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The dollar amounts presented in this Annual Report on Form 20-F are in Canadian currency unless
otherwise noted (CDN$1 = US$0.6826 on February 23, 2000), and are presented in accordance with accounting
principles generally accepted in Canada. Historic rates of exchange appear in Part I, "Item 8 — Selected Financial
Data." The material differences between Canadian and U.S generally accepted accounting principles ("GAAP")
which would bear upon the Company’s financial statements and, more particularly, income (loss) applicable to
equity share and retained earnings, are disclosed in Note 20 of Notes to Consolidated Financial Statements.

Certain statements in this Annual Report constitute forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995. Such forward-looking statements involve known and unknown
risks, uncertainties and other factors that may cause the actual results, performance or achievements of the
Company, or developmentsin the Company'sindustry, to differ materially from the anticipated results, performance
or achievements expressed or implied by such forward-looking statements. Such factorsinclude, but are not limited
to, operating results of affiliates and subsidiaries, establishing and maintaining effective distribution channels,
certification and market acceptance of the Company's new products, impact and timing of large orders, pricing
pressures in the market and other competitive factors and maintaining technological leadership, together with the
other risks and uncertainties described under "Item 1 — Description of Business — Risk Factors' in Part | of this
Annual Report.

PART |
Item 1 — Description of Business
General

NovAtel designs, markets and supports a broad range of products which determine precise geographic
locations using the Global Positioning System ("GPS'). NovAtd's GPS products are used principally for
applications in high-end markets such as the surveying, geographic information systems ("GIS"), aviation, marine,
mining and machine control and agriculture markets, rather than for applications in low-end markets such as the
vehicle navigation and consumer/cellular markets.

The Company was incorporated in October 1978 under the Canada Business Corporations Act. The
Company's principal executive offices are located at 1120 — 68" Avenue N.E., Calgary, Alberta, Canada T2E 8S5,
and its telephone number is (403) 295-4500. Unless the context otherwise requires, references herein to "NovAtd"
or the "Company" refer to NovAtd Inc., its subsidiaries and Point, Inc.

Restructuring and Divestitures, New Ventures

The Company was incorporated in 1978 and since that time has been engaged in several communications
businesses. In 1992, the Company was reorganized with certain assets sold to third parties, certain assets retained by
the Province of Alberta and the cdlular telephone business, along with the small divison working on GPS
technology, transferred with the shares of the Company to Telexel Holding Limited, a Canadian corporation
controlled by Horst J. and Barbara Pudwill (the "Pudwills"). From 1986 to August 1995, the Company operated a
subsidiary in the United Kingdom for the purpose of marketing subscriber equipment. An order was issued by a
court in the United Kingdom in January 1996 winding up the business of the subsidiary. The Company divested all
of its non-GPS businesses in a series of transactions beginning in March 1994 and ending in August 1996. As a
result of these divestitures, the Company now focuses exclusively on the GPS business.

On April 17, 1998, BAE Systems Canada Inc. (formerly Canadian Marconi Company and referred to herein as
“Canadian Marconi”) purchased approximately 58% of the Company’ stotal shares outstanding from the Company’s
two principal shareholders. As of February 29, 2000, Canadian Marconi is owned 48.9% by Canmar Investments
Inc. (*Canmar”) and 4.8% by Medlink Ltd. (“Medink’) which owns 100% of Canmar. British Aerospace, p.l.c.
(“British Aerospace’) owns 100% of Medlink. On November 29, 1999, British Aerospace acquired the assets of
Marconi Electronic Systems, a division of the General Electric Company, p.l.c. which included Canadian Marconi.
The entire British Aerospace group of companies, including Canadian Marconi, now carry on business as BAE
SYSTEMS.



All representations and warranties related to the Company’ s divestitures have expired without a claim having
been made. The purchase price adjustment outstanding with respect to the divestiture of the Wireless Access
Products (WAP) group to Harris Canada Inc. was resolved in December 1999, particulars of which may be found in
Note 19 in the Consolidated Financial Statements included el sawhere in this Annual Report.

The various divested and discontinued businesses of the Company are accounted for as discontinued
operations. Accordingly, the operating results of these discontinued businesses have been segregated from the
operating results of the GPS business and reported as net income (loss) from discontinued operations in the
Consolidated Financial Statements included elsewhere in this Annual Report. Financial results for the periods
presented herein have been reclassified to conform to this presentation.

In May 1999, the Company announced that it had entered into a joint venture known as GOPS Servicios De
Consultoria SAA. (*GOPS’) to provide GPS services and products in Central America. Central America was
identified as a key region that provided many opportunities for the introduction of GPS technology. There are
numerous requirements for extensive maintenance, major refurbishing and expansion of the existing infrastructure
and new infrastructure projects throughout the region.

On Jduly 20, 1999, the Company entered into an agreement with Sokkia Co., Ltd. (“Sokkia’) to form a
jointly owned company known as Point, Inc. (“Point”). The ownership of Point is 51% Sokkia and 49% the
Company. The Company’s Custom Products Group, which was responsible for the devel opment of survey products,
was transferred to Point effective August 1, 1999. In addition, Sokkia transferred in the Sokkia Technology, Inc.
organization which had been conducting advanced measurement solutions research and development for Sokkia.
Point will provide Sokkia's global marketing organization with advanced measurement solutions for the fields of
surveying, mapping, geographical information systems (GIS), construction and construction machine contral.
Sokkia's distribution system includes more than 25 subsidiaries and additional representatives around the world,
each having its own dealer network.

Industry Background

Precise determination of locationsis afundamental requirement for many human activities. GPSis used for
a variety of purposes, including navigating, tracking, mapping, conducting geographical surveys and monitoring
crop yield. With GPS technology, one receiver can provide all relevant positioning data 24 hours a day worldwide,
which offers many advantages over traditional positioning systems. GPS is the most widely accepted and
commercialized satellite navigation system in the world. It is based on signals provided by 24 orbiting NAVSTAR
satellites launched, funded and controlled by the U.S. Department of Defense. GLONASS, a similar system
established by the former Soviet Union, is controlled and operated by the Russian Government. Other satellite
navigation systems may be launched in the future by government bodies, organizations such as the European
Community or private corporations.

According to data from The International Trade Administration, Office of Telecommunications, U.S.
Department of Commerce (“ DoC”), the worldwide civilian market for GPS receiver systems were projected to be
US$6.1 hillion in sales revenue in 1999 and is expected to grow to over US$16 hillion in sales revenue by the year
2003. However, a 1998 report, “ GPS '99 A Commercial Market Analysis’ from Forward Concepts Electronics
Market Research (“Forward Concepts’), authored by George Fry of Aviso Micro Technology, estimates US$14.5
billion in sales revenue by the year 2003. The major markets for GPS receiver systems include surveying, GIS,
aviation, marine, mining and machine control, agriculture, timing, vehicle navigation and tracking and
consumer/cellular applications markets, such as GPS-equipped mobile phones and personal computers. The vehicle
navigation and consumer/cellular applications markets, which the Company refers to as the "low-end" markets, are
characterized by high volume sales and competition among large consumer electronics companies. The remaining
markets, which the Company refers to as the "high-end" markets, historically have been served by a limited number
of smaller specialized GPS companies and require products with higher performance and accuracy and more
advanced technology. According to the DoC report, sales revenues from the high end markets were projected to be
more than US$2 billion in 1999 and forecasted sales revenues from these markets is expected to exceed US$7
billion by the year 2003. Forward Concepts projected sales revenues of US$1.0 billion from these marketsin 1999
and forecasts sales revenues to exceed US$2.0 hillion by the year 2003.



GPS positioning is based on a triangulation technique that precisely measures the distance from a GPS
receiver to satellites which continuously transmit precisely timed radio signals. The GPS receivers calculate the
distance by measuring the travel time of the satellite signal. Four satellites are required to compute the three
dimensional position of the receiver. At any point in time, there are likely to be six to eight satellitesin sight of a
receiver. With more satellitesin sight, areceiver can collect more data, thus making the cal cul ations faster and more
accurate.

The NAVSTAR satellites continuoudly transmit two signals on different frequencies, L1 and L2, from a
distance of 16,000 miles above the earth. These signals are considerably weaker than an FM radio signal. The L1
signal carries a non-encrypted code and is fredy available to al GPS receivers. It provides an accuracy of
approximately 25 meters. However, to deny precise positioning to hostile forces, the U.S. Department of Defense
intentionally deteriorates the L1 signal with a measure called Selective Availahility ("SA"), which reduces the
positional accuracy for users of the non-encrypted L1 signal to approximately 100 meters. The L2 signal has an
encrypted code, which isonly accessible with a military decryption device that is controlled by the U.S. Department
of Defense, and provides accuracies of about 15 meters. Accuracy is also limited by factors which influence the
transmitted signal such as ionospheric conditions, multipath effects caused by reflecting objects, timing errors and
other distortions. Some of these effects can be reduced by using the L2 signal with dual frequency receivers. Dua
frequency receivers utilize the L1 and L2 signals from each satellite to estimate and virtualy diminate these
distortions. U.S. Vice-President Al Gore has announced that two new civilian signalswill be added to GPS, thefirst
of these to be available on new satellites to be launched in 2003. In January 1999, Mr. Gore announced a
commitment of US$400 million to support the implementation of these new signals. Budgetary decisions by the
United States Congress may result in a funding shortage for these programs, which may in turn result in program
delays.

Many users of GPS applications require much higher levels of accuracy than the system was originally
designed to provide. To reach position accuracies between five meters and a few centimeters, a technique called
differential GPS ("DGPS") is used. One or more receivers are placed at a known location and continuously compare
their calculated location coordinates with the known location coordinates to measure the GPS errors. The
measurements done by these fixed base stations can either be transmitted to remote receivers in real-time or
recorded over time and integrated later with the data collected by the mobile receivers.

Accuracy is just one of the important factors to the users of GPS products. Other factors include time to
first fix, reacquisition time, resistance to multipath effects, receiver sengtivity, jamming resistance, data integrity
and the rate at which positioning information is output. Chipsets and design kits are commercially available for
companies to design and manufacture their own GPS receivers providing basic positioning data within threeto five
meters. Only a few, highly specialized GPS companies have the capabilities to develop and produce receivers that
provide accuracies from one meter to the sub-centimeter level and show high levels of integrity in dynamic
environments. Many applications in the surveying, GIS, aviation, marine, mining and machine control and
agriculture markets require this level of performance and accuracy, as compared with the vehicle navigation and
consumer/cellular applications.

Furthermore, new GPS applications and increasingly complex GPS systems are emerging, which will
continue to require a high degree of accuracy combined with higher product performance by GPS receivers. In
addition to these technological challenges, users of GPS receivers will continue to demand high reliability, ease of
use, flexible integration and significant customer support.

The NovAte Solution

NovAtel addresses the needs of the high-end GPS markets by offering advanced GPS products that can
provide sub-centimeter level accuracy and that are small in size, provide significant computational power, maintain
ahigh degree of reliability in dynamic environments and are easy to use and integrate into various applications. This
is achieved through a unique combination of RF, VLS| and DSP design. The RF section provides very clean signal
reception and filtering which reduces the effects of interference and noise on GPS signals. NovAtd's high density,
proprietary VLSI chips, together with the DSP section, provide signal processing together with range and position
computation in real timewith ahigh degree of speed and reliability. The Company'sinnovative receiver designs also
allow the Company to use a limited number of hardware platforms to offer a variety of GPS products, which serve



multiple markets, through software enhancements. These designs facilitate shorter product development and
production times, reduced manufacturing complexities and lower product costs. The Company also benefits from a
strong reputation for providing quality products and superior customer support.

Strategy

The Company's objective is to strengthen its technological leadership and become a market leader in the
high-end GPS markets by continuing to introduce products that address market needs and by maintaining responsive
and flexible customer support. Key elements of the Company's strategy include:

Focus on High-End GPS Markets. The Company focuses on high-end GPS receiver markets where users
require high performance, accuracy and reliability. The Company believes that its technological leadership
combined with its commitment to research and development, position the Company well to compete in the
economically attractive high-end GPS markets. The Company has spent an average of approximately 29% of its
total revenues on research and development in the last three years. The Company believes the technology it has
developed such as Narrow Correlator tracking technology, which is incorporated into most of the Company's GPS
products, has established the Company as a technological leader. The Company's technological strengths have also
been driven, and will continueto be driven, in part by the demands of its OEM customers and strategic partners. The
Company's research and development efforts are directed toward faster, lower cost and smaller high-end GPS
receivers that will be able to operate accurately under adverse conditions, such as dense foliage and highly dynamic
environments.

Continue to Expand Presence in Geomatics Sector. The Geomatics sector ismade up of surveying and GIS
markets. On July 20, 1999, the Company entered into an agreement with Sokkia to form a jointly owned company
known as Point. The ownership of Point is 51% Sokkia and 49% the Company. The Company’s Custom Products
Group, which was responsible for the development of survey products, was transferred to Point effective August 1,
1999. In addition, Sokkia transferred in the Sokkia Technology, Inc. organization which had been conducting
advanced measurement solutions research and development for Sokkia. Point will provide Sokkia's global
marketing organization with advanced measurement solutions for the fields of surveying, mapping, geographical
information systems (GIS), construction and construction machine control. Sokkia's distribution system includes
morethan 25 subsidiaries and additional representatives around the world, each having its own dealer network. The
rollout of salesto Point from the Company and from Point to Sokkia commenced in the fourth quarter 1999. The
Geomatics sector also includes opportunities such as those created by a joint venture in Costa Rica to provide GPS
services and productsin Central America.

Opportunities for Aerospace and Defense. The Aerospace and Defense sector is made up of aviation, space
and defense markets. The Company has built a strong presence in ground based navigation aids. Over the past severa
years, the Company has gained valuable experience supplying the GPS receivers used in the United States Federal
Aviation Administration (“FAA”) Wide Area Augmentation System (* WAAS’) and Japan’s Multi-Functional
Transport Satellite based Augmentation System (* MSAS’). To date the Company has delivered more than 200
receivers to be ingtalled at WAAS and MSAS sites around the United States and Japan. A similar GPS or
GPS/GLONASS based air traffic system is planned for Europe known as European Geostationary Overlay System
(“EGNOS"). Other countries planning WAAS or asimilar systeminclude Canada, Mexico, Australiaand Chile. Johns
Hopkins University Applied Physics Laboratory conducted a study which concluded that augmented GPS can satisfy
performance requirementsto be the only navigation systeminstalled in an aircraft and the only service by the FAA for
operations anywhere in the National Airspace System. The FAA has signed partnership agreements with each of
Raytheon Company (“Raytheon”) and Honeywell Inc. (“Honeywell”) to develop a Local Area Augmentation
System (“LAAS’). The LAAS program is intended to complement the WAAS program. Together these will
function to supply users of the U.S. National Airspace System (NAS) with seamless satellite based navigation for all
phases of flight. The certified GPS receiver that the Company is developing with Canadian Marconi is targeted to
be used by Honeywell for the airborne market and the LAAS program. The Company believes that it is well
positioned to participate with Raytheon in the LAAS program given its past experience with Raytheon and the
WAAS program. While the Company has participated in previous phases of WAAS and MSAS and has
relationships with Raytheon and Honeywell, the Company currently has no commitments for future participation in
the WAAS, MSAS or LAAS programs and there can be no assurance that the Company will receive commitments
for future participation in the WAAS, MSAS or LAAS programs.



Build Special Apps Business. The Special Apps sector is made up of marine, agriculture, robotics,
congtruction/grading, scientific, dealers (other than those that can be identified with a particular market segment)
and miscellaneous markets. The innovative design of the Company's products is ideally suited for the Special Apps
sector because of the ease of integration into other products and the ability to provide product differentiation solely
through software upgrades without hardware reconfiguration. Furthermore, the highly integrated receiver provides
cost efficiencies. In addition, a Special Apps customer base provides the Company with access to a wide range of
GPS applications and allows the Company to participate in new product devel opments as these applications emerge
and evolve. The Company provides its customers full access to its latest GPS technology and provides a highly
qualified technical customer support staff to advise on the system integration efforts of these customers. The
Company believes that its combination of technology and responsiveness to the customer gives it a competitive
edge.

Provide Superior Customer Support. The Company benefits from a strong reputation for providing quality
products and superior customer support. NovAtel provides quick turnaround time when addressing customer
concerns, and provides software upgrades and application consulting in order to assist its customersin the systems
integration process. The Company is able to achieve this high level of service by employing qualified engineers and
technicians who advise and provide support to the Company's customers. Because of their frequent interaction with
the customer base, these engineers and technicians are an effective marketing tool. They also provide the Company
with valuable customer input relating to product improvements and enhancements and opportunities for new
products. Further, the Company has officesin Great Britain and the United States to better support customer needs.

Expand International Presence. In 1999, the Company derived approximately 46% of its total revenues
from the sale of its products to countries outside the United States and Canada. Thisisadecrease from 52% in 1998
due to fewer sales of receiversto Nikon Corporation (* Nikon Japan”), and WAAS receivers for the MSAS program
in Japan. However, total dollar revenues from international sales decreased only 1.7% from $11.3 million in 1998 to
$11.1 million in 1999. The Company plans to expand its international sales and marketing effort and believes that
opportunity for expansion exists in many of these regions, particularly Europe and Asia. This expansion is expected
through continued expansion of its dealer network, sales of the survey products developed by Point through the
Sokkia distribution network and new strategic relationships. The Company currently has dealers serving more than
20 countries worldwide. In addition, Sokkia’'sdistribution system includes more than 25 subsidiaries and additional
representatives around the world, each having its own dealer network. The Company has an office in Great Britain
to provide more responsive sales and technical support to the Company’s customers and distributors in Europe.

Markets

NovAte currently targets surveying and GIS applications primarily through Point and aerospace,
agriculture, marine and mining and machine control GPS applications markets through its own salesforce and dealer
network.

Surveying

Surveying involves the establishment of precise points and boundaries consisting of the collection and
processing of position information. Applications which the Company addresses in the surveying market include
control surveying, construction and engineering surveys, route surveying and geodetic research. Compared with
traditional survey methods, GPS offers many advantages such as not requiring line of sight between land based
reference points. The primary need of the surveying market is the highest level of accuracy that can be achieved
with dual frequency GPS technology (sub-centimeter level). There is a growing requirement to be able to meet the
accuracy needsin real timewith high reliability and low latency (time delay in performing position computation). In
addition to the accuracy requirement, the survey market demands ease of use, not only in the field equipment, but
also in any personal computer-based pre- and post-processing software. The equipment must also be useable in a
variety of different applications and physical environments. The Company is addressing this market not only
through the sale of products but also by providing surveying services through its subsidiary in Costa Rica.



GI S (Geographic Information Systems)

GI S applicationsinclude large scale mapping of geographic and man-made features, data collecting for GIS
databases, natural resource management, ground contour mapping and utility infrastructure. Large amounts of
position and attribute data such as size, variety, condition and color must be obtained. GIS databases are used by
federal, state, county and city governments and by utility companies for a variety of applications requiring accurate
information on the location of natural resources and municipal infrastructure such as utilities and transportation
networks. Traditionally, large scale mapping has been accomplished by photogrammetric analysis of aerial
photographs, a technique which is expensive and subject to weather and seasonal restrictions. The GIS market
requires positional accuracies ranging from 20 centimeters to 1 meter. Also, the ability to provide attribute
information for the measured points must be flexible, efficient and user definable to satisfy the varied needs of this
market. The equipment must be easy to learn and operate, as many users do not have mapping or GPS experience.
This market seeksto reduce the cost of map production and the cost of constructing and augmenting GI S databases,
while increasing their accuracy.

Aerospace

GPS technology is ideally suited for 24 hour worldwide enroute navigation and precision approach and
landing of aircraft. Historically, a number of different types of vintage ground based navigational aids have formed
the backbone of a complex system used by aircraft to navigate over land and sea. The aircraft fly a network of
indirect, fixed "airways' to pick up signals from these ground navigational systems. These navigational aid systems
are labor intensive, and integration and maintenance of these systems is expensive as compared to the more flexible
lower cost GPS technology. GPS technology allows for global "direct routing” and since aircraft will broadcast their
position, there is no need for additional ground based navigational aids, thus reducing costs. In addition, under the
current system aircraft have to transition from enroute navigational aids to final approach and landing guidance
systems. GPS technology obviates the need for this complex transition and thus further reduces ground installation
costs. Civil aviation authorities in various countries are currently implementing GPS as their primary navigation
systems. In particular, the Radio Navigation Plans as adopted by the FAA in the United States and the equivalent
regulatory agencies in Canada, Japan and Mexico are based on GPS technology for primary navigation. A similar
GPS or GPS/GLONASS based air traffic system known as EGNOS is planned for Europe. The positional accuracy
requirements for aviation applications range from 100 meters for enroute navigation to less than 1 meter for
precision landing. While these accuracies are easily achievable with GPS, the integrity of the computed position is
critical. There must be a high degree of certainty of these positions especially when dealing with passenger aircraft.
Therefore, much effort goes into designing the GPS system in order to reduce the effects of signal jamming and
multipath on these systems, while incorporating design redundancy. Johns Hopkins University Applied Physics
Laboratory conducted a study which concluded that augmented GPS can satisfy performance requirementsto be the
only navigation system installed in an aircraft and the only service by the FAA for operations anywhere in the
National Airspace System.

Agriculture

Agriculture is an emerging market for the use of GPS technology. GPS technology can be used in
agriculture for crop dusting, yield monitoring, terrain analysis, soil sampling, variable rate technology and precise
guidance. Precision farming or "farming by the foot" is gaining increased acceptance as a result of cost savings,
increased yields and reduced environmental impact resulting from effective and efficient applications of chemicals,
fertilizers and seed. Positional accuracies of one to three meters are required for crop dusting, soil sampling and
yield monitoring. Crop dusting requires that GPS receivers function in highly dynamic situations (turns and loops).
Higher accuracy is necessary for terrain analysis, variable rate technology and precise guidance. In these cases, the
agriculture user requires real time positioning at the 20 centimeter level with fast update rates. The operating
environment in agriculture is often severe with heavy vibration and shock, as well as dust and rain. GPS equipment
must be robust and reliable to stand up to the demands of this market.



Marine

The marine market consists primarily of the navigation and positioning of recreational, commercial and
research vessels. These vessals require information regarding position (latitude and longitude), time, course and
speed. This market in general does not require high accuracy positioning. However, applications such as dredging
operations, hydrographic surveys, seismic surveys and oceanographic mapping demand accuracies of one meter or
better aswell asreal time capabilities. The key factors in these applications are reiability, repeatability and ease of
use. Because of the high costs associated with operating marine vessels, customers are very concerned about down
time caused by equipment failures, erroneous measurements or time delays in determining a user's position.

Mining and Machine Control

Mining and machine control is an emerging market for the use of GPS technology. Safety and efficiency
are very important in the movement of earth and mined materials. As the construction and mining industries have
moved towards higher automation and robotics to improve safety and efficiency, these industries have focused on
GPS technology as a way to ensure accurate positioning. A dual frequency receiver is necessary to provide the high
positioning accuracy required by the mining and construction industries (typically less than two centimeters) as well
as providing this accurate position in real time. Due to the working environment, the equipment used also must be
very robust (operate during heavy vibration) and provide rapid positional updates to ensure reliable and precise
guidance.

Products

NovAtel offersabroad range of GPS products that are easy to use and integrate, highly reliable and provide
a high degree of accuracy. The Company uses a unique combination of RF, VLS| and DSP design to provide many
features on one receiver board. The Company recently introduced it newest generation receiver, the OEM4. These
receiver boards are sold to OEM customers for integration into their own products. The innovative receiver designs
enable the Company to differentiate product features using software, which is embedded in the receiver, thereby
reducing the need for a variety of hardware platforms. These designs facilitate shorter product development and
production times, reduced manufacturing complexities and lower product costs.

OEM Products
The Company's OEM products include:

OEM4. The OEM4 receiver was introduced in 1999 as the smallest 24 channdl dual frequency GPS
receiver on the market. Key features of this receiver include less than 3 watts power consumption, on-board power
conversion eliminating the need for external power conditioning thus saving space, cost and engineering time,
voltage and temperature monitoring and the ability to drive LED and status lines.

DL Series of Receivers. The DL Series of receivers were introduced in 1999. Incorporating NovAtel’s
MiLLennium receivers, the DL Series provides a removable PCMCIA memory card eliminating the need for
separate data collectors. Dual battery management and a built in scheduling function allows the users to pre-
program multiple logging sessions for stand-alone (autonomous) operation. Front panel operation, access to the
memory card and LED status indicators provides greater flexibility and ease of use.

MiLLennium — WAAS The MiLLennium — WAAS receiver was introduced in 1998 and directly uses the
WAAS signal to significantly enhance position accuracy. It isenvisioned that the WAAS signal will improve basic
GPS signal accuracy from 100 meters to approximately 7 meters. Although WAAS is intended primarily for
aviation users, the MiLLennium —WAAS receiver will permit anyone within the area of coverage to take advantage
of its benefits.

MiLLennium — GLONASS The MiLLennium — GLONASS receiver was introduced in 1998 and offers one
card access to both GPS and GLONASS satellite constellations on the L1 frequency. This hybrid receiver offers
both GPS only and combined GPS/GLONASS position solutions. GLONASS is a constellation of satellites
developed by the Russian government. It is able to provide positioning messages with accuraci es exceeding those of



GPS, mainly due to the absence of Selective Availability. The additional satellites permit applications where GPS
positioning is not currently feasible due to poor satellite coverage or where system reliability could be enhanced by
having access to two independent satellite positioning services.

BeeLine. TheBeelLinereceiver wasintroduced in 1997. Beelineisareal-time azimuth determination and
kinematic positioning system. This 16 channel L1/L1 configuration contains a 2-D attitude solution with RT-20
position. Beeline features 7 milliradian real time kinematic azimuth accuracy, 20 centimeter positional accuracy
and high data output rates. Fast and robust ‘on the fly’ initialization algorithms provide superior performance and
ease of use.

MiLLennium. The MiLLennium receiver was introduced in 1996 as the Company's first dual frequency
receiver. MiLLennium features patented Narrow Correlator tracking technology and P-Code Delayed Correlation
techniques for superior positioning performance. Available in a Eurocard format for embedded applications or as a
stand-alone unit, the MiLLennium GPS receiver provides sub-centimeter level positioning accuracy. Introduced in
1996, RT-2 consists of software which is loaded onto a MiLLennium dual frequency board and provides real time
accuracy of two centimeters or less. High update rates and ease of integration have made the MiLLennium receiver
ideal for navigation, positioning and surveying applications.

MEDLL Receiver. The MEDLL receiver was introduced in 1995 and features the Multipath Estimating
Delay Lock Loop technology, which provides superior GPS performance in high multipath environments. Utilizing
multiple Performance Series boards, this stand-al one unit offers code and carrier multipath rejection improvement of
90% over Narrow Correlator tracking technology.

Standard and Performance Series Receivers. The Standard Series single frequency GPS receivers were
introduced in 1993 and are available in Eurocard or PC-1SA bus compatible formats for embedded applications or as
a stand-alone unit. The Performance Series GPS receivers were also introduced in 1993 and are single frequency
GPS receivers featuring the patented Narrow Correlator tracking technology which provide sub-meter positioning
accuracy while reducing the effects of multipath. Performance Series receivers are available in Eurocard or PC-1SA
bus compatible formats for embedded applications or as a stand-alone unit. In 1994, Multipath Elimination
Technology ("MET") was introduced as a software option for Performance Series GPS receivers, further enhancing
the multipath rejection capabilities. Introduced in 1995, RT-20 consists of software which is loaded onto a
Performance Series single frequency board and provides real time accuracy of 20 centimeters or less. High update
rates, positioning accuracy, multipath rejection, and ease of integration, have made the Standard and Performance
Series GPS receiversideal for high dynamic navigation and positioning applications.

Other Products
Thefollowing isalist of the Company's other principal products and the products devel oped by Point:
Antennas

GPS600. The GPS-600 antenna was introduced in January 2000. This is a new antenna using the
Company’s patent pending Pinwhed aperture coupled dot array technology. Without the aid of a choke ring, the
antenna achieves the same accuracy and reduction of multipath provided with a choke ring. However, as no choke
ring isrequired, the GPS-600 is much smaller and lighter.

Aviation Products

WAAS Reference Receiver. The WAAS GPS Reference Recelver is a safety critical system designed to
meet FAA navigation performance requirements for domestic enroute, terminal, non-precision approach and
precision approach phases of flight. The WAAS Reference Receiver combines the NovAtel MEDLL receiver, along
with the MiLLennium and GEO processing receivers packaged in arack mountable enclosure. In 1998, this product
was incorporated into the Japanese MSAS program. This product is also being incorporated into the European
EGNOS program. The Company believesthat its product istheleader for WAAS reference stationsin providing the
highest level of performance and integrity.



Point Products

Axis. The Axis system uses GPS technology for GIS data collection. Axis features a fully integrated
DGPS receiver and a pen-based software field solution with real time mapping capahilities. The Axis system
features a 12 channel L1 GPS receiver with an internal dual channel beacon receiver.

Radian. The Radian system uses the Company’s dual frequency DL Series receiver to provide centimeter-
level accuracy in real time surveys and millimeter level in post processed surveys. The Radian system may be used
asarover or a base station. The data structure is conveniently formatted for real time (RTK) and post processing
applications.

Locus. An easy to learn, simpleto use, cable free GPS survey system for high accuracy, high productivity
applications. Locus provides the ability to perform a multitude of surveys from centimeter-level static surveys, such
as control and boundary, to kinematic jobs, such as topographic or as-built surveys.

Technology

NovAtel established itself as a technological leader in the GPS industry through the introduction of its
patented Narrow Correlator tracking technology in 1992. Narrow Correlator tracking technology allowed NovAte
to provide sub-meter positioning accuracy with a single frequency receiver while reducing the effects of multipath.
Historically, GPS receivers used a 1.0 code chip correlator spacing in the implementation of delay lock loops (DLL)
for tracking the L1 code. Narrow Correlator tracking technol ogy enables the receiver to narrow aswell as selectively
vary the correlator spacing from 0.1 to 1.0 code chips. This provides a significant reduction of tracking errorsin the
presence of both noise and multipath. To implement this technique, the Company has been able to draw upon its
previous experience in cellular communications to assist in the development of a unique combination of RF, VLSI
and DSP design. The NovAtel RF section provides very clean signal reception and filtering which reduces the
effects of interference and noise on the GPS signals. The high density, proprietary VLSI chips, together with the
DSP section, provide signal processing together with range and position computation in real timewith a high degree
of accuracy, speed and reliability. Using technology devel oped for its former cellular communications business, the
Company conducts on-board circuit testing, thus eliminating the need for expensive test stations.

The Company continued its technology advancements with the introduction in 1994 of Multipath
Elimination Technology ("MET"). MET expanded upon the Narrow Correlator tracking technology by adding two
additional correlators to remove 25% to 50% of the residual multipath. MET is a software option that can be added
to Performance Series receivers. In 1995, the Company introduced Multipath Estimating Delay Lock Loop
("MEDLL") technology. MEDLL offers a more rigorous approach to the reduction of multipath effects using
hardware and software. MEDLL further extends the MET concept by adding multiple correlators which estimate
and eliminate the multipath effects by up to 90%. MEDLL is implemented by using multiple Performance Series
receivers linked to a common RF deck. The Company also introduced RT-20, a real-time kinematic ("RTK")
technique which enables single frequency receivers to achieve real time positioning accuracy of 20 centimeters or
less. RTK positioning utilizes the phase measurement of the transmitted GPS frequencies and attempts to calculate
the number of cycles between the satellite and the receiver (ambiguity resolution). This provides a very accurate
distance which can achieve positional accuracies of a few centimeters. Ambiguity resolution is most easily and
reliably accomplished with a dual frequency receiver. Single frequency receivers are susceptible to incorrect
ambiguity resolution, due to factors such as ionospheric effects, which could provide positional errors of a few
meters. RT-20 uses a floating ambiguity resolution algorithm. This floating algorithm does not achieve the same
accuracy as a fixed solution, however, it ensures stable and reliable 20 centimeter or less positioning accuracy in
dtatic as well as dynamic environments. RT-20 is a software option that can be added to Performance Series
receivers.

These developments were followed in 1996 by the MiLLennium dual frequency receiver and RT-2.
MiLLennium is based upon a custom design ASIC chip combined with Narrow Correlator tracking technology and
P-code delayed correlation technology. MiLLennium has 24 configurable tracking channels and can independently
track Narrow Correlator C/A code on L1, track P-code on L2 and provides full wavelength phase observationson L1
and L2. MiLLennium enables users to achieve the highest accuracy capabilities of GPS (sub-centimeter). RT-2 is
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RTK software which allows a MiLLennium receiver to achieve real time positioning accuracy of 2 centimeters or
less. RT-2 uses a fixed ambiguity resolution algorithm which takes full advantage of the L2 frequency received by
the MiLLennium and provides stable and reliable results to the user. RT-2 is a software option that can be added to
the MiLLennium receiver.

Continuing to advance itstechnological leadership, in 1997, the Company introduced the BeelLine receiver.
Beeline is a red-time azimuth determination and kinematic positioning system. This 16 channd L1/L1
configuration combines a 2-D attitude solution with RT-20 position. Beeline features 7 milliradian real-time
kinematic azimuth accuracy, 20 centimeter positional accuracy and high data output rates. Fast and robust ‘on the
fly' initialization algorithms provide superior performance and ease of use.

In 1998, the Company introduced three new receivers designed to provide users with technology that is
applicable in real life situations and that meet customers needs. The MiLLennium — WAAS receiver uses the
WAAS signal to significantly enhance position accuracy. The MiLLennium — GLONASS receiver offers one card
access to both GPS and GLONASS satellite constellations, providing enhanced system reliability and broader
satellite coverage. Finally, the DL Series of receivers provide a removable PCMCIA memory card, eiminating the
need for separate data collectors, dual battery management and a built in scheduling function allowing the user to
pre-program multiple logging sessions for stand alone (autonomous) operation.

In 1999, the Company introduced the smallest 24 channdl, dual frequency GPS receiver on the market, the
OEM4. The Company recently announced a new antenna, the GPS-600, utilizing the Company’s patent pending
Pinwheel aperture coupled dot array technology. Without the aid of a choke ring, the antenna achieves the same
accuracy and reduction of multipath provided with a choke ring. However, as no choke ring is required, the GPS-
600 is much smaller and lighter.

Resear ch and Development

The Company's technological leadership position is the result, in large part, of its strong commitment to
research and devel opment. The Company has invested heavily in developing GPS technology, including the design
of proprietary software and integrated circuits for GPS receivers. The Company expensed $6.1 million, $8.2 million
and $6.9 million, representing approximately 22%, 38% and 28% of total revenues in 1997, 1998 and 1999,
respectively, on research and development. Starting in 1999, Point’ s research and devel opment expenses have been
proportionately consolidated with the Company’s research and devel opment expenses.

Research costs are charged to operations as incurred. Development costs, including software devel opment
costs, are charged to operations as incurred unless they meet specific criteria related to technical, market and
financial feasibility. In these circumstances, the costs are deferred and amortized on a systematic basis, subject to
recoverability. The Company deferred $1.3 million of development costs in 1999 and $0.5 million in 1998 related
to the development of a certified aviation GPS receiver. No development costs were deferred in 1997. The
Company has not commenced the amortization of these deferred costs.

Often a new product is initially developed for a customer or strategic partner who is willing to purchase
development stage products. The Company has used feedback from such initial customers as a source of information
in designing and refining its products, and in defining, with greater precision, customer needs in emerging market
areas. The Company expects that a significant portion of future revenue will continue to be derived from sales of
newly introduced products by the Company and through its affiliate company, Point. The Company has previousy
experienced delays in shipping certain of its products and any future delays, whether due to production delays,
product design and development delays, lack of market acceptance, delays in any required regulatory approval or
otherwise, could have a material adverse effect on the Company's results of operations. The Company's future
success depends on its ability to develop and produce new competitive products. Advances in product technol ogy
will require continued substantial investment in research and development to maintain the Company's market
position.

Development and production schedules for technology products are difficult to predict, and accordingly,

there can be no assurance that the Company or Point will achievetimely initial customer shipments of new products.
The timely availability of these products in volume and their acceptance by customers are important to the future

11



success of the Company. A number of the markets in which the Company sdllsits products are also served by non-
GPS technologies, some of which are currently more widely accepted and less expensive than GPS-based systems.
The success of GPS-based systems against these competing technologies depends, in part, upon whether GPS
systems can offer significant improvements in productivity, accuracy and reliability in a cost-effective manner. In
addition, from time to time, the Company or its competitors may announce new products, capabilities or
technologies that have the potential to replace or shorten the life cycles of the Company's or Point’s existing
products. No assurance can be given that announcements of currently planned or other new products will not cause
customers to defer or stop purchasing the Company's or Point’s products until the Company's, Point’s or their
competitors new products become available. Certain of the Company's and Point’s products are also subject to
governmental and similar certifications before they can be sold. An inability or delay in obtaining such certification
could have an adverse effect on the Company's business, financial condition and results of operations.

The Company has established a Technology Advisory Committee (TAC) consisting of GPS industry
experts, Dr. M. Elizabeth Cannon; Dr. Frank van Graas; Prof. Dr. Gunther W. Hein and Mr. Phillip Ward. The
committee is chaired by Mr. Patrick Fenton, the Company's Vice President, Technology. The Company believes
that TAC has been and will continue to be an important contributor in maintaining the Company’s research and
development on the leading edge.

Customers

During the past two years the Company has sold its products to over 300 customers worldwide. Sales to
DX Trading Co. Ltd., Nikon (being collectively Nikon Incorporated and Nikon Corporation) and Carl Zeiss Jena
GmbH accounted for 7.7% , 5.8% and 5.6%, respectively, of the Company’ stotal revenuesin 1999. In comparison,
sales to DX Trading Co. Ltd., Nikon and Cubic Defense Systems Inc. accounted for 24.2%, 8.6% and 4.4%,
respectively, of the Company’stotal revenuesin 1998. Salesto Point, net of intercompany eliminations, accounted
for 4.2% of total revenues in 1999 compared to no revenues in 1998. The Company's proportionate share of
revenues from Point accounted for 12.0% of total revenuesin 1999 compared to no revenuesin 1998. See "Item 9
— Management's Discussion and Analysis of Financial Condition and Results of Operations.”

Sales, Marketing and Distribution

The Company's strategy is to achieve broad market penetration by employing multiple distribution
channels, including OEMSs, strategic relationships and a network of dealers. The Company recognizes the
importance of sales, marketing and product distribution as critical to its future success. The number of independent
dealers and resellers of the Company’ s products was approximately 20 in 1999. In addition, Sokkia' s distribution
system includes more than 25 subsidiaries and additional representatives around the world, each having its own
dealer network. The Company has offices in the United States and Great Britain to provide more responsive sales
and technical support to the Company’s customers and distributors in these regions.

From 1997 through 1999, distribution of the Company’s end user products was through Nikon Japan and
Nikon US in Japan, North, Central and South America. The Nikon US distribution agreement expired September
30, 1999, the parties mutually agreeing not to renew it. TheNikon Japan agreement expired December 31, 1999, the
Company dected not to renew it. In July 1999, the Company commenced a transition to a new GPS surveying
partner, Sokkia. Sokkiaisaworld leader in surveying. The partnership reflects a move from a supplier relationship
to afully integrated devel opment team. Sokkia and the Company formed ajointly owned company known as Point.
The ownership of Point is 51% Sokkia and 49% the Company. The Company’s Custom Products Group, which was
responsible for the development of survey products, was transferred to Point effective August 1, 1999. In addition,
Sokkia transferred in the Sokkia Technology, Inc. organization which had been conducting advanced measurement
solutions research and development for Sokkia. Point will provide Sokkia's global marketing organization with
advanced measurement solutions for the fields of surveying, mapping, geographical information systems (GIS),
construction and construction machine control. Sokkia's distribution system includes more than 25 subsidiaries and
additional representatives around the world, each having its own dealer network. Newly developed GPS survey
products were announced in October 1999 and are now being delivered through the Sokkia channels. The Company
seeks to enter into additional strategic relationships to penetrate various markets, for technical cooperation or for
integrated product devel opment.
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The Company has developed its sales and marketing capabilities to anticipate and respond to customer
needs as they arise in its multiple markets. The in-house sales and marketing efforts are focused on product
management, distribution management and promotions. Each market requires specific attention to the needs of its
sales and distribution channels, which are rapidly changing. The Company must continue to manage its future
growth effectively, otherwise customer acceptance and results of operations may be adversely affected.

Customer support is essential not only for optimal service to customers in support of their system
integration effort, but also to provide quick turn-around time with regard to customer concerns and problems when
dealing with products. The Company's customer support staff also provides software upgrades and application
consulting to assist its customersin the systems integration process. The Company is able to achieve a high level of
customer support by employing qualified engineers and technicians who advise and provide support to the
Company's customers. Because of their frequent interaction with the customer base, these engineers and technicians
are an effective marketing tool. They are also able to provide the Company with valuable customer input relating to
product improvements and enhancements and opportunities for new products.

The Company derived approximately 72%, 48% and 54% of its total revenues in 1997, 1998 and 1999,
respectively, from sales to customers in Canada and the United States. The Company plans to continue to increase
its international sales and marketing efforts. The percentage of total revenues from international sales decreased
from 52% in 1998 to 46% in 1999. Total dollar revenues from international sales declined dightly from $11.3
million in 1998 to $11.1 million in 1999. There are a number of risks inherent in the Company's international
business activities, including unexpected changes in Canadian, United States or other government policies
concerning the import and export of goods, services and technology and other regulatory requirements, tariffs and
other trade barriers, costs and risks of localizing products for foreign countries, longer accounts receivable payment
cycles, potentially adverse tax consegquences, limits on repatriation of earnings and the burdens of complying with a
wide variety of foreign laws. Fluctuations in currency exchange rates could materially adversely affect sales
denominated in currencies other than the Canadian dollar and cause a reduction in revenues derived from salesin a
particular country. The financial stability of foreign markets could also affect the Company's international sales.
There can be no assurance that such factors will not materially adversely affect the revenues from the Company's
future international sales and, consequently, the Company's results of operations. In addition, revenues of the
Company earned abroad may be subject to taxation by more than one jurisdiction, which could materially adversely
affect the Company's earnings. Furthermore, in certain foreign markets, there may be a reluctance to purchase
products based on GPS technology, given the control of GPS by the U.S. Government. Each of these factors could
have an adverse effect on the Company's business, financial condition and results of operations.

Competition

The Company believes that its ahility to compete successfully depends on a number of factors, both within
and outside of its control, including the performance, quality and price of the Company's and its competitors
products, the timing and success of new product introductions by the Company, its OEM customers and its
competitors, the emergence of new GPS technol ogies and competing technol ogies, the devel opment of technol ogi cal
innovations, the efficiency of production, the rate at which the Company's OEM customers incorporate the
Company's productsinto their products, the number and nature of the Company's competitorsin a given market, the
assertion of intellectual property rights and general market and economic conditions. Within each of the markets
which the Company serves, the Company has encountered direct competition from other GPS suppliers such as
Trimble Navigation Limited, Magellan Corporation and Leica AG, and to a lesser extent, Javad Positioning
Systems, Garmin Corporation, Dassault Sercel Navigation Positioning and Allan Osborne Associates, as well as
Topcon America Corporation in the survey markets. In addition, the Company faces competition from large,
established companies that participate in the GPS markets, including Motorola, Inc. and Rockwell Corporation. The
Company expects competition to continue to intensify from various larger domestic and international competitors
and new market entrants, some of which may be current Company customers, as they begin to offer products,
services or systems which compete with the Company's products. There can be no assurance that the Company's
current or future competitors, many of whom, individually or together with their corporate parents, have
substantially greater financial resources, research and development resources, greater distribution, marketing and
other capabilities than the Company, will not apply those resources and capabilities to compete successfully against
the Company. A number of the markets in which the Company sdlls its products are also served by non-GPS
technologies, some of which are currently more widely accepted and less expensive than GPS-based systems. The
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success of GPS-based systems against these competing technol ogies depends in part upon whether GPS systems can
offer significant improvements in productivity, accuracy and reliability in a cost-effective manner. The Company
believes that its ability to compete successfully in the future against existing and additional competitors will depend
largely on its ahility to combine systems and products with significantly differentiated features compared to
currently available products, with a high level of customer support. There can be no assurances that the Company
will be able to successfully implement this strategy. The Company also believesthat in certain emerging marketsits
success will depend on its ability to form and maintain strategic rel ationships with established systems providers and
industry leaders such as Canadian Marconi and Sokkia. The Company's failure to form and maintain such
relationships, or the preemption of such relationships by the actions of the Company's other GPS competitors, could
adversely affect the Company's ability to penetrate emerging GPS markets. In addition, prices of the Company's
products have declined since their introduction due to competitive pressure. There can be no assurance that
competitive pressures will not further result in decreased prices and lower margins for the Company's products.
Such price and margin decreases could have a material adverse effect on the Company's business, financial
condition and results of operations.

Operations

The Company subcontracts the manufacturing of its GPS receivers at the board level while configuring and
assembling the receivers in-house. The number of basic board-level products is limited because the Company
achieves product differentiation by loading different software packages on a common hardware platform. The
Company receives pre-tested boards, configures the boards by loading the appropriate software and, for some
products, mounts the boards in different enclosures. The configurability of the receivers by software load allows the
Company to maintain alow inventory level of semi-finished goods and provide quick order turnaround.

The Company currently uses two subcontractors for the board manufacturing, one being Raven Industries
Inc. of Sioux Falls, South Dakota. The Company has recently sourced a second subcontractor, SMTC Manufacturing
Corporation of Canada of Markham, Ontario, Canada, to manufacture its products. Subcontracting the
manufacturing process requires little capital equipment and consequently allows growth without large capital
investments. It also provides high flexibility in the choice of manufacturing processes.

The Company believes there are a number of qualified vendors for most of the parts and components used
in its products. However, several components are purchased from a single source. In many cases, despite the
availability of multiple sources, the Company may select a single source in order to maintain quality control.
Components for which the Company currently does not have multiple sources include application-specific integrated
circuits manufactured to the Company's proprietary design supplied by Arrow Electronics Canada Ltd., crystals
from Quest Marketing Inc., duplexers from Comnav Engineering Inc., and filters supplied by Lark Inc. The
Company experienced significant production delays in the past caused by an insufficient supply of certain
components. If the Company is unable to obtain a sufficient supply of its single source components from its current
vendors, the Company may be required to obtain such components from alternative sources at higher prices and may
experience a delay or interruption in product shipments, which could adversely affect the Company's business,
financial condition and results of operations and damage customer relationships until an alternative source can be
obtained. The Company has received notices about last buy opportunities for certain components. The Company
has taken steps to ensure adequate supply of these components and commenced product redesigns, as may be
required. In particular, the Company is completing a last buy of the processor used in most of its products. The
Company is obligated to complete deliveries of the processor by December 2000, which is believed to be a sufficient
supply for the next two to three years. Also, a significant increase in the price of one or more components could
adversely affect the Company's business, financial condition and results of operations. Although the Company has
ingtituted vendor audit programs, there can be no assurance that the Company will not face problems with the
quality of components in the future that could result in delays in supplies, interrupt shipments and require
modification of products aready sold by the Company, any of which could have a material adverse effect on the
Company's business, financial condition and results of operations. In addition, there can be no assurance that the
manufacturing subcontractors will be able to manufacture the Company's products in atimely and reliable manner.
The failure by a subcontractor to manufacture the Company's products in atimely and reliable manner could have a
material adverse effect on the Company's business, financial condition and results of operations. In 1998, a
workmanship defect arose with respect to WAAS receivers manufactured and delivered by Harris Canada, Inc.
(“Harris’), the Company’s former subcontract manufacturer. The Company has implemented a corrective action
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plan and hasfiled alawsuit against Harris for damagesin the amount of at | east $400,000 and such other damages as
may be proven at trial. Harris hasfiled a Statement of Defence denying liability.

In January 1999, the Company concluded a sale/leaseback arrangement by which the Company’s Calgary
facility, including certain adjacent land, was sold for net proceeds of $6.9 million. At the same time, the Company
entered into a lease agreement with a minimum 10 year term. In September 1999, the Company sold its remaining
land for net proceeds of $0.7 million.

Patents, Trademarks and Licenses

The Company currently holds eleven U.S. patents and seventeen related foreign patents which expire at
various dates no earlier than November 28, 2010. The Company has also received a notice of allowance for a
eighteen related foreign patent and the Company has numerous pending U.S. and foreign patent applications. The
Company currently has numerous trademarks worldwide, including the NovAtel trademark, which is registered or
pending in 35 countries.

The Company has copyrights and intellectual property rights to its proprietary software and custom
integrated circuit designs. In 1997, the Company purchased a license with respect to its SoftSurv software, which is
a full-featured GPS dual frequency data post-processing package for surveying applications. The purchase allows
for more control over the pricing, costs, support and development of SoftSurv. In 1999, the Company licensed
SoftSurv and certain intellectual property related to its end user productsto Point.

Although the Company believes that its patents and trademarks have value, there can be no assurance that
the Company's patents and trademarks, or any additional patents and trademarks that may be obtained in the future,
will provide meaningful protection from competition. The Company believes that its success will depend primarily
upon the experience, creative skills, technical expertise, management skills and marketing and sales ability of its
personnel. The value of the Company's products relies substantially on the Company's technical innovation in fields
in which there are many current patent filings. The Company recognizes that as new patents are issued or are
brought to the Company's attention by the holders of such patents, it may be necessary for the Company to withdraw
products from the market, negotiate a license from such patent holders, redesign its products or pay damages
assessed as a result of litigation. Such events could have a material adverse effect on the Company's business,
financial condition and results of operations. In addition, the legal costs and engineering time required to safeguard
intellectual property or to defend against litigation could become significant. The Company has received written
notices from BTG USA Inc., the United States Department of the Navy, Western Atlas International, Inc. and
GeoResearch Inc. alleging patent infringement of their respective patents. No formal claim has been brought by any
of the parties. The Company believes that it has valid defences to these claims should formal proceedings be
commenced. In protecting itsintellectual property rights the Company has sent out letters to third parties regarding
potential infringements, requesting that they enter into license agreements with the Company if they wish to
continue using certain technologies. In response to one of these letters, a recipient claimed that the Company's
Narrow Correlator tracking technology patents were invalid. Such party subsequently agreed to withdraw its claim
and entered into a license agreement for the use of the Company's Narrow Correlator tracking technology. While no
intellectual property right of the Company has been invalidated or declared unenforceable, there can be no assurance
that such rights will not be invalidated due to the existence of prior art or otherwise held unenforceable.

In November 1994, the Company commenced an action against Trimble Navigation Limited ("Trimble")
seeking relief and damages for an alleged infringement of the Company's U.S. Patent No. 5,101,416 (the "Narrow
Correlator patent™). In March 1995, Trimble commenced an action against the Company seeking relief and damages
for an alleged infringement of Trimble's U.S. Patent No. 5,390,207 (the "207 patent"). In January 1996, Trimble
filed a complaint with the International Trade Commission in the U.S. seeking to ban imports of the Company's
products into the U.S. which allegedly infringed upon the 207 patent. All of these claims were resolved on July 16,
1996 when the Company and Trimble entered into a settlement agreement by cross licensing certain technol ogies,
including a Narrow Correlator license to Trimble. The settlement agreement with Trimble includes a provision that
Trimble may, at its sole option, terminate the licenses and rights granted upon a direct change of control. Trimble
has not terminated such licenses and rights since Canadian Marconi acquired control in April 1998, and the
Company does not believe that Trimble will terminate such licenses and rights as a result of the change of control.
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Employees

As of December 31, 1999 the Company, not including subsidiaries or Point, employed 96 permanent
persons (127 in 1998), including 42 in research and product devel opment (66 in 1998), 10 in sales and marketing (10
in 1998), 18 in operations (18 in 1998) and 26 in administration and finance (25 in 1998). The number of temporary
and contract personnel was 5 as of December 31, 1999 (1 in 1998). Asaresult of the Agreement with Sokkia to
create Point, 21 full time employees and 1 temporary employee from the Company’s Custom Products Group were
transferred to Point effective August 1, 1999. Aswadll, given the internal restructuring that followed, 6 employees
were laid off in July. The Company encountered its highest rate of staff turnover in 1999 reaching 18% (not
including the July layoffs or the reassignment of peopleto Point). Competition in recruiting personnel isintense, and
the number of persons with relevant experience, particularly in engineering, islimited. The Company believes that
its future success depends, in part, on its ability to attract and retain qualified technical, marketing, sales and
management personnel. Any inability by the Company to attract and retain additional key employees or the loss of
one or more of its current key employees could materially adversely affect the Company's business, financial
condition and results of operations. None of the Company's employees is represented by a labor union, and the
Company has not experienced any work stoppages.

Risk Factors

In addition to the other information set forth in this Annual Report, the following risk factors should be
considered carefully in evaluating the Company. This Annual Report contains certain forward-looking statements
and intentions. The cautionary statements made in this Annual Report should be read as being applicable to all
related forward-looking statements wherever they appear in this Annual Report. The Company's actual results could
differ materially fromthose discussed here. Factorsthat could cause or contribute to such differences include those
discussed below, aswell as those discussed elsewhere in this Annual Report.

Periodic Fluctuations in Results of Operations

The Company's results of operations have fluctuated and can be expected to continue to fluctuate on a periodic
basis as a result of a number of factors which affect revenue, gross margin and operating expenses. Annual and
quarterly revenues have fluctuated because of a number of factors, including revenue generated from major
contracts, operating results of affiliates and subsidiaries, certification and market acceptance of the Company’s new
products, impact and timing of large orders, pricing pressures in the market, establishing and maintaining effective
distribution channels, fluctuations in non-recurring engineering ("NRE") fees, seasonality of customer purchase
patterns and the timing of industry trade shows. Shipments under a major contract could result in unusually high
revenue levels when compared to revenues and income in other periods. For example, during 1999, sales of the
Company's WAAS receivers to the WAAS and MSAS programs accounted for approximately 10% of the
Company's total revenues compared to approximately 27% in 1998. The Company currently has no commitments
for future sales of its WAAS receiversin any further implementations of the WAAS or MSAS programs. There can
be no assurance that the Company will receive major contracts in the future, and the failure to do so could have a
material adverse effect on the Company's business, financial condition and results of operations. The Company sdlls
GPS receivers to Point, which incorporates these receivers into surveying systems that are in turn sold through the
Sokkia distribution channels. The proportionate share of the accounts of Point are included in the Company’
accounts. Point is subject to all of the sametypes of risks that the Company is subject to. There can be no assurance
that Point’s operations may not have a material adverse effect on the Company’s business, financial condition and
results of operations. The Company currently has a preliminary contract for work related to EGNOS. This
contributed largely to NRE fees increasing from $99,000 in 1998 to $863,000 in 1999. The Company is currently
negotiating a full contract for further EGNOS work. There can be no assurance that the Company will receive any
further contract related to EGNOS. Revenues can be expected to vary significantly as a result of a lack of a
significant order backlog, fluctuations in demand for existing products, operating results of affiliates and
subsidiaries, the rate of development of new markets, the degree of market acceptance of new products, increased
competition and the general strength of domestic and international economic conditions. Furthermore, if the
Company were unable to ddiver sufficient quantities of products in a timely manner, due to factors such as parts
supply shortages or customs delays, the Company's revenues could be adversely affected. Gross margin as a
percentage of revenue varies primarily as a result of product sales mix, consolidated results of affiliates and
subsidiaries, changes in materials and contract manufacturing costs, liquidation of discontinued inventory, and
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absorption of fixed manufacturing costs. As revenues derived from sales of WAAS receivers decrease as a
percentage of total revenues, gross margin percentage may be adversely affected as these sales generally have higher
gross margin percentages. The Company's OEM products typically have higher gross margins than the sale of
survey products by Point. The Company believes the sale of survey products by Point is an important growth
strategy; however, sdlling survey products through Point could adversely affect the Company's gross margins. A
shortfall from anticipated revenue could adversely affect results of operations and income per share. In addition, if
the Company were to receive amajor contract, it would likely increase its expenditures to support such a contract. If
revenue from the contract were delayed for any reason, including cancellation or deferral of the contract, the
Company's results of operations could be adversaly affected. See "Item 9 — Management's Discussion and Analysis
of Financial Condition and Results of Operations.”

Concentration of Stock Ownership

As of March 23, 2000, Canadian Marconi owns approximately 58% of the outstanding Common Shares of
the Company. As a result, Canadian Marconi is able to exercise significant influence over management of the
business, including such matters as budgets, profitability, acquisitions and development of new markets. In
addition, controlling interest by Canadian Marconi has a significant effect on public securities market i ssues such as
analyst coverage and stock price. In turn, as of February 29, 2000, Canadian Marconi is owned 48.9% by Canmar
and 4.8% by Medlink which owns 100% of Canmar. British Aerospace owns 100% of Medlink. Asaresult, British
Aerospace is able to exercise significant influence over Canadian Marconi, and therefore, the Company. Further,
Canadian Marconi, acting alone, is able to exercise significant influence, over all matters requiring shareholder
approval, including the election of directors and approval of significant corporate transactions. Such concentration
of ownership may also have the effect of delaying or preventing a change in control of the Company. See"ltem 4 —
Control of Registrant.”

Expansion and Development of New Distribution Channels

The Company sdlls its OEM products to OEM customers and through strategic relationships. The
Company expects to continue to utilize these relationships to sell to companies that will incorporate the Company's
products into their products and services. Accordingly, the success of the Company will be dependent in large part
on its ability to continue its existing relationships and develop new OEM and other third party relationships. The
Company cannot predict nor control the extent to which its distribution network will be successful in marketing
products incorporating the Company's products. A material loss of any of the Company's OEM customers or
dtrategic partners, either as a result of competitive products offered by other companies or products developed
internally by these OEM customers and strategic partners, or their inability to penetrate their respective market
segments, could have a material adverse effect on the Company's business, financial condition and results of
operations. There can be no assurance that the Company can continue to attract OEM customers, dealers and
strategic partners and any inability to do so could materially adversely affect the Company's business, financial
condition and results of operations.

In the surveying market the Company’s products currently are sold to Point which integrates them into
survey products sold by Sokkia through its worldwide distribution system. Accordingly, there can be no assurance
that Sokkia will be successful in distributing GPS survey products. The Company has expanded, and plans to
continue expanding, its distribution channels. There can be no assurance that such expansion will be successfully
completed, that the cost of such expansion will not exceed the revenues generated, or that the Company's sales and
marketing organization will be able to successfully compete against the more extensive and well-funded sales and
marketing operations of many of the Company's current or potential competitors. The Company's inahility to
manage effectively its distribution expansion could have a material adverse effect on the Company's business,
financial condition and results of operations. See "— Sales, Marketing and Distribution.”

Dependence on New Products
The Company's success will depend to a substantial degree upon Point and its own ability to develop and
introduce in a timely manner new products and product enhancements that incorporate technological changes and

innovations and meet changing customer or regulatory requirements or emerging industry standards in new and
existing markets. Although the Company and Point each expect to make significant investments in research and
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development to continue to enhance existing products, develop new products which incorporate new and existing
technol ogies and achieve market acceptance for such products, there can be no assurance that such new products or
product enhancements will be successfully developed or, if developed, that any such new products or product
enhancements will be devel oped in time to capture market opportunities or achieve a significant or sustainable level
of market acceptance in new and existing markets. The devel opment of new, technol ogically advanced products and
product enhancements is a complex and uncertain process requiring accurate anticipation of technological and
market trends. Any inability on the part of the Company or Point to successfully define, develop and introduce new
products and product enhancements may materially adversely affect the Company's growth potential and results of
operations. In addition, development and manufacturing schedules for technology products are difficult to predict
and there can be no assurance that the Company or Point will achieve timely initial customer shipments of new
products. The timely availability of these products in the market place and their acceptance by customers are
important to the future success of the Company. The Company has previousy experienced delaysin shipping certain
of its products and any future delays, whether due to manufacturing delays, product design and devel opment delays,
lack of market acceptance, delaysin any required regulatory approval, or otherwise, could adversaly affect customer
acceptance of the Company's products and have a material adverse effect on the Company's business, financial
condition and results of operations. From time to time, the Company or its competitors may announce new products,
capabilities or technologies that have the potential to replace or shorten the life cycles of the Company's or Point’s
existing products. No assurance can be given that announcements of currently planned or other new products will
not cause customersto defer or stop purchasing the Company's or Point’ s products until the Company's or Point’s or
their competitor's new products become available. In addition, certain of the Company's and Point’s products are
subject to governmental and similar certifications before they can be sold. Any inability or delay in obtaining such
certifications could have an adverse effect on the Company's business, financial condition and results of operations.
See "— Research and Devel opment.”

Competition; Pricing Pressures

The Company believes that its ahility to compete successfully depends on a number of factors, both within
and outside of its control, including the performance, quality and price of the Company's and its competitors
products, the timing and success of new product introductions by the Company, its OEM customers and its
competitors, the emergence of new GPS technol ogies and competing technol ogies, the devel opment of technol ogical
innovations, the efficiency of production, the rate at which the Company's OEM customers incorporate the
Company's productsinto their products, the number and nature of the Company's competitorsin a given market, the
assertion of intellectual property rights and general market and economic conditions. Within each of the markets
which the Company serves, the Company has encountered direct competition from other GPS suppliers such as
Trimble Navigation Limited, Magellan Corporation and Leica AG, and to a lesser extent, Javad Positioning
Systems, Garmin Corporation, Dassault Sercel Navigation Positioning and Allan Osborne Associates as well as
Topcon America Corporation in the survey market. In addition, the Company faces competition from large,
established companies that participate in the GPS markets, including Motorola, Inc. and Rockwell Corporation. The
Company expects competition to continue to intensify from various larger domestic and international competitors
and new market entrants, some of which may be current Company customers, as they begin to offer products,
services or systems which compete with the Company's products. There can be no assurance that the Company's
current or future competitors, many of whom, individually or together with their corporate parents, have
substantially greater financial resources, research and development resources, greater distribution, marketing and
other capabilities than the Company, will not apply these resources and capabilities to compete successfully against
the Company. A number of the markets in which the Company sdlls its products are aso served by non-GPS
technologies, some of which are currently more widely accepted and less expensive than GPS-based systems. The
success of GPS-based systems against these competing technol ogies depends in part upon whether GPS systems can
offer significant improvements in productivity, accuracy and reliability in a cost-effective manner. The Company
believes that its ability to compete successfully in the future against existing and additional competitors will depend
largely on its ahility to combine systems and products with significantly differentiated features compared to
currently available products, with a high level of customer support. There can be no assurance that the Company
will be able to successfully implement this strategy. The Company also believesthat in certain emerging marketsits
success will depend on its ability to form and maintain strategic rel ationships with established systems providers and
industry leaders such as Canadian Marconi and Sokkia. The Company's failure to form and maintain such
relationships, or the preemption of such relationships by the actions of the Company's GPS competitors, could
adversely affect the Company's ability to penetrate emerging GPS markets. In addition, prices of the Company's
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products have declined since their introduction due to competitive pressure. There can be no assurance that
competitive pressures will not further result in decreased prices and lower margins for the Company's products.
Such price and margin decreases could have a material adverse effect on the Company's business, financial
condition and results of operations. See "— Competition.”

Uncertain Market Devel opment

The Company currently addresses the following markets for the application of GPS technology: surveying
and GIS primarily through Point, aerospace, agriculture, marine and mining and machine control. Although the
Company believesthat these markets have growth potential for sales of GPS products, there can be no assurance that
such markets will continue to develop, particularly given that GPS-based systems are ill in an early stage of
adoption in some of these markets, or that even if they develop, such markets will develop in a direction beneficial
to the Company's products or product positioning or in the time frame in which the Company expects to launch
products for these markets. Because the use of GPS technology in the mining and machine control markets is new
and emerging, there can be no assurance that GPS technology or products will become widely or significantly used
by participants in these markets or that competing technologies will not become the industry standard in these
markets. Any development of these markets away from GPS technologies used or the GPS products offered by the
Company could have a material adverse effect on the Company's growth potential and its business, financial
condition and results of operations. The Company also beieves that in certain emerging markets its success will
depend on its ability to form and maintain strategic relationships with established systems providers and industry
leaders. The Company's failure to form and maintain such relationships, or the preemption of such relationships by
the actions of the Company's other GPS competitors, could adversely affect the Company's ability to penetrate
emerging GPS markets. In addition, the Company's future growth will depend upon the timely development of the
markets in which the Company currently competes, the Company's ability to continue to identify and exploit new
markets for its products, and the Company's ability to open new channels of distribution for its existing and future
products. Any inability on the part of the Company to effectively and efficiently exploit opportunities in new or
emerging markets through successful product marketing, new and timely product introductions and product
enhancements and establishing new distribution channelsfor its products could have a material adverse effect on the
Company's growth and business, financial condition and results of operations. Further, to the extent the Company
builds inventory in anticipation of potential salesin a new market, the failure of that market to develop could have a
material adverse effect on the Company's business, financial condition and results of operations.

Management of the Business

The Company's ability to manage its business will be substantially dependent upon its ahility to efficiently
and effectively allocate resources to conduct research and development, product implementation, sales activity,
financial management and customer support services. Accordingly, the Company's future results of operations will
depend on the continuing ability of its officers and other key employees to conduct business effectively and to
improve the Company's operations. The Company will need to continue to improve its operational, financial and
management systems. There can be no assurance that the Company will be able to manage business shortfalls or
expansion successfully, and any inability to do so would have a material adverse effect on the Company's business,
financial condition and results of operations. The Company must successfully manage research and devel opment
projects, the control of overhead expenses and inventories and the management and training of its employee base.
The Company’ s inability to manage these and other factors could have a material adverse effect on the Company's
business, financial condition and results of operations. See "— Employees' and "— Operations.”

Dependence on Key Suppliers and Manufacturers

The Company believes there are a number of qualified vendors for most of the parts and components used
in its products. However, several components are purchased from a single source. In many cases, despite the
availability of multiple sources, the Company may select a single source in order to maintain quality control.
Components for which the Company currently does not have multiple sources include application-specific integrated
circuits manufactured to the Company's proprietary design supplied by Arrow Electronics Canada Ltd., crystals
from Quest Marketing Inc., duplexers from Comnav Engineering Inc. and filters supplied by Lark Inc. The
Company experienced significant production delays in the past caused by an insufficient supply of certain
components. If the Company is unable to obtain a sufficient supply of its single source components from its current
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vendors, the Company may be required to obtain such components from alternative sources at higher prices and may
experience a delay or interruption in product shipments, which could adversely affect the Company's business,
financial condition and results of operations and damage customer relationships until an alternative source can be
obtained. The Company has received notices about last buy opportunities for certain components. The Company
has taken steps to ensure adequate supply of these components and commenced product redesigns, as may be
required. In particular, the Company is completing a last buy of the processor used in most of its products. The
Company is obligated to complete deliveries of the processor by December 2000, which is believed to be a sufficient
supply for the next two to three years. Also, a significant increase in the price of one or more components could
adversely affect the Company's business, financial condition and results of operations. Although the Company has
ingtituted vendor audit programs, there can be no assurance that the Company will not face problems with the
quality of components in the future that could result in delays in supplies, interrupt shipments and require
modification of products already sold by the Company, any of which could have a material adverse effect on the
Company's business, financial condition and results of operations. In addition, the Company currently relies on one
subcontractor to manufacture its products. The Company is planning to source a second subcontractor to
manufacture its products. There can be no assurance that such subcontractors will be able to manufacture the
Company's products in a timely and reliable manner. The failure by a subcontractor to manufacture the Company's
productsin atimely and reliable manner could have a material adverse effect on the Company's business, financial
condition and results of operations. In 1998, a workmanship defect arose with respect to WAAS receivers
manufactured and delivered by Harris Canada, Inc. (“Harris’), the Company’s former subcontract manufacturer.
The Company has implemented a corrective action plan and has filed a lawsuit against Harris for damages in the
amount of at least $400,000 and such other damages as may be proven at trial. Harris has filed a Statement of
Defence denying liability.

Dependence on Key Personnel

The Company's future success depends, in part, on its ability to attract and retain qualified technical,
marketing, sales and management personnel. Competition for such personne isintense and the number of persons
with relevant experience, particularly in engineering, islimited. Any inability on the part of the Company to attract
and retain additional key employees or the loss of one or more of its current key employees could materially
adversely affect the Company's business, financial condition and results of operations. The Company currently has
employment contracts with its executive officers, Douglas R. Reid, President and Chief Executive Officer, Werner
Gartner, Executive Vice President and Chief Financial Officer and Randy R. Mabbott, Senior Vice President
Corporate Affairs, General Counsdl and Corporate Secretary. The Company does not maintain key man life
insurance for any of its executive officers.

Reliance on Satellite Networks

The Company's products rely on signals from GPS NAVSTAR satellites. NAVSTAR satellites and their
ground support systems are complex electronic systems subject to electronic and mechanical failures and possible
sabotage. As of early 2000, there are 28 usable satellites, 4 more than the design requirement. The satellites have a
limited design life of between 7 and 11 years and the satellites are also subject to damage by the hogtile space
environment in which they operate. The repair of damaged or malfunctioning satellites is nearly impossible. If a
significant number of satellites were to become inoperable, there could be a substantial delay before they are
replaced with new satellites. A reduction in the number of operating satelliteswould impair the current usefulness of
the GPS system or the growth of current and additional market opportunities, which, in either case, would adversely
affect the Company's business, financial condition and results of operations. Spare satellites have been launched to
address these concerns. President Clinton confirmed in 1996 the U.S. Government's commitment to GPS by
announcing that the government would continue to provide GPS signals for civil, commercial and scientific uses at
no cost to the private sector. In addition, Vice-President Gore has announced two new civilian signalswill be added
to GPS, and in January 1999 announced US$400 million to support the implementation of these new signals. There
can be no assurance that the Company will be able to design products to use the new signals. Further, thereis no
assurance that the U.S. Government will remain committed to the operation and maintenance of GPS satdllites over
along period of time, or that the policies of the U.S. Government for the use of GPS without charge will remain
unchanged. The accuracy of GPSis reduced by distortion of GPS signals as a result of Selective Availability ("SA"),
which is controlled by the U.S. Department of Defense. Selective Availability is a currently activated, intentional
system-wide degradation of stand-alone GPS accuracy from approximately 25 meters to approximately 100 meters.
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The Department of Defense implemented SA in order to deny hostile forces accurate position, time and velocity
information supplied by GPS. In certain military applications, classified devices are utilized to decode the SA
degradation and return accuraciesto their original levels. The Company has to date been able to design products that
will reduce the degradation that can be caused by SA. Although the U.S. Government has announced that it will
discontinue the use of SA, there can be no assurance that the U.S. Government will not take further actions which
would adversely affect the use of GPS. These actions could include alternative methods of degrading the system or
even rendering it inoperable. There can be no assurance that the Company would be able to design products to
compensate for these further actions. In addition, to protect national security interests, various U.S. Government
agencies have indicated their intention to limit or prohibit the use of techniques which compensate for SA and such
limitations or prohibitions could have a material adverse effect on the Company's business, financial condition and
results of operations. Certain European government organizations have expressed concern regarding the
susceptibility of GPS equipment to intentional or inadvertent signal interference. Such concern could trandate into
reduced demand for GPS products in certain geographic regions. The Company could be impacted by decisions
taken at international bodies, such as the International Telecommunication Union (“ITU”). In 1997, the ITU
considered a proposal for satellite communications providers to share a portion of the GPS frequencies at the lower
end of the satellite navigation band. Concern was raised about possible interference with GPS receivers.
Discussions about this issue are ongoing within the ITU.

The Company has a product that also relies on signals from the Global Navigation Satellite System
(GLONASS) deployed by the Russian Federation. GLONASS resembles GPS in that it provides services both to
the military establishment that developed it and to civilian users worldwide. Unlike GPS, GLONASS does not
degrade the civilian signal and therefore offers an accuracy of 25 to 30 meters. GLONASS is not fully operational
with only 10 functional satellites as of January 28, 2000. The number of satellites in service continues to decline
and there are no known launches of new satellites for GLONASS. Palitical, economic and military uncertaintiesin
Russia have raised doubts about the rdiability of GLONASS. A further reduction in the number of operating
satellites would impair the current usefulness of GLONASS or the growth of current and additional market
opportunities, which, in either case, could adversaly affect the Company’s results of operations.

The European Union has announced plans to develop its own global navigation satellite system (GNSS or
Galileo). The European Union expects operation of Galileo to commence in 2008. There can be no assurance that
the Company will be able to design products to use Galileo.

Risks Associated with Legal Proceedings

The Company is currently subject to several legal and administrative proceedings. The Company believes
that it has meritorious defenses and claims with respect to these matters. There can be no assurance, however, that
these proceedings can be resolved without the Company paying any damages or assessments. Any resolution of
these legal and administrative proceedings which involves a judgment or finding against the Company could have a
material adverse effect on the business, financial condition and results of operations of the Company. See"ltem 3 —
Legal Proceedings.”

Risks Associated with Divestitures

In November 1995, the WAP division and the manufacturing operation in Calgary were sold to Harris. The
purchase price was subject to an adjustment based on a post-closing audit of the balance sheet of the divested
operations and US$1.5 million of the purchase price was placed in escrow to fund the purchase price adjustment.
KPMG completed the post closing audit of the balance sheet on December 23, 1999, resulting in a purchase price
adjustment of $2.3 million. The Company had provided for a potential adjustment of $3.3 million. The balance of
the provision, $949,000 net of interest and miscellaneous costs, has been recognized as income from discontinued
operationsin theresults of operationsfor 1999. All representations and warranties related to the various divestitures
have expired without a claim having been made. The Company is not aware of and does not anticipate any other
claims arising from the various divestitures. There can be no assurance that any claims will not arise from the
various divestitures that could have a material adverse affect on the Company’s results of operations.
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Limited GPS Operating History; Change in Business Focus

The Company was incorporated in 1978 and focused initially on cellular telephones and systems. These
businesses have since been divested. The Company completed the divestitures of its non-GPS businesses in August
1996. The Company's GPS business began in 1989 when it acquired the assets of a GPS company, and the Company
first sold GPS products in June 1992. Accordingly, the Company has only a limited GPS operating history upon
which an evaluation of its business and prospects can be based. The Company faces several risks, some of which are
outside the control of the Company, associated with implementing a new business strategy, including operational
inefficiencies, lack of new product development, manufacturing or product introduction delays, the potential lack of
sustainable market acceptance of the Company's GPS products, competition in existing or new markets and market
segments and difficulties associated with adequately or accurately predicting product development and operational
requirements.

Historical Losses

The Company had lossesin each of 1993, 1994 and 1995 primarily generated from its non-GPS businesses.
In 1996, the Company achieved profitability for the first time on a consolidated basis. The GPS business unit
achieved profits in 1993, 1995, 1996 and 1997, computed in accordance with Canadian GAAP. However, the
Company had losses from continuing operations in 1998 and 1999. There can be no assurance that the Company
will be profitable in the future.

Patents and Proprietary Rights, Patent Litigation

The Company currently holds eleven U.S. patents and seventeen related foreign patents which expire at
various dates no earlier than November 28, 2010. The Company has also received a notice of alowance for a
eighteen related foreign patent and the Company has numerous pending U.S. and foreign patent applications. The
Company currently licenses certain peripheral aspects of its technology from third parties. Although the Company
believes that its patents and trademarks have value, there can be no assurance that the Company's patents and
trademarks, or any additional patents and trademarks that may be obtained in the future, will provide meaningful
protection from competition. The Company believes its success will depend primarily upon the experience, creative
sKills, technical expertise and marketing and sales ability of its personnel. The value of the Company's products
relies substantially on the Company's technical innovation in fields in which there are many current patent filings.
The Company recognizes that as new patents are issued or are brought to the Company's attention by the holders of
such patents, it may be necessary for the Company to withdraw products from the market, negotiate a license from
such patent holders, redesign its products or pay damages assessed as a result of litigation. Such events could have a
material adverse effect on the Company's business, financial condition and results of operations. In addition, the
legal costs and engineering time required to safeguard intellectual property or to defend against litigation could
become a significant expense of operations. The Company has received written notices from BTG USA Inc., U.S.
Department of the Navy, Western Atlas International, Inc. and GeoResearch Inc. alleging patent infringement of
their respective patents. No formal claim has been brought by any of the parties. The Company believes that it has
valid defenses to these claims should formal proceedings be commenced. In protecting itsintellectual property rights
the Company has sent out letters to third parties regarding potential infringement, requesting that they enter into
license agreements with the Company if they wish to continue using certain technologies. In response to one of these
letters, a recipient claimed that the Company's Narrow Correator tracking technology patents were invalid. Such
party subsequently agreed to withdraw its claim and entered into a license agreement for the use of the Company's
Narrow Correlator tracking technology. While no intellectual property right of the Company has been invalidated or
declared unenforceable, there can be no assurance that such rights will not be invalidated due to the existence of
prior art or otherwise held unenforceable. In November 1994, the Company commenced an action against Trimble
Navigation Limited ("Trimble") seeking relief and damages for an alleged infringement of the Company's U.S.
Patent No. 5,101,416 (the "Narrow Correlator patent"). In March 1995, Trimble commenced an action against the
Company seeking relief and damages for an alleged infringement of Trimble's U.S. Patent No. 5,390,207 (the "207
patent”). In January 1996, Trimblefiled a complaint with the International Trade Commission in the U.S. seeking to
ban imports of the Company's products into the U.S. which allegedly infringed upon the 207 patent. All of these
claims were resolved on July 16, 1996 when the Company and Trimble entered into a settlement agreement by cross
licensing certain technologies, including a Narrow Correlator license to Trimble. The settlement agreement with
Trimble includes a provision that Trimble may, at its sole option, terminate the licenses and rights granted upon a

22



direct change of control. Trimble has not terminated such licenses and rights since Canadian Marconi acquired
control in April 1998, and the Company does not believe that Trimble will terminate such licenses and rights as a
result of the change of control. See"— Patents, Trademarks and Licenses' and "Item 3 — Legal Proceedings.”

Foreign Currency Exchange

Most of the Company's revenues have been, and are likely to continue to be, realized in currencies other
than the Canadian dollar, principally the U.S. dollar. A significant portion of the Company's expenses, however, will
be incurred in Canadian dollars. Accordingly, fluctuations in the exchange rates between the U.S. dollar and other
foreign currencies and the Canadian dollar could have a material adverse effect on the Company's results from
operations. If the Canadian dollar increases in value relative to the U.S. dadllar, the Company's reported Canadian
dollar revenues and net income may be materially and adversely affected. The Company uses foreign currency
options and forward foreign currency contracts to reduce its exposure to fluctuationsin the U.S. dollar. There can be
no assurance that the Company will be successful in such hedging activities.

Risks Associated with International Sales

The Company plans to continue to expand its international salesand marketing efforts. There areanumber
of risks inherent in the Company's international business activities, including unexpected changes in Canadian,
United States or other government policies concerning the import and export of goods, services and technology and
other regulatory requirements, tariffs and other trade barriers, costs and risks of localizing products for foreign
countries, longer accounts receivable payment cycles, potentially adverse tax consequences, limits on repatriation of
earnings and the burdens of complying with a wide variety of foreign laws. Fluctuationsin currency exchange rates
could materially adversely affect sales denominated in currencies other than the Canadian dollar and cause a
reduction in revenues derived from salesin a particular country. Thefinancial stability of foreign markets could also
affect the Company's international sales. There can be no assurance that such factors will not materially adversely
affect the revenues from the Company's future international sales and, conseguently, the Company's results of
operations. In addition, revenues of the Company earned abroad may be subject to taxation by more than one
jurisdiction, which could materially adversaly affect the Company's earnings. Furthermore, in certain foreign
markets, there may be a reluctance to purchase products based on GPS technology, given the control of GPS by the
U.S. Government. Each of these factors could have an adverse effect on the Company's business, financial condition
and results of operations. See "— Sales, Marketing and Distribution.”

Shares Eligible for Future Sale

Sales of substantial numbers of Common Shares in the public market could adversely affect the market
price of the Common Shares and make it more difficult for the Company to raise funds through equity offeringsin
the future. As of March 23, 2000, the Company had 7,674,440 Common Shares outstanding. Of these shares, all
2,670,500 Common Shares sold in the Company'sinitial public offering are freely transferable by persons other than
affiliates of the Company without restriction under the Securities Act of 1933, as amended (the "Securities Act").
All of the 5,200,000 Common Shares outstanding prior to the Company's initial public offering were sold by the
Company in reliance upon Regulation S under the Securities Act to persons outside the United States, 4,694,500 of
which are held by persons who the Company believes are affiliates of the Company. Common Shares sold outside
the United States in reliance upon Regulation S may, under certain circumstances, be resold in the United States by
persons other than affiliates of the Company without registration under the Securities Act. Common Shares sold
outside the United States may, under certain circumstances, be resold in the United States by affiliates of the
Company subject to compliance with volume and manner of sale, but not the holding period, requirements of Rule
144.

The Company has registered up to 990,000 Common Shares and 111,000 Common Shares, for issuance
under the Company's Employee Stock Option Plan and Directors Stock Option Plan, respectively. Asof March 23,
2000, there were 13,010 Common Shares and 50,000 Common Shares remaining for future grants under the
Employee Stock Option Plan and Directors Stock Option Plan, respectively. All of the Common Shares issuable
upon exercise of outstanding options will be digible for salein the public market.
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Effect of Certain Charter and By-law Provisions; Canada Business Corporations Act

The authorized capital of the Company consists of an unlimited number of Common Shares and an
unlimited number of First Preference Shares (the "Preference Shares"), issuable in one or more series. The Board of
Directors has the authority to issue Preference Shares and determine the price, designation, rights, preferences,
privileges, restrictions and conditions, including voting and dividend rights, of these shareswithout any further vote
or action by the shareholders. The rights of the holders of Common Shares are subject to, and may be adversaly
affected by, the rights of holders of any Preference Shares that may be issued in the future. The issuance of
Preference Shares, while providing desirable flexibility in connection with possible acquisitions and other corporate
purposes, could make it more difficult for a third party to acquire a majority of the outstanding voting stock of the
Company. The Company has no present plans to issue any Preference Shares. As a result of the provisions of the
CBCA and the Company's By-laws, it is possible for the rights of the holders of Common Shares of the Company to
be modified otherwise than by an affirmative vote of the holders of a magjority of the then-issued and outstanding
Common Shares.

[tem 2 — Properties

In January 1999, the Company concluded a sale/leaseback arrangement by which the Company’s Calgary
facility, including certain adjacent land, was sold for net proceeds of $6.9 million, resultingin again of $1.1 million.
Contemporaneoudy, the Company entered into a lease agreement with a minimum 10 year term. The gain on the
sale has been deferred and is being amortized over the initial term of the lease. The Company currently leases
approximately 46,000 square feet for all of its operations in Calgary, Alberta, Canada. The lease provides for an
expansion of up to an additional 25,000 square feet and for additional parking. In September 1999, the Company
sold the remaining land that it owned for net proceeds of $0.7 million. The Company also leases an officein Great
Britain. This lease expires June 12, 2006. The Company believes that its facilities are adequate to support its
current and anticipated near term future operations.

Item 3 — L egal Proceedings

A claim was made in the Court of Queen’s Bench of Alberta, Judicial District of Calgary, in July 1995, by
a former dealer of the Company, Premier GPS Inc. (“Premier”), arising, in part, out of the Company’s refusal to
renew its dealer agreement with Premier. Premier is alleging breach of contract by the Company and seeking
damages in the amount of $500,000, special damages in an amount to be ascertained at trial, and an additional
$500,000 in punitive or exemplary damages, plusinterest and costs. The Company filed a Statement of Defence and
Counterclaim on September 14, 1995 seeking judgment for approximately $74,000 (unpaid invoices), damages for
conspiracy, breach of trust and breach of fiduciary duty, and an Order for return of certain beta test equipment or
damages, interest and costs. This lawsuit has largely been inactive.

On August 24, 1999, Simon Newby, a former employee based in the United Kingdom, filed an application
with the Employment Tribunals in Manchester, England, complaining that he had been wrongfully and unfairly
dismissed, not provided with a sufficient period of notice, his dismissal was a breach of his contract or alternatively
that he was constructively dismissed from his employment. Mr. Newby is claiming unspecified compensation. The
Company has filed a response to the claim stating that Mr. Newby resigned his employment during the course of a
working notice period that had been provided to him. The Company believes that this claim is without merit and
that it has valid defensesto thisclaim. A hearing of the matter is scheduled for April 5, 2000.

On August 31, 1990, a lawsuit was filed in Superior Court in the District of Montreal, Province of Quebec
claiming damages related to an alleged breach of adistributor contract. The claim isfor approximately $1.5 million
plus interest and costs by 2548-5848 Quebec Inc. (“Le Car Stereo”) in Montreal, Quebec. A cross claim for
approximately $432,000 alleging the plaintiff’s failure to perform its contractual obligations with respect to the
purchase of product. Thetrial was held in June 1996, and all of the claims were dismissed. The plaintiff has filed
an appeal and the Company filed a cross appeal. The appeals were heard in November 1999 and a decision was
reserved.

On September 27, 1991, a lawsuit was filed in Court of Queen’s Bench of Alberta, Judicial District of
Lethbridge/Macleod for wrongful dismissal and coverage under a disability insurance policy. A former employee
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(“ Kirkham™) is seeking a judgment for $35,000 for lost wages, $10,000 for punitive damages and $1,000,000 for
breach of contract. Thislawsuit is till in the discovery stages but has been largely inactive.

The Le Car Stereo and Kirkham matters are subject to an indemnity provision in favour of Telexel from
Her Majesty the Queen in Right of Alberta and 496072 (a corporation controlled by the Government of the Province
of Alberta) (collectively the “Crown™). Until July 1998, the Crown had conduct of both of these matters pursuant to
the terms of the indemnity provision. At that time, the Crown and NovAtd determined that when the indemnity
provision was renegotiated in 1994, the threshold amount was increased to more than $7.0 million. Astheclaimsin
these matters are collectively less than the new threshold, conduct of the litigation has been transferred back to
NovAte.

A claim was filed October 16, 1992 in the Ontario Court (General Division) by Ericsson Communications
Inc. (“Ericsson™) against 475342 Alberta Ltd. (a corporation controlled by the Government of the Province of
Alberta) (the “Province’) and NovAtd claiming that certain agreements (the “ Agreements’) entered into between
Ericsson and NovAtd in 1984 have been frustrated, repudiated and/or fundamentally breached by NovAtel thereby
releasing Ericsson of its obligations to pay monies at any time due thereunder or in connection therewith from and
following May 21, 1992 (the “ Assignment Date”’). NovAtel assigned the Agreement to the Province effective on the
Assignment Date. The Province is currently prosecuting a claim against Ericsson which had been filed prior to the
Ericsson claim against NovAtel. Counsel for the Province advises that the Province' s claim against Ericsson relates
to amounts due under the Agreements in the amount of $10 million plusinterest and costs. In May 1997, Ericsson
filed an amendment to their original claim seeking damages against NovAtel and the Province in the amount of
$17.8 million for breach of fiduciary duties and misappropriation of confidential information, and for damagesin the
amount of $10.4 million or an amount equal to 8% of the volume of business transacted by NovAtel on the basis of
an alleged use of confidential or proprietary information belonging to Ericsson, together with interest and costs. The
Province has had and continues to have conduct of this claim pursuant to the indemnity provisions of agreements
between NovAtel and the Province. The Province has confirmed that it will indemnify NovAtel with respect to any
amount awarded by way of damages, including any award of interest or costs, with respect to this matter. The
Company has recently been advised that this matter has been settled, including a dismissal of any claims against the
Company.

The Company believes that it has meritorious defenses and claims with respect to each of these lawsuits.
The Company believes that the ultimate liability with respect to the resolution of these matters will not have a
material adverse effect on the Company’s business, financial condition or results of operations. There can be no
assurance, however, that the Company will prevail in the outstanding or pending litigations, and an adverse outcome
could have a material adverse effect on the Company’ s business, financial condition and results of operations.

Item 4 — Control of Registrant
€) BAE Systems Canada Inc. owns approximately 58% of the Company. BAE Systems Canada Inc.

may be deemed to be a "control person” of the Company within the meaning of the rules and regulations of the
Securities and Exchange Commission.
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(b) The following table sets forth as of March 23, 2000 those persons known to the Company to be

owners of more than 10% of the Company's Common Shares and the ownership of the Company's Common Shares
by each director and officer and all directors and officers as a group:

D

2

3)

(4)

©)

Shares Beneficially

Owned

Name Shares Per cent
BAE Systems Canada INC.(1)(2) .....cc.cvveuvene. 4,694,500 61.2%
W. James ClOSE(3).....ccveerveereerieenieenieesieenees 4,694,500 61.2%
Pierre Y. DUCIOS(3) ....ovvvvvrieeriienienie e 4,694,500 61.2%
Gregory A. Y don(3)......ccoeveeevieeiieiiienee 4,694,500 61.2%
Douglas R. REId(4)......cccvvvvrriiiiiiiieeiee 110,750 1.4%
Werner GartNer(4) ......oooeeeveeeiveeniieeeniee e 70,000 *
Randy R. Mabbott(4).........cccocvviviiiniiiiee 63,700 *
Richard D. Orman(4) ......cccceeveeereeerieenienenen 16,000 *
Horst J. PUAWIll(2)(5) ....vvveeeeieeiieieeieeiee 220,000 2.9%
Joel A. Schlecher........cooveiiiiiiiiiiee 15,000 *
All directors and executive officersas a

group (Nine Persons)(6)........ccveerveerrveeenunnn. 4,969,950 64.8%

Lessthan 1%.

The address of BAE Systems Canada Inc. (formerly the Canadian Marconi Company and referred to herein
as“Canadian Marconi”) is600 Dr. Frederick Philips Boulevard, Ville Saint-Laurent, Quebec, Canada H4M
259. Canadian Marconi may be deemed to be a"control person” of the Company within the meaning of the
rules and regulations of the Securities and Exchange Commission.

The amount shown includes 220,000 Common Shares that are the subject of a Right of First Refusal and
Call Option Agreement (the “ Option Agreement”) and a Pledge and Escrow Agreement (the “Pledge
Agreement”), in each case between Canadian Marconi and Telexel Holding Limited (“Telexel” — see note
5). The Option Agreement providesfor (i) aright of first refusal through April 17, 2003 granting Canadian
Marconi the right to acquire the 220,000 Common Shares (the “Remaining Shares’) of the Company which
were not sold by Telexel to Canadian Marconi on the same terms and conditions as those offered to a third
party and (ii) acall option through April 17, 2008 granting Canadian Marconi the right to purchase, at the
price specified therein, the Remaining Shares if such purchase is necessary to allow Canadian Marconi to
continue to hold at least 51% of the outstanding Common Shares in the event of the dilution of its
percentage ownership as a result of the exercise of employee and director stock options and Canadian
Marconi has been unable to purchase on the open market Common Shares sufficient for this purpose. The
Option Agreement further provides that Telexel will not transfer the Remaining Shares during the term of
the right of first refusal and call option, except to give effect to the Option Agreement and the Pledge
Agreement. The Pledge Agreement provides for the pledge to Canadian Marconi, through April 17, 2000,
of the Remaining Shares as security for Telexel’s obligations to indemnify Canadian Marconi pursuant to
the Telexel Stock Purchase Agreement. Under the Pledge Agreement, Telexel shall have the right to vote
the Remaining Shares, unlessthere is an Event of Default (as defined therein).

Represents 4,694,500 Common Shares held by Canadian Marconi with whom Messrs. Close, Ducros and
Yeldon are affiliated.

The amounts shown represent vested stock options to purchase Common Shares of the Company except
Messrs. Orman and Mabbott who, in addition, beneficially own 1,000 Common Shares and 8,700 Common
Shares, respectively.

The registered owner of 220,000 of these sharesis Telexel. Mr. Pudwill is the beneficial owner of these
shares subject to the rights granted to Canadian Marconi referred to in note 2.
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(6) Includes vested stock options to purchase 265,750 Common Shares of the Company.

Cede & Co. isadepository trust beneficially holding shares on behalf of certain of the shareholders of the
Company. Other than as set forth above, the Company has no knowledge that any such shares are beneficially
owned by any person who beneficially owns 10% or more of the outstanding shares of common stock of the
Company.

Item 5 — Nature of Trading Market

Effective February 4, 1997, the Company's shares commenced trading in the United States on the Nasdag
National Market tier of The Nasdaq Stock Market under the symbol "NGPSF." The Company has been notified that
its shares are traded on the Berlin Stock Exchange. This has occurred without the Company’'s consent or
knowledge. The Company's shares are not listed on any other non-United States trading market. On March 15,
1999 the Company’ s symbol was changed to “ NGPS'.

Prior to February 4, 1997, the Company's shares were not listed on any trading market.

A significant number of the Company's securities are held in street name. To the best of the Company's
knowledge, as of March 3, 2000, there were 11 shareholders of record resident in the United States, including Cede
& Co., holding approximately 2,977,440 shares, representing 38.79% of the Company's shares then outstanding. In
total the Company hasin excess of 16 shareholders of record.

Item 6 — Exchange Controls and Other Limitations Affecting Security Holders
Investment Canada Act

Canada has no system of exchange controls. There is no law, government decree or regulation in Canada
restricting the export or import of capital or affecting the remittance of dividends, interest or other paymentsto a
non-resident holder of Common Shares, other than withholding tax requirements. See "ltem 7 — Taxation."

There is no limitation imposed by Canadian law or by the articles or other charter documents of the
Company on the right of a non-resident to hold or vote Common Shares or Preferred Shares of the Company with
voting rights (collectively, "Voting Shares'), other than as provided in the Investment Canada Act (the "Investment
Act"), as amended by the World Trade Organization Agreement Implementation Act (the "WTOA Act"). The
Investment Act generally prohibits implementation of a reviewable investment by an individual, government or
agency thereof, corporation, partnership, trust or joint venture that isnot a"Canadian,” as defined in the Investment
Act (a "non-Canadian™), unless, after review, the minister responsible for the Investment Act is satisfied that the
investment is likely to be of net benefit to Canada. An investment in Voting Shares of the Company by a non-
Canadian (other than a"WTO Investor," as defined below) would be reviewable under the Investment Act if it were
an investment to acquire control of the Company and the Company was not, immediately prior to the
implementation of the investment, controlled by a WTO Investor, and the value of the assets of the Company were
$5.0 million or more. An investment in Voting Shares of the Company by a WTO Investor would be reviewable
under the Investment Act if it were an investment to acquire direct control of the Company, and the value of the
assets of the Company equalled or exceeded $184 million. A non-Canadian, whether a WTO Investor or otherwise,
would acquire control of the Company for purposes of the Investment Act if he or she acquired a majority of the
Voting Shares of the Company. The acquisition of lessthan amajority, but at least one-third of the Voting Shares of
the Company, would be presumed to be an acquisition of control of the Company, unlessit could be established that
the Company was not controlled in fact by the acquirer through the ownership of Voting Shares. In general, an
individual isa WTO Investor if he or sheisa "national" of a country (other than Canada) that is a member of the
World Trade Organization ("WTO Member") or has aright of permanent residence in a WTO Member other than
Canada. A corporation or other entity will bea WTO investor if it isa"WTO investor-controlled entity” pursuant to
detailed rules set out in the Investment Act. The United Statesisa WTO Member.

Certain transactions involving Voting Shares of the Company would be exempt from the Investment Act,

including: (a) an acquisition of Voting Shares of the Company if the acquisition were made in connection with the
person's business as atrader or dealer in securities; (b) an acquisition of control of the Company in connection with

27



the realization of a security interest granted for aloan or other financial assistance and not for any purpose related to
the provisions of the Investment Act; and (c) an acquisition of control of the Company by reason of an
amalgamation, merger, consolidation or corporate reorganization, following which the ultimate direct or indirect
control in fact of the Company, through the ownership of voting interests, remains unchanged.

Item 7 — Taxation

This summary of the primary income tax considerations takes into account the current provisions of the
Income Tax Act (Canada) (the "Tax Act"), the regulations thereunder, all specific proposals to amend the Tax Act
publicly announced prior to the date of this report, and the current published administrative practices and policies of
the Canada Customs and Revenue Agency. It assumes that all proposals to amend the Tax Act will be enacted in
their present form and otherwise does not take into account or anticipate changes in the law, whether by way of
judicial decision or legidative action nor does it take into account provincial, territorial or foreign tax legidation or
considerations. This summary is generally applicable to persons who acquire Common Shares pursuant to this
offering who (i) throughout the period during which the purchaser owns the Common Shares, is not resident in
Canada for the purposes of the Tax Act and isaresident of the United States for the purposes of the Convention, (ii)
holds Common Shares as capital property, (iii) deals at arm’s length with the Company, (iv) does not use or hold,
and is not deemed to use or hold, such Common Sharesin, or in the course of, carrying on a business or providing
independent personal services in Canada, and (v) does not own, or is not treated as owning, 10% or more of the
outstanding voting shares of the Company (a"U.S. Holder").

This summary is not exhaustive of all potential Canadian income tax consequences to a U.S. Holder of
acquiring, holding or disposing of Common Shares. The Common Shareswill generally be considered to be capital
property to a U.S. Holder unless either the U.S. Holder holds those shares in the course of carrying on a business or
the U.S. Holder has acquired those shares in one or more transactions considered to be an adventure in the nature of
trade.

Dividends paid or credited, or deemed to be paid or credited by the Company to a U.S. Holder are subject
to Canadian withholding tax at the rate of 15% (reduced from 25% by the Convention) for U.S. Holders who
beneficially own the dividends.

A U.S. Holder will not be subject to tax under the Tax Act on any gain in respect of the disposition or
deemed disposition of Common Shares unless those Common Shares constitute "taxable Canadian property” as
defined in the Tax Act. The Common Shares generally will not congtitute taxable Canadian property to a U.S.
Holder unlessthe U.S. Holder, persons with whom the U.S. Holder does not deal at arm’s length, or the U.S. Holder
together with those persons, owns, or has at any time within the 60 month period ending at the time of the
disposition owned, 25% or more of the issued shares of any class or series of the Company, including rights to
acquire shares. Even if the Common Shares are taxable Canadian property to a U.S. Holder, under the Convention,
gains derived by a U.S. Holder from the disposition of Common Shares would generally not be taxable in Canada
unless the value of the Common Sharesis derived principally from real property situated in Canada.
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Item 8 — Selected Financial Data
€) Summary Financial Information

The following table sets forth selected financial data of the Company for the periods indicated. The selected
financial data for the years ended December 31, 1997, 1998 and 1999 have been derived from the Company's
audited consolidated financial statements, which appear e sawherein this Annual Report. The selected financial data
for the years ended December 31, 1995 and 1996 have been derived from the Company's audited consolidated
financial statements, not included in this Annual Report. Thefollowing unaudited summary financial information, in
the opinion of management, has been prepared on the same basis as the audited consolidated financial statements
and contain all adjustments, consisting only of normal recurring adjustments, necessary for afair presentation of the
financial condition and results of operations for such periods. The table sets forth, in Canadian dollars and U.S.
dallars, the selected financial data as prepared in accordance with Canadian generally accepted accounting principles
(“Canadian GAAP’). The financia data should be read in conjunction with "ltem 9 — Management's Discussion
and Analysis of Financial Condition and Results of Operations' and the Consolidated Financial Statements of the
Company and Notes thereto included el sawhere in this Annual Report.
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Year Ended December 31

Statement of Operations Data(1): 1995 1996 1997 (1) 1008 (1) 1999 (1)
(Canadian $) (in thousands, except per share data)
REVENUES ..o $13502 $22,663 $ 27,049 $21,567 $24,226
Cost Of SAlIES....cveeeiieeee e 4,256 6,469 7,850 8,674 _12,646
GrosS Profit.....ccecceeeieseneese e 9,246 16,194 19,199 12,893 11,580
Operating expenses:
Research and development.................... 3,312 5,531 6,077 8,234 6,902
Selling and marketing............ccooeeeeenene 1,651 2,646 3,196 4,621 3,925
General and adminigtration................... 2,163 2,318 3,541 3,561 2,783
Total operating expenses............... 7,126 10,495 12,814 16,416 13,610
Operating income (10SS) ......cocveerveeeiienene 2,120 5,699 6,385 (3,523) (2,030)
Interest income (EXPeNSe)........occeeerveeenenen. (780) (853) 201 212 374
Other income (EXPeNnse).........cccevcveeerueeene (379 17 199 (236) (204)
Income (loss) from continuing
operations — before income taxes........ 961 4,863 6,785 (3,547) (1,860)
Provision for incometaxes.............cc.cue.... 69 24 62 87 123
Net income (loss) from continuing
OPEraliONS ...oveeeeie e 892 4,839 6,723 (3,634) (1,983)
Net income (loss) from
discontinued operations............c..cce.... (11,584) (2,704) 460 1,304 949
Net inCome (10SS) .....evververeenieniiienieienine $(10692) $ 2135 $ 7,183  $(2,330) $(1.034)
Net income (loss) per share (basic):
Continuing operations............cccceeveuee. $ 017 $ 093 $ 091 $ (0.47) $ (0.26)
Discontinued operations.............c.c....... (2.23) (0.52) 0.06 0.17 0.13
Net income (loss) per share............ $(206) $ 041 $ 097 $ (0.30) $ (0.13)
Weighted average shares outstanding
(DBSIC)(2) .oveeeeieeiere e 5,200 5,200 7,420 7,673 _ 7,674
Net income (loss) per share (fully diluted):
Continuing operations............cccceeveueee. $ 017 $ 093 $ 086 $ (0.47) $(0.26)
Discontinued operations.............c.c....... (2.23) (0.52) 0.06 0.17 0.13
Net income (loss) per share........... $(206) $ 041 $ 092 $ (0.30) $(0.13)
Weighted average shares outstanding
(fully diluted) .......ocooveeiiiiiieee 5,200 5,200 8,100 8,509 _ 8,566

Footnotes appear on page 31
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Year Ended December 31,

1908 1999
(US$ equivalent)(3) (in thousands, except per share data)
REVENUES.......eeiiiiieiee e $ 14,722 $ 16,537
Cost Of SAIES ... 5,921 8,632
GrOSS ProOfit cueeeeeeecieeiee e 8,801 7,905
Operating expenses:
Research and development............ccceeevieeieeiienenee 5,621 4,712
Sdling and marketing .........coocoveeiiiiieneeeee 3,154 2,679
General and adminiStration............coceeveereeneerennen, 2431 1,900
Total operating eXpenses.........cccveveeerieerieeeenne 11,206 9,291
Operating [0SS.......c.veeiiiieie e (2,405) (1,386)
INEEreSt INCOME ..o 145 255
Other incomMe (EXPENSE) .....coevuveerieriiee e (161) (139)
Income (loss) from continuing operations
before incometaxes ... (2,421) (1,270)
Provision for inCOMetaxes...........coccvvvreennennesneenns 59 84
Net loss from continuing operations...........ccccceeeeeeen. (2,480) (1,354)
Net income from discontinued operations.................. 890 648
NEETOSS ..o e $  (1,590) $ (706)
Net income (loss) per share (basic):
Continuing OPErationS........ccceveveveereerereeeere e, $ (032 $ (0.18)
Discontinued Operations...........cccceveeereeenieesiieeenen 0.12 0.09
Net 10SS per share.........cocvveeeiiiiieeneeeee $ (0.20) $ (0.09
Weighted average shares outstanding (basic)(2)........ 7,673 7,674
Net income (loss) per share (fully diluted):
Continuing OPErationS.........cccveeevecreereieeeere e $ (032 $ (0.18)
Discontinued Operations...........ccceveeereeenieesiieeenee 0.12 0.09
Net 10SS per share.........cocvveeeiiiiieeneceeee $ (0.20) $ (0.09
Weighted average shares outstanding (fully diluted) . 8,509 8,566
December 31, US$ Equivalent
December 31,
Balance Sheet Data(1): 1995 1996 1997 1998 1999 1999(3)
(Canadian $) (in thousands)
Working capital (deficit).......ccccuneee. $ (9121) $(11,157) $ 10515 $ 8,081 $ 13,804 $ 9423
Total aSSELS.....cveveeeiieiieeee e 13,094 16,549 32,379 29,460 29,204 19,935
Bank advances..........c.ccoveeneecnieenn. 7,774 9,610 — — — —
Long-term ligbilities........ccccevvevevennnne 207 84 — 1,002 1,485 1,014
Total shareholders equity (deficit) .... (6,303) (4,168)  (25,073) 22,786 21,752 14,848
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(1) Based upon the Company's accounting policies, a reconciliation of the selected consolidated financial data with
U.S. GAAP produces the following significant differences from the selected consolidated financial data
prepared in accordance with Canadian GAAP ($ thousands):

(i)

(i)

(iii)

In the year ended December 31, 1999, the Company deferred $1,275 of devel opment costs ($528 in
1998) in accordance with Canadian GAAP. Under U.S. GAAP, these costs would be expensed as
incurred as research and development costs.

The Company has entered into foreign exchange options and forward contracts to manage its
exposure to foreign currency fluctuations. Under Canadian GAAP, any gains or 10sses on these
financial instruments would be recognized in the period that the underlying anticipated transactions
occur. Under U.S. GAAP, thesefinancial instruments would be recorded at fair value at the ending
date of each reporting period, resulting in an additional gain of $329 in 1999 and an additional loss
of $308in 1998.

The accounts of the Company’s investment in Point, Inc. are proportionately consolidated as
required under Canadian GAAP. Under U.S. GAAP, proportionate consolidation is not permitted
and the Company’ sinvestment in Point, Inc. would be accounted for using the equity method.

The reconciliation of the selected financial data between U.S. and Canadian GAAP produces the following
differences on the presented statement of operations data:

1995 1996 1997 1998 1999
Net income (loss) from continuing
operations — Canadian GAAP............... $ 892 $ 4,839 $ 6,723 $ (3634)  $(1,983)
Adjustmentsto U.S. GAAP
Deferred development costs.............. A A A (528) (1,275)
Fair value of financial instruments.... A A A (308) 329
Net income (loss) from continuing
operations—U.S. GAAP.......ccocveiine $ 892 $ 4,839 $ 6,723 $ (4470) $(2.929
Net income (loss) from discontinued
operations — Canadian GAAP.................. $ (11,584)  $(2,704) $ 460 $ 1304 $ 949
Adjustmentsto U.S. GAAP Y Y, Y, Y, A
Net income (loss) from discontinued
operations—U.S. GAAP........ccccoeeveuenee. $(11,584) $(2,704) $ 460 $ 1304 $ 949
Net income (loss) — U.S. GAAP ............. $(10,692) $2135 $ 7,183 $ (3,166) $(1,980)

(iv)

Under Canadian GAAP, the Company’s net income (loss) per shareis calculated on a “basic” and
on a “fully diluted” basis. The fully diluted net income (loss) per share incorporates the potential
dilutive effect of the stock options outstanding under the Company’ s stock option plans.

Under U.S. GAAP, net income (loss) per share is calculated on a “basic’ and “diluted” basis.
Diluted net income (loss) per share includes the potential dilutive effect of the outstanding stock
options under certain conditions, which differ from the conditions applicable under Canadian
GAAP.
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Net income (loss) per share as computed under Canadian and U.S. GAAP is as set forth below for

the following periods:

Year Ended December 31

Net income (loss) per share from continuing operations 1995 1996 1997 1998 1999
Canadian GAAP—DaSIC......ccceviiiiiiee e $017 $093 $091 $0.47) $(0.26)
U.S. GAAP —DaSIC....cvvviiieriiireece e $017 $093 $091 $0.58 $(0.38)
Canadian GAAP - fully-diluted ..........ccocovevieiennnne $017 $093 $0.86 $0.47) $(0.26)
U.S. GAAP—diluted.........ccooiiiiiiiiiiine e, $017 $093 $090 $0.58 $(0.38)

Year Ended December 31

Net income (loss) per share 1995 1996 1997 1998 1999
Canadian GAAP—DaSIC......ccoeiiiiiiriee e $(2.06) $041 $097 $0.30) $(0.13)
U.S. GAAP —DaSIC....cveiiiiriiii e $(2.06) $041 $097 $0.41) $(0.26)
Canadian GAAP - fully-diluted ..........cccocovevieinnnne $(2.06) $041 $092 $0.30) $(0.13)
U.S. GAAP—diluted.........ccooiiiiiiiiiiie e, $(2.06) $041 $096 $0.41) $(0.26)

The weighted average number of shares used in the computation of diluted net income (loss) per share
under U.S. GAAP for the year ended December 31, 1999 would have been increased by 30 shares (31
sharesin 1998 and 49 sharesin 1997) to reflect the effect of options where the average market price of

the Company’s common shares exceeded the options exercise price.
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The reconciliation of the selected consolidated financial data between U.S. and Canadian GAAP
produces the following differences on the presented balance sheet data.

Year Ended December 31

1995 1996 1997 1998 1999
Total Assets
Canadian GAAP ... $13,094 $16,549 $32,379 $29,460 $29,204
Adjustmentsto U.S. GAAP
Deferred development costs.......... A A A (528) (1,803)
Fair value of financial instruments. A A A A 21
U.S. GAAP....ci e $13,094 16,549 2,379 $28,932 $27,422
Total Shareholders Equity(Deficit)
Canadian GAAP ... $(6,303) $(4,168) $25,073 $22,786 $21,752
Adjustmentsto U.S. GAAP
Deferred development costs.......... A A A (528) (1,803)
Fair value of financial instruments. A A A (308) 21
U.S. GAAP....ci $(6,303) $(4,168) $25,073 $21,950 $19,970

(2) Weighted average shares outstanding have been determined based on 1.3-for-1 stock split approved by the
Company in October 1996.

(3) Canadian dollar amounts have been trandated into U.S. dollars solely for the convenience of the reader at the
rate of US$0.6826 per Cdn$1.00, which was the exchange rate as of February 23, 2000. These trandations are
not necessarily representative of the amounts that would have been reported if the Company historically had
reported its financial statementsin U.S. dollars. In addition, the rates utilized are not necessarily indicative of
theratesin effect at any other time.



(b) Canadian and U.S. Dallar Exchange Rates

The following table sets forth, for each period presented, the high and low exchange rates, the average of the
exchange rates on the last day of each month during the indicated period and the exchange rates at the end of the
indicated period for one Canadian dollar, expressed in U.S. dollars, based on the noon buying ratein New Y ork City
for cable transfers payable in Canadian dollars as certified for customs purposes by the Federal Reserve Bank of
New York:

U.S. Dollars Per Canadian Dollar

Year Ended December 31,

1995 1996 1997 1998 1999
Average........ $0.7301 $0.7332 $0.7221 $ 0.6740 $ 0.6730
High............. 0.7523 0.7513 0.7487 0.7105 0.6925
Low.....ccoeee.. 0.7016 0.7235 0.6945 0.6341 0.6535
Periodend..... 0.7332 0.7301 0.6999 0.6504 0.6888

On February 23, 2000, the exchange rate was US$0.6826 per Cdn$1.00.
(c) Dividends

The Company has not paid any cash dividends since itsinception. The Company does not intend to pay any
cash dividends in the foreseeable future, but intends to retain all earnings, if any, for usein its business operations.

[tem 9 — Management's Discussion and Analysis of Financial Condition and Results of Operations
Overview

NovAtel designs, markets and supports a broad range of products which determine precise geographic
locations using GPS. NovAte's GPS products are used principally for applications in high-end markets such as
surveying, GIS, aviation, marine, mining and machine control and agriculture markets, rather than for applications
in low-end markets such as the vehicle navigation and consumer/cellular markets.

The Company was incorporated in 1978 and since that time has been engaged in several communications
businesses. In 1992, the Company was reorganized with certain assets sold to third parties, certain assets retained by
the Province of Alberta and the cdlular telephone business, along with the small divison working on GPS
technology, transferred with the shares of the Company to Telexdl Holding Limited. The Company divested al of its
non-GPS businesses in a series of transactions beginning in March 1994 and ending in August 1996. As a result of
these divestitures, the Company now focuses exclusively on the GPS business. On April 17, 1998, BAE Systems
Canada Inc. (formerly Canadian Marconi Company and referred to herein as “Canadian Marconi”) purchased
approximately 58% of the Company’stotal shares outstanding from the Company’s two principal shareholders. As
of February 29, 2000, Canadian Marconi is owned 48.9% by Canmar Investments Inc. (“Canmar”) and 4.8% by
Medink Ltd. (“ Medink’) which owns 100% of Canmar. British Aerospace, p.l.c. (“British Aerospace”) owns 100%
of Medlink. On November 29, 1999, British Aerospace acquired the assets of Marconi Electronic Systems, a
division of the General Electric Company, p.l.c. which included Canadian Marconi. The entire British Aerospace
group of companies, including Canadian Marconi, now carry on business as BAE SY STEMS.

The various divested and discontinued businesses of the Company are accounted for as discontinued
operations. Accordingly, the operating results of these discontinued businesses have been segregated from the
operating results of the GPS business and reported as net income (loss) from discontinued operations in the
Consolidated Financial Statements included el sawherein this Annual Report.
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The Company’s consolidated financial statements include the Company’s proportionate share of the Point
accounts as required under Canadian GAAP. The Company sdllsits products to Point. Point sells products which
incorporate the Company’ s products, Sokkia products and third party products to Sokkia. The Company’s revenues
include the sale of product to Point and its proportionate share of Point’s sales to Sokkia, net of intercompany
eliminations. The remaining line items on the consolidated Statements of Operations include the Company’'s
proportionate share of each of the equivalent line items reflected on Point’s Statement of Operations. Similarly, the
Company consolidates its proportionate share of each line item of Point’s Balance Sheet. 1n addition, the Company
provides, at market rates, facilities, computer support and development and logistical support for Point’s Calgary
operations.

Including the results of the discontinued operations, the Company incurred losses in each of 1993, 1994, 1995,
1998 and 1999. Despite these losses on a consolidated basis, the GPS business unit increased its sales since the
introduction of itsfirst products from $456,000 in 1992 to $27.0 million in 1997 and had profitsin 1993, 1995, 1996
and 1997. However, in 1998, revenues declined to $21.6 million and the Company incurred a loss from continuing
operations of $3.6 million. Although, revenues increased to $24.2 million in 1999, the Company incurred a loss
from continuing operations of $2.0 million. There can be no assurance that the Company will be able to increase
revenues or generate profits.

The Company's results of operations have fluctuated and can be expected to continue to fluctuate on a periodic
basis as a result of a number of factors which affect revenue, gross margin and operating expenses. Annual and
quarterly revenues have fluctuated because of a number of factors, including revenue generated from major
contracts, operating results of affiliates and subsidiaries, certification and market acceptance of the Company’s new
products, impact and timing of large orders, pricing pressures in the market, establishing and maintaining effective
distribution channels, fluctuations in non-recurring engineering ("NRE") fees, seasonality of customer purchase
patterns and the timing of industry trade shows. Shipments under a major contract could result in unusually high
revenue levels when compared to revenues and income in other periods. For example, during 1999, sales of the
Company's WAAS receivers to the WAAS and MSAS programs accounted for approximately 10% of the
Company's total revenues compared to approximately 27% in 1998. The Company currently has no commitments
for future sales of its WAAS receiversin any further implementations of the WAAS or MSAS programs. There can
be no assurance that the Company will receive major contracts in the future, and the failure to do so could have a
material adverse effect on the Company's business, financial condition and results of operations. The Company sdlls
GPS receivers to Point, which incorporates these receivers into surveying systems that are in turn sold through the
Sokkia distribution channels. The proportionate share of the accounts of Point are included in the Company’s
accounts. Point issubject to al of the sametypes of risks that the Company is subject to. There can be no assurance
that Point’s results may not have a material adverse effect on the Company’s business, financial condition and
results of operations. The Company currently has a preliminary contract for work related to EGNOS. This
contributed largely to NRE fees increasing from $99,000 in 1998 to $863,000 in 1999. The Company is currently
negotiating a full contract for further EGNOS work. There can be no assurance that the Company will receive any
further contract related to EGNOS. Revenues can be expected to vary significantly as a result of a lack of a
significant order backlog, fluctuations in demand for existing products, operating results of affiliates and
subsidiaries, the rate of development of new markets, the degree of market acceptance of new products, increased
competition and the general strength of domestic and international economic conditions. Furthermore, if the
Company were unable to deliver sufficient quantities of products in a timely manner, due to factors such as parts
supply shortages or customs delays, the Company's revenues could be adversely affected.

Gross margin as a percentage of revenue varies primarily as a result of product sales mix, consolidated
results of affiliates and subsidiaries, changes in materials and contract manufacturing costs, liquidation of
discontinued inventory, and absorption of fixed manufacturing costs. As revenues derived from sales of WAAS
receivers decrease as a percentage of total revenues, gross margin percentage may be adversely affected as these
sales generally have higher gross margins. The Company's OEM products typically have higher gross margins than
the sale of survey products by Point. The Company believes the sale of survey products by Point is an important
growth strategy, however, selling survey products through Point could adversely affect the Company's gross margin
percentages. A shortfall from anticipated revenue could adversaly affect results of operations and income (loss) per
share. In addition, if the Company were to receive a major contract, it would likely increase its expenditures to
support such a contract. If revenue from the contract were delayed for any reason, including cancellation or deferral
of the contract, the Company's results of operations could be adversely affected.
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The Company faces competition from a variety of competitors. Prices of the Company's products have
declined since their introduction due to competitive pressures. The Company expects competition to increase, which
is expected to result in further price decreases and lower grass margins for the Company's products. In addition, the
Company's success will depend to a substantial degree upon its ability to develop and introduce in a timely manner
new products and product enhancements to its existing GPS product portfolio. The Company expects to make
significant investmentsin research and devel opment to continue to enhance existing products, develop new products
which incorporate new and existing technol ogies, expand and devel op new distribution channelsand achieve market
acceptance for such products. There can be no assurance that the Company will be successful in such efforts.

The Company's revenues have been derived principally from product sales. Revenues from product sales are
recognized upon shipment. The Company generally shipsits products promptly after acceptance of a purchase order.
Accordingly, the Company does not maintain product backlog, nor does the Company consider backlog to be a
significant indicator of future revenues.

Year 2000

The Year 2000 issue is the result of date sensitive computer software programs being written using two
digits rather than four digits to define the applicable year. Consequently, unless corrected, computer software
programs will be unable to read and accurately process date information on or after the year 2000. The Company
has critical reliance on technology systems, telecommunications systems, facilities infrastructure and embedded
systems, such as heating and ventilation systems, in conducting its business. The Company aso has business
relationships with third party providers, such as telecommunication vendors and financial ingtitutions, who are
highly reliant on information technology and other systems to conduct their business.

Coststo Address the Year 2000 Issues. The Company incurred minimal incremental costs addressing
the Year 2000 issues. The Company had no separate budget for Y ear 2000 issues.

Year 2000 Issues. The Company transitioned into the year 2000 without any material adverse effect on the
Company’ s business, financial condition and operating results.

Results of Operations
The various divested and discontinued businesses are accounted for as discontinued operations. The following
table sets forth the percentage of total revenues represented by certain items in the Company's statement of

operations for the periods indicated:

Year Ended December 31,

1997 1998 1999

REVENUES......coiiiiiieiit s 100.0% 100.0% 100.0%
GrOSS ProOfit..eeeeiiee et 71.0 59.8 47.8
Operating expenses:

Research and development ..........cccooeeeieeiieenieeeieee 225 38.2 285

Selling and mMarketing ..........coooeevieeiiii i 11.8 21.4 16.2

General and administration .........ccceeoevvecvveeeeeeeeecenvvneeee. 13.1 16.5 115

Total operating EXPENSES.......eveieeerieerieeeieeesieeeseeens 47.4 76.1 56.2

Operating iNCOME (10SS) ...cvveeruveeiieieiee et 23.6 (16.3) (8.9
Interest iNCOME (EXPENSE) ......veeiureeiieeiieeenieeesiee e e e 0.7 1.0 15
Other iNCOME (EXPENSE) .....veeeireeriee et _07 (1.1 (0.8)
Income (loss) from continuing operations before income

EBXES. ..ttt e 251 (16.4) (7.7)
Provision for inCOMEtaxes........ceeeeevivccvveeeeeeeeiiiireeeeeeennn _ 0.2 _ 04 _ 05
Net income (loss) from continuing operations.................. _24.9% (16.8)% (8.2%
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1999 Compared to 1998

Revenues. Revenues include product sales, non-recurring engineering (“ NRE”) fees and consolidated
revenues of subsidiaries and Point. Product sales revenues consist primarily of sales of original equipment
manufacturer (* OEM™) boards, software, software upgrades and Wide Area Augmentation System (“ WAAS’) type
receivers.

In July 1999, the Company commenced a transition to a new GPS surveying partner, Sokkia Co., Ltd.
(“Sokkia’). Sokkiaisaworld leader in surveying. The partnership reflects a move from a supplier relationship to
a fully integrated devel opment team. Sokkia and the Company formed a jointly owned company known as Point,
Inc. (“Point”). The ownership of Point is 51% Sokkia and 49% the Company. The Company’'s Customer Products
Group, which was responsible for the development of survey products, was transferred to Point effective August 1,
1999. Sokkia transferred in the Sokkia Technology, Inc. organization which had been conducting advanced
measurement solutions research and development for Sokkia. Point will provide Sokkia's global marketing
organization with advanced measurement solutions for the fields of surveying, mapping, geographical information
systems (“ GIS’ ), construction and construction machine control. Sokkia s distribution system includes more than
25 subsidiaries and additional representatives around the world, each having its own dealer network. Newly
developed GPS survey products were announced in October 1999 and are now being delivered through the Sokkia
channels. The Company’'s consolidated financial statements include sales to Point, net of intercompany
eliminations, and the Company’ s proportionate share of the Point revenues.

The Company has historically reported revenues for survey, aviation and OEM. Asaresult of the creation
of Point and restructuring that has taken place within the Company, the Company will going forward report
revenues based on the following market sectors: Geomatics, Aerospace and Defense and Special Apps. Sales of
components to the Company’ s subcontract manufacturers will be reported as Other Revenue.

Total revenuesincreased 12.3% from $21.6 million in 1998 to $24.2 million in 1999.
Geomatics

The Geomatics sector is made up of the surveying and GIS markets. Included within these markets are the
Company’s sales to Point, net of intercompany eliminations, the Company’s proportionate share of sales by Point,
revenues of the Company’s Costa Rican subsidiary (“* GOPS’) and residual salesto Carl Zeiss Jena GmbH, Nikon
Corporation (“ Nikon Japan”) and Nikon Inc. (“ Nikon US’). Geomatics saleswere $8.2 million in 1999 compared to
$4.9 million in 1998, an increase of 67%. The Nikon US distribution agreement expired September 30, 1999, both
parties electing not to renew the agreement. The Nikon Japan agreements expired December 31, 1999, the
Company €electing not to renew the agreements. The Company sold product to Point, predominantly in the fourth
quarter of 1999, and benefited from sales by Point in the third and fourth quarters 1999. Net revenues contributed
from the Point/Sokkia relationship were $4.0 million in 1999. Newly developed GPS survey products were
announced by Point in October 1999 and are now being delivered through the Sokkia distribution channels. The
Company also earned revenue from its subsidiary GOPS related to a project in Costa Rica funded by the Canadian
government through the Canadian International Development Agency. The project is a study of the roadway that
links the City of Puerto Limén and Sixaola City in Costa Rica. The project was substantially completed in
December 1999. GOPS revenue currently is project based and there are presently no other projects being
undertaken by GOPS. While GOPS is pursuing other opportunities, GOPS currently has no commitments for future
projects and there can be no assurance that GOPS will receive commitments for future projects.

Aerospace and Defense

The Aerospace and Defense sector is made up of aviation, space and defense markets. Aerospace and
Defense sales were $5.8 million for 1999 compared to $7.3 million for 1998, a decrease of 21%. Salesin this sector
includes WAAS receiver salesrelated tothe U.S. Wide Area Augmentation System (“ WAAS'), the Japanese MTSAT
Satellite-based Augmentation System (* MSAS’ ), NavCanada which isworking in conjunction with the U.S. Federal
Aviation Administration (“FAA™) to implement the WAAS program and to the European Geostationary Overlay
System (“EGNOS’). Sales of WAAS receivers to the WAAS and MSAS programs in 1999 accounted for
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approximately 10% of total revenues compared to approximately 27%in 1998. The Company hasan initial contract to
supply wide area reference receivers for EGNOS. The Company is teamed with Racal Avionics Ltd. (*Racal”) to
supply one section of the EGNOS Remote Integrity Monitoring System (“RIMS-C”). The Racal/NovAte RIMS-C
channel will provideintegrity and correction data within the EGNOS ground network. Under theinitial contract, the
Company will develop new GPS receiver processing for Satellite Failure Detection and will begin software
qualification. In addition, the Company has delivered a number of receiversfor usein developmental activities. The
EGNOS receivers have the same hardware configuration as the Company’s WAAS receivers, with added software
qualification and functionality. The Company iscurrently negotiating afull contract to complete software proving and
qualification activities and deliver 18 EGNOS receiver systems. There can be no assurance that the Company will
receive commitments for future participation in the EGNOS program. Other countries planning WAAS or asimilar
system include Canada, Mexico, Australia and Chile. Johns Hopkins University Applied Physics Laboratory
conducted a study which concluded that augmented GPS can satisfy performance requirements to be the only
navigation system installed in an aircraft and the only service by the FAA for operations anywhere in the National
Airspace System. The FAA has signed partnership agreements with each of Raytheon Company (*“Raytheon”) and
Honeywell Inc. (“Honeywell”) to develop a Local Area Augmentation System (“LAAS’). The LAAS program is
intended to complement the WAAS program. Together these will function to supply users of the U.S. National
Airspace System (NAS) with seamless satellite based navigation for all phases of flight. The certified GPS receiver
that the Company is devel oping with Canadian Marconi is targeted to be used by Honeywell for the LAAS program.
The Company believes that it is well positioned to participate with Raytheon in the LAAS program given its past
experience with Raytheon and the WAAS program. While the Company has participated in previous phases of
WAAS and MSAS and has rdationships with Raytheon and Honeywell, the Company currently has no
commitments for future participation in the WAAS, MSAS or LAAS programs and there can be no assurance that
the Company will receive commitments for future participation in the WAAS, MSAS or LAAS programs.

Soecial Apps

The Special Apps sector is made up of marine, agriculture, robotics, construction/grading, scientific,
dealers (other than those that can be identified with a particular market sector) and miscellaneous markets. Special
Apps revenues were $8.9 million in 1999 compared to $7.9 million in 1998, an increase of 12%.

Generally across each of the market sectors, in September 1999, the Company launched its|atest generation
receiver, the OEM4. Thisisthe smallest 24 channel dual frequency receiver on the market. In January 2000, the
Company announced a revolutionary new antenna using the Company’s patent pending Pinwheel aperture coupled
dot array technology. Without the aid of a choke ring, the antenna achieves the same accuracy and reduction of
multipath provided with a choke ring. However as no choke ring is required, the GPS-600 is much smaller and
lighter. Both of these products can be used in all of the defined market sectors. The Company anticipates new
revenues from these products in 2000 but there can be no assurances that these products will result in increased
revenues in any of the market sectors.

Other revenue related to the sale of manufacturing components was $1.3 million for 1999 compared to $1.4
million in 1998.

In 1999, the Company derived approximately 46% of its total revenues from the sale of its products to
countries outside the United States and Canada, compared to 52% in 1998. Revenues from international sales
decreased dightly from $11.3 million in 1998 to $11.1 million in 1999.

Gross Profit. Gross profit as a percentage of total revenues decreased from 59.8% in 1998 to 47.8% in 1999. The
decrease was due to price pressures, lower gross margins from Point, alower proportion of WAAS receiver sales, a
higher proportion of lower margin engineering service revenue and the establishment of inventory provisions for
surveying and mapping related inventory being phased out of production. Point earns lower gross margins than the
Company due to the purchase of third party accessories that provide lower gross margins and the fact that Point is
closer to the end user in the distribution chain.

Research and development. Research and development expenses consist primarily of engineering personnel

expenses, contracted research and development expenses, amortization of purchased technology, equipment costs
and facility and computer support costs. Research and development expenses decreased 16.2% from $8.2 million in
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1998 to $6.9 million in 1999 and decreased as a percentage of total revenues from 38.2% in 1998 to 28.5% in 1999.
The reduction in research and development expenses is primarily attributable to lower staffing costs as a result of a
restructuring and staff reduction in November 1998. The consolidated proportionate share of Point’s research and
development expenses was included in the Company’ s research and development expensesin 1999, however, since
the Company and Sokkia funded Point for engineering work being conducted on their behalf until December 31,
1999, the overall impact of Point on research and development expenses was negligible. In 2000, the Company
expects its proportionate share of Point’s research and devel opment expenses to comprise approximately 25%-30%
of the Company’s consolidated research and development expenses. In 1999, the Company deferred devel opment
costs of $1.3 million related to the development of a certified aviation GPS recelver, compared to $528,000 in 1998.
The Company believes that significant investments in research and development are required to maintain its
technological |eadership and competein its business.

Slling and marketing. Selling and marketing expenses consist primarily of compensation of sales and marketing
personnel aswell as expenses for advertising and promotion, trade shows, facilities and other expenses related to the
sale of the Company’ s products. Selling and marketing expenses decreased 15.1% from $4.6 million in 1998 to $3.9
million in 1999 and decreased as a percentage of total revenuesfrom 21.4% in 1998 to 16.2% in 1999. The decrease
in salling and marketing expensesis primarily the result of lower personnel costs as aresult of the restructuring and
staff reduction in November 1998 and reduced advertising and product promotions. The consolidated proportionate
share of Point’s salling and marketing expenses was included in the Company’ s selling and marketing expenses. In
2000, the Company expects its proportionate share of Point's selling and marketing expenses to comprise
approximately 25%-30% of the Company’ s consolidated selling and marketing expenses.

General and administration. General and administration expenses consist primarily of salaries of administrative
personnel, corporate overhead and facilities expenses. General and administration expenses decreased by 21.8%
from $3.6 million in 1998 to $2.8 million in 1999 and decreased as a percentage of total revenues from 16.5% in
1998 to 11.5% in 1999. The decrease in general and administration expenses is due in part to one less executive
position. The consolidated proportionate share of Point’s general and administration expenses was included in the
Company’s general and administration expenses. In 2000, the Company expects its proportionate share of Point’s
general and administrative expenses to comprise approximately 25%-30% of the Company’s consolidated general
and administrative expenses.

Interest income. The Company earned net interest income of $374,000 in 1999 compared with $212,000 in 1998.
The Company’ s cash deposits not required for operations are invested in short term interest bearing instruments.

Other income(expense). Other income (expense) consists primarily of foreign currency income (loss) and
miscellaneous items. Other expense was $204,000 in 1999, primarily comprised of severance costs of $213,000
relating to a staff reduction in July 1999 offset by a gain of $178,000 on the sale of surplus lands. Other expensein
1998 was $236,000, comprised of foreign currency exchange income offset by costs associated with the work force
reduction in November 1998.

Provision for income taxes. The provision for income taxes, which consists of Canadian federal large corporations
tax and the consolidated proportionate share of income taxes related to Point, increased from $87,000 in 1998 to
$123,000in 1999. Theincreaseis primarily related to the provision for Point income taxes.

Discontinued operations. The Company recorded net income from discontinued operations of $949,000 in 1999
compared to net income of $1.3 million in 1998. In 1995, the Company sold its Wireless Access Products division
and manufacturing operations to Harris Canada Inc. The purchase price was subject to an adjustment based on a
post-closing audit of the balance sheet of the divested operations. The post closing audit was completed in
December 1999 resulting in a purchase price adjustment of $2.3 million. Asthe Company had previoudly provided
for apotential adjustment of $3.3 million, the balance, after interest and miscellaneous costs, has been recognized as
income from discontinued operationsin 1999.

1998 Compared to 1997

Revenues. Total revenues decreased 20.3% from $27.0 million in 1997 to $21.6 million in 1998. The decrease
in revenues was primarily due to significantly lower WAAS sdles in the United States, $638,000 in 1998 as
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compared to $8.5 million in 1997, partially offset by sales to the Japanese MSAS program of $5.1 million in 1998 as
compared to no MSAS program sales in 1997. OEM revenues, which were 34% lower in 1998 from 1997, also
contributed to lower revenues.

The Company has historically reported revenues for survey, aviation and OEM. As aresult of the creation of
Point and restructuring that has taken place within the Company, the Company now reports revenues based on the
following market sectors: Geomatics, Aerospace and Defense and Special Apps. For purposes of comparing
revenues from 1997 and 1998, the Company has restated the revenues based on the new reporting format. Salesto
the Geomatics sector in 1998 were $4.9 million compared to $7.6 million in 1997, a decrease of 35%. Salesto the
Aerospace and Defense sector were $7.3 million in 1998 compared to $11.0 million in 1997, a decrease of 34%.
Sales to Special Apps sector were $7.9 million in 1998 compared to $8.2 million in 1997, a decrease of 4%.
Manufacturing components accounted for sales of $1.4 million in 1998 compared to $254,000 in 1997.

Sales of WAAS receivers (United States and Japan) accounted for approximately 27% of the Company's total
revenues in 1998 as compared to 31% in 1997. Another wide area augmentation program known as EGNOS has
been initiated in Europe. The Company believed that it was well positioned to pursue this and other international
opportunities. In addition, with the expertise that the Company had developed as a result of the WAAS project, the
Company believed it was well positioned to continue serving the growing market for high-performance avionics
GPS receivers. The Company believed this market would be part of the Company’s product and revenue mix
beginning again in the year 2000 and for the remainder of the WAAS and MSAS rollouts and beyond. GPS use for
aviation received support from a study by Johns Hopkins University Applied Physics Laboratory which concluded
an augmented GPS can satisfy the performance requirements to be the only navigation system installed in an aircraft
and the only service by the FAA for operations anywhere in the National Airspace System. The Company’salliance
with Canadian Marconi combine respective technol ogies and marketing strengths to develop and bring to market a
new generation of certified, high performance GPS receiver for use in airborne and ground applications. The
Company did not anticipate revenues from this alliance in 1999.

Nikon US had a network of over 30 dealers carrying the Company’'s GISMO and Outrider products in the
United States and Latin America. Sales to Nikon US represented 9% of total revenuesin 1998 and 10% in 1997,
ranking Nikon US as the Company’s second largest customer in both years. In addition, Nikon Japan distributed
NovAte’s current GPS product family in Japan along with products that have been customized to suit the Japanese
survey market. Salesto Nikon Japan represented 4% of revenues in 1998, ranking Nikon Japan as the Company’s
fourth largest customer. The Company had no sales to Nikon Japan in 1997.

OEM sales in 1998 were $5.6 million compared to $8.5 million in 1997, a decrease of 34%. In 1998, the
Company experienced significant price competition and reduced visibility with its OEM customer base. The
Company was completing development of new OEM products which would continue the Company’ s technol ogi cal
innovation and provide the foundation to rebuild its OEM base.

NRE revenues decreased from $154,000 in 1997 to $99,000 in 1998. NRE revenues for 1997 and 1998
reflected that there were no significant development programs being funded by outside parties. The Company did
not expect to generate significant NRE fees in the future.

Revenue for 1998 included $1.4 million of sales of raw material inventory to the Company's subcontract
manufacturer. The Company anticipated lower sales of manufacturing componentsin 1999.

In 1998, the Company derived approximately 52% of its total revenues from the sale of its products to
countries outside of the United States and Canada compared to 28% in 1997. Revenues from international sales
increased 52.7% from $7.4 million in 1997 to $11.3 million in 1998. The Company anticipated lower international
salesin 1999 because no shipments were expected to the Japanese MSAS program.

Gross profit. Gross profit as a percentage of total revenues decreased from 71.0% in 1997 to 59.8% in 1998.

The decrease was due to price pressures, absorption of higher fixed operating costs, the sale of $1.4 million low
margin manufacturing components, and a higher proportion of end user products.
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Research and development. Research and devel opment expenses increased 35.5% from $6.1 million in 1997
to $8.2 million in 1998 and increased as a percentage of total revenues from 22.5% in 1997 to 38.2% in 1998. The
dollar increase in research and development expenses was primarily due to an increase in engineering personnel
from 59 at December 31, 1997 to 88 by October 1998, salary increases, higher depreciation expenses and new
product development. In November and December 1998, the Company reduced its workforce by approximately
20%. By December 31, 1998 the number of engineering personnel was 66. To December 31, 1998, the Company
had charged all research and development costs to operations as incurred, except $528,000 associated with the
Canadian Marconi certified aviation receiver project, which has been deferred.

Selling and marketing. Selling and marketing expenses increased 44.6% from $3.2 million in 1997 to $4.6
million in 1998 and increased as a percentage of total revenues, from 11.8% in 1997 to 21.4% in 1998. The
increase in selling and marketing expenses as a percentage of revenue was due principally to a decline in revenues
and an increasein personnel related costs, product promotions and the costs associated with the new officesin Great
Britain and the United States.

General and administration. General and administration expenseswere constant at approximately $3.6 million
in 1997 and 1998, but increased as a percentage of total revenues from 13.1% in 1997 to 16.5% in 1998. The
increase as a percentage of total revenues was primarily related to lower revenuesin 1998. In 1999, the Company
incurred facility lease costs but these were partially offset by the elimination of depreciation expenses related to the
facility.

Interest income. Interest income increased 5.5% from $201,000 in 1997 to $212,000 in 1998.

Other income (expense). The Company had other income of $199,000 in 1997 compared to an other expense
of $236,000 in 1998. The 1998 expense was comprised of foreign currency exchange income, offset by costs
associated with the workforce reduction of approximately $400,000.

Provision for income taxes. The provision for income taxes, which consisted of Canadian federal large
corporations tax, increased from $62,000 in 1997 to $87,000 in 1998.

Net income from discontinued operations. In 1998, the Company earned income from discontinued operations
of $1.3 million, primarily from the sale of $500,000 of residual inventory and the receipt of US$500,000 of the final
installment payment from the purchaser of the Company’s former Personal Communications Products division. In
1997, the Company earned income from discontinued operations of $460,000, mainly from the sale of the 15%
equity interest in NovAted Wireless, Inc. (NWI) and the collection of notes receivable related to the sale of the
Company’'s former PCP division to a group of companies controlled by NWI, partially offset by additional
provisions established for the liquidation of residual PCP inventory and the purchase price adjustment claimed by
Harris Canada Inc.

Quarterly Results of Operations

The following tables present certain unaudited statement of operations data for each of the Company's last
eight fiscal quarters and the percentage relationship of certain itemsto total revenues for the respective periods. This
unaudited data has been prepared on the same basis as the audited financial statements and, in the opinion of
management, contains all adjustments, consisting only of normal recurring adjustments, necessary for a fair
presentation of such data.
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Gross profit......coceeee..e.
Operating expenses. ......
Research and
development..............
Sdling and marketing .
Genera and
adminigration...........
Total operating

Operating income (10ss).
Interest income..............
Other income (expense).
Income (loss) from
continuing operations
before income taxes....
Provision for income

Net income (loss) from
continuing operations..

Gross profit.....ccoceeee..e.
Operating expenses:
Research and
development............
Sdling and marketing .
Genera and
adminigtration.........
Total operating

Operating income (10ss).
Interest income..............
Other income (expense).
Income (loss) from
continuing operations
before income taxes....
Provision for income

Net income (loss) from
continuing operations..

Quarter Ended

1998 1999
April 4 July 4 Oct. 3 Dec. 31 March 31 June 26 Oct. 2 Dec. 31
(in thousands)
$4,765 $5,744 $ 6,683 $4,375 $5,270 $ 3,307 $ 7,510 $8,139
2,291 2,367 2,162 1,854 2,579 1,763 3,756 4,548
2,474 3377 4,521 2,521 2,691 1544 3,754 3,591
1,889 2,098 2,186 2,061 1,885 1,680 1,860 1,477
961 1,027 1,329 1,304 973 965 1,014 973
850 935 932 844 616 630 808 729
3,700 4,060 4,447 4,209 3,474 3,275 3,682 3,179
(1,226) (683) 74 (1,688) (783) (1,731) 72 412
59 66 44 43 94 105 88 87
12 27 211 (486) (60) (27) (60) (57)
(1,155) (590) 329  (2,131) (749)  (1,653) 100 442
19 20 20 28 21 21 21 60
$(1,174) 610 $ 309 $(2,159) 770 $(1674) $ 79 $ 382
Quarter Ended
1998 1999
April 4 July 4 Oct. 4 Dec. 31 March 31 June 26 Oct. 2 Dec. 31
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%  100.0%
519 58.8 67.6 57.6 511 46.7 50.0 44.1
39.6 36.5 32.7 47.1 35.8 50.8 24.8 18.1
20.2 17.9 19.9 29.8 185 29.2 135 12.0
17.8 16.3 13.9 19.3 11.7 19.0 10.7 9.0
77.6 70.7 66.5 96.2 66.0 99.0 49.0 39.1
(25.7) (11.9) 1.1 (38.6) (14.9) (52.3) 1.0 5.1
12 11 0.7 10 18 31 11 1.0
0.3 0.5 3.2 (11.1) (1.1 (0.8) (0.8) ©.7
(24.2) (10.3) 4.9 (48.7) (14.2) (50.0) 1.3 5.4
0.4 0.3 0.3 0.6 0.4 0.6 0.3 0.7
(24.6)% _(10.6)% 4.6% (49.3)% (14.6)% (50.6)% 1.0% 4.7%
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The Company has historically reported revenues for survey, aviation and OEM. Asaresult of the creation of
Point and restructuring that has taken place within the Company, the Company will going forward report revenues
based on the following market sectors: Geomatics, Aerospace and Defense and Special Apps. Revenues aso
include sales of components to the Company’ s subcontract manufacturers.

The following table sets forth Geomatics, Aerospace and Defense, Special Apps and manufacturing component
revenues for the last eight quarters.

Quarter Ended
1998 1999

April 4 July 4 Oct. 3 Dec. 31 March 31 June 26 Oct.2 Dec.31

(in thousands)
GEOMALiCS......vvecveecieeciee e $ 630 $1,261 $1560 $1,490 $1838 $ 958 $1,938 $3,512
Special APPS...veieerrieneeneeanen 2,107 3,249 1,398 1,190 2,423 1,759 2462 2,281
Aerospace and Defense.............. 1,357 754 3,549 1,634 772 403 2,926 1,669
Manufacturing components........ 671 480 176 61 237 187 184 677
Total revenues.........ccccveeeveeenens $4,765 $5,744 $6,683 $4,375 $ 5270 $ 3,307 $7,510 $8,139

The Company's quarterly result of operations have fluctuated and are expected to continue to fluctuate because
of a number of factors, including revenue generated from major contracts, operating results of affiliates and
subsidiaries, new product introductions, fluctuations in NRE fees, seasonality of customer purchase patterns and the
timing of industry trade shows.

For example, during 1999, sales of the Company's WAAS receivers to the WAAS and MSAS programs
accounted for approximately 10% of the Company's total revenues compared to approximately 27% in 1998. The
Company currently has no commitments for future sales of its WAAS receivers in any further implementations of
the WAAS or MSAS programs. There can be no assurance that the Company will receive major contracts in the
future, and the failure to do so could have a material adverse effect on the Company's business, financial condition
and results of operations.

In addition, revenues can be expected to vary significantly as aresult of alack of a significant order backlog,
fluctuations in demand for existing products, the rate of development of new markets, the degree of market
acceptance of new products, increased competition and the general strength of domestic and international economic
conditions. Furthermore, if the Company were unable to deliver sufficient quantities of productsin atimely manner,
due to factors such as parts supply shortages or customs delays, the Company's revenues could be adversely
affected.

Operating expenses decreased in 1999 as the Company reduced costs in late 1998 in response to lower
revenues. The Company anticipates operating expenses to increase by approximately 25% in 2000 due primarily to
the impact of Point operating for a full year, but decline as a percentage of revenue as the Company’s revenue
grows. A shortfall from anticipated revenues has and could adversely affect results of operations and income (10ss)
per share. In addition, if the Company were to receive a major contract, it would likely increase its expenditures to
support such contract. If recognition of the revenues from the contract were delayed for any reason, including
cancellation or deferral of the contract, the Company's results of operations could be adversely affected as it
attempted to adjust its expenditures downward.

Taxes

The Company has not recorded a provision for income taxes in Canada, other than for large corporations tax,
due to previoudy incurred losses, credits and costs. As of December 31, 1999, losses, investment tax credits,
depreciation and research and development costs are available to reduce future taxable income in Canada. The
Company has determined that the acquisition of a majority of the Common Shares of the Company by Canadian
Marconi in 1998 and BAE SYSTEMS indirect acquisition of the majority of the common shares of Canadian
Marconi in November 1999 congtitute acquisition of control of the Company for Canadian income tax purposes.
Accordingly, the availability of certain of the Company’'s Canadian income tax losses, research and devel opment



costs, depreciation deductible for tax purposes and investment tax credits may be subject to limitation. The ultimate
availability and amount of these losses, credits and costs may be dependent upon future Canada Customs and
Revenue Agency audits. See Note 14 of Notes to Consolidated Financial Statements.

Liquidity and Capital Resources

In 1999, cash used in operations was $895,000, compared to cash used in operations of $4.9 million in 1998.
Cash used in operations in 1999 consisted primarily of an increase in non-cash working capital of $2.2 million, a
$2.0 million loss from continuing operations partially offset by the $949,000 income from discontinued operations
and $2.7 million in amortization.

In 1999, cash used in financing activities was $349,000, related to a decrease in capital lease obligations. In
the comparable period in 1998, the Company concluded a sale/leaseback of certain capital assets which was the
primary factor contributing to $1.3 million cash provided by financing activities.

In 1999, cash provided by investing activities was $5.0 million, primarily related to the sale/leaseback of the
Company’s Calgary facility and certain adjacent land, offset by deferred development expenditures of $1.3 million
related to the development of a certified aviation GPS receiver and other capital expenditures of $1.2 million. On
July 20, 1999, the Company acquired a 49% interest in Point in exchange for $311,000, net of cash acquired.

At December 31, 1999, the Company had cash and short term investments of $8.3 million. The Company has
a credit agreement with the HSBC Bank Canada whereby the Company can borrow up to $1.0 million for day-to-
day operating reguirements and $2.2 million to support the margin requirement related to the purchase of foreign
exchange contracts. The Company has a second credit arrangement with the Toronto Dominion Bank under which
the Company can borrow up to $650,000 for day-to-day operations. The credit line aso supports the margin
requirement related to the purchase of up to US$2.5 million of foreign exchange contracts. The lines of credit are
payable on demand and are secured by certain of the Company’ s assets. At December 31, 1999, portions of the lines
of credit were utilized to support $665,000 of letters of credit ($93,000 at December 31, 1998) and the margin
requirements on US$3.0 million in forward exchange contracts leaving $985,000 available for day-to-day operating
requirements and the margin capacity necessary to enter into an additional US$4.5 million in forward exchange
contracts.

On March 15, 2000, Sokkia and the Company collectively loaned Point US$1.2 million, the Company’s share
being US$588,000 (the “Loan”). The Loan is repayable December 31, 2000, is secured by the assets of Point and
bearsinterest at the U.S. Prime Rate in effect from time to time.

The Company believes that its existing cash, cash equivalents, short term investments, available lines of credit
and anticipated cash generated from operations will be sufficient to satisfy its currently anticipated cash needsfor at
least the next twelve months.

While the Company believes that inflation has not had a material effect on its results of operations, there can
be no assurance that inflation will not have a material effect on the Company's results of operationsin the future.

Item 9A - Market Risk

Most of the Company's revenues (over 93% in 1999) are earned in currencies other than the Canadian dallar,
principally the U.S. dollar. A substantial portion of the Company's expenses, however, have been and will continue
to be incurred in Canadian dollars. Accordingly, fluctuations in exchange rates between the U.S. dollar and the
Canadian dollar could materially affect the Company's results of operations. In the normal course of business the
Company uses foreign currency options and forward foreign currency contracts to reduce its exposure to fluctuations
inthe U.S. dollar. At December 31, 1999, the Company had foreign currency options and forward foreign currency
contracts to sell US$3.0 million between January 5, 2000 and June 30, 2000 at rates between $0.6805 and $0.6849.
In addition, at December 31, 1999, the Company had entered into forward currency contracts obligating it to buy
US$1.0 million at an average rate of $0.6787 between March 31, 2000 and June 30, 2000. Derivative financial
instruments are not used for specul ative purposes. There can be no assurance that the Company will be successful in
such hedging activities.
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The Company is not subject to interest rate risk as it currently does not have and it does not anticipate
incurring any debt.
Item 10 — Director s and Officers of Registrant

The following table sets forth certain information, as of March 23, 2000, regarding the executive officers,
directors and certain key employees of the Company:

Executive

Director Officer
Name Age Position Since Since
Directors and Executive
Officers
W. James Close 53 Chairman of the Board 1998 —
Horst J. Pudwill 55 Director 1992 —
Douglas R. Reid 45 Chief Executive Officer, President and Director 1996 1995
Werner Gartner 43 Executive Vice President and Chief Financial — 1995

Officer
Randy R. Mabbott 37 Senior Vice President Corporate Affairs, — 1994
General Counsel and Corporate Secretary

Pierre Y. Ducros 60 Director 1998 —
Richard D. Orman 51 Vice Chairman of the Board 1994 —
Gregory A. Yeldon 40 Director 1998 —
Joel A. Schleicher 48 Director 1997 —
Key Employees
Patrick C. Fenton 42 Vice President, Technology — —
Anthony J. Murfin 52 Director, Aviation Group — —
Graham C. Purves 37 VicePresident, Sales and Marketing — —
Michad McAloney 42 Director, Quality and Technical Services — —
Duane Macauley 36 Director, Business Operations — —

W. James Close has served as Chairman of the Board of Directors of the Company since January 1999 and a
Director of the Company since September 1998. Mr. Close has been President and Chief Executive Officer of BAE
Systems Canada Inc. (“BAE Systems Canada’, formerly Canadian Marconi Company) since July 1, 1998. Mr.
Close was President of AlliedSignal Aerospace Canada Inc. prior to joining BAE Systems Canada. Mr. Close is
also a Director with BAE Systems Canada.

Horst J. Pudwill has served as a Director of the Company since May 1992, as Chairman of the Board of
Directors of the Company from May 1992 until April 1998 and served as Chief Executive Officer of the Company
from May 1992 until October 1996. Since May 1985, Mr. Pudwill has been Chairman of the Board of Directors and
major shareholder of TechTronic Industries Co. Ltd., a public company listed on the Hong Kong stock exchange.

Douglas R. Reid has served as Chief Executive Officer and President of the Company since September 1998.
Mr. Reid was Executive Vice President and Chief Operating Officer of the Company from October 1996 to
September 1998, and as a Director of the Company from November 1996 until April 1998 and since September
1998. From July 1995 to Octaober 1996, Mr. Reid served as Vice President and General Manager of the Company's
GPS business unit. From 1986 to July 1995, Mr. Reid was employed by Leica Inc. in a variety of positions,
including Marketing Manager at Leica's headquartersin Switzerland and most recently asVice President for Leica's
North American survey products group.

Werner Gartner has served as Executive Vice President and Chief Financial Officer of the Company since
October 1996 and was Director of the Company from November 1995 until April 1998. From August 1990 to
October 1996, Mr. Gartner served in a variety of financial positions at the Company including Vice President,
Finance and Corporate Controller. Mr. Gartner is a Certified Management Accountant.

46



Randy R. Mabbott has served as Senior Vice President Corporate Affairs since October 1, 1997 and General
Counsel and Assistant Corporate Secretary since January 1994 and Corporate Secretary since July 1994. From 1989
to 1994, Mr. Mabbott practiced law at a Calgary law firm where he was a partner from February 1992 until July
1994.

Richard D. Orman has served as Vice Chairman of the Board of Directors since March 1997 and as a
Director of the Company since January 1994. Mr. Orman currently serves as Chairman and Chief Executive Officer
of Runnymede Resources Corporation in Calgary, Canada, which he founded in February 1999. From August 1995
to October 1998 Mr. Orman served as Chairman and Chief Executive Officer of Kappa Energy Company Inc. (now
Vanguard Oil Corporation) in Calgary, Canada and continues to serve as a Director. From May 1986 to December
1992, Mr. Orman served as a member of the Alberta legidature and as Minister of Employment from May 1986 to
September 1988, Minister of Labor from September 1988 to April 1989 and Minister of Energy from April 1989 to
December 1992.

Joel A. Schleicher has served as a Director of the Company since March 1997. Mr. Schleicher is currently a
business consultant and advisor since January, 2000. Mr. Schleicher was President and Chief Executive Officer of
Expanets, Inc. from June 1998 to December 1999. Mr. Schleicher was a business consultant, advisor and investor
with and to leverage buyout firms from July 1997 to June 1998. From June 1996 to June 1997, Mr. Schleicher
served as President and Chief Executive Officer of ProCommunications, Inc. From July 1995 to June 1996, Mr.
Schleicher was a private investor. From 1989 to July 1995, Mr. Schleicher served as Chief Operating Officer for and
adirector of Nextel Communications, Inc.

Gregory A. Yeldon has served as a Director of the Company since April 1998. Mr. Yedon has been Vice
President and Chief Financial Officer for BAE Systems Canada since July 1995. From October 1994 to July 1995
Mr. Yeldon was Corporate Controller for BAE Systems Canada and from February 1988 to October 1994 he was
Director of Finance and Administration of Micronav International Inc.

Pierre Y. Ducros has served as a Director of the Company since February 1999. Mr. Ducros has been
Chairman of the Board of Directors of BAE Systems Canada since January 1999. Mr. Ducros is President of P.
Ducros & Associés since June 1996. Mr. Ducros was Chairman of the Board, President and Chief Executive Officer
of DMR Consulting Group Inc. from February 1973 to June 1996. Mr. Ducrosisamember of the Order of Canada.
Mr. Ducros is aso President of Université du Québec a Montreal and serves as a Director of BCE Emergis Inc.,
Cognos Inc., Alliance Atlantis Communications Inc., National Bank Financial and Manulife Financial.

Patrick C. Fenton was recently appointed Vice President, Technology having served as Vice President,
Research and Development since March 1997. Mr. Fenton previously served as Director, Research and
Development for the Company's GPS business unit since February 1995 and was Chief Engineer for the GPS
business unit from November 1993 to February 1995. Mr. Fenton joined the Company in July 1989 when the
Company purchased the assets of Norstar Instruments, a division of Nortech Surveys (a spin off company from Shell
Canada Resources) and served the Company in various capacities.

Graham C. Purves has served as Vice President Sales and Marketing since October 1998. Mr. Purves
assumed additional responsibility for product development in July 1999. Mr. Purves was previously Director,
Custom Products Group from January 1, 1998 until October 26, 1998. Mr. Purves was Director, Business
Operations for the Company's GPS business unit since August 1994 until February 1998. From August 1988 to
August 1994 Mr. Purves has served in various capacities at the Company including Manager, VLS| Design Group.

Anthony J. Murfin has served as Director, Aviation Group since January 1, 1998. Mr. Murfin was previously
Director, Corporate Accounts for the Company from May 1996 to December 1997 and was Director of Sales from
April 1994 to May 1996. From January 1980 to April 1994, Mr. Murfin served in various capacities including
Business Development Manager in the Avionics Division of Canadian Marconi Company. From September 1977
until January 1980 Mr. Murfin was employed at CAE Electronics.

Michael McAloney has served as Director, Quality and Technical Services since January 1, 1999, having
served as Director, Technical Services since January 1, 1998. Mr. McAloney was Program Manager from June
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1994 to December 1997. From April 1990 to March 1994 Mr. McAloney was Systems Engineering Manager for
Micronav International Incorporated.

Duane M acauley has served as Director, Business Operations since March 1, 1998. From June 1996 to March
1998, Mr. Macauley was an Account Manager with Electro-Source Inc., a semiconductor sales company. From
September 1991 to June 1996, Mr. Macauley worked at Northern Telecom Ltd. as a Production Manager and later as
Purchasing Manager. He also worked at NovAtel from September 1986 to September 1991 in various capacities
including Process Manager, Production.

Members of the Board of Directors are elected annually and serve until the next annual meeting of
shareholders or until their successors have been elected and qualified.

Item 11 — Compensation of Officersand Directors

Directors who are not employees of the Company receive $10,000 per year for services provided in their
capacity as directors plus $1,000 for each Board of Directors meeting such director attends, except for the Chairman
of the Board of Directors who receives $20,000 per year and $2,000 for each meeting he attends and the Vice
Chairman who receives $15,000 per year and $1,500 for each meeting he attends. Notwithstanding the foregoing,
James Close, Gregory Y eldon and Pierre Ducros being representatives of Canadian Marconi Company, have waived
any fees to which they are otherwise entitled to receive. In addition, all directors are reimbursed for expenses
incurred by them in their capacity asdirectors. Other than with respect to reimbursement of expenses, directors who
are employees of the Company do not receive additional compensation for service as a director. The aggregate
amount of cash compensation paid by the Company to all officers and directors as a group during fiscal 1999 was
$589,156.

The following Summary Compensation Table sets forth the compensation earned during each of the three
years ended December 31, 1999 by the Company's President, the Company's other current executive officers whose
salary and bonus for servicesin all capacities to the Company exceeded US$100,000 during such year (collectively,
the "Named Executive Officers'), and all directors and executive officers as a group:
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Summary Compensation Table

Annual Compensation

Other Annual
Name and Principal Position Year Salary Bonus Compensation
Douglas R. REA (1) ..vovveeeeiiiirieneeie e 1999 $ 230,649 $ — $ —
Chief Executive Officer and President; 1998 $ 208,586 $ — $ —
Executive Vice President and 1997 $ 195,462 $18,000(2 $ —
Chief Operating Officer
WENEr GaINEN .....cocvvviiieeeieieeresie e 1999 $ 157,407 $ — $ —
Executive Vice President and 1998  $157,500 $ — $ —
Chief Financial Officer 1997 $ 157,500 $15000(2) $ —
Randy R. Mabbott..........ccccoooiniiiniiiii e 1999 $ 152,250 $ — $ —
Senior Vice President, Corporate Affairs 1998  $152,250 $ — $ —
General Counsd and Corporate Secretary 1997 $133,142(4) $12,000(2) $ —
Pascal E. Spothelfer (1) ....cccoooveverieeieiiieneeiiee 1999 $ — $ — $ —
Former Chief Executive Officer and President 1998 $ 223,740 $ — $ —
1997 $232,284 $30,000(2) $ 34,267 (3)
All directors and executive officers as a group 1999 $ 589,156 $ — $ —
(nine persons in 1999, thirteen persons in 1998 1998 $ 826,276 $ — $ —
and ten personsin 1997)(5) .......cccoeeeveveeecreseenene. 1997 $ 828,388 $ 75,000 $ 34,267

@

2

3)
(4)
©)

Mr. Spothelfer resigned as Chief Executive Officer and President in September 1998 at which time Mr.
Doug Reid assumed this position. Mr. Spothelfer continued to receive his salary and other benefits until
December 31, 1998.

1997 bonuses were approved by the Compensation Committee of the Board of Directors on December 15,
1997 but not paid until 1998. These amounts were provided for in the Company's December 31, 1997
financial statements.

Includes $25,689 for housing expenses, $4,354 for automobile expenses and $4,224 for travel expenses for
Mr. Spothelfer’s spouse and family. None of these expenses were paid in 1998 or 1999.

Mr. Mabbott became an employee effective October 1, 1997. Prior to this time he provided contract
services to the Company.

Included in 1997 and 1998, are Rodger Conner and William B. Patton, Jr. who resigned as Directorsin May
1998 and Pascal E. Spothelfer who resigned in September 1998. Included in 1998 is William Turner who
resigned in December 1998.
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(5) Item 12 — Options to Purchase Securities from Registrant or Subsidiaries

The following table sets forth certain information regarding outstanding options to purchase securities held
by the Company's executive officers and directors as of March 23, 2000:

Total Purchase Expiration
Title - Stock Options Amount Price (1) Date
DouglasR. Reid.........c.ccoovvenienieniens 74,000 US$7.50 2/6/2007
26,000 US$7.50 6/30/2007
95,000 US$7.50 9/14/2008
20,000 US$1.375 3/28/2009
10,000 US$3.0625 1/16/2010
Werner Gartner 60,000 US$7.50 2/6/2007
20,000 US$7.50 6/30/2007
12,000 US$1.375 3/28/2009
7,000 US$3.0625 1/16/2010
Randy Mabbott 45,000 US$7.50 2/6/2007
20,000 US$7.50 6/30/2007
12,000 US$1.375 3/28/2009
7,000 US$3.0625 1/16/2010
W. JamesS ClOSE (2) ..ccovvvevuveerieeiieenns — — —
Pierre Y. DUCrOS (2) ..ccccveveveeenieeenenen. — — —
Gregory A. Yedon (2)......cccoeeviennee — — —
Horst J. Pudwill (2)......cccooveveeiiennenns 7,000 US$1.375 3/28/2009
Richard D. Orman..........c.cccoeeeieenneens 7,400 US$7.50 2/6/2007
12,600 US$7.50 3/19/2007
7,000 US$1.375 3/28/2009
Joel A. Schleicher ..., 20,000 US$7.50 3/19/2007
7,000 US$1.375 3/28/2009
All directors and executive officers
asagroup (9 persons) ......cccceeevveeenne 469,000
(@D} All options were granted at not less than fair market value at date of grant.

2 Messrs. Close, Ducros, Pudwill and Yeldon have waived the right to receive any stock options that they
would be otherwise entitled to receive.

Item 13 — Interest of Management in Certain Transactions

On April 17, 1998, Canadian Marconi Company (how BAE Systems Canada Inc. and referred to herein as
“Canadian Marconi”) purchased approximately 58% of the Company’ stotal shares outstanding from the Company’s
two principal shareholders, Telexel Holding Limited, which was beneficially owned by Horst J. Pudwill a Director
of the Company, and Deutsche Effekten — und Wechsel-Beteilungsgesellschaft AG, represented by Alexander von
Witzleben, a former Director of the Company.

The Company is an authorized reseller of certain Canadian Marconi GPS products. In 1999, the Company

purchased $177,000 ($38,000 in 1998) worth of products from Canadian Marconi. In addition, the Company
purchased $233,000 ($77,000 in 1998) of contracted engineering services from Canadian Marconi in 1999.

PART 11
Item 14 — Description of Securitiesto be Registered

Not applicable.
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PART |11

Item 15 — Defaults on Senior Securities

Not applicable.

Item 16 — Changesin Securities and Changesin Security for Registered Securities

Not applicable.

PART IV

Item 17 — Financial Statements

Not applicable.

Item 18 — Financial Statements

See Item 19 below for Financial Statementsfiled as a part of this Annual Report.

Item 19 — Financial Statements and Exhibits

(@

(b)

21
22

23

31
3.2
4.1
10.1
10.2
10.3

104

Financial Statements

1. Report of Independent Chartered Accountants

2. Consolidated Balance Sheets

3. Consolidated Statements of Operations

4. Consolidated Statements of Shareholders Equity (Deficit)
5. Consolidated Statements of Cash Flows

6. Notes to Consolidated Financial Statements

7. Financial Statement Schedules

Exhibits

Agreement of Purchase and Sale of Assets dated November 3, 1995 between NovAtel
Communications Ltd. and Harris Corporation.t

Asset Purchase Agreement dated July 12, 1996 between NovAtel Communications Ltd., NovAte
Wireless, Inc., NovAtd Wirdess Solutions, Inc. and NovAtel Wireless Technology, Inc.t
Amendment to the Asset Purchase Agreement dated August 21, 1996 between NovAtel
Communications Ltd., NovAtel Wireless, Inc., NovAtel Wireless Solutions, Inc. and NovAtel
Wireless Technology, Inc.t

Restated Articles of Incorporation of Registrant.t

Restated Bylaws of Registrant.t

Form of Common Stock Certificate.t

Directors Stock Option Plan.t

Stock Option Plan with form of stock option agreement.t

Form of Indemnification Agreement to be entered into between Registrant and certain directors
and officers.t

Intellectual Property License and Assignment Agreement dated November 3, 1995 between
NovAte Communications Ltd. and Harris Corporation.t
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10.6

10.7

10.8

10.9

10.10
10.11

10.12

10.13
10.14
10.15
10.16
10.17
10.18
10.19
10.20
10.21

10.22
10.23

10.24
10.25

10.26

Technology Agreement dated February 27, 1994 between Japan Radio Co., Ltd., JRC Canada
Inc., JRC International Inc., Telexel Holding, Ltd., NovAtel Communications Ltd. and NovAtel
Carcom, Inc.t

Share Purchase Agreement dated May 13, 1992 between her Magjesty the Queen in Right of
Alberta, 473654 Alberta Ltd., 475342 Alberta Ltd., 496072 Alberta Ltd. and Telexel Holding
Limited.t

Post Purchase Agreement dated May 29, 1992 between Her Majesty the Queen in Right of
Alberta, 496072 AlbertaLtd., Telexel Holding Limited and NovAtel Communications Ltd.t
Surplus Systems Assets Agreement dated May 29, 1992 between NovAtel Communications Ltd.,
475342 AlbertaLtd. and Her Mgjesty the Queen in Right of the Province of Alberta.

Settlement Agreement dated March 18, 1994 between North West Trust Company, as
representative of 496072 Alberta Ltd., Telexel Holding Limited and NovAtel Communications
Ltd.T

Letter dated February 7, 1997 amending Settlement Agreement. T1

Post Purchase Agreement Amending Agreement dated March 18, 1994 between Her Majesty the
Queen in Right of Alberta, 496072 Alberta Ltd., Telexel Holding Limited and NovAtel
Communications Ltd.t

Guarantee of Post Purchase Agreement dated May 29, 1992 by NovAtel Communications Ltd. in
favour of Her Mgjesty the Queen in Right of Alberta (amended by Settlement Agreement dated
March 18, 1994, filed hereto as Exhibit 10.15).t

Definitive Project Agreement #1 dated July 1, 1998 between Canadian Marconi Company and
NovAtel Inc.

Resdller and License Agreement dated May 22, 1998 between NovAtel Inc. and Canadian
Marconi Company

Final Agreement dated December 31, 1997 between ViaSat Geo-Technologie Inc. and NovAte
Inc. Tt

Lease Agreement dated January 30, 1998 with Hongkong Bank of Canada with Schedule 1
(Computer) and Schedule 2 (Furniture) T+

Employment Agreement dated September 11, 1998 between NovAtel Inc. and Doug Reid.
Employment Agreement dated July 1, 1997 between NovAtel Inc. and Werner Gartner. 11
Employment Agreement dated October 1, 1997 between NovAte Inc. and Randy Mabbott. T+
Operating Line Credit Facility Letter from The Toronto Dominion Bank dated June 23, 1999.
Lease Agreement (Building) dated January 29, 1999 between Christian Schumacher and NovAtel
Inc.

Agreement made effective July 20, 1999 between NovAtel Inc. and Sokkia Co., Ltd.

License Agreement made effective August 1, 1999 between NovAtel Inc., Sokkia Co., Ltd. and
Point, Inc.

Operating Loan Credit Facility Letter from HSBC Bank Canada dated November 15, 1999.
Agreement dated January 1, 2000 between NovAtd Inc. and SMTC Manufacturing Corporation
of Canada.

Loan Agreement made effective March 15, 2000 between NovAtel Inc. and Sokkia Co., Ltd. and
Point, Inc.

211 List of Subsidiaries.t

23.1 Consent of Arthur Andersen & Co.
t Incorporated by reference to Registrant’s registration statement on Form F-1 (Registration Statement No.
333-6088).
Tt Incorporating by reference to Registrant’ s annual report on Form 20-F for the year ended December 31,
1997.
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SIGNATURES

Pursuant to the requirements of Section 12 of the Securities Act of 1934, the Registrant certifies that it
meets all of the requirements for filing on Form 20-F and has duly caused this annual report to be signed on its
behalf by the undersigned, thereunto duly authorized.

NOVATEL INC.
By%//’
Doug Reid —

President and Chief Executive Officer

Date: March 24, 2000
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ARTHURANDERSEN

REPORT OF INDEPENDENT CHARTERED ACCOUNTANTS

To the Shareholders of NovAtel Inc.:

We have audited the consolidated balance sheets of NOVATEL INC. as at December 31, 1999
and 1998 and the consolidated statements of operations, shareholders' equity {deficit) and cash
flows for each of the three years in the period ended December 31, 1999. These financial
statements are the responsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audits.

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

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at December 31, 1999 and 1998 and the results of its

operations and its cash flows for each of the three years in the period ended December 31, 1999
in accordance with generally accepted accounting principles in Canada.

Calgary, Alberta. % %M\ Pl

January 28, 2000. Chartered Accountants




NOVATEL INC.

CONSOLIDATED BALANCE SHEETS
(in thousands)

December 31,

1999 1998
ASSETS
(Note 8)
Current assets:
Cash and short term iNVESIMENES........ccooeerreeiee e $ 8280 $ 4,486
Accountsreceivable (Notes 3 and 12) .......ccoceevieiiiiiiniieniee e 6,110 5,349
Related party receivables (NOtE 15)......cccueiiieeirieieiie e 1,340 8
INVENTOTES (NOLE 4) ...t et 3,684 3,595
Prepaid expenses and depOSITS.... ..o iveeiieriiee e 292 315
TOtAl CUMTENT BSSELS. ..ottt 19,706 13,753
Capital 8SSES (NOIE D) ...eeeeiieieiee ettt 4,648 11,755
Intangible assets (NOteS 6 and 9) ......ooeveiiiiiieiie e 3,047 3,424
Deferred development COSES (NOLE 7).......eeiveriiieieieeeiie et 1,803 528
TOBl @STELS....e ettt e bbb $29204 $29,460
LIABILITIESAND SHAREHOLDERS EQUITY
Current liabilities:
Accounts payable and accrued liabilities (Note 19).........ccoceevieeiieniieeenennn, $ 4851 $ 5121
Related party payables (NOLE 15) .........ooiieiiiiiiii e 278 49
Provision for fUture Warranty COSES.........ooueriieranierenie e siee e 246 110
Deferred gain on sale/leaseback of capital assets— current portion (Note 5) . 153 42
Capital lease obligation — current portion (NOt€ 9).......cccveeieieiieeiieeiieeene 374 350
Total current lHabilitieS.........coeeieiiiii e 5,902 5,672
Deferred gain on sale/leaseback of capital assets—long-term portion (Note 5) .. 936 80
Capital lease obligation —long-term portion (Note 9).......cceeevieeriieiiiiiiiieee, 549 922
Total HaDIITIES ... e 7,387 6,674
NON-CONLIOHING INTEMESE ..o 65 Yy
Shareholders equity (Note 11):
CADIBl SOCK. ....eeverteeieeie ettt b bbbt b e b nee e 35,602 35,602
(D7 (o) TR U PRSP (13,850) (12,816)
Total shareholders EQUILY .........cueviieiiiiie e e 21,752 22,786
Total liabilities and shareholders equity.........ccccoceereeiieiiiee e, $29,204  $ 29,460

The accompanying notes are an integral part of these consolidated financial statements.



NOVATEL INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Year Ended December 31,

1999 1998 1997
Revenues (Notes 12 and 15) .......cceeeirereneenie s $ 24,226 $ 21567 $ 27,049
Cost Of SAIES (NOLE 15) ...t 12,646 8,674 7,850
GrOSS PrOfit...eceiseisieeee ettt 11,580 12,893 19,199
Operating expenses:
Research and development ..........ccoooeeiiiiiie e 6,902 8,234 6,077
Selling and Marketing.........c.oooeeiieieiie e 3,925 4,621 3,196
General and adminiStration............oovereereeneeneesee e 2,783 3,561 3,541
Total Operating EXPENSES......ccicveirieearieeerieesieeesieeesieeesreens 13,610 16,416 12,814
Operating INCOME (0SS) -..covveeiuieeiiee ettt (2,030) (3,523) 6,385
INEErESE INCOME ...ttt 374 212 201
Other income (expense) (NOtE 13) .....ccueeeieeerieeiiee e (204) (236) 199
Income (loss) from continuing operations before income taxes..... (1,860) (3,547) 6,785
Provision for iNCOMETaXES ........ccceeierreerienie e 123 87 62
Net income (loss) from continuing operations............ccceevveerieens (1,983) (3,634) 6,723
Net income from discontinued operations (Note 19)............ccccee.... 949 1,304 460
NEt INCOME (I0SS) ..ot $(103) $ (2330) $ 7183
Net income (loss) per share (basic) (Note 11)
ContinUING OPEFatiONS......cccueiveiieieeere ettt $ (0260 $ (047 $ 0.91
Discontinued Operations...........ccoeeerieerieriree e 0.13 0.17 0.06
Net income (10SS) Per SNare.........coceeeveeeeveeeereeiereeeeee e $ (013) $ (030 $ 0.97
Weighted average shares outstanding (basic) (Note 11)............ 7,674 7,673 7,420
Net income (loss) per share (fully diluted) (Note 11)
ContinuUING OPEFatiONS......cccueiveiieriereere ettt $ (0260 $ (047 $ 0.86
Discontinued Operations...........ccoeeerieerieeeriee e 0.13 0.17 0.06
Net income (10SS) Per Share.........ccceeeveeeeveeeiereeereeeeree e $ (013) $ (030 $ 0.92
Weighted average shares outstanding (fully diluted) (Note 11) . 8,566 8,509 8,100

The accompanying notes are an integral part of these consolidated financial statements.



NOVATEL INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY (DEFICIT)
(in thousands)

Common Shares (Note 11) Shar-[eﬁtc%ers'
Number Amount Deficit Equity (Deficit)
December 31, 1996........cccceveevvvieeiiiieee e, 5,200 $ 13,501 $ (17,669) $ (4,168)
Initial public offering of common shares........ 2,470 22,058 — 22,058
NELINCOME....vviiiiiieiiiieeeee e — — 7,183 7,183
December 31, 1997.......cocceveiiciieeeeeieee e, 7,670 35,559 (10,486) 25,073
Common ShareSiSsUed ......ceceeeveevvieeeeeeeeienns 4 43 — 43
N B 0 S — — (2,330) (2,330)
December 31, 1998........ccccvevvivveeeiiiieee e, 7,674 35,602 (12,816) 22,786
NEETOSS....eviiiiciiie e Y Ya (1,034) (1,034)
December 31, 1999........cccvveiviiveeeiiiiee e, 7,674 $ 35,602 $(13,850) $ 21,752

The accompanying notes are an integral part of these consolidated financial statements.



NOVATEL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,

1999 1998 1997
Operating activities:
Net income (10ss) from continuing OPeErations...........cccccveeevveeeerecreerenen, $ (1,983) $(3,634) $6,723
Net income from discontinued Operations...........ccoceeeveeeiieescien e 949 1,304 460
Charges and credits to operations not involving an outlay of cash:
AMOITIZAHON. ...t 2,697 2,371 1,419
(Gain) loss on disposal of capital 8SSELS.........ccevvereerieieerieree e (183) (20) 258
Amortization of deferred gain on sale/leaseback of capital assets....... (142) (53) —
NON-CONtrolliNG INTEMESE ... 3 Ya Ya
Gain ON GIVESHIUMES ....coveeiieciicce et Ya (718) (1,093)
Net change in non-cash working capital related to operations (Note 17) . (2,236) (4,196) (2,134)
Cash (used in) provided by operating activities...........cccoveeieeiienne (895) (4,936) 5,633
Financing activities:
Proceeds from initial public offering (Note 11) .......cccoveeeiiernieneiieenen. — — 22,058
[SSUBNCE Of SNAIES.....c.eeiiieieiiiee et Ya 43 —
(Decrease) in bank adVanCes............occveieeiiiei e — —  (9,610)
(Decrease) increase in capital lease obligations...........ccceeveiveeiieenieeneenn, (349) 1,272 (60)
Decrease in deferred Charges.........oo v — — 707
(Decrease) in mortgage payable..........cooveeeiiiiiiiiiie e — — (88)
Cash (used in) provided by financing activities..........cccoveeeveciienne (349 1,315 13,007
(Decrease) increase in cash beforeinvesting activities.............cc.c.e.... (1,244) (3,621) 18,640
Investing activities:
Purchase of capital and intangible 8ssats............ccceveeie e (1,240)  (4,512) (10,304)
Proceeds from disposal of capital aSSats.........coocevieeiiiienee e 7,864 1,705 435
Investment in Point, Inc. net of cash acquired (Note 16)..........cccccveneenne (311) Ya Ya
Proceeds 0N diVESHITUIES ......cocvieiiieieeeee e Ya 710 1,900
Deferred devel OpmMENt COSES.........veiiiiririeie et (1,275) (528) —
Cash provided by (used in) investing actiVities............cceveeeiieerienne 5,038 (2,625) (7,969)
Increase (decrease) in cash and short term investments..........ccccocceeieeeeen. 3,794 (6,246) 10,671
Cash and short term investments, beginning of year ...........ccccocceeveeiienenee 4,436 10,732 61
Cash and short term investments, end of Year........ccocevveveeveeneeneesee s $ 8280 $4486 $10,732
Cash and short term investments consisted of:
Cash and cash eQUIVAIENES ..........c.ccvceiieieceece ettt $ 5280 $2736 $6,232
Short term investments (original maturities of greater than 90 days) ....... 3,000 1,750 4,500

$ 8280 $4486 $10,732

Interest paid related to bank advances and capital lease obligations............. $ 74 $ 115 $ 57
INCOME tAXES PAIT......cueiviiriiiieiecte ettt sttt s besreneas $ 80 $ 86 $ 99

The accompanying notes are an integral part of these consolidated financial statements.



NOVATEL INC.

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
(in thousands, except per share data and unless otherwise stated)

Note 1 Nature of Business

NovAte Inc. (NovAte or the Company) is incorporated under the laws of Canada. The Company
designs, markets and supports a broad range of products that determine precise geographic locations using
the Global Positioning System (GPS).

On February 7, 1997, the Company completed an initial public offering of 2,470 common shares for
$22,058 (see Note 11).

On April 17, 1998, Canadian Marconi Company (CMC) acquired 58.3% of the Company’ s outstanding
common shares from the Company’s two former principal shareholders. On November 29, 1999, BAE
SYSTEMS (formerly British Aerospace, p.l.c.) acquired control of the Company through the indirect
acquisition of approximately 51.6% of the common shares of CMC from their previous owner, The General
Electric Company, p.l.c. (see Note 14).

On July 20, 1999, the Company and Sokkia Co., Ltd. formed a company, Point, Inc. to develop and
distribute GPS based products for surveying, mapping, geographical information systems, construction and
construction machine control applications, on a world wide basis. The Company acquired a 49% equity
interest in Point, Inc. for $311, net of cash acquired (see Note 16).

Note 2 Significant Accounting Policies

The consolidated financial statements have been prepared by management in accordance with generally
accepted accounting principles in Canada (Canadian GAAP or Canadian principles) and are stated in
Canadian dallars. With respect to the consolidated financial statements, the material differences between
Canadian and United States of America (U.S.) generally accepted accounting principles (U.S. GAAP or
U.S. principles) are described in Note 20. The preparation of financial statements in accordance with
generally accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements, and revenues and expenses during the reporting period. Actual results
could differ from those estimates.

a) Principles of Consolidation

The consolidated financial statements include the accounts of the Company, its subsidiaries and its
proportionate (49%) interest in the accounts of Point, Inc.

b) Foreign Currency Trandation

Foreign subsidiaries and the Company’s investment in Point, Inc. are considered financialy and
operationally dependent on the Company and are trandlated into Canadian dollars using current rates of
exchange for monetary assets and liabilities, historical rates of exchange for non-monetary assets and
liabilities, and average rates for the period for revenues and expenses, except amortization, which is
trandated at the rate of exchange applicable to the related assets. Gains and losses resulting from these
trandation adjustments are included in other income (expense).

Transactions and monetary balances denominated in a currency other than the Canadian dollar are
trandated into Canadian dollars using yearly average and year-end exchange rates, respectively. Gains and
losses arising from this trand ation process are included in income.



¢) Investment Tax Credits

Investment tax credits relating to scientific research and development and capital expenditures are
accounted for using the cost reduction method as they are received, as there is not a high degree of
assurance that the Company will be able to realize the benefit from these credits.

d) Cash and Cash Equivalents

Cash and cash equivalentsinclude short term, highly liquid investments which have original maturities
of 90 days or less.

€) Inventories

Raw materials and components, work-in-progress, and finished goods inventories are recorded at the
lower of cost or net realizable value. Cost is determined on afirst-in, first-out basis and includes materials,
labour and manufacturing overhead.

f) Capital Assets, | ntangible Assets and Amortization

Capital assets are recorded at cost. Maintenance and repair costs of a routine nature are charged to
operations as incurred, and renewals and betterments that extend the economic useful life of an asset are

capitalized.

Capital assets and intangible assets are amortized on a straight-line basis using the expected useful lives
of the assets:

BUildingS......ccoooviniiiiieeenee e, 20 years
Computer and ancillary equipment........ 4 years
Research and devel opment equipment... 4 years
Production equipment............ccocceevuene 5years
Furniture and fiXtures ...........ccceeeeeneen. 10 years
Product tooling.........cccveneeenieeiieeiieens 2 years
Patents and other intangibles................. 5- 10 years

Capital assets and intangible assets are assessed for future recoverability or impairment by
estimating future net undiscounted cash flows and residual values. When an impairment has occurred, a
lossis recognized in the period.

0) Research and Development Costs

Research costs are charged to operations as incurred. Development costs, including software
development costs, are charged to operations as incurred unless they meet specific criteria related to
technical, market and financial feasibility. In these circumstances, the costs are deferred and amortized on
a systematic basis, subject to recoverability.

h) Provision for Future Warranty Costs

Warranty costs are accrued, to the extent that they are not recoverable from third party manufacturers,
for the estimated cost to repair products for the balance of the warranty periods.



i) Revenue Recognition

Revenues from product sales are recognized at the time of shipment to the customer. Revenues from
non-recurring engineering fees are recognized at the time services are rendered.

j) Stock-based Compensation Plans

The Company has stock-based compensation plans (see Note 11). No compensation expense is
recognized for these plans when stock options are issued to employees. Any consideration paid by
employees on exercise of stock options is credited to capital stock. If stock options are repurchased from
employees, the excess of the consideration paid over the carrying amount of the stock options cancelled is
charged to retained earnings.

k) Interest Capitalization

Interest costsincurred to finance the construction of capital assets are capitalized.

I) Comparative Figures

Certain of the comparative figures have been reclassified to conform with the financial statement
presentation adopted in 1999.

Note 3 Accounts Receivable

December 31, December 31,

1999 1998
Traderecaivables, Net.........ccceeveeeeivccviiieeeeee, $ 5,748 $ 4,989
Goods and Services Tax receivable.................. 170 241
(@101 FTTTT TSR 192 119
$ 6,110 5,349

The receivable balances are net of an allowance for doubtful accounts of $768 at December 31, 1999
and $509 at December 31, 1998.

Note 4 Inventories

December 31, December 31,

1999 1998

Raw materials and components..............c......... $ 2,685 $1,065
WOrK-iN-ProgreSS.....cooeeeveeerveenieeeniee e 68 342
Finished goods..........ccoceveieeenie e 931 2,188
$ 3,684 $3,595

The inventory balances are net of a provision for excess and obsolete inventory of $720 at December
31, 1999 and $588 at December 31, 1998.



Note5 Capital Assets

December 31, 1999 December 31, 1998
Accumulated Accumulated
Cost Amortization Net Cost Amortization Net

Land and buildings............ $ 3 $ % $ Y $6,638 $ 455 $ 6,183
Computer and ancillary

EqUIPMENt.......ccvevveeeenns 4,477 2,613 1,864 4,450 1,951 2,499
Production, research and

development equipment . 2,165 1,091 1,074 1,613 951

662

Furniture and fixtures........ 512 183 329 4389 131 358
Product toaling.................. 875 581 294 742 361 381
Equipment under capital

122 1,641 554 1,087 1,651 268 1,383

$ 9,670 $ 5,022 $ 4,648 $15,583 $ 3,828 $11,755

On January 29, 1999, the Company concluded a sale/leaseback arrangement by which the Company’s
Calgary facility, including certain adjacent land, with a carrying value of $5,812 at thetime of sale, was sold
for net proceeds of $6,922, resultingin again of $1,110. Thegain on the sale of the Calgary facility has been
deferred and is being amortized over the ten year term of the lease.

In a separate transaction, on September 24, 1999, the Company sold its remaining land, with a carrying
value of $474 at time of sale, for net proceeds of $652, resulting in again of $178.

Note 6 Intangible Assets

Intangible assets, comprised primarily of patents and purchased technology, are net of accumulated
amortization of $1,704 at December 31, 1999 and $1,054 at December 31, 1998.

Note 7 Deferred Development Costs

In the year ended December 31, 1999, the Company deferred $1,275 of devel opment costsrelated to the
development of a certified aviation GPS receiver, compared to $528 in 1998 and $nil in 1997. The
Company has not commenced the amortization of these deferred costs.

Note 8 Bank Advances

At December 31, 1999, lines of credit were available with the HSBC Bank Canada and the Toronto
Dominion Bank. The lines of credit are payable on demand and are secured by certain of the Company’s
assets. The bank advances bear interest at the banks prime rate on Canadian dollar advances.

In aggregate, the Company can borrow up to $1,650 for day-to-day operating reguirements and $2,510
to support the margin requirements related to the purchase of up to US$7,500 of forward foreign exchange
contracts. At December 31, 1999, portions of the lines of credit were utilized to support $665 of |etters of
credit ($93 at December 31, 1998) and the margin requirements on US$3,000 in forward foreign exchange
contracts leaving $985 available for day-to-day operating requirements and the margin capacity necessary
to enter into an additional US$4,500 in forward foreign exchange contracts.

Interest in the amount of $42, incurred to finance the construction of the Company’s Calgary facility,
was capitalized in 1997. No interest was capitalized in 1999 or 1998.



Note9 Commitmentsand Contingencies

a) At December 31, 1999, purchase commitments were outstanding for approximately $4,200 pertaining
primarily to the acquisition of inventory, supplies and services.

b) The Company’s facilities and certain of the Company's computer equipment, office equipment and
furniture are leased for various periods up to 2009. Payments under the leasing arrangements are as
follows:

Capital Operating
L eases L eases
2000..... e eeeeeeee sttt $ 423 $1,005
2001....c e 270 947
2002....cceeeeeeeie ettt 256 849
2003....cceeeeeeeie et 64 811
2004....c ettt Y 903
2005 and beyond ..o Y _3,788
Total future minimum lease payments............... 1,013 $8,303
Less: imputed interest (6.8 %0).......ccoveevveerienns _ (90
Balance of capital lease obligations .................. 923
Less: current portion...........occeeeeeeeneeenneeniennns _ (374
Capital lease obligations - long-term portion...... $ 549

c) As at December 31, 1999, intangible assets included $906 related to the Company’s settlement
agreement with Trimble Navigation Limited (Trimble). This settlement agreement with Trimbleincludesa
provision that Trimble may, at its sole option, terminate rights granted there under, including licenses, should
the Company undergo adirect changein control. The share acquisition by CMC in 1998 constitutes a change
of control for purposes of the settlement agreement. However, the Company has received no notice of
termination from Trimble and believesthat Trimblewill not terminatetheselicensesand rights. Accordingly,
the Company has not provided for any impairment of these intangible assets as at December 31, 1999.

d) The Company is subject to legal proceedings and other claimswhich arisein the ordinary course of its
business. The Company has sought legal advice on these matters. In the opinion of management, the ultimate
liability with respect to the resolution of these actionsisnot expected to materially affect thefinancial position
or results of operations of the Company.

Note 10 Financial I nstruments

In the normal course of business, the Company uses foreign currency options and forward foreign
currency contractsto reduceits exposureto fluctuationsin theU.S. dollar to Canadian dollar exchangerates.
At December 31, 1999, the Company hasforeign currency options and forward foreign currency contractsto
sell US $3,000 between January 5, 2000 and June 30, 2000 at rates between $0.6805 and $0.6849. In
addition, at December 31, 1999, the Company has entered into forward foreign currency contracts obligating
it to buy US$1,000 between March 31, 2000 and June 30, 2000 at rates between $0.6775 and $0.6797. Had
these contracts been settled on December 31, 1999, an additional gain of $21 would have been recognized.

The carrying values of other financial instruments, which include short term investments, accounts
receivable, related party receivables, accounts payable and related party payabl esapproximatetheir fair value
because of the near-term maturity of these instruments. The carrying value of capital lease obligations
approximate their fair value, asthe imputed interest rates on these obligations approximate market rates.



Note 11 Shareholders Equity

The Company has authorized an unlimited number of common shares, of which 7,674 are outstanding as
of December 31, 1999 (7,674 in 1998 and 7,670 in 1997).

On February 7, 1997, the Company completed an initial public offering of its common shares. The
Company issued 2,470 common shares at aprice of US $7.50 per share, which increased shareholders’ equity
by $22,058, after deducting underwriters' discounts of $1,749 and expensesrelated to the offering of $1,174.

Net income (loss) per share figures presented in the Company’ sfinancial statements are based upon the
weighted average number of shares outstanding. Fully diluted net income (loss) per share figures assumethe
exercise of options, if dilutive, effective on their dates of issue and that the funds derived there from would
have been invested at an annual rate of return of 5% for 1999 and 1998, and 3.6% for 1997.

The Company maintains stock option plansfor employees and members of the Board of Directors. Under
the plans, participants are granted options to purchase common shares of the Company at no less than the
market value on the date of the grant. The options have vesting periodsranging from threeto four years and
expire ten years from the date of the grant. As of December 31, 1999, the Company has authorized the
granting of up to 1,101 options to purchase common shares of the Company under the stock option plans, of
which 4 had been exercised.

A summary of the status of the Company’s stock option plans as of December 31, 1999, 1998 and 1997,
and changes during the years ending on those dates is presented bel ow:

1999 1998 1997
Weighted Weighted Weighted
Number Average Number Average Number Average
Options of Shares  Exercise Price of Shares Exercise Price of Shares Exercise Price

Outstanding at

beginning of year... 892 US $7.62 854 US $7.55 Y, US$ %
Granted..........ccuve.... 208 1.38 274 7.75 867 7.55
Exercised.................. A A (4) 7.50 A A
Forfeited.........c........ (162) 6.85 (232) 7.54 _(13) 7.50
Outstanding at

end of year............ 938 6.37 892 7.62 _854 7.55
Options

exercisable at

year-end................ 409 7.59 264 7.54 A N/A

The following table summarizes information about the stock option plans as of December 31, 1999:

Options Outstanding Options Exercisable
Weighted-Average
Range of Number Remaining Weighted-Average Number Weighted-Average
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price
US $7.50 to $11.25 749 7.6 years US $7.63 409 US $7.59
$1.38 189 9.2 1.38 Y A
$1.38t0 $11.25 _ 938 7.9 6.37 _ 409 7.59

In January 2000, the Company granted an additional 104 options, with an exercise price of US $3.06,
to employees.



Note 12 Major Customers, Export Sales and Suppliers

Certain major customers accounted for significant portions of the salesfrom continuing operations. The
table bel ow reflects customers whose purchases represented more than approximately 10% of the Company’s
total revenuesin any of the periods indicated.

Sales by Major Customer

Year Ended December 31,

1999 1998 1997

CUSLOMET Aottt $ 4,014 $ Yy $ Y
CUSIOMES B 1,870 5,222 591
CUSIOMES C..eeeeee e 1,401 1,851 2,676
CUSIOMES D 1,346 715 2,675
CUSIOMES E .. 1,116 948 8,677

$ 9747 $ 8736 $ 14,619
Percentage of total revenue............cccoocceevennee _40% _41% _ 54%

Accounts recelvablerelated to these major customers at December 31 were $2,921 in 1999 and $2,182 in
1998.
Sales by Geographic M ar ket

Year Ended December 31,

1999 1998 1997
$ % $ % $ %
USA e, $10,079 42% $ 8,493 40% $ 17,149 63%
EUrope.....ccccocvvvvciviiiicnn, 4,645 19% 2,382 11% 4,228 16%
AsalAustraia.........ccoeneee. 5,745 24% 8,690 40% 3,120 12%
Canada..........oceveeneenieniens 3,003 12% 1,743 8% 2,479 9%
Other ..o 754 3% 259 1% 73 —

$24,226 100% $ 21,567 100% $ 27,049 100%

Certain of the Company's products incorporate components that are either procured from sole source
suppliers or which arein short supply. In the opinion of management, the Company has taken measuresto
mitigate the risk associated with the availability of these components.

Note 13 Other Income (Expense)

Year Ended December 31,

1999 1998 1997
Foreign exchange.........cccceveeeveeveiieeee e $ (211) $ 104 $ 178
Gainonsaeof land.........cccccoeeoiviiiiiiienieeenins 178 A A
MisCElanEoUS.........cccvveeeeeeeicciireee e, (171) (340) 21
$ (204) $  (236) $ 199

Miscellaneous expense included charges related to work force reductions of $213 in 1999 and $400 in
1998.



Note 14 Taxes
a) Canadian Taxes

At December 31, 1999, losses were available for Canadian income tax purposes that can be carried
forward to reduce future Canadian taxable income. These |losses expire as follows:

2004.......ccoiiiiee $ 31,900
2005.....ccccii e Ya
2006........coiiirieireee e 1,500

$ 33,400

In addition, the Company has $137 million of research and devel opment costs deducted in the accounts, in
excess of amounts claimed for Canadian income tax purposes.

The Company also has unutilized investment tax credits of $7.5 million available to reduce future
Canadian income taxes. These credits expire as follows:

2000.....ccccieinieree e $ 900
2001.....cccciiii e 800
2002.....cccciiiie e —
2003.....ccoiii 1,200
2004.......ccoiiiii 1,600
2005.....cccci 900
2006........coiiieieieee e 500
2007....coiiiiiiie e 300
2008.......ccoiiiiiee e 800
2009......ccci 500

$ 7,500

The potential tax benefits of these losses, deductions and investment tax credits have not been
recognized in the consolidated financial statements.

The Company has determined that CMC’ sacquisition of amajority of the common shares of the Company
on April 17,1998 and BAE SYSTEMS' indirect acquisition of the majority of the common sharesof CMC on
November 29, 1999 constitute acquisition-of-control of the Company for Canadian income tax purposes.
Accordingly, the availability of certain of the Company’' s Canadian losses, deductions, and investment tax
credits may be subject to limitation.

The ultimate availability and amount of the losses and other tax benefits described above may be
dependent upon future Canada Customs and Revenue Agency audits. An adverse determination could result
in a significant decrease in the availability and amount of the tax benefits described above.

b) U.S. Taxes

The Company's U.S. subsidiaries file a consolidated U.S. federal income tax return. They have net
operating loss carryforwards totalling approximately US$38.0 million which expire in 2007 and 2008.
However, these operating loss carryforwards will be substantially limited due to the CMC and BAE
SYSTEMS acquisition of control. The potential future benefit of these losses has not been recognized in the
consolidated financial statements.



Note 15 Related Party Transactions

In the normal course of business, the Company had the foll owing transactions, measured at the exchange
amount, with its related parties:

Year Ended December 31,

1999 1998 1997
Product salesto Point, INC.........ccceevveeeviieiie e $ 1,165 $ 3 $ 3
Services provided to Point, INC........ccccoeveieieiiiiieeeee, 169 A A
Royalty income from Point, INC..........cccoeiiiiiiiiniienieee 74 — —
Development costs charged by Point, Inc. .........ccceeeeee 567 — —
Inventory purchases from CMC........ccoceiiiiiieeieenieeee 177 38 —
Contracted devel opment costs charged by CMC............... 233 77 —
Product saleSto CMC........ooiiiiieiereeeee e 47 Y, Y,
Other EXPENSES ...ttt A 4 71

Significant related party receivablesat December 31, 1999 consist of $1,308 from Point, Inc. and $29 from
CMC (both $0 at December 31, 1998). Related party payables at December 31, 1999 were comprised of
amounts dueto CMC of $151 ($49 at December 31, 1998) and $127 to Point, Inc. ($0 at December 31, 1998).

Note 16 Investment in Point, I nc.

On July 20, 1999, the Company signed an agreement to acquire a 49% equity interest in Point, Inc. The
fair value of assets acquired was as follows:

Cash . $ 427
INVENEONIES. ..ot 134
Prepaid expenses.......cccovveeviee e eiiee e 13
Capital assatS.....cocceveiieeiee e 164

738
Less: Cash of Point, INC.........cccoeevveennee. (427)
Investment, net of cash acquired............. $ 311

The following is a summary of the Company's proportionate share of the financial position, operating
results, and cash flows of Point, Inc.:
Year Ended December 31,

1999
CUIMTENE BSSELS....eeeeveeeseeeeeee e eeee e s $2,577
NON-CUrrent asSES.....cvveeveeeeiiiviiiiiieeees 106
Total aSSES.....uunee, $2,683
Current liabilitieS.......ooveveeeeeeeeeeenn $1,220
Long-term liabilities.........cccoeevieeriens A
Total liabilities.......ccccoeevveeennns $1,220
REVENUE ...t $2,907
EXPeNSeS. ..o 2,873
Net income.........oooeveveveeeeeeen. $ 34
Cash provided by (used in)
Operating activities...........ccevevernenne $(1,003)
Investing activities...........ccccecueenee. $ %
Financing activities............ccceevene. $ 738



Note 17 Consolidated Satements of Cash Flows

The net changes in non-cash working capital related to operations include:

Year ended December 31,
1999 1998 1997

Increase in accounts receivable and related party receivables... $ (2,093) $ (6190 $ (43

INCrease in INVENEONES. .....ocueii e (274) (1,529) (120)
Decrease (increase) in prepaid expenses and deposits.............. 36 (184) 17
Increase (decrease) in accounts payable, accrued liabilities and

related party payables.........ccooieiiiiienie e 908 (2,001) (2,338)
Decrease in customer depoSitS......occevevveerieeeree e — — (219)
Increasein provision for future warranty Costs..........ccccoeeenneen. 136 50 10
Net changein non-cash working capital ..........cccccceeveeiiennnne (1,287) (4,283) (2,693)
Non-cash working capital itemsrelated to divestitures............ (949) 87 559

Net change in non-cash working capital related to operations..  $ (2,236) $ (4,196) $ (2,134)
Note 18 Uncertainty Dueto the Year 2000 I ssue

Most entities depend on computerized systems and therefore are exposed to the Y ear 2000 conversion risk,
which, if not properly addressed, could affect an entity’ s ability to conduct normal business operations. The
effects of the Y ear 2000 Issue may be experienced before, on, or after January 1, 2000. Given the nature of
thisrisk, itisnot possibleto be certain that all aspects of the Y ear 2000 | ssue affecting the Company and those
with whom it deals such as customers, suppliers or other third parties, will be fully resolved.

Note 19 Discontinued Operations
a) Wireless Access Products (WAP) Divestiture

On November 3, 1995, the Company sold itsWAP division and its manufacturing operationsin Calgary to
Harris Canada, Inc. (Harris). The purchase price was subject to an adjustment based on a post-closing audit of
the balance sheet of the divested operations. The post closing audit of the balance sheet was completed on
December 23, 1999, resulting in a purchase price adjustment of $2,336. As the Company had previously
provided for a potential adjustment of $3,320, the balance of the provision of $949, after interest and
mi scel laneous costs, has been recognized as income from discontinued operations in 1999.

b) Personal Communications Products (PCP) Divestiture

On August 21, 1996, the Company sold the inventory, prepaid expenses, capital assets and technology
related to the PCP group to a group of companies controlled by NovAtd Wireless, Inc. (NWI), an unrelated
party. The purchaser assumed all PCP warranty obligations, purchase order commitments and certain
customer commitments.

At the time of the divestiture, proceeds from the sale included cash of $1,419, a 15% equity interest in
NWI and notes receivable of $2,055, resulting in a net gain on divestiture of $2,705 after expenses. Of this
gain, $778 was recognized at closing and $1,927 was recognized in 1997 upon final collection of the notes
receivable and the sale of the 15% equity interest in NWI to a former shareholder.

In 1998, the Company received additional proceeds of $710 as deferred contingent consideration which
increased the cumulative net gain on divestiture of the PCP group to $3,415.



¢) Inclusion of Discontinued Operationsin Consolidated Financial Statements

The discontinued operations are substantially comprised of the results of the former WAP division and its
manufacturing operations and the former PCP division. The net income from discontinued operationsfor the
following yearsis as set forth below:

Year Ended December 31,

1999 1998 1997

REVENUES. ...ttt $ — $ 512 $ —
Cost Of SAIES.....cveeieeiieeere e — — 572
Sdlling and marketing expenses........coccveevveenee. — (76) —
General and administration expenses.................. — 2 8
Other eXpenSe.....coovv e — — 53
Income (loss) before gain on divestitures............ — 586 (633)
Gain on diVESHTUIES......c..eevveerieerieeriee e 949 718 1,093

Net income from discontinued operations......... 949 $ 1,304 $ 460

Accounts recelvable as at December 31, 1999 includes $3 related to discontinued operations ($3 at
December 31, 1998), and accounts payable as at December 31, 1999 includes $466 related to discontinued
operations ($1,452 at December 31, 1998).

Note 20 Differences between Canadian and United States Generally Accepted Accounting Principles

The consolidated financial statements have been prepared in accordance with generally accepted
accounting principlesin Canada (Canadian GAAP or Canadian principles). The significant differencesfrom
U.S. generally accepted accounting principles (U.S. GAAP or U.S. principles) are as follows:

a) Deferred Development Costs

In the year ended December 31, 1999, the Company deferred $1,275 of development costs ($528 in 1998)
in accordance with Canadian GAAP. Under U.S. GAAP, these costs would be expensed as incurred as
research and development costs.

b) Derivatives and Hedging Activities

The Company has entered into foreign exchange options and forward contracts to manageits exposureto
foreign currency fluctuations. Under Canadian GAAP, any gains or losses on these financial instruments
would be recognized in the period the underlying anticipated transactions occur. Under U.S. GAAP, these
financial instrumentswould berecorded at fair value at the ending date of each reporting period, resultingin
an additional income of $329 in 1999 and an additional loss of $308 in 1998 under US principles.

¢) Investment in Point, Inc.

The accounts of the Company’s investment in Point, Inc. are proportionately consolidated as required
under Canadian GAAP. Under U.S. GAAP, proportionate consolidation isnot permitted, and the Company’s
investment in Point, Inc. would be accounted for using the equity method. As permitted by Securities and
Exchange Commission guidance, the effects of this differencein accounting principles have not been reflected
in the accompanying tables.

d) Post Employment Benefits



The Company provides certain post employment benefits other than pensionsto its employees. Such future
costs have not been accrued during the period that employees render service asisrequired by U.S. GAAP,
however these amounts are not material to thefinancial position or ongoing operations of the Company. No
funding of these future obligations is provided as the future liabilities are not material to the ongoing
operations of the Company.

€) Income Taxes

Under U.S. principles, deferred income taxes would be recognized, at enacted rates, to reflect the future
effects of tax carryforwards and temporary differences arising between the tax bases of assets and liabilities
and their financial reporting amounts at each balance sheet date.

If U.S. GAAP werefollowed, the Company would al so record the tax benefits attributabl e to the estimated
Canadian net operating loss carryforwards, research and development costs and unutilized investment tax
credits of approximately $178 million and U.S. net operating loss carryforwards of approximately US$38
million, availableto offset future taxableincome, subject to certain limitations. However, the Company would
also have established a full valuation allowance against the calculated tax benefits, since it is uncertain
whether any of thesetax benefitswill berealized. Although management expects future results of operations
to be profitable, it has emphasized past performance rather than growth projections and considered the
expiration of the carryforward periods and certain other limitations relating thereto, when determining the
valuation allowance. Under U.S. GAAP, any subsequent adjustments to the valuation allowance, if deemed
appropriate due to changing circumstances, would be recognized as a separate component of the provision for
incometaxes. Asno significant incometaxesare currently payable other than large corporation tax, and asa
full valuation allowance would be recorded against the deferred tax assets as determined under U.S. GAAP,
this difference between Canadian and U.S. GAAP has no effect on the consolidated financial statementsasat
and for the years ended December 31, 1999 or 1998 or on the consolidated statements of operations,
shareholders equity (deficit) and cash flows for the year ended December 31, 1997.

f) Comprehensive ncome

Under U.S. GAAP, during 1998, the Company would have been required to adopt SFAS 130, “ Reporting
Comprehensive Income’. Had the Company adopted SFAS 130 during 1998, it would not have reported any
significant items within comprehensive income for the years ended December 31, 1999, 1998 and 1997.

The effects of the above noted differences between Canadian and U.S. GAAP on the statements of
operations and on the balance sheets are as follows:

Year Ended December 31,

1999 1998 1997

Net income (loss) from continuing oper ations
—Canadian GAARP........cooeeeeeeee e $ (1,983) $ (3634) $ 6,723

Adjustmentsto U.S. GAAP

Deferred development COSES.......oovveeieeerieeniie e (1,275) (528) A
Fair value of financial iNStruments.........coceeeeeeeeeieeeeeeennnne 329 (308) A
Net loss from continuing operations— U.S. GAAP.............. $ (2,929) $ (4,470) $ 6,723
Net income from discontinued operations— Canadian GAAP..  $ 949 $ 1,304 $ 460
Adjustmentsto U.S. GAAP ... A A A
Net income from discontinued operations— U.S. GAAP......... $ 949 $ 1,304 $ 460
Net income (10SS) — U.S. GAAP ..o $ (1,980) $ (3,166) $ 7,183



Year Ended

December 31,
1999 1998
Total Assets
CanNAiaN GAAP......eeee e $29,204 $29,460
Adjustmentsto U.S. GAAP
Deferred devel OpMENTt COSES......oiuuiiiiaiieiiee e (1,803) (528)
Fair value of finanCial INSITUMENES.........ueveeeeeeeiiiieeeeeeereeeeeeeeeeeeeesseessssessseeeeee 21 A
U.S. GAAP e bbb e $27,422 $28,932
Total Shareholders Equity
CanNadiaN GAAP ... e $21,752 $22,786
Adjustmentsto U.S. GAAP
Deferred devel OpmMENt COSES.......oiuiiiiiiiieeiiee e (1,803) (528)
Fair value of financial iNSrUMENES.........cooiiiiiiii e 21 (308)
U.S. GAAP e bbb e $19,970 $21,950

0) Net Income/L oss per Share

Under Canadian GAAP, the Company’ s net income (loss) per shareiscalculated on a“basic’ and on a
“fully diluted” basis. The fully diluted net income (l0ss) per share incorporates the potential dilutive effect
of the stock options outstanding under the Company’s stock option plans.

Under U.S. GAAP, net income (loss) per shareis calculated on a“basic’ and “diluted” basis. Diluted
net income (loss) per share includes the potential dilutive effect of the outstanding stock options under
certain conditions, which differ from the conditions applicable under Canadian GAAP.

Net income (loss) per share as computed under Canadian and U.S. principlesis as set forth below for
the following periods:

Year Ended December 31,

Continuing operations
Discontinued operations
Net income (loss) per share

Canadian GAAP

U.S. GAAP

Net Income (Loss) per Share—

Net Income (Loss) per Share—

Basic Basic
1999 1998 1997 1999 1998 1997
$(0.26) $(0.47) $0.91 $(0.38) $(0.58) $0.91
0.13 0.17 0.06 0.12 0.17 0.06
$(0.13) $(0.30) $0.97 $(0.26) $(0.41) $0.97
Net Income (Loss) per Share— Net Income (Loss) per Share—
Fully Diluted Diluted
1999 1998 1997 1999 1998 1997




Continuing operations $(0.26)  $(0.47) $0.86 $(0.38) $(0.58) $0.90

Discontinued operations 0.13 0.17 0.06 0.12 0.17 0.06
Net income (loss) per share  $(0.13) $(0.30) $0.92 $(0.26) $(0.41) $0.96

The weighted average number of shares used in the computation of diluted net income (loss) per share
under U.S. principles for the year ended December 31, 1999 would have been increased by 30 shares (31
sharesin 1998 and 49 sharesin 1997) to reflect the effect of options where the average market price of the
Company’ s common shares exceeded the options' exercise price.

h) Stock-Based Compensation

Statement of Financial Accounting Standards (SFAS) 123 “ Accounting for Stock-Based Compensation”
establishes a fair value based method of accounting for stock-based compensation. Companies have the
option of including the effect of this pronouncement in determining their net income, or alternatively, may
continue to apply the accounting provisions of APB Opinion 25, but must comply with the disclosure
requirements of SFAS 123. Had the Company prepared its consolidated financial statementsin accordance
with U.S. GAAP, the Company would have accounted for its stock-based compensation in accordance with
APB Opinion 25.

At December 31, 1999, the Company had issued to employees and directors 938 options (892 in 1998
and 854 in 1997) to purchase common shares under its stock-based compensation plans (see Note 11). As
the Company applies APB Opinion 25 and related Interpretations in accounting for its plans, no
compensation cost would have been recognized within the statement of operations under U.S. principlesin
1999, 1998 and 1997. Had compensation cost for the Company’s stock-based compensation plans been
determined based on the fair value of the options at the grant dates, the Company’ s pro forma net income
(loss) from continuing operations and net income (10ss) per share would have been as follows:

1999 1998 1997
Net income (loss) from continuing operations Asreported  $(2,929) $(4,470) $6,723
(U.S. GAAP) Proforma  $(4,415)  $(5892)  $4,685
Basic net income (loss) per sharefrom continuing Asreported  $(0.38) $(0.58) $0.91
operations (U.S. GAAP) Pro forma $(0.58) $(0.77) $0.63
Diluted net income (loss) per share from Asreported  $(0.38) $(0.58) $0.90
continuing operations (U.S. GAAP) Pro forma $(0.58) $(0.77) $0.63

The fair value of each option granted is estimated using the Black-Scholes option pricing model with
the following weighted-average assumptions used for options granted in 1999, 1998 and 1997: dividend
yield of 0%, expected volatility of 66%, expected lives of 10 years and risk free interest rates of 5.0% in
1999, 5.5% in 1998 and 6.5% in 1997.

i) Derivative Instruments and Hedging Activities

In June 1998, the FASB issued SFAS 133, “ Accounting for Derivative Instruments and Hedging
Activities’ effective beginning in thefirst quarter of 2000. Subsequently, the FASB issued SFAS 137
which amended SFAS 133 and deferred the effective date to the second quarter of 2001. SFAS 133 and
137 establish accounting and reporting standards for derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activities. They require companies to recognize
all derivativesas either assets or liabilities on the balance sheet and measure those instruments at fair value.
Gains or losses resulting from changes in the values of those derivatives would be accounted for depending
on the use of the derivative and whether it qualifies for hedge accounting under SFAS 133 and 137. The
Company is currently evaluating the impact of SFAS 133 and 137 on itsfinancial position and results of
operations as disclosed in accordance with U.S. GAAP.
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ARTHURANDERSEN

REPORT OF INDEPENDENT CHARTERED ACCOUNTANTS

To the Shareholders of NovAtel Inc.:

We have audited in accordance with generally accepted auditing standards in Canada, the consolidated
financial statements of NovAtel Inc. included in this Form 20-F and have issued our report thereon dated
January 28, 2000. Our audits were made for the purpose of forming an opinion on the basic financial
statements taken as a whole. The schedule of valuation and qualifying accounts is presented for the purpose
of complying with the Securities and Exchange Commission's rules and is not part of the basic financial
statements. This schedule has been subjected to the auditing procedures applied in the audits of the basic
financial statements and, in our opinion, fairly states in all material respects the financial data required to be
set forth therein in relation to the basic financial statements taken as a whole.

January 28, 2000. Chartered Accountants




SCHEDULE 11
Valuation and Qualifying Accounts

1997 Balanceat Balanceat

beginning end of

of period Additions Deductions period
Provision for excess and obsolete inventory $ 778 853 (576) $ 1,055
Allowance for doubtful accounts $ 1,675 15 (1,234) $ 456
Provision for future warranty costs $ 50 55 45 % 60
1998 Balanceat Balanceat

beginning end of

of period Additions Deductions period
Provision for excess and obsol ete inventory $ 1,055 152 (619) $ 588
Allowance for doubtful accounts $ 456 211 (158) % 509
Provision for future warranty costs $ 60 261 211y % 110
1999 Balanceat Balanceat

beginning end of

of period Additions Deductions period
Provision for excess and obsolete inventory $ 588 694 (562) % 720
Allowance for doubtful accounts $ 509 421 (1620 % 768
Provision for future warranty costs $ 110 200 64 $ 246
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Agreement of Purchase and Sale of Assets dated November 3, 1995 between
NovAte Communications Ltd. and Harris Corporation.t

Asset Purchase Agreement dated July 12, 1996 between NovAte
Communications Ltd., NovAte Wireless, Inc., NovAtd Wireless Solutions,
Inc. and NovAtel Wirdess Technology, Inc.t

Amendment to the Asset Purchase Agreement dated August 21, 1996 between
NovAtel Communications Ltd., NovAtel Wirdess, Inc., NovAte Wireless
Solutions, Inc. and NovAtel Wireless Technology, Inc.t

Restated Articles of Incorporation of Registrant.t

Restated Bylaws of Registrant.t

Form of Common Stock Certificate.t

Directors Stock Option Plan.t

Stock Option Plan with form of stock option agreement.t

Form of Indemnification Agreement to be entered into between Registrant and
certain directors and officers.t

Intellectual Property License and Assignment Agreement dated November 3,
1995 between NovAtel Communications Ltd. and Harris Corporation.t
Technology Agreement dated February 27, 1994 between Japan Radio Co.,
Ltd., JRC Canada Inc., JRC International Inc., Telexel Holding, Ltd., NovAtel
Communications Ltd. and NovAtel Carcom, Inc.t

Share Purchase Agreement dated May 13, 1992 between her Majesty the
Queen in Right of Alberta, 473654 Alberta Ltd., 475342 Alberta Ltd., 496072
Alberta Ltd. and Telexd Holding Limited.t

Post Purchase Agreement dated May 29, 1992 between Her Majesty the Queen
in Right of Alberta, 496072 Alberta Ltd.,, Telexel Holding Limited and
NovAtel Communications Ltd.t

Surplus Systems Assets Agreement dated May 29, 1992 between NovAtel
Communications Ltd., 475342 Alberta Ltd. and Her Majesty the Queen in
Right of the Province of Alberta.

Settlement Agreement dated March 18, 1994 between North West Trust
Company, as representative of 496072 Alberta Ltd., Telexel Holding Limited
and NovAte Communications Ltd.t

Letter dated February 7, 1997 amending Settlement Agreement. T1

Post Purchase Agreement Amending Agreement dated March 18, 1994
between Her Majesty the Queen in Right of Alberta, 496072 Alberta Ltd.,
Telexel Holding Limited and NovAtel Communications Ltd. T

Guarantee of Post Purchase Agreement dated May 29, 1992 by NovAtel
Communications Ltd. in favour of Her Majesty the Queen in Right of Alberta
(amended by Settlement Agreement dated March 18, 1994, filed hereto as
Exhibit 10.15).t

Definitive Project Agreement #1 dated July 1, 1998 between Canadian
Marconi Company and NovAte Inc.

Reseller and License Agreement dated May 22, 1998 between NovAtd Inc.
and Canadian Marconi Company

Final Agreement dated December 31, 1997 between ViaSat Geo-Technologie
Inc. and NovAtd Inc. 1

Lease Agreement dated January 30, 1998 with Hongkong Bank of Canada with
Schedule 1 (Computer) and Schedule 2 (Furniture) T+

Employment Agreement dated September 11, 1998 between NovAtel Inc. and
Doug Reid.
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10.18 Employment Agreement dated July 1, 1997 between NovAte Inc. and Werner
Gartner. 1

10.19 Employment Agreement dated October 1, 1997 between NovAte Inc. and
Randy Mabbott. Tt

10.20 Operating Line Credit Facility Letter from The Toronto Dominion Bank dated
June 23, 1999.

10.21 Lease Agreement (Building) dated January 29, 1999 between Christian
Schumacher and NovAtd Inc.

10.22 Agreement made effective July 20, 1999 between NovAtel Inc. and Sokkia
Co,, Ltd.

10.23 License Agreement made effective August 1, 1999 between NovAte Inc.,
Sokkia Co., Ltd. and Point, Inc.

10.24 Operating Loan Credit Facility Letter from HSBC Bank Canada dated
November 15, 1999.

10.25 Agreement dated January 1, 2000 between NovAted Inc. and SMTC
Manufacturing Corporation of Canada

10.26 Loan Agreement made effective March 15, 2000 between NovAtd Inc. and
Sokkia Co., Ltd. and Point, Inc.

211 List of Subsidiaries.t
23.1 Consent of Arthur Andersen & Co.

t Incorporated by reference to Registrant’s registration statement on Form F-1 (Registration Statement No.
333-6088).

T Incorporating by reference to Registrant’ s annual report on Form 20-F for the year ended December 31,
1997.
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