Technical Operations

Rich Snyder President, Tactical Technologies Inc.



SCHEDULE C
MANAGEMENT DISCUSSION

Report to our Shareholders

General Overview

Over the last 13 years Strategic has established itself as a reputable international wireless RFID (radio frequency
identification device) manufacturer competing in the offender curfew monitoring business with its 19,000 square foot
corporate head office, design and manufacturing facility located in Surrey, British Columbia. In January, 2004
Strategic announced the success of a first quarter initiative which is the planned acquisition of On Guard Plus Limited,
a leading UK-based service and technology provider to corrections agencies. On Guard’s products, services and
international customers are an ideal fit for Strategic. Strategic’s wholly owned subsidiary, Tactical Technologies Inc.,
has manufacturing facilities in Folsom, Pennsylvania. Strategic has developed innovative and widely recognized
proprietary Wireless Local Loop Solutions for tracking assets and persons-of-interest to law enforcement officials.

Strategic will be the headquarters for operations in North America and Europe. The On Guard acquisition is described
further below. RFID is a rapidly emerging wireless technology with broad applications in monitoring and processing
information about products and people. RFID applications are having an increasingly important impact on our lives, in
the area of wireless connectivity, security, tracking and reporting of information related to goods, vehicles and people.
These advanced computer based technologies are marketed internationally. In August, 2002, the Company sold its
electronic curfew monitoring assets and certain liabilities located in the United States to Sentinel Offender Services,
LLC. Sentinel entered into an exclusive Purchase Agreement for electronic curfew monitoring equipment with the
Company for an initial four year term.

Results of Operations

The consolidated financial statements for the three months ended December 31, 2003 include the results and financial
position of Strategic Technologies Inc. and its wholly owned subsidiary, Tactical Technologies Inc. The Company
derives the majority of its revenues in United States dollars.

Consolidated revenues for the first quarter ended December 31, 2003 were $1,007,676 compared to $1,260,251 for
the same period last year, a decrease of $252,575. The reduction in revenues is mainly atiributable to the rise in
Canadian doflar which reduced revenues by $199,303. Revenues, excluding the impact of the change in the exchange
rate, decreased $67,720 for the electronic monitoring division while the law enforcement division revenues increased
$14,448.

Total gross profit for the first quarter was 36% of revenues and $366,564 compared to 37% and $468,822 in the prior
year. The decrease in gross profit is attributable to product mix of sales and the conversion to an equipment
manufacturer with minimal rental revenues during the first quarter of both years.

Expenses increased 9% to $653,380 from $590,722 in 2002. Research and development costs increased $21,298 with
the addition of two engineering staff at Tactical. The sales and marketing expenses also increased at Tactical by
$14,658 as compared to the prior year. The Company issued 944,000 options to employees and consultants in
October, 2003 resulting in stock based compensation expense of $38,022 in 2003. The Company continues to monitor
its expenses closely and looks for further efficiencies that may be implemented to contro! or reduce expenses.

The net loss for the first quarter was $305,166 and $0.03 per share, an increase of $150,606 from the loss of $154,560
and $0.02 per share for the comparative period. The increased loss is mainly attributable to the strengthening of the
Canadian dollar.

Tactical Technologies Inc., a wholly owned subsidiary of Strategic, had sales of $711,684 compared to $828,301 in the
prior year. The decrease in revenues is the result of the rise in the Canadian dollar as sales increased $14,448 using
comparable exchange rates. Tactical had a loss of $28,714 compared to net income of $12,897 in the 2002 first
quarter. Tactical ended the first quarter with an order backlog for equipment of approximately $2,590,000.

Financial Position
Working capital at December 31, 2003 was $1,508,140, a decrease of $259,525 from September 30, 2003.




Operating activities used cash of $252,646 compared to using cash of $418,011 in 2002. The net loss of $267,144
accounted for the majority of the cash used in operating activities. Investments in new equipment used cash of $22,148
compared to $51,003 in 2002,

Looking forward

Entering the second quarter of fiscal 2004, Strategic continues to commercialize RFID products and software;
incorporating sopbhisticated radio frequency wireless communications technology to relay critical information for
customers. Strategic launched its iTRX Series of curfew monitoring equipment in the first quarter of 2004. The
response from customers has been positive and Strategic has experienced an increase in demand for its products.
With our focus on core strengths and our alliance with Sentinel in the United States, the Company should achieve
positive results by its third quarter of fiscal 2004 excluding On Guard.

The Company has executed a letter of intent to purchase On Guard Plus Limited, a privately held U.K. corporation
which provides offender monitoring services and technologies primarily in Europe. The terms of acquisition are US$1.5
million payable over one year in tranches of $500,000 each and 1 million common shares. Additional contingent
consideration payable is calculated at 6.5% of revenues derived from existing and certain forecasted On Guard
contracts in the event such revenues exceed US$3 million per year during each of the five years after closing of the
acquisition.

On Guard has historically experienced gross revenues in the $5 million range and has netted about 10% of this
revenue. It has invested in R&D and has rights to a number of innovative products which it has both developed and
licensed-in. On Guard also has operations through a US subsidiary and employs a staff of 14. It has historically
distributed most of its net income and expenses its R&D so that it has a nominal book value.

The Company has entered into a financing agreement with a syndicate of securities dealers which will offer $2.7 miilion
Strategic Units comprised of one common share at $0.40 and $0.45 each and one half warrant to purchase one
additional share at $0.50 and $0.60 each. The initial tranche of $700,000 is to be completed as a bought deal and the
balance by short form offering document and private placement. The bought deal and private placement Units will have
a four month hold and the balance will be freely tradable through the TSX Venture Exchange. Each whole warrant will
be exercisable for 24 months from issuance. The dealers have reserved a 60 day 25% over allotment option and will
receive an 8% commission on Units placed and a 12% option to purchase additional Units for a 24 month period at the
offering price. The Company will pay a $25,000 work fee to the syndicate. The financing and On Guard acquisition are
interdependent and are both expected to complete in the second quarter ending March 31st, 2004.

Doug H. Blakeway lan M. Brown
President & CEO Vice President & CFO

STRATEGIC Technologies Inc.
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QUARTERLY AND YEAR END REPORT

BC FORM 51-901F
(previously FORM 61)

BRITISH COLUMBIA SECURITIES COMMISISION

ISSUER DETAILS DATE OF REPORT
NAME OF ISSUER FOR QUARTER ENDED YY/MM/DD
STRATEGIC TECHNOLOGIES INC. March 31, 2004 2004 /05 /27
ISSUER ADDRESS

BLDG. A, UNIT 102, 17802 - 66" AVENUE,

CITY PROVINCE POSTAL ISSUER FAX NO. ISSUER TELEPHONE NO.
CODE

(604 ) 576-0436 (604 ) 576-8658
SURREY B.C. V38 7X1
CONTACT NAME CONTACT POSITION CONTACT TELEPHONE NO.
Lynn Blakeway V-P, Service Ops. | ( 604 ) 576-8658

Ext. 223
CONTACT EMAIL ADDRESS WEB SITE ADDRESS
Iblakeway@strategic-tech.com www strategic-tech.com
CERTIFICATE

The three schedules required fo complete this Quarterly Report are attached and the disclosure contained
herein has been approved by the Board of Directors. A copy of this Quarterly Report will be provided to any
shareholder who requests it.

DIRECTOR’'S SIGNATURE PRINT FULL NAME DATE SIGNED
Y M D
“D.H. Blakeway” Douglas H. Blakeway 2004 / 05 / 27
DIRECTOR'S SIGNATURE PRINT FULL NAME DATE SIGNED
Y M D
“l. Brown” lan Brown 2004 7/ 05 / 27




Consolidated Balance Sheets (Unaudited)
March 31 September 30

Prepared by Management
Expressed in Canadian Dollars

ASSETS
Current
Cash
Accounts receivable
Inventory
Prepaids and deposits

Investment & advances - affiliated
Property & equipment
Other assets

LIABILITIES

Current
Accounts payable
Customer deposits
Loans payable

Deferred income taxes

SHAREHOLDERS EQUITY
Share capital

Subscription for shares
Cumulative translation adjustment
Contributed surplus

Deficit

Segment Information (Six Months)
Revenues - Electronic Monitoring
Revenues - Law Enforcement

Net Income (Loss)
Efectronic Monitoring
Law Enforcement

Capital Expenditures
Electronic Monitoring
Law Enforcement

2004 2003
$ 3

690,142 621,499
1,163,326 472,078
963,559 1,141,650
86,761 62,793
2,903,788 2,298,018
132,511 -
1,595,105 418,906
2,094,170 111,361
6,725,574 2828285
1,708,120 354,511
472,551 66,908
1,307,443 108,934
3,488,114 530,353
54,131 -
13,617,719 12,171,484
. 318,100
(112,939) {119,108)
129,613 43,250
(10,451,064) (10,115,794)
3,183,320 2,297,932
6,725,574 2,828,285
949,546 521,719
2,462,867 2.266,789
3,412,413 2,788,508
(609,305) (687,024)
277,480 279,495
(331,825)  (407,529)
131,384 100,063
648 808

Corporate Office:

STRATEGIC Technologies Inc.
Building A, Unit 102

17802 - 66th Avenue

Surrey, British Columbia V38 7X1
Telephone: (604) 576-8658

Facsimile:  (604) 576-0436

Website: strategic-tech.com

eMait: strategic@strategic-tech.com

Wholly owned subsidiaries
Tactical Technologies Inc.
Folsom, PA , USA

Website: tacticaltechnologies.com

On Guard Plus Limited
Manchester, England
Website: onguard-plus.com

STRATEGIC Monitoring Services, Inc.(inactive)
Capstone Technologies Inc.(Inactive)

Legal Counsel & Records Office
Lang Michener
Vancouver, British Columbia

Registrar and Transfer Agent
Computer Share Investor Services Inc.
Vancouver, British Columbia

Corporate Auditors
Deloitte & Touche LLP
Vancouver, British Columbia

Investor Relations
Ascenta Capital Partners Inc.
Vancouver, British Columbia

Stock Exchange Listing
TSX Venture Exchange Symbol - STI
In the USA, Sec. 12g - exemption file #82-1548

Share Capital at March 31, 2003
The authorized capital is 25,000,000 NPV shares. Issued
and outstanding 16,515,839 NPV shares (fully diluted 20,378,409)

This quarterly statement contains information (to the extent not based on historical events) that may constitute forward-looking statements.
Forward-looking statements include, without limitation, statements evaluating market and general economic conditions in the preceding sections,
as well as 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-locking statements are subject to certain
risks and uncertainties that could cause actual results to differ dramatically. 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 fegal proceedings and negotiations, industry supply levels, competitive pricing pressures and misjudgments in the course of preparing

forward-looking statements.

STRATEGIC Technologies Inc.

See Accompanying Notes



Consolidated Statements of Earnings (Unaudited)
SECOND QUARTER ENDED MARCH 31

Prepared by Management 2004 2003
Expressed in Canadian Dellars $ 3
Revenues 2,404,736 1,628,339
Cost of Sales 1,345,548 928,308
Gross profit 1,059,188 600,031
Expenses
General and administration 436,812 290,851
Stock based compensation (note 3) 48,341 -
Depreciation and amortization 69,124 40,319
Sales and marketing 289,432 186,786
Research and development 126,289 120,772
969,998 638,728
Income (loss) from operations 89,190 (38,697)
Other
interest, bank and visa charges 27,304 50,308
Foreign exchange loss 18,792 73,964
(Gain) loss on disposal of equipmer: (2,594) 50,826
43,502 175,098
Income (loss) before income taxes 45,688 (213,795)
Income taxes 72,346 -
Net loss (26,658) (213,795)
Basic net loss per share $ (0.00) $ (0.02)
Diluted net loss per share $ {0.00) $ (0.02)
Weighted average number of shares
Basic 13,882,894 9,112,935
Dituted 14,924,040 10,268,458
Consolidated Statements of Deficit (Unaudited)
SECOND QUARTER ENDED MARCH 31
Prepared by Management 2004 2003
Expressed in Canadian Dollars $ $
Deficit, beginning of period {10,420,961)  (9,487,819)
Net loss {26,658) (213,795)
Deficit, end of period (10,447,619)  (9,701,614)

STRATEGIC Technologies Inc.

Consolidated Statements of Earnings (Unaudited)

SIX MONTHS ENDED MARCH 31
Prepared by Management
Expressed in Canadian Dollars

Revenues
Cost of Sales

Gross profit

Expenses
General and administration
Stock based compensation (note 3)
Depreciation and amortization
Sales and marketing
Research and development

Loss from operations

Other
Interest, bank and visa charges
Foreign exchange loss
(Gain) foss on disposal of equipment

Loss before income taxes
Income taxes

Net loss

Basic net {oss per share
Diluted net loss per share

Weighted average number of shares
Basic
Diluted

Consolidated Statements of Deficit (Unaudited)

SIX MONTHS ENDED MARCH 31
Prepared by Management
Expressed in Canadian Dollars

Deficit, beginning of period

Net loss
Deficit, end of periocd

See Accompanying Notes

2004 2003

$ $

3,412,413 2,788,472
1,987,050 1,721,135
1,425,363 1,067,337
727,003 588,739
86,363 -
108,503 83,183
457,450 340,145
242,171 215,956
1,622,990 1,278,023
(197,627)  (160,686)
31,646 73,847
32,800 77,999
(2,594) 51,145
61,852 202,991
(259,479)  (363.677)
72,346 -
(331,825) (363,677}

$ {0.03) $§  (0.04)
$ {0.02) $  (0.04)
13,225,082 9,105,232
14,078,155 10,084,346
2004 2003

$ $
(10,115,794) (9,337,937)

(331,825)  (363,677)

(10,447,619)

(9,701,614)




Consolidated Statements of Cash Flows (Unaudited)
SECOND QUARTER ENDED MARCH 31

Prepared by Management 2004 2003
Expressed in Canadian Dollars $ $
Cash flows, operating activities
Net income (loss) {26,658) (242,876)
Adjustments for:
Depreciation and amortization 69,515 32,736
Stock based compensaticn 48,341 -
Accretion/amortization of financings - 6,200
Gain on equipment disposal (2,594) -
Foreign exchange adjustment 25,816 1,687
CSV increase, life insurance (1,865) (1,451)
139,213 39,172
Changes in non-cash working capital
(Increase) in accounts receivable (79,682) 304,880
Decrease in inventories 244,270 (33,261)
Decrease in prepaids 20,847 22,171
(Decrease) in accounts payable (143,995) 279,107
Increase in customer deposits 59,751 (19,215)
101,191 553,682
Cash flows, operating activities 213,746 349,978
Cash flows, investing activities
Acquisition of On Guard (Note 4) (2,193,354) -
Other assets additions (12,936) -
Equipment acguisitions {109,236) (49,868)
Cash flows, investing activities (2,315,526) (49,868)
Cash flows, financing activities
Decrease in agreement receivable - 308,253
Proceeds from loans payable 1,198,508 7,500
Repayment of loans payable - (1,080,280)
Proceeds from shares issued 1,128,136 654,000
Cash flows, financing activities 2,326,644 (110,527)
Net increase in cash resources 224,864 189,583
Cash, beginning of period 343,148 1,088,318
Cash acquired in On Guard purchase 122,130 -
Cash, end of period 690,142 1,277,901

Supplementary Cash Flow Disclosure
Interest paid 24,721 44,065
Income taxes paid - -

STRATEGIC Technologies Inc.

Consolidated Statements of Cash Flows (Unaudited)

SIX MONTHS ENDED MARCH 31

Prepared by Management

Expressed in Canadian Dollars

Cash flows, operating activities

Net income (loss)

Adjustments for:
Depreciation and amortization
Stock based compensation
Accretion/amortization of financings
Gain on equipment disposal
Foreign exchange adjustment
CSV increase, life insurance

Changes in non-cash working capital
{Increase) in accounts receivable
Decrease in inventories
Decrease in prepaids
Increase in accounts payable
Increase in customer deposits

Cash flows, operating activities

Cash flows, investing activities
Acquisition of On Guard (Note 4)
Other assets additions
Equipment acquisitions

Cash flows, investing activities

Cash flows, financing activities
Decrease in agreement receivable
Proceeds from loans payable
Repayment of loans payable
Proceeds from share issue

Cash flows, financing activities

Net decrease in cash resources
Cash, beginning of period

Cash acquired in On Guard purchase
Cash, end of period

Supplementary Cash Flow Disclosure

Interest paid
Income taxes paid

See Accompanying Notes

2004 2003
$ $
(331,825)  (407.529)
109,284 69,355
86,363 -

. 15,500

(2,594) -
14,186 812
{1,865) (5,239)
205,374 80,228
(342,866)  (51,321)
178,001 (4,441)
17,807 30,477
189,483 293796
43,296 (5,940)
85,811 262,571
(40,640) __ (64,730)
(2,193,354)  (100,871)
(14,754) -
(131,384)  (100,871)
~ (2,339,492) _ (201,742)
. 306,602
1,198,508 18,750
- (1,150,478)
1,128,136 654,000
2,326,644 (171,126)
(53,488)  (437,598)
621,409 1,614,628
122,130 -
690,141 1,177,030
29,063 57,621



Notes to the Consolidated Financial Statements (Unaudited) Expressed in Canadian Doltars
March 31, 2004 and 2003 Prepared by Management

1. NATURE OF OPERATIONS

The Company manufactures electronic curfew monitaring systems which monitors the curfew compliance of offenders
who are in correctional systems in the U.S.A., Australia and France. The Company also designs and sells sophisticated
communication surveillance and intelligence gathering equipment for the faw enforcement and defence industries in the
United States and Canada.

2. SIGNIFICANT ACCOUNTING POLICIES

The accompanying unaudited consclidated financial statements are prepared in accordance with accounting principles
generally accepted in Canada and are consistent with those described in the annual consolidated financial statements for the
year ended September 30, 2003.

These unaudited interim consclidated financial statements should be read in conjunction with the Company's annual
consolidated financial statements for the year ended September 30, 2003 as set out in the Company's Annual Report.

3. STOCK BASED COMPENSATION

The fair value of stock options are determined, at the date of grant, using the Black-Scholes option pricing model. The
estimated weighted-average fair value of these options was determined using the following weighted-average
assumptions:

Fair value of options $ 0.40
Risk-free interest rate 3.50%
Expected hold period to exercise 4 years
Volatility in the stock price 86.25%
Dividend yield 0%

4. ACQUISITION OF ON GUARD PLUS LIMITED

Effective March 3, 2004, the Company acquired 100% of the shares of On Guard Plus Limited, a United Kingdom based
service provider to Corrections Departments in Europe. The transaction has been accounted for by the purchase method
with the results of operations included in these financial statements from the date of acquisition. Details of the assets
acquired and the consideration given are as follows:

Net assets acquired at preliminary assigned values $
Current assets, includ‘ng cash of $122,130 512,289
Investment in Electronic Monitoring Technologies Svenska AB. 22,574
Advances to Electronic Monitoring Technologies Svenska AB. 111,448
Property & equipment 1,162,439
Technology 1,000,000
Goodwill 965,818
Accounts payable and accrued liabilities (1,164,126)
Deferred income (362,346)
Deferred income taxes (54,740
2193354
Consideration paid
1,000,000 shares of Strategic Technologies Inc. with a $
deemed value of $0.40 each 400,000
Cash payment on closing 549,382
Payable to vendors, due September 3, 2003 & March 3, 2005 1,198,508
Stamp duty paid 10,727
Legal fees 34,737
2,193,354

5. FINANCING AGREEMENT

In January, 2004, the Company entered into a financing agreement to offer $2.7 million of Strategic Units (share and half
warrant) at between $0.40 and $0.45 per Unit with an initial $700,000 to be completed as a bought deal and the balance
by short form offering document and private placement. Each whole warrant is exercisable from 24 months from
issuance and the bought deal warrants will have a $0.50 exercise price and the balance have a $0.60 exercise price.
The underwriters have reserved a 60 day 25% over-allotment option and receive an 8% commission on Units placed and
a 12% option to purchase additional Units for a 24 month period at the offering price and a work fee.

On March 3, 2004, the Company closed the bought deal portion of the financing raising $875,000 (net proceeds of
$728,136) including the 25% over-allotment resulting in the issuance of 2,187,500 shares and 1,093,750 warrants
exercisable at $0.50 each.

STRATEGIC Technologies Inc.



Notes to the Consolidated Financial Statements (Unaudited) (continued)

March 31, 2004 and 2003

6. CAPITAL STOCK

Authorized: 25,000,000 common shares without par value.

Issued common shares are as follows:

Expressed in Canadian Dollars
Prepared by Management

Balance, beginning of period
Issued for share subscription
Issued for On Guard acquisition
Issued for Private Placements, net

Less: Treasury stock

Balance, end of pericd

Warrants: tssued

Balance, beginning of period
Issued on share subscription
Issued for private placements

Balance, end of period

2004 2003
Number of $ Number of $
shares Amount shares Amount
12,328,339 12,201,927 9,066,717 11,531,757
1,000,000 318,100 - -
1,000,000 400,000 - -
2,187,500 728,135 3,200,000 654,000
16,515,839 13,648,162 12,266,717 12,185,757
(11,070} (30,443) (11,070) (30,443)
16,504,769 13,617,719 12,255,647 12,155,314
2004 2003 Additional
Number of Number of Exercise cash if
warrants warrants Expiry Price exercised
700,000 1,411,276 April 3,2005 $ 0.26 $§ 182,000
500,000 - Oct 27,2005 $ 0.44 § 220,000
1,093,750 700,000 March 3,200¢€ § 0.50 _§ 546,875
2,293,750 2,111,278 $ 948,875

Each warrant issued entitles the holder to purchase one common share of the Company.

Units Issued:

Balance, beginning of period
Units cancelled on repayment of debt

Balance, end of period

2004 2003
Number of Number of
units units

- 8,799,061

- (8,705,600)

- 93,461

Options

In October, 2004, the Company issued 544,000 options to all employees, officers and directors and 400,000 options to
consultants. On March 3, 2004, the Company issued 100,000 options to all employees and consultants of On Guard. The
exercise price on all options issued is $0.40 and vest over varying periods of twelve to eighteen months.

7. SUBSEQUENT EVENT

The Company completed a second tranche of financing on May 7, 2004 which will result in the issuance of 2,197 444
Units {each a share and a half share purchase warrant) at $0.45 each per share and $0.60 each per full warrant for

gross proceeds of $988,850.

8. COMPARATIVE FIGURES

Certain of the comparative figures have been reclassified to conform with the current year's presentation.

STRATEGIC Technologies Inc.



1.

SCHEDULE B
SUPPLEMENTARY INFORMATION

ANALYSIS OF EXPENSES AND DEFERRED COSTS
As detailed below:

Breakdown of Expenditures
2nd Quarter ended March 31, 2004

2™ Quarter Six Months
2004 2003 2004 2003
Cost of Sales
Labour $ 168,137 § 194,873 § 330,698 $ 398,707
Material 1,106,903 682,357 1,487,922 1,215,113
Software Development 53,388 - 53,630 -
Overheads 67,120 51,078 114,800 107,315

$ 1345548 § 928308 $ 1,987,050 $ 1,721,135

Includes On Guard Plus Limited expenses for March 3 to March 31, 2004

2" Quarter Six Months
2004 2003 2004 2003
General & Administration
Bad debts (recovery) $ - $ 6,794 § (512) $ 15,703
Equipment maintenance, lease 8,428 6,228 18,163 11,817
General 27,806 20,228 42,427 35,214
Insurance 22,168 15,810 38,881 29,423
Management 105,789 109,298 211,503 220,132
Office 16,972 (18,481) 22,833 (18,736)
Premises 46,616 30,052 74,999 61,322
Professional Fees 34,140 38,045 57,448 62,318
Telephone 16,856 9,680 27,665 20,503
Office wages & benefits 158,067 73,197 234,495 151,043

$ 436,812 $ 290851 § 727,903 $ 588,739

Includes On Guard Plus Limited expenses for March 3 to March 31, 2004

RELATED PARTY TRANSACTIONS
All related party transactions were in the normal course of business as set out in Note 13 of the Annual
Financial statements.

SUMMARY OF SECURITIES ISSUED AND OPTIONS GRANTED DURING THE PERIOD

a) Summary of securities issued during the period:
On March 3, 2004, the Company closed the bought deal portion of a financing which resulted in the
issuance of 2,187,500 shares and 1,093,750 warrants exercisable at $0.50 each.




b)

Summary of options granted during the period:

On March 3, 2004 the Company issued 100,000 options to all employees and consultants of On Guard Plus
Limited. The exercise price on all options is $0.40 and vest over varying periods of twelve to eighteen
months.

SUMMARY OF SECURITIES AS AT THE END OF THE REPORTING PERIOD

a)

b)

d)

Description of authorized share capital
25,000,000 common shares without par value

Number and recorded value for shares issued and outstanding
There are 16,515,839 shares value issued and outstanding at a recorded value of $13,617,719.

Description of options, warrants and convertible securities outstanding
i) Warrants:

Shares issued in a private placement have warrants attached which, if exercised would result in the
issuance of 700,000 common shares at $0.26 for proceeds of $182,000.

Shares issued in a private placement have warrants attached which, if exercised would result in the
issuance of 500,000 common shares at $0.44 for proceeds of $220,000.

Shares issued in a private placement have warrants attached which, if exercised would result in the
issuance of 1,093,750 common shares at $0.50 for proceeds of $546,875.

i) Options:
Name No. of Shares Price Expiry date
Directors and Officers 405,000 $0.40 QOctober 15, 2008
Employees 139,000 $0.40 October 15, 2008
Consultants 400,000 $0.40 October 15, 2008
Employees 65,455 $0.40 March 3, 2009
Consultants 34,545 $0.40 March 3, 2009

Number of shares in each class of shares subject to escrow or pooiing agreements.
53,571 escrow shares

LIST THE NAMES OF THE DIRECTORS AND OFFICERS AS AT THE DATE THIS REPORT IS SIGNED AND

FILED.

Douglas H. Blakeway, President, Chief Executive Officer and Director

lan M. Brown, Vice-President, Finance, Chief Financial Officer, Secretary and Director
Kenneth R. Tolmie, Director

Bernhard J. Zinkhofer, Director

Lynn Blakeway, Vice-President, Service Operations

Steve Rosset, Vice-President, Technical Operations

Rich Snyder President, Tactical Technologies Inc.

Bob Thomas Managing Director, On Guard Plus Limited



SCHEDULE C
MANAGEMENT DISCUSSION

Report to our Shareholders May 18, 2004

General Overview

Strategic is an established international wireless RFID (radio frequency identification device) manufacturer with its
19,000 square foot corporate head office, design and manufacturing facility located in Surrey, British Columbia. its
wholly owned subsidiary, Tactical Technologies Inc., has manufacturing facilities in Folsom, Pennsylvania. On March
3, 2004, Strategic acquired 100% ownership of On Guard Plus Limited, a service provider to Corrections markets in
Europe. On Guard is located in Manchester, England. Strategic has developed innovative and widely recognized
proprietary Wirefess Local Loop Solutions for tracking assets and persons-of-interest to law enforcement officials.

RFID is a rapidly emerging wireless technology with broad applications in monitoring and processing information about
products and people. RFID applications are having an increasingly important impact on our lives, in the area of
wireless connectivity, security, tracking and reporting of information related to goods, vehicles and people. These
advanced computer based technologies are marketed worldwide.

Results of Operations

The consolidated financial statements for the six months ended March 31, 2004 include the results and financial
position of Strategic Technolagies Inc. and its wholly owned subsidiaries, Tactical Technologies Inc. and Strategic
Monitoring Services, Inc. (currently inactive). On Guard results of operations are included from March 3 to March 31,
2004.

Consolidated revenues, excluding On Guard, for the second guarter ended March 31, 2004 were $2,308,865
($3,316,542 for the six months) compared to $1,528,257 (and $2,455,507) for the same periods last year. Rentals
increased 111% to $39,176 (374,846 for the six months) while product sales increased 50% to $2,269,689 ($3,241,696
for the six months). On Guard contributed revenues of $95,871 for March, 2004 bringing total consolidated revenues to
$2,404,736 for the quarter and $3,412,413 for the six months.

Gross profit, excluding On Guard, for the 2004 second quarter was 45% of revenues and $1,030,324 (42% and
$1,396,498 for the six months) compared to 39% and $600,031 (38% and $1,067,337 for the six months) in the prior
year. The increase in gross profit is attributable to the higher revenues experienced in the quarter and to sales mix. On
Guard contributed a gross profit of $28,864 being 30% of its revenues. The Company continues reviewing its
production operations to identify cost reductions that are available to improve margins on products produced.

Expenses, excluding On Guard, increased 19 % to $758,643 (increased 15% to $1,411,636 for the six months) from
$638,728 ($1,228,023 for the six months) in 2003. The expenses were increased by the adoption of the stock based
compensation accounting palicy resulting in $48,341 ($86,363 for the six months) being expensed. Sales and
marketing costs increased $60,865 ($96,673 for the six months) due to the increased sales levels achieved. On Guard
had expenses of $211,355 including depreciation and amortization of $24,572 resulting in an increase in consolidated
expenses to $969,998 ($1,622,990 for the six months). The Company continues to monitor its expenses closely and
looks for further efficiencies that may be implemented to control or reduce expenses.

Interest, bank and visa charges decreased $23,004 to $27,304 ($42,201 to $31,646 for the six months) as the majority
of debt was repaid in February, 2003. Foreign exchange losses decreased $55,172 to $18,792 ($45,199 to $32,800 for
the six months) as the Canadian dollar stabilized against the United States dollar during the current year. Income taxes
for the second quarter and the six months were $72,346 compared to nil in the comparable period in 2003. The income
taxes arise on income earned by Tactical which operates in a different tax jurisdiction from Strategic.

The Company, excluding On Guard, had net income for the second quarter of $165,808 (net loss for the six months of
$139,359) compared to a net loss of $213,795 ($363,677 for the six months) in the prior year. The consolidated net
loss, which includes On Guard, for the second quarter was $26,658 or $0.00 per share ($331,825 or $0.03 per share
for the six months) compared with a net loss of $213,795 and $0.02 per share ($363,677 and $0.04 per share for the
six months) in the prior year's second quarter. On a fully diluted basis, the loss per share was $0.00 ($0.02 for the six ‘
months) in 2004 and $0.02($0.02 for the six months) in 2003.

Tactical Technologies Inc., a wholly owned subsidiary of Strategic, had sales of $1,751,183 an increase of 23% from
$1,424,918 producing net income of $399,179 compared to net income of $266,598 in the 2003 second quarter. For
the six months Tactical had sales of $2,462,867 an increase of 9% from $2,266,789 producing net income of $370,464




compared to $279,495 in 2003. Tactical ended the second quarter with an order backlog for equipment of
approximately $1,885,000.

Financial Position

Working capital at March 31, 2004 was a deficiency of $584,326, a decrease of $2,351,991 from September 30, 2003.
The decrease is largely attributable to the acquisition of On Guard which had a working capital deficiency at acquisition
date of $983,175 and amounts payable to the vendors of $1,198,508. Subsequent to March 31, 2004, the Company
completed a second tranche of financing for gross proceeds of $988,850 (See Note 7).

Operating activities generated cash of $213,746 (used cash of $40,640 for the six months) compared to generating
cash of $349,978 (used cash of $64,730 for the six months) in 2003. Investments in new equipment used cash of
$109,236 ($131,384 for the six months) compared to $49,868 ($100,871 for the six months) in 2003. The acquisition of
On Guard used cash of $2,193,354 in the second quarter and six months. Financing activities generated cash of
$2,326,644 for the second quarter and the six months compared to using cash of $110,527 ($171,126 for the six
months) in the comparable period in the prior year. The cash generated in the second quarter and six months to March
31, 2004 included $1,198,508 in loans payable to the vendors of On Guard and proceeds from share issues of
$1,128,136 net of issue expenses.

Looking forward

Entering the third quarter of fiscal 2004, Strategic continues to commercialize RFID products and software;
incarporating sophisticated radio frequency wireless communications technology to relay critical information for
customers. Strategic is in the process of integrating On Guard's operations and completing the development of
products On Guard had underway at the date of acquisition. One of the products, “Blutag” has been accepted for
patent registration in the United States and Strategic expects to release the product in selected jurisdictions in July,
2004. Strategic is applying for patents on a number of unique wireless applications incorporated into its products. On
Guard continues to grow its European operations but is not expected to return to profitability until the second quarter of
2005. With our focus on core strengths and our exclusive supply agreement with Sentinel in the United States, the
Company, excluding On Guard and the amortization of costs related thereto, expects to achieve positive net earnings
for fiscal 2004.

In December, 2002, the Company commenced an action against an engineering company to recover costs and
consequential damages relating to technology developed for Strategic which failed to meet performance criteria.
Strategic is not a party to any other legal proceedings nor are any contemplated at this time.

To assist in the acquisition of On Guard, the Company completed the first tranche of financing on March 3, 2004
raising net proceeds of $728,136 comprised of 2,187,500 Units (each a share and a half share purchase warrant) at
$0.40 each per share and $0.50 each per full warrant. The 1,093,750 warrants are exercisable for two years from date
of issue. Members of management participated in the issue of Units. A second tranche of financing closed in May,
2004 and will result in the issuance of 2,197,444 Units (each a share and a half share purchase warrant) at $0.45 each
per share and $0.60 each per full warrant for gross proceeds of $988,850. The proceeds will be used to fund
operations and for payment of loans payable arising from the acquisition.

Management’s Statement of Responsibility

The management of Strategic Technologies Inc. is responsible for the preparation of the accompanying unaudited
consolidated financial statements and the preparation and presentation of all the information in the Second Quarter
Report. The unaudited consolidated financial statements are stated in Canadian dollars (CDN$) and have been
prepared in accordance with Canadian Generally Accepted Accounting Principles (“Canadian GAAP”) and are
considered by management to present fairly the financial position and operating results of the Company.

The Company maintains various systems of internal control to provide reasonable assurance that transactions are
appropriately authorized and recorded, that assets are safeguarded, and that financial reports are properly maintained
to provide accurate and reliable financial statements.

The Company’s audit committee is comprised of two non-management directors and one management director and is
appointed annually by the Board of Directors. The audit committee reported its findings to the Board of Directors, who
have approved the consolidated financial statements.

The Company’s independent auditors, Deloitte & Touche LLP, have not reviewed the unaudited consolidated financial
statements at March 31, 2004.

“Doug H. Blakeway” “lan M. Brown"
President & Chief Executive Officer Vice President & Chief Financial Officer
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STRATEGIC Technologies Inc.
Consolidated Balance Sheets (Unaudited)
Expressed in Canadian Dollars

ASSETS

Current

Cash

Accounts receivable
Inventory

Prepaids

Investment and advances (Note 4)
Property and equipment (Note 4)
Intangible assets (Note 4)
Goodwill (Note 4)

LIABILITIES

Current

Accounts payable
Accrued liabilities
Customer deposits
Loans payable (Note 6)

SHAREHOLDERS’ EQUINITY
Share capital (Note 7)
Subscription for shares
Contributed surplus

Cumulative translation adjustment
Deficit

Subsequent Events (Note 9)

June 30 September 30
2004 2003
$ $
259,565 621,499
1,215,911 472,078
1,134,772 1,141,650
115,825 62,793
2,726,073 2,298,018
135,605 -
2,000,576 418,906
1,131,436 111,361
965,818 -
6,959,508 2,828,285
1,144,538 255,054
351,724 99,457
93,827 66,908
1,315,257 _ 108,934
2,905,346 530,353
55,381 -
2,960,727 530,353
14,500,112 12,171,484
- 318,100
161,794 43,250
(133,501) (119,108)
(10,529,624) (10,115,794)
3,998,781 2,297,932
6,959,508 2,828,285

See accompanying notes



STRATEGIC Technologies Inc.

Consolidated Statements of Operations (Unaudited)
Periods Ended June 30

Expressed in Canadian Dollars

THIRD QUARTER NINE MONTHS
2004 2003 2004 2003
$ $ $ $

Revenues 1,941,493 1,519,257 5,353,906 4,307,728
Cost of sales 742,384 901,165 2,728,651 2,617,825
Gross Profit 1,199,109 618,092 2,625,255 1,685,506
Sales and marketing 381,485 188,569 838,812 560,127
Depreciation and amortization 141,540 42,216 250,825 128,238
Stock based compensation 32,151 - 118,637 -
General and administration 657,291 242,905 1,385,195 849,454
Research and development 126,468 126,832 369,238 342,787
Financing charges 45,258 19,258 76,904 92,377
Foreign exchange loss (gain) (31,456) 127,798 1,344 199,823
Loss (gain) on disposal of equipment 2,586 - (8) 51,147
Loss before income taxes (156,214) (126,486) (415,692) (534,050)
Income taxes _{77,654) 6,800 (5,307) 6,800
Net loss (78,560) (133,286) {410,385) {540,850)
Loss per share

Basic ($0.01) ($0.01) ($0.03) ($0.06)

Diluted ($0.00) ($0.01) ($0.03) ($0.06)
Weighted average number of shares

Basic 15,274,724 10,367,153 14,138,266 8,335,403

Diluted 17,010,057 10,542,153 15,434,821 11,726,664

See accompanying notes

Consolidated Statements of Deficit(Unaudited)
Periods Ended June 30
Expressed in Canadian Dollars

THIRD QUARTER NINE MONTHS
2004 2003 2004 2003
$ $ $ $
Deficit, Beginning of year (10,451,064) (9,568,476) (10,119,239) (9,160,912)
Net loss (78,560) (133,286) (410,385) _ (540,850)
Deficit, End of year (10,529,624) (9,701,762) (10,529,624) (9,701,762)

See accompanying notes




(

STRATEGIC Technologies Inc.

Consolidated Statements of Cash Flows (Unaudited)

Periods Ended June 30
Expressed in Canadian Dollars

OPERATING ACTIVITIES
Net loss
items not involving cash:
Depreciation and amortization
Stock-based compensation
Foreign exchange adjustment
Other
Non-cash working capital changes (Note 8)

INVESTING ACTIVITIES
Business acquisition (Note 4)
Property and equipment acquisitions

FINANCING ACTIVITIES
(Increase) decrease in agreement
Receivable

Proceeds from loans payable
Repayment of loans payable
Shares issued, net of issue costs

Net decrease in cash

Cash, beginning of period

Cash acquired with business acquisition
Cash, end of period

Supplementary Cash Flow Disclosure
Interest Paid
Income taxes paid

Non-cash investing and financing transactions:

THIRD QUARTER

2004 2003
$ $
(78,560) (133,286)
141,540 33,220
32,151 -
(40,265) (29,214)
(1,818) (1,818)
(843,443) (72,208)
(794,022) (203,306)
(528,175) (14,828)
(528,175) (14,828)
. (212)
9,229 -
882,392 -
891,621 (212)
(430,576) (218,346)
690,141 1,277,901
259,565 1,059,555
10,096 19,258
19,582 -

NINE MONTHS
2004 2003
$

(410,385) 540,850
250,825 102,575
118.637 -
(32,425) (28,355)
(18,436) (1,257)
(757,632) 188,500
(849,416) (269,687)
(594,846) -
(659,559) (115,699)
(1,254,405) (115,699)
- 308,041
9,229 18,750
. (1,150,478)
1,610,528 654,000
1,619,757 1,395,501
(484,064) (555,073)
621,499 1,614,628
122,130 -
259,565 1,059,555
36,928 76,879
91,928 -

During the nine months ended June 30, 2004 the Company issued 1,000,000 common shares valued at $400,000 on the
acquisition of On Guard Plus Limited (Note 4). As part of the transaction, the Company assumed a working capital
deficiency of $1,136,313 and incurred debt of $1,198,509 (Note 4).

See accompanying notes



STRATEGIC Technologies Inc.

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2004 and 2003

Expressed in Canadian Dollars

1. SIGNIFICANT ACCOUNTING POLICIES

Strategic Technologies Inc. (the "Company”} manufactures and distributes electronic curfew monitoring systems which
monitors the curfew compliance of offenders who are in correctional systems in the U.S.A., Australia and France. The
Company also designs and sells sophisticated communication surveillance and intelligence gathering equipment for the
law enforcement and defense industries in the United States and Canada.

The Company's financial statements have been prepared following Canadian generally accepted accounting principles.
The measurement of certain assets and liabilities is dependent upon future events whose outcome will not be fully
known until future periods. Therefore the preparation of these financial statements requires management to

make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses.

Actual results may vary from those estimated.

These unaudited interim consolidated financial statements should be read in conjunction with the Company’s annual
consolidated financial statements for the year ended September 30, 2003 as set out in the Company’'s Annual Report.

2. STOCK BASED COMPENSATION

The Company accounts for all stock-based payments granted on or after October 1,2002, using the fair value based
method. Under the fair value based method, stock-based payments are measured at the fair value of the equity
instruments issued at the date of grant using the Black-Scholes option pricing model. The estimated weighted-average fair
value of the options was determined using the following weighted-average assumptions:

Fair value of options $0.40
Risk-free interest rate 3.50%
Expected hold period to exercise 4 years
Volatility in stock price 86.25%
Dividend vyield 0.00%

3. SEGMENT INFORMATION

THIRD QUARTER NINE MONTHS

2004 2003 2004 2003

$ $ $ $

Revenues - Corrections 929,726 215,261 1,879,272 736,980
Revenues — Law Enforcement 1,011,767 1,303,959 3,474,634 3,570,748
Net Income (Loss) — Corrections (234,844) (234,877) (844,149) (844,182)
Net Income (Loss) — Law Enforcement 156,284 25,852 433,764 303,332
Capital Expenditures — Corrections 519,746 7,479 650,269 107,542
Capital Expenditures — Law Enforcement 8,429 3,270 9,290 4,078

4. ACQUISITION OF ON GUARD PLUS LIMITED

Effective March 3, 2004, the Company acquired 100% of the shares of On Guard Plus Limited, a United Kingdom based
service provider to Corrections Departments in Europe. The transaction has been accounted for by the purchase method
with the results of operations included in these financial statements from the date of acquisition. Details of the assets
acquired and the consideration given are as follows:




Net assets acquired at preliminary assigned values $
Current assets, including cash of $122,130 512,289
Investment in Electronic Monitoring Technologies Svenska AB 22,574
Advances to Electronic Monitoring Technologies Svenska AB 111,446
Property and equipment 1,162,439
Technology 1,000,000
Goodwill 965,818
Accounts payable and accrued liabilities (1,164,126)
Deferred income (362,346)
Deferred income taxes (54,740)
—2.193.354
Consideration paid $
1,000,000 shares of Strategic Technologies Inc., deemed value of $0.40 each 400,000
Cash payment on closing 549,382
Payable to vendors, due September 3, 2004 and March 3, 2005 1,198,508
Stamp duty paid 10,727
Legal fees 34,737
—2.193.34

To assist in the On Guard purchase, the Company entered into a financing agreement to offer $2.7 million of Strategic
Units (share and half warrant) at between $0