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CSI designs and manufactures Differential Global Positioning Systems (DGPS) for use in

applications requiring precise position and navigational information. Global Positioning

System (GPS) technology allows any user with a receiver to access a constellation of 24 US

owned   satellites to determine their position anywhere on earth to within 100 meters. CSI’s

DGPS products, when used in conjunction with GPS receivers, allow users to locate them-

selves to within one or two meters anywhere signals can be obtained - a substantial

improvement in accuracy. CSI’s DGPS utilizes accuracy enhancing signals from earth based

beacon   reference stations.  

These signals are typically free for use by the public and

allow for inexpensive solutions for various applications

including marine and land navigation, precision farming,

geographic information systems, hydrographic surveying

and vehicle tracking. The Company markets its full

suite of products through its corporate headquarters

located in Calgary, Alberta. 

CSI has achieved its exceptional worldwide distribution through strong strategic

relationships with companies such as: Rockwell Collins, Inc., Raytheon, Topcon, Furuno and

Simrad/Shipmate. Supporting these strategic partners is a well trained sales and

service organization.     
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CSI also acquired one of its major vendors in 1997. In June we successfully purchased Leading Edge Technologies, a
private manufacturer and supplier of cable assemblies to the electronics industry. This acquisition will allow CSI to
improve its margins and expand its product offering. 

Finally, 1997 saw many positive developments within the DGPS industry that will positively impact the future of CSI.  The
US government recently approved the initial financing for a nationwide expansion of the US Coast Guard beacon system
to provide full DGPS seamless coverage throughout the US.  Expansion of this system, expected to be completed by the
end of 1999, will stimulate growth of DGPS in the US and will be very influential in establishing the standard for DGPS
signals worldwide.  Compatible DGPS infrastructures are currently planned, or being developed in many areas around the
world, most notably; Japan, United Kingdom, Europe and Australia.  

Maintaining Our Leadership

Despite the challenges we faced in the past year, CSI has maintained its reputation as a leader in the field of Differential
GPS technology. Continuing with releases of innovative products like the SBX-2 will ensure that this leadership
is sustained.

The SBX-2 is another example of CSI’s exceptional design and engineering capabilities.  With cold start times of less than
15 seconds, low power consumption, compact design and  a dual channel feature, the SBX-2 offers greater functionality
than any other DGPS product on the market.

The SBX-2 was officially released in November of 1997 to an anxiously awaiting marketplace who responded immediate-
ly.  CSI began initial product shipments in early 1998 and we believe that increasing demand for this new product will drive
revenue growth in 1998.

Outlook

Following the frustrations of 1997, the Company looks to 1998 with optimism and expects to return to previous growth
levels. Buoyed by the SBX-2, the first quarter sales in 1998 were approximately $1,740,000, representing nearly three
times the $638,000 in sales recorded in the first quarter of 1997.  As at April 1, 1998, CSI also had a backlog of additional
customer orders of approximately $1,100,000.

With the release of innovative new products like the SBX-2, we continue to position ourselves as a world leader in the
DGPS marketplace.  Maintaining this leadership will be critical to our future success. Future enhancements and new
designs have already been initiated, including a fourth generation chip set technology.    

At this time I would like to thank our shareholders and customers for their patience over this past year.  I would also like
to extend my personal thanks to all of our employees for the contributions they have made to ensure CSI’s future success.  

April 20, 1998

Sincerely,

Stephen Verhoeff
Chairman of the Board
President & CEO
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As the Chairman and Chief Executive Officer of your Company, I am pleased to state that CSI has been the
industry leader in Differential GPS technology since 1993, producing some of the lowest cost products available for
OEM customers and end users. The Corporation has distinguished itself as a leading worldwide supplier of
differential beacon receivers to the GPS industry.

In summarizing our first year as a public company, 1997 presented both challenges and successes.  We began 1997
having just closed our fourth year of nearly 100% growth in 1996. While the industry was playing catch up with CSI
and our leading products, we were already announcing our next generation technology with the SBX-2. The
SBX-2 would prove to be an engineering feat, and has resulted in the smallest, highly functional, low-cost
differential beacon receiver available. Many in the industry said it couldn’t be done. It was indeed a challenge and,
unfortunately, we experienced development delays.

In March, CSI completed a successful Initial Public Offering on the Toronto Stock Exchange. However, by the
second quarter the SBX-2 development program began experiencing engineering challenges. During the coming
months, sales volume declined as customers delayed orders in anticipation of the new product. 

Although 1997 witnessed the first annual revenue decline in our Company’s history, it also saw the streamlining of
operations, a thorough expense reduction program, improved operational processes, reorganization of management
and an enhanced marketing initiative.  These initiatives and the successful release of the SBX-2 will ensure that
1998 will see Communication Systems International Inc. maintain its leadership position in the DGPS marketplace.

Year in Review

The focus of 1997 was on new product development, specifically the completion of our new SBX-2 board (initially
targeted for completion early in the year) which will eventually completely replace the SBX-1. The need for a next
generation follow up to the SBX-1, which led the Company to our unprecedented growth over the previous 4 years,
was imperative to our continuing growth strategy. We expanded our facilities and increased our human resources
accordingly for our revenue expectations.

The complexity of this task and the ensuing delay of over eight months impacted the Company’s sales and
profitability.  As a result, revenue, which was expected to grow by as much as 100%, instead experienced a 32%
decline.  Sales in 1997 totaled $4.4 million as compared to $6.5 million in the prior year.  No sales of the SBX-2 were
recorded in fiscal 1997.

The lower than expected sales volume also put pressure on gross margins and earnings as competitive pressures
against CSI’s old SBX-1 technology forced prices lower. The Company produced significant losses for the last three
quarters of 1997.  While the Company produced a profit of $125,000 in fiscal 1996, fiscal 1997 produced a loss of $3.9
million.

As a result of the poor financial performance, cost cutting initiatives were implemented. As part of the Company’s
consolidation and expense reduction program, management was reorganized and Ken Hardesty, who was
appointed President in January 1997, resigned his position effective December 31, 1997 but still remains an active
contributor to the corporation from his position as Vice Chairman.  Management also reacted quickly to the lower
than expected revenue by reducing the Company’s employees from 75 in July to 47 in December.

In addition to the successful release of the SBX-2 product at the end of 1997, CSI experienced several positive high-
lights throughout 1997.  We expanded our manufacturing facility by 115%, continued the establishment of an in-
house design and engineering team and added strong strategic customer alliances with the likes of Raytheon,
Ashtech, and Northstar.

Chairman’s Message
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MBX-2 Radiobeacon Receiver

This beacon receiver employs CSI’s
second generation of digital beacon
receiver technology to receive free
DGPS beacon signals broadcast
by the network of radiobeacons
deployed worldwide. Using these
signals, the MBX-2 beacon receiver
outputs differential correction data in
the industry standard RTCM SC-104
format accepted by differential-
ready GPS receivers. The MBX-3,
using CSI’s third generation SBX-2
technology is scheduled for release
during the second quarter of 1998.

GBX SERIES Combined
GPS/Beacon Receiver 

The GBX SERIES utilizes free
GPS satellite and DGPS radiobeacon
signals to calculate differentially
corrected 3D positions. Horizontal
differential accuracies of one to five
meters can be achieved depending on
the GPS engine selected.  The GBX
Series receivers output differentially
corrected position data in the industry
standard NMEA 0183 format. A third
generation GBX combined beacon
receiver based on the SBX-2, and
combined with the top GPS engines in
use today, is scheduled for release
during the second quarter of 1998.

ABX-3

This fully automatic ABX-3 beacon receiver
employs the feature rich capabilities of the SBX-2
technology. It is CSI’s price leader for cost sensitive
markets. The ABX-3 was released in  March, 1998.

Antennas

CSI carries a full line of beacon antennas to
complement their full line of DGPS receivers.
These include the MBL-2 and MGL-2 high per-
formance low profile antennas, the ABL-1 Air-
craft Antenna and the MBA-3 Whip Antenna.
A third generation of antenna products was
released in the first quarter of 1998.

Cables

CSI has a light manufacturing and
custom assembly capability for
electronic cables and connector
overmolding required by customers
for system integration. This service
is available through its wholly
owned subsidiary, Leading Edge
Technologies Ltd. 

Key Products

4

SBX-2 (shown)

The SBX-2 is CSI’s third generation
of 300 kHz radiobeacon DGPS
technology. This printed circuit board,
which is fully compatible with
the worldwide networks of DGPS
radiobeacons, is much smaller and
more cost effective than the former
SBX-1. Beta testing began on the
SBX-2 by OEM customers in October
of 1997, with production runs initiated
in January, 1998. The SBX-2 is
presently being integrated as the key
technology driving each of CSI’s
Differential beacon receiver products.

SBX-1

The SBX-1 is a printed circuit board
which has been the core receiver
technology for CSI’s Differential GPS
products. A high standard in beacon
receiver technology was set by the
SBX-1, establishing CSI as a leader in
this area. The SBX-1 is the predeces-
sor product to the recently released
SBX-2 and is currently being phased
out by this new generation receiver
which is faster, more economical and
rich with features.

Key Products

GBX-PRO Combined GPS/
Beacon Receiver

The GBX-PRO combines the performance of CSI’s digital beacon receiver technology
with the proven Ashtech G12 GPS Board in a single high performance package. It uses
free GPS satellite and beacon signals to calculate differentially corrected, 3D positions
with a horizontal accuracy of less than one meter. Included with the purchase of the
GBX-PRO for configuration and monitoring of receiver status is the new CSI
Command Center,  that is compatible with Microsoft Windows 95. A third generation
GBX-PRO combined beacon receiver utilizing CSI’s new SBX-2 technology is
scheduled for release during the second quarter of 1998.



5

MBX-2 Radiobeacon Receiver

This beacon receiver employs CSI’s
second generation of digital beacon
receiver technology to receive free
DGPS beacon signals broadcast
by the network of radiobeacons
deployed worldwide. Using these
signals, the MBX-2 beacon receiver
outputs differential correction data in
the industry standard RTCM SC-104
format accepted by differential-
ready GPS receivers. The MBX-3,
using CSI’s third generation SBX-2
technology is scheduled for release
during the second quarter of 1998.

GBX SERIES Combined
GPS/Beacon Receiver 

The GBX SERIES utilizes free
GPS satellite and DGPS radiobeacon
signals to calculate differentially
corrected 3D positions. Horizontal
differential accuracies of one to five
meters can be achieved depending on
the GPS engine selected.  The GBX
Series receivers output differentially
corrected position data in the industry
standard NMEA 0183 format. A third
generation GBX combined beacon
receiver based on the SBX-2, and
combined with the top GPS engines in
use today, is scheduled for release
during the second quarter of 1998.

ABX-3

This fully automatic ABX-3 beacon receiver
employs the feature rich capabilities of the SBX-2
technology. It is CSI’s price leader for cost sensitive
markets. The ABX-3 was released in  March, 1998.

Antennas

CSI carries a full line of beacon antennas to
complement their full line of DGPS receivers.
These include the MBL-2 and MGL-2 high per-
formance low profile antennas, the ABL-1 Air-
craft Antenna and the MBA-3 Whip Antenna.
A third generation of antenna products was
released in the first quarter of 1998.

Cables

CSI has a light manufacturing and
custom assembly capability for
electronic cables and connector
overmolding required by customers
for system integration. This service
is available through its wholly
owned subsidiary, Leading Edge
Technologies Ltd. 

Key Products

4

SBX-2 (shown)

The SBX-2 is CSI’s third generation
of 300 kHz radiobeacon DGPS
technology. This printed circuit board,
which is fully compatible with
the worldwide networks of DGPS
radiobeacons, is much smaller and
more cost effective than the former
SBX-1. Beta testing began on the
SBX-2 by OEM customers in October
of 1997, with production runs initiated
in January, 1998. The SBX-2 is
presently being integrated as the key
technology driving each of CSI’s
Differential beacon receiver products.

SBX-1

The SBX-1 is a printed circuit board
which has been the core receiver
technology for CSI’s Differential GPS
products. A high standard in beacon
receiver technology was set by the
SBX-1, establishing CSI as a leader in
this area. The SBX-1 is the predeces-
sor product to the recently released
SBX-2 and is currently being phased
out by this new generation receiver
which is faster, more economical and
rich with features.

Key Products

GBX-PRO Combined GPS/
Beacon Receiver

The GBX-PRO combines the performance of CSI’s digital beacon receiver technology
with the proven Ashtech G12 GPS Board in a single high performance package. It uses
free GPS satellite and beacon signals to calculate differentially corrected, 3D positions
with a horizontal accuracy of less than one meter. Included with the purchase of the
GBX-PRO for configuration and monitoring of receiver status is the new CSI
Command Center,  that is compatible with Microsoft Windows 95. A third generation
GBX-PRO combined beacon receiver utilizing CSI’s new SBX-2 technology is
scheduled for release during the second quarter of 1998.



76

This review is management’s analysis of CSI’s 1997 financial results, compared with 1996, and its outlook
for the future. It should be read in conjunction with the other sections of the Company’s annual report,
including the Chairman’s Message and the Financial Statements and Accompanying Notes.

Overview

CSI has established a solid reputation as a leading supplier of Differential GPS electronic receivers,
antennae and cable assemblies. During 1997, the Company achieved its greatest technological achievement
with the release of its long awaited third generation SBX-2 platform  in December. Nearly 24% of revenues
in 1997 were invested to accomplish this objective.

From a financial perspective, the Company performed well below expectations. With forecasts for
completion of product development and shipments of the SBX-2 in the second quarter of 1997 and a
resulting ramp up in sales, CSI expanded its infrastructure to handle the exciting growth prospects.
Complications with the development of the SBX-2 led to a long eight month delay of its release.
To further compound the financial losses for 1997, the agricultural market for CSI’s products stagnated as
this industry segment grappled with various competing standards for Differential GPS.

Subsequent to the disappointing 1997 year end, sales for the first quarter of fiscal 1998 were encouraging
at $1,740,000, representing nearly three times the sales booked in the first quarter of the prior year.
Furthermore, as at April 1, 1998, the Company had a backlog of additional customer orders totaling
$1,100,000 for delivery in the ensuing months. Management believes CSI has successfully recovered from
a challenging year and anticipates that sales and the results from operations will continue to improve
during 1998.

Acquisition

Effective June 1, 1997, CSI acquired all the shares of privately held Leading Edge Technologies Ltd., a
manufacturer and supplier of cable assemblies to the electronics industry. Previously, Leading Edge had
been one of CSI’s major vendors.  Initially there was a negative impact on the consolidated results of
operations as the decline in sales for CSI also affected Leading Edge. However, the acquisition will allow
CSI to improve its margins in the future as CSI’s DGPS business improves and customers are provided
with a more integrated offering of product and accessories.

Sales

Sales for the year ended December 31, 1997 were $4,405,000 as compared with $6,500,000 for the prior year.
The extensive delays with the new technology development and the uncertain agricultural market account
for most of the 32% decline.  Export sales accounted for 92% of total sales during 1997 as compared with
93% in the prior year.

Gross Margin

The extensive product development delays also contributed to a significant erosion of the Company’s gross
margin in 1998.  Competitive pressures induced CSI to offer its customers price reductions during 1997 even
though the cost reduced SBX-2 technology was not available until December, 1997. As a result, gross
margin for the year ended December 31, 1997, was $303,000 representing 7% of sales, compared with
$2,026,000 or 31% of sales for the prior year. 

It is encouraging to note that gross margins on sales for the first quarter ended March of 1998 were
approximately 40%.

Research and Development

A major investment in research and development, representing 24% of sales, was incurred during 1997 as
CSI invested an aggregate of $1,042,000 for the year ended December 31, 1997. This compares with $373,000
in the prior year, which represented only 6% of sales. The payback for the 1997 investment in R&D is best
seen in the current customer satisfaction with product quality and the rebound in sales activity and gross
margin improvement during the first quarter in 1998. The Company will also receive ongoing benefits from
its new dedicated, in-house team of engineers.

Other Expenses

Selling expenses for the year ended December 31, 1997 were $1,460,000 as compared to $705,000 in the year
ended 1996.  General and administrative expenses were $1,227,000 as compared to $768,000 in the prior year.
Depreciation and amortization charges for 1997 were $491,000 as compared to $191,000 for 1996. Most
expenses increased significantly early in 1997 as the Company built its infrastructure to address its original
revenue targets. Since July, 1997, CSI has been realigning operations and reducing expenses.
The  Company’s January, 1998 overhead expenses represent a 38% reduction from the July, 1997 monthly
overhead expenses.

Results of Operations

The Company recorded a net loss of $3,920,000 ($0.65 per share) for the year ended December 31, 1997, as
compared to a profit of $125,000, $0.04 per share for the prior year.  The factors contributing to the loss in
fiscal 1997 were as follows: (a) extensive delays with new technology development; (b) a retrenching of the
agriculture market during 1997; (c ) the mismatch of a much expanded infrastructure at a time when sales
slid backwards due to the product development delays; (d) several year end additional provisions for
inventory obsolescence and warranties and (e) losses with the Leading Edge cables subsidiary as it was
affected by the sales reductions at CSI, its major customer.

Management’s Discussion
and Analysis

Management’s Discussion
and Analysis
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Management’s Discussion
and Analysis

Management’s Discussion
and Analysis
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Liquidity and Capital Resources

The Company has funded its operations to date primarily through an initial public offering of equity
securities, private sales of equity securities and an operating line of credit from the Company’s banker.

As at December 31, 1997, CSI had working capital of $1,861,000 with no long term debt outstanding. This
compares with $1,093,000 of working capital and long term debt of $261,000 as at December 31, 1996.

The Company has an established a line of credit from its bank with borrowing limits determined by trade
receivables and inventory levels.  Loans under this arrangement incur interest at prime plus 1% and are
payable upon demand.  The Company has entered into a general security agreement with its bank to secure
such indebtedness.

Shareholders’ equity at December 31, 1997 was $3,125,000 as compared with $1,632,000 at December 31, 1996.

As at December 31, 1997, CSI had loss carryforwards of $2,784,000 and additional tax credits of $1,470,000
for a total amount of $4,254,000 which may be used to reduce taxable incomes in future years.

During 1997, the Company invested $704,000 in capital assets as CSI expanded its manufacturing capability,
as compared with an investment of $488,000 during 1996.  Having established the additional plant capacity
required for the near term growth expectations of CSI during 1996 and 1997, the Company expects to have
reduced investments in capital assets during 1998.

CSI has implemented a business plan for 1998 which calls for higher revenues, substantially higher margins
and a reduction in operating expenses.  As at the time of this writing in April, 1998, the Company is on track
to achieve these targets.  Subject to the Company’s financial performance maintaining the levels achieved in
the first quarter of 1998, the Company anticipates that the current level of working capital and available
lines of credit, together with funds generated from operations, will be sufficient to finance its current level
of operations and financial commitments.

Risk Factors

While CSI is confident in its new SBX-2 technology and related suite of products, if the anticipated future
demand for CSI products does not materialize, then losses may be incurred. The Company does not have a
large reserve of excess cash resources. There are other competitors that supply similar products to those
provided by CSI and the Company continues to compete with larger, better-capitalized companies. CSI is
also reliant upon certain key suppliers and customers. The Company must also continue to make significant
investments in research and development in order to continue to develop and enhance new products. Many
of the markets for CSI products are new and emerging. CSI’s products rely on signals from satellites that it
does not own or operate.

Year 2000

CSI has begun a review and investigation of its exposure to the year 2000 issue. The Company believes, at
this time, that there are no significant, detrimental challenges facing the Company with respect to the year
2000 issue.

We have audited the consolidated balance sheets of Communication Systems International Inc. as at December 31, 1997 and
1996 and the consolidated statements of operations and retained earnings (deficit) and changes in financial position for the years
then ended.  These consolidated 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. 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 Com-
pany as at December 31, 1997 and 1996 and the results of its operations and the changes in its financial position for the years
then ended in accordance with generally accepted accounting principles.

Auditors’ Report

Management’s Responsibility for Financial ReportingManagement’s Discussion
and Analysis

Stephen Verhoeff
Chairman of the Board
President & CEO

Brian Hamilton
Chief Financial Officer

February 5, 1998

The management of CSI is responsible for the preparation and presentation of the consolidated financial statements and
related  information published in this annual report. These statements were prepared in accordance with generally accepted
accounting principles in Canada.

The preparation of the financial information necessarily requires the use of some estimates and judgements, such as selection
and application of accounting principles appropriate to the circumstances and with due consideration to materiality. Where
appropriate, management seeks and receives guidance in these matters from external legal, accounting and other advisors.

To ensure the reliability of the financial statements, management relies on the company’s system of internal controls. The
accounting procedures and related systems of internal control are designed to provide reasonable assurance that its assets are
safeguarded and its financial records are reliable.

KPMG, an independent firm of chartered accountants, reviewed the company’s internal controls and provided management and
the audit committee with their recommendations for any improvements they deemed advisable. Management and the audit
committee have reviewed these recommendations and is taking action to implement them. Management continuously monitors
and adjusts the company’s internal controls and management information systems to accommodate a changing environment
while ensuring financial integrity.

Management also recognizes its responsibility for ensuring that the company at all times should conduct its affairs in an
ethical manner, conforming to all applicable laws and regulations, and in accordance with the highest standards of  personal and
corporate  conduct.

Chartered Accountants
Calgary, Canada
February 5, 1998
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COMMUNICATION SYSTEMS INTERNATIONAL INC.
Consolidated Balance Sheets
December 31, 1997 and 1996

Assets

Current assets:
Cash and term deposits
Accounts receivable
Income and other taxes recoverable
Inventories
Prepaid expenses and deposits

Note receivable (note 3)

Capital assets (note 4)

Deferred development costs (note 5)

Goodwill (note 6)

Liabilities and Shareholders’ Equity

Current liabilities:
Bank indebtedness (note 7)
Accounts payable and accrued liabilities
Current portion of long-term debt

Long-term debt (note 8)

Shareholders’ equity:
Share capital (note 9)
Retained earnings (deficit)

Due from shareholders (note 10)

Commitments (note 14)

1997 1996

$ 1,201,418 $         -
512,721 783,840
179,355 175,618

1,332,682 1,296,631
42,316 86,735

3,268,492 2,342,824

125,000 -

998,841 465,113

127,190 334,787

13,319 -

$ 4,532,842 $ 3,142,724

$ 375,000 $ 642,158
1,032,648 474,390

- 133,600
1,407,648 1,250,148

- 260,887
1,407,648 1,511,035

6,767,862 1,370,772
(3,543,668) 375,917
3,224,194 1,746,689

(99,000) (115,000)
3,125,194 1,631,689

$ 4,532,842 $3,142,724

See accompanying notes to consolidated financial statements.

Approved by the Board:

_____________________________Director

_____________________________Director
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COMMUNICATION SYSTEMS INTERNATIONAL INC.
Consolidated Statements of Operations and Retained Earnings (Deficit)
Years ended December 31, 1997 and 1996

Sales

Cost of sales

Expenses:
Selling
General and administration
Interest and bank charges
Interest on long-term debt
Depreciation and amortization

Earnings (loss) before undernoted items

Research and development costs
Write-down of deferred development costs
Loss on sale of capital assets

Earnings (loss) before income taxes

Income taxes (note 11):
Current (recovery)
Deferred reduction

Net earnings (loss)

Retained earnings, beginning of year

Retained earnings (deficit), end of year

Net earnings (loss) per common share

See accompanying notes to consolidated financial statements.

1997 1996

$ 4,405,123 $ 6,500,496

4,101,629 4,474,161
303,494 2,026,335

1,459,575 704,834
1,227,157 767,572

34,627 60,125
7,317 30,170

490,913 190,526
3,219,589 1,753,227

(2,916,095) 273,108

879,938 91,646
162,519 -

- 24,829

(3,958,552)                156,633

(38,967) 36,242
- (4,420)

(38,967) 31,822

(3,919,585) 124,811

375,917 251,106

$(3,543,668) $ 375,917

$ (0.65) $ 0.04
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COMMUNICATION SYSTEMS INTERNATIONAL INC.
Consolidated Statements of Changes in Financial Position
Years ended December 31, 1997 and 1996

Cash provided by (used in):

Operations:
Net earnings (loss)
Items not involving cash:

Depreciation and amortization
Write-down of deferred development costs
Loss on sale of capital assets
Deferred income tax reduction

Change in non-cash operating working capital

Financing:
Issue of share capital, net of share issue costs
Due from shareholders
Change in long-term debt
Payable to shareholders

Investments:
Purchase of capital assets
Deferred development costs, net of incentives and grants
Increase in note receivable
Acquisition (note 6)
Proceeds on sale of capital assets

Increase (decrease) in cash position

Cash position, beginning of year

Cash position, end of year

Cash position is defined as cash and term deposits and bank indebtedness.

See accompanying notes to consolidated financial statements.

1997 1996

$(3,919,585) $  124,811

490,913 190,526
162,519 -

- 24,829
- (4,420)

(3,266,153) 335,746
837,093 (1,146,478)

(2,429,060) (810,732)

5,397,090 1,257,980
16,000 (115,000)

(394,487) 68,685
- (15,000)

5,018,603 1,196,665

(704,017) (487,886)
(161,950) (281,136)
(125,000)
(130,000) -

- 323,000
(1,120,967) (446,022)

1,468,576 (60,089)

(642,158) (582,069)

$ 826,418 $(642,158)

COMMUNICATION SYSTEMS INTERNATIONAL INC.
Notes to Consolidated Financial Statements
Years ended December 31, 1997 and 1996

1. Significant accounting policies:

(a) Principles of consolidation:

(b) Inventories:

(c) Capital assets:

Capital assets are recorded at cost. Depreciation is provided at the following annual rates:

Computer equipment and software declining balance 30%
Office and production equipment declining balance 20%
Leasehold improvements straight-line 5 years
Licenses and other assets straight-line 3 to 1 0 years

Depreciation is charged at one half of the annual rate in the year of acquisition of an asset.

(d) Deferred development costs:

(e) Research costs

Ongoing research costs, net of related incentives and grants, are charged to earnings in the current year.

Communication Systems International Inc. (the “Company”) was incorporated under the laws of the
Province of Alberta.  The Company designs and manufactures products that use differential global
positioning technology in various applications.

These consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiary, Leading Edge Technologies Ltd.  All significant inter-company accounts and transactions
have been eliminated.

Inventories are valued at the lower of cost and market with cost determined on an average cost
basis and market determined at net realizable value for finished goods and work in progress and
replacement cost for component parts.

The Company is actively engaged in developing new technology and products in the differential
global positioning system industry. Development costs related to a specific product or process that is
proven to be technically and economically feasible are capitalized. Deferred development costs
are amortized on a straight-line basis against future revenues over the period of expected benefit.
If, at any time, the benefits of any costs capitalized are determined to no longer be of any value,
such costs are written off in full.  Any incentives or grants, received or receivable, which relate to the
development activities of the Company are deducted from the capitalized amount in the year.
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COMMUNICATION SYSTEMS INTERNATIONAL INC.
Notes to Consolidated Financial Statements
Years ended December 31, 1997 and 1996

1. Significant accounting policies (continued):

(f) Goodwill:

(g) Measurement uncertainty:

(h) Earnings (loss) per share:

2. Future operations:

COMMUNICATION SYSTEMS INTERNATIONAL INC.
Notes to Consolidated Financial Statements
Years ended December 31, 1997 and 1996

3. Note receivable:

4. Capital assets:

1997

Computer equipment and software
Office and production equipment
Leasehold improvements
Licenses and other assets

1996

Computer equipment and software
Office equipment
Leasehold improvements
Licenses and other assets

5. Deferred development costs:

Deferred development costs,
net of incentives and grants
Accumulated amortization

Accumulated Net book
Cost depreciation value

$ 395,591 $  139,389 $  256,202
481,513 167,073 314,440
67,809 8,825 58,984

411,000 41,785 369,215

$ 1,355,913 $  357,072 $  998,841

$ 257,120 $  59,260 $  197,860
65,268 8,947 56,321
10,222 1,022 9,200

212,350 10,618 201,732

$ 544,960 $  79,847 $  465,113

1997 1996

$  701,808 $  702,377
(574,618) (367,590)

$  127,190 $  334,787

Goodwill is amortized by the straight-line method over three years. The value of the unamortized
balance is assessed at least annually with reference to various factors, principally the projected future
cash flow of the business to which the goodwill relates.

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that effect the reported amounts of assets
and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Basic earnings (loss) per share has been calculated using the weighted average number of common
shares outstanding during the year.  Fully diluted earnings (loss) per share is not disclosed as the effect
is anti-dilutive.

These financial statements have been prepared on the basis of accounting principles applicable to a going
concern, which assumes that the Company will continue in operation for the foreseeable future and will be
able to realize its assets and discharge its obligations in the normal course of operations.

The Company’s management has implemented a business plan for 1998 which calls for revenues to
increase, a substantial increase in margins and a reduction in administrative expenses.

The application of the going concern concept is dependent upon the Company’s ability to generate future
profitable operations, and receiving continued financing and equity funding to enable the Company to meet
its obligations as they become due. Management believes the going concern assumption to be appropriate
for these financial statements. These consolidated financial statements do not include any adjustments
that might result from the outcome of this uncertainty.

During the year, the Company advanced funds by way of a promissory note to a private corporation
engaged in the construction of reference station towers for the transmission of signals permitting
differential global positioning technology to be used in certain areas of Western Canada.  This note is
converible into a one-third equity interest in the Company upon the completion to the commissioning
stage of certain specified towers.

The related agreement for this transaction provides the Company with the right to demand repayment of
the note plus interest at the rate of 12% should construction not be completed on a timely basis. As at
December 31, 1997, the note had not been converted to equity nor has any demand for repayment been
made.
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Notes to Consolidated Financial Statements
Years ended December 31, 1997 and 1996
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COMMUNICATION SYSTEMS INTERNATIONAL INC.
Notes to Consolidated Financial Statements
Years ended December 31, 1997 and 1996

8. Long-term debt:
1997 1996

Capital loan bearing interest at prime rate plus 2%,
repayable in monthly instalments of $12,500 including
interest, due on October 31, 1999 $     - $ 391,125

Equipment loan bearing interest at prime rate plus 2%
repayable in monthly instalments of $850 including interest - 2,727

Equipment loan bearing interest at prime rate plus 2% repayable
in monthly instalments of $475 including interest - 635

- 394,487

Less current portion - 133,600

$     - $ 260,887

9. Share capital:

(a) Authorized:

Unlimited number of common shares 
Unlimited number of first preferred shares 
Unlimited number of second preferred shares

(b) Issued:

Number of Shares                              Amount

Common Shares:

Balance, December 31, 1995 2,500,000 $  105,010
Issued on private placement 1,100,000 1,100,000
Issued for payment of services 30,000 15,000
Issued on exercise of stock options 327,500 207,000
Issued to employees for cash 90,600 135,900
Share issue costs, net of deferred income tax of $7,782 - (192,138)

Balance, December 31, 1996 4,048,100 1,370,772
Issued on initial public offering 2,400,000 6,000,000
Issued on exercise of stock options 27,500 22,000
Share issue costs - (608,910)
Forgiveness of shareholder loan (note 1 0) - (16,000)

Balance, December 31, 1997 6,475,600 $6,767,862
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COMMUNICATION SYSTEMS INTERNATIONAL INC.
Notes to Consolidated Financial Statements
Years ended December 31, 1997 and 1996

6. Acquisition:

Capital assets $  106,936
Goodwill 19,979
Working capital 3,085

$  130,000

7. Bank indebtedness:

1997        1996

Bank overdraft $           -    $   42,158
Operating line of credit 375,000     600,000

$  375,000    $ 642,158

On June 1, 1997, the Company purchased all the outstanding shares of Leading Edge Technologies Ltd.
(“Leading Edge”), a manufacturer of a variety of cables, including those which are used by the Company.
The Company purchased the shares for cash consideration of $130,000. The acquisition was accounted for
using the purchase method with the results of operations being included in these financial statements
from the date of acquisition.  The cost of the net assets acquired at assigned values consisted of:

Pursuant to the share purchase agreement, certain contingent consideration, in the form of shares of the
Company or cash, is payable to the vendor in the three-year period following June 1, 1997.  Any additional
consideration paid under the terms of the agreement will be accounted for as additional goodwill.

Company has an operating line of credit to a maximum amount of $750,000 which bears interest at the
bank prime rate plus 1 %. This credit line is secured by a general security agreement covering all assets
of the Company, promissory notes, and certain other non-corporate security.
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Notes to Consolidated Financial Statements, Page 6
Years ended December 31, 1997 and 1996

9. Share capital (continued):

(b) Issued (continued):

During 1996, the Company re-designated its then outstanding Class A common shares to “common 
shares” and effected a stock split on a 12,500 for one basis. In addition, the Company re-designated 
its previously authorized but unissued share capital as an unlimited number of first and second pre-
ferred shares. The information in these financial statements has been restated to give retroactive 
application of the re-designation and stock split.

(c) On October 24, 1996, the Company issued a common share purchase warrant entitling the holder to 
acquire up to 130,000 common shares at $1.00 per share, expiring on October 27, 1999.

(d) On March 12, 1997, the Company completed its initial public offering and issued 2,400,000 common 
shares at a price of $2.50 per share.  The Company also agreed to grant the Agents an option to 
acquire 240,000 common shares at an exercise price of $2.50 expiring in 1999.

(e) At December 31, 1997 there were 100,000 options outstanding to acquire common share purchase 
warrants. The warrants are exercisable at $1.00 per share expiring on May 10, 1998.

(f) At December 31, 1997, there were 606,500 stock options outstanding in respect of common shares.  
The options are held by officers, directors, employees and key consultants and are exercisable at 
prices which range from $0.73 to $2.50, expiring at various dates to 2002.

10. Due from shareholders:

The amounts due from shareholders are limited recourse loans which were advanced as an incentive 
for the exercise of options to purchase 216,500 common shares.  These loans are repayable in annual
instalments with final payments due on January 5, 2000. The Company has agreed to pay each of these 
shareholders a bonus on the dates the loan amounts are due which will be used to satisfy the indebted-
ness. The Company’s only recourse in respect of such loans is to realize upon the security interests 
granted by the borrowers; (i) on the common shares issued upon exercise of the options; and (ii) on the 
bonus payments to be made to the borrowers.  The loans have been presented as a deduction from 
shareholders’ equity.  During 1997, $16,000 of the loan was forgiven.



COMMUNICATION SYSTEMS INTERNATIONAL INC.
Notes to Consolidated Financial Statements, Page 7
Years ended December 31, 1997 and 1996

11. Income taxes:

Income tax expense (recovery) varies from the amount that would be computed by applying the combined
Federal and Provincial income tax rate of 44.6% before income tax as follows:

1997                1996

Basic rate of 44.6% applied to earnings before income tax $  (1,765,500) $69,900

Increase (decrease) resulting from:
Lower effective rate for small business deduction - (39,900)
Loss for which the tax benefit is not recognized 1,719,133 -
Other 7,400 1,822

Income tax (recovery) $      (38,967) $   31,822

As at December 31, 1997, the Company and its subsidiary have reported losses for income tax purposes
of approximately $2,784,000, expiring from time-to-time up to the year 2004, which may be used to 
reduce future years’ taxable income.  In addition, the Company has assets for which deductions      
available in future years exceed the recorded net book values by $1,470,000.  These financial statements 
do not reflect the   potential benefit of these items.

12. Export sales and major customers:

A significant portion of the Company’s sales are to customers outside Canada.  Export sales by  
geographic area are approximately as follows:

1997 1996

U.S.A. $ 2,965,000 $ 4,124,000
Europe 763,000 1,109,000
Other 320,000 831,000

Of the Company’s sales for the year ended December 31, 1997, 28% (1996 - 52%) was to three customers.

13. Financial instruments:

The carrying amounts of cash and term deposits, accounts receivable and other receivables, bank indebt-
edness, accounts payable and accrued liabilities, in the consolidated balance sheets approximate the fair 
value due to the short maturity of these instruments.

14. Commitments:

The Company entered into a five-year lease agreement in 1996.  Under the terms of the lease, the 
Company is committed to annual minimum lease payments, excluding tenant-operating costs of:

1998 $  82,000
1999 90,000
2000 90,000
2001 90,000
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Directors
Stephen Verhoeff: Chairman & CEO

Mr. Verhoeff founded the corporation in 1990 and continues to oversee all aspects of the business
including marketing and sales, engineering and R&D, manufacturing and quality assurance and finance and
administration.  Prior to founding CSI, he was President of Network Innovations Inc., a private corporation
engaged in the sale of data communication equipment to the Western Canadian market.

Ken Hardesty: Vice Chairman

Mr. Hardesty was the President and Chief Operating Officer of CSI from January 1, 1997 to December 31,
1997.  Since this time Mr. Hardesty has accepted the position of Chief Executive Officer at Casino Data Sys-
tems, a Nasdaq listed company with $140 million in assets.  He remains an active Director for CSI.  Mr. Hard-
esty has held senior management positions with a variety of companies including Syquest Technology Inc.
and Rossi Hardesty Financial.  In addition, Mr. Hardesty is currently a Director of Castlewood Systems, a
private company providing peripheral products to the personal computer industry.

Michael McCullagh: Senior Vice President, Manufacturing Operations and QA

Mr. McCullagh was a co-founder of CSI and currently oversees the manufacturing operations and quality
assurance.  Mr. McCullagh has been employed with the company since 1991 and has been instrumental in the
establishment of quality based methods and processes for CSI’s operation of a high volume, low cost
manufacturing facility.

Brian Hamilton, CFA, CA: Chief Financial Officer

Mr. Hamilton has been with CSI since October 1995 and, effective April 1,1996, was appointed as the Chief
Financial Officer of the Corporation.  From 1992 to 1995, Mr. Hamilton was President , CEO and founder of
Easy Street Adventures Inc., a company which was listed on the Alberta Stock Exchange. 

Michael J. Lang, B.SC., MBA: Director

Mr. Lang is a co-founder and the Vice Chairman of Beau Canada Exploration Ltd.; a TSE listed company
with $250 million in assets.  Mr. Lang is a director for a number of publicly traded companies, as well as for
Stonebridge Merchant Capital Corp., a private company.

Howard W.Yenke: Director

Mr. Yenke is currently the President and Chief Executive Officer of Silent Systems Inc., a private company
providing thermal and acoustical products to the PC industry.  Prior to his joining Silent Systems Inc. in
December 1997, Mr. Yenke was President and CEO of LANart Corporation, a private company engaged in
the business of manufacturing and distributing network hardware and software. Mr. Yenke has held similar
positions for other technology based manufacturing corporations such as Enterprise Development Corpora-
tion Inc. and Boca Research Inc.

Sharon August Jones: Director

Ms. Jones is President of The Idea Mill, LLC, which collaborates with start-up enterprises from their
inception to final establishment.  She has played a significant role in many leading edge start-up efforts
including Magellan System Corporation where she served as VP of New Product Development. Most
recently, Ms. Jones served as President of Leica Navigation and Positioning. Magellan and Leica are both
significant players in the GPS market.
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