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CORPORATE PROFILE

Triant Technologies Inc. is a leader in equipment health monitoring, advanced fault detection and
sophisticated data analysis technology. Our initial industry focus is the semiconductor industry
where we provide innovative APC (Advanced Process Control) software solutions that enable our
customers to improve their productivity and lower their manufacturing costs. In addition to our
work in the semiconductor industry, we are pursuing significant opportunities for our technology in
other industries and vertical markets.

To address the large market opportunity in the semiconductor industry, we have developed
ModelWare®, a complete equipment health monitoring and advanced fault detection software
solution. Leading semiconductor companies are using ModelWare to improve their competitive
advantage in manufacturing silicon chips.

Our core technology is UPM™ (Universal Process Modeling), a proprietary advanced
mathematical algorithm that can be used to model the behavior of any correlated system or
process turning raw data into useful information. UPM, the heart of ModelWare, is key to our

strategy of developing new products and services around our core technology for the
semiconductor market, as well as other vertical markets.
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TRIANT TECHNOLOGIES INC.

MANAGEMENT’S DISCUSSION AND ANALYSIS
For the three months ended March 31, 2004

The following discussion should be read in conjunction with, and is qualified in its entirety by, the
Consolidated Financial Statements of the Company for the year ended December 31, 2003 and the
unaudited Interim Consolidated Financial Statements for the three months ended March 31, 2004. Those
interim financial statements have been prepared in accordance with Canadian generally accepted
accounting principles (Canadian GAAP) for interim financial statements as disclosed in Note 1 to those
interim financial statements, which in the case of those interim financial statements, conform in all
material respects with those in the United States (U.S. GAAP), except as disclosed in Note 8 to those
interim financial statements and discussed herein. All figures herein are expressed in Canadian dollars
unless otherwise noted.

A. Operating Results

General

The nature of operations is outlined within Note 1 to the annual Consolidated Financial Statements of the
Company. The Company develops, markets, and supports equipment health monitoring, advanced fault
detection and sophisticated data analysis technology. The revenue of the Company is derived principally
from the sale of software licenses, products and services, including software updates and maintenance
services provided pursuant to annual service agreements. The Company currently derives revenue
primarily from a limited number of customers in the semiconductor industry. As these customers are
geographically dispersed and the Company closely monitors credit granted to each customer, credit risks
are considered to be minimal. The Company identifies Canada as the primary economic environment in
which it operates and uses the Canadian dollar as its functional currency. A substantial amount of the
revenue of the Company and receivables are denominated in U.S. dollars. The Company translates
revenue and the related receivable at the prevailing exchange rate at the time of the sale. Funds
denominated in U.S. dollars are translated into Canadian dollars at the rate in effect on the balance sheet
date. Translation gains and losses resulting from variations in exchange rates, upon translation into
Canadian dollars, are included in results of operations.

The principal product of the Company, ModelWare, is priced and sold only in U.S. dollars due to the
adoption of a common software industry practice of billing worldwide customers in U.S. dollars. This
policy of invoicing in U.S. dollars introduces a price risk from exposure to fluctuations in foreign exchange
rates. Any increase in the relative value of the U.S. dollar to the Canadian dollar results in increased
revenue and net earnings to the Company as the majority of the expenses of the Company are
denominated in Canadian dollars. A decrease in the relative value of the U.S. dollar to the Canadian
dollar would decrease sales revenue and net earnings of the Company. For example, if the relative value
of the U.S. dollar to the Canadian dollar had increased (decreased) by an additional 1.0% for the three
months ended March 31, 2004, then revenue would have increased (decreased) by approximately 1% or
$10,600, costs and expenses would have increased (decreased) by approximately 0.1% or $1,400 and
loss from operations and net loss would have decreased (increased) by $9,200. The Company does not
hedge foreign currency transactions nor funds held and denominated in U.S. dollars.

The operations of the Company are sensitive to fluctuations in revenue as the base of expenses is
relatively fixed over the short-term. The Company has developed and continually seeks to refine its
management practices to allow initiation of timely corrective actions if operating results fail to reach pre-
determined objectives.

Critical Accounting Policies and Significant Estimates

The significant accounting policies are outlined within Note 2 to the annual Consolidated Financial
Statements of the Company for the year ended December 31, 2003, except for the change in accounting



policy, as of January 1, 2004 and retroactive to January 1, 2002, in accordance with the
recommendations of CICA 3870, Stock-Based Compensation and Other Stock-Based Payments, as
outlined within Note 2 to the interim Consolidated Financial Statements of the Company for the three
months ended March 31, 2004. Some of those accounting policies require the Company to make
estimates and assumptions that affect the amounts reported by the Company. The following items
require the most significant judgment and may involve complex estimation:

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses and disclosure of contingent assets and liabilities at the date of the
financial statements and for the periods presented. Estimates are used for, but not limited to, accounting
for doubtful accounts, determination of the net recoverable value of assets, amortization, income taxes,
and contingencies. Actual results may differ from those estimates. Inaccurate estimates or wrong
assumptions may have a material effect on the financial condition and results of operations of the Company.

Research and development costs

Research costs are expensed when incurred. Under Canadian GAAP, development costs are capitalized to
the extent that recovery of these costs is assured, and are amortized over the life of the related product. No
development costs have been capitalized as at March 31, 2004 and December 31, 2003. The assessment of
the extent to which development costs should be expensed or capitalized may have a material effect on the
financial condition and results of operations of the Company.

Revenue recognition

Revenues from software license agreements are recognized upon delivery of software if persuasive evidence
of an arrangement exists, collection is probable, the fee is fixed or determinable, and vendor-specific
objective evidence exists to allocate the total fee to elements of the arrangement. Vendor-specific objective
evidence is typically based on the price charged when an element is sold separately, or, in the case of an
element not yet sold separately, the price established by authorized management, if it is probable that the
price, once established, will not change before market introduction. Elements included in multiple element
arrangements could consist of software products, upgrades, enhancements, or customer support services. |If
an acceptance period is required, revenues are recognized upon the earlier of customer acceptance or the
expiration of the acceptance period. The Company’s agreements with its customers, value-added resellers
and distributors do not contain product return rights (except for product defects).

Service revenues are primarily related to training performed on a time-and-materials basis under separate
service arrangements related to the use of the Company’s software products. Revenues from services are
recognized as services are performed.

Where the Company enters into arrangements which require customization of hardware bundled with
software, the Company recognizes revenue upon delivery and acceptance by the customer where the fee is
fixed or determinable and collection is reasonably assured. If the fee is not fixed or determinable due to the
existence of extended payment terms, revenue is recognized periodically as payments become due,
provided all other conditions for revenue recognition are met.

If a transaction includes both license and service elements, license fee revenues are recognized on shipment
of the software, provided that services do not include significant customization or modification of the base
product, and the payment terms for licenses are not subject to acceptance criteria. In cases where license
fee payments are contingent on acceptance of services, the Company defers recognition of revenues from
both the license and the service elements until the acceptance criteria are met. Deferred revenue on sales to
distributors is recorded net of direct commissions paid.



Revenue related to maintenance agreements for supporting and maintaining the Company’s products is
recognized ratably over the term of the agreement, generally one year. Where the Company enters into
arrangements for the sale of software licenses and maintenance, the Company accounts for such
transactions as multiple element arrangements and allocates the consideration received to each element,
based on vendor specific objective evidence of the price charged for elements separately. As a result,
revenues recognized from maintenance and license agreements may vary depending on the allocation
determined by the Company.

These revenue recognition policies and related estimates may have a material effect on the financial
condition and results of operations of the Company.

Warranty

A provision for potential warranty claims is provided for at the time that the sale is recognized, based on
warranty terms, and prior experience. While these estimates are determined based on product history, as
well as an assessment of the potential for future claims, actual claims may have a material adverse effect on
the financial condition and results of operations of the Company.

Stock-based compensation

As of January 1, 2004, the Company changed its accounting policy, retroactive to January 1, 2002, in
accordance with the recommendations of CICA 3870, Stock-Based Compensation and Other Stock-
Based Payments. This section establishes standards for the recognition, measurement and disclosure of
stock-based compensation and other stock-based awards made in exchange for goods and services. As
permitted by CICA 3870, the Company has applied this change retroactively for new awards granted on
or after January 1, 1995. The Company has adopted the fair value based method of accounting of stock-
based compensation awards using the Black-Scholes option pricing model.

Using the fair value method for stock-based compensation, the Company recorded an additional charge
to earnings of $113,559 and $143,700 for the three months ended March 31, 2004 and 2003,
respectively, for stock options granted to employees and directors. These amounts were determined
using an option pricing model assuming no dividends were paid, a weighted average volatility of the
Company'’s share price of 86% (2003 — 58%), a weighted average expected life of 3 years (2003 — 3
years) and a weighted average annual risk free rate of 3% (2003 — 3.75%). The option valuation
produced by the model is $0.28 per share (2003 — $0.14 per share). The Company has applied the new
provisions retroactively with the restatement of prior periods. As a result, a cumulative adjustment to
increase opening deficit, share capital and contributed surplus by $2,364,461, $528,399 and $1,836,062,
respectively, has been recorded on January 1, 2003 to reflect the retroactive impact of adopting the new
provisions.

Prior to 2003, the Company accounted for stock-based compensation plans under the recognition and
measurement provisions of APB Opinion No. 25, Accounting for Stock Issued to Employees and related
Interpretation, and the disclosure provisions of SFAS No. 123, Accounting for Stock-Based Compensation.
Effective January 1, 2004, the Company adopted the fair value recognition provisions of SFAS No. 123 for
stock-based employee compensation. All prior periods presented have been restated to reflect the
compensation cost that would have been recognized had the recognition provisions of SFAS No. 123 been
applied to all awards granted to employees after January 1, 1995. As described within Notes 2 and 8 to the
interim Consolidated Financial Statements of the Company for the Company for the three months ended
March 31, 2004, the Company has adopted the fair value based approach to stock-based compensation and
other stock-based payments, under the provisions of CICA 3870 and SFAS No. 148, Accounting for Stock-
Based Compensation - Transition and Disclosure. The method of adoption applied by the Company is
permissible under both Canadian and U.S. GAAP and, as such, no difference will arise. The total
unamortized deferred stock-based compensation as at March 31, 2004 is $3,069,864.



Operating Results

Revenue for the three months ended March 31, 2004 was $1,062,189 compared to $1,069,368 for the
first quarter of 2003. Although revenue for the first quarter of 2004 was comparable to the first quarter of
2003 in terms of Canadian dollars, in terms of U.S. dollars, revenue increased 16% in the first quarter of
2004 compared to the first quarter of 2003 (as the Company’s products are priced and paid for in U.S.
dollars). This variance was due to the significant decrease in the relative value of the U.S. dollar to the
Canadian dollar during 2003. The Company is focusing on opening up new fab-wide accounts and further
deployments of ModelWare in existing accounts. As a result of these efforts, the Company received $1.1
million in new orders in the first quarter of 2004 compared to $0.4 million in the first quarter of 2003.

Cost of revenue for the three months ended March 31, 2004 was $184,272 compared to $298,478 for the
first quarter of 2003. These costs consist primarily of commissions, salaries and benefits, travel, allocated
overhead costs, freight and brokerage and other costs directly associated with revenue. Gross margin
and gross margin percentage for the first quarter of 2004 were $877,917 and 83%, respectively,
compared to $770,890 and 72%, respectively, in 2003. The increase in gross margin percentage for the
first quarter of 2004 compared to the first quarter of 2003 was attributable to the combined effect of
changes in the distribution channel mix and the product mix.

Operating expenses for the three months ended March 31, 2004 were $1,830,409 (including $113,559 for
non-cash stock-based compensation expense) compared to $2,014,603 (including $143,700 for non-cash
stock-based compensation expense) for the first quarter of 2003. The 9% decrease in expenses for the
first quarter of 2004 compared to the first quarter of 2003 was attributable to decreased research and
development expenses partially offset by increased selling, general and administrative expenses.

Research and development expenses for the three months ended March 31, 2004 were $771,584
compared to $996,156 for the first quarter of 2003. The 23% decrease in research and development
expenses for the first quarter of 2004 compared to the first quarter of 2003 was attributable to decreased
personnel and related costs and to decreased outsourcing of certain contract software development
services. Development work in the first quarter of 2004 continued to be focused on developing new
features that support enhanced analysis of archived data and on developing enhanced features that
support higher reliability and maintainability. The Company expensed costs relating to research and
development, as recovery of such costs from future revenue was not assured.

Selling, general and administrative expenses for the three months ended March 31, 2004 were $945,266
compared to $874,747 for the first quarter of 2003. The 8% increase in selling, general and administrative
expenses in the first quarter of 2004 compared to the first quarter of 2003 was attributable to increased
sales and marketing activities during the quarter.

Loss from operations for the three months ended March 31, 2004 was $952,492 (including $113,559 for
non-cash stock-based compensation expense) compared to $1,243,713 (including $143,700 for non-cash
stock-based compensation expense) for the first quarter of 2003. The 23% decrease in loss from
operations for the first quarter of 2004 compared to the first quarter of 2003 was a result of higher gross
margin and lower research and development expenses partially offset by higher selling, general and
administrative expenses during the quarter.

Net loss for the three months ended March 31, 2004 was $896,891 (including $113,559 for non-cash
stock-based compensation expense) compared to $1,801,583 (including $143,700 for non-cash stock-
based compensation expense) for the first quarter of 2003. The 50% decrease in net loss for the first
guarter of 2004 compared to the first quarter of 2003 reflected decreased loss from operations, as well as
the effect of a foreign exchange gain of $20,120 in the first quarter of 2004 compared to a foreign
exchange loss of $593,086 in the first quarter of 2003 that resulted from changes in the relative value of
the Canadian dollar to the U.S. dollar on working capital denominated in U.S. dollars.



Loss per share for the three months ended March 31, 2004 was $0.02 compared to $0.04 for the first
guarter of 2003. The 50% decrease in loss per share for the first quarter of 2004 compared to the first
guarter of 2003 resulted from decreased net loss.

In order to conform Canadian GAAP to U.S. GAAP, net loss would be increased by $302,165 and $Nil for
each of the three months ended March 31, 2004 and 2003, respectively, for severance expense
recognized as a liability and expense under Canadian GAAP in the fourth quarter of fiscal 2003 and under
U.S. GAAP in the first quarter of fiscal 2004, as described within Note 8 to the interim Consolidated
Financial Statements of the Company for the three months ended March 31, 2004. As a result of these
adjustments, loss from operations under U.S. GAAP would have been $1,254,657 and $1,243,713 for
each of the three months ended March 31, 2004 and 2003, respectively, and net loss under U.S. GAAP
would have been $1,199,056 and $1,801,583 for each of the three months ended March 31, 2004 and
2003, respectively, and basic and diluted loss per share under U.S. GAAP would have been $0.03 and
$0.04 for each of the three months ended March 31, 2004 and 2003, respectively.

Recent U.S. GAAP Accounting Pronouncements include the following:

In November 2002, the FASB issued Interpretation No. 45, Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others (“FIN 45”). FIN 45
requires a company, at the time it issues a guarantee, to recognize an initial liability for the fair value of
obligations assumed under the guarantee and elaborates on existing disclosure requirements related to
guarantees and warranties. The initial recognition requirements of FIN 45 are effective for guarantees issued
or modified after December 31, 2002. The adoption of this Statement does not have a material impact on the
Company’s financial statements.

In April 2003, the FASB issued SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and
Hedging Activities. SFAS No. 149 amends and clarifies the accounting for derivative instruments, including
certain derivative instruments embedded in other contracts, and for hedging activities under SFAS No. 133.
In particular, SFAS No. 149 (1) clarifies under what circumstances a contract with an initial net investment
meets the characteristic of a derivative as discussed in SFAS No. 133, (2) clarifies when a derivative
contains a financing component, (3) amends the definition of an underlying derivative to conform it to the
language used in FASB Interpretation No. 45, Guarantor Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others, and (4) amends certain other existing
pronouncements. SFAS No. 149 is generally effective for contracts entered into or modified after June 30,
2003. The adoption of this Statement does not have a material impact on the Company's financial
statements.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity. SFAS No. 150 establishes standards for how an issuer
classifies and measures certain financial instruments with characteristics of both liabilities and equity. It
requires that an issuer classify a financial instrument that is within its scope as a liability (or an asset in some
circumstances). Many of those instruments were previously classified as equity. Some of the provisions of
this statement are consistent with the current definition of liabilities in FASB Concepts Statement No. 6,
Elements of Financial Statements. This statement is effective for financial instruments entered into or
modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning
after June 15, 2003. The adoption of this Statement does not have a material impact on the Company's
financial statements.

In December 2003, the FASB issued Interpretation No. 46-Revised (“FIN 46-R”), Consolidation of Variable
Interest Entities, an interpretation of ARB 51 (revised December 2003), which replaces FIN 46. FIN 46-R
incorporates certain modifications of FIN 46 adopted by the FASB subsequent to the issuance of FIN 46,
including madifications to the scope of FIN 46. For all non-special purpose entities (“SPE”") created prior to
February 1, 2003, public entities will be required to adopt FIN 46-R at the end of the first interim or annual
reporting period ending after March 15, 2004. For all entities (regardless of whether the entity is an SPE) that
were created subsequent to January 31, 2003, public entities are already required to apply the provisions of
FIN 46, and should continue doing so unless they elect to adopt the provisions of FIN 46-R early as of the



first interim or annual reporting period ending after December 15, 2003. If they do not elect to adopt FIN 46-R
early, public entities would be required to apply FIN 46-R to those post-January 31, 2003 entities as of the
end of the first interim or annual reporting period ending after March 15, 2004.

B. Liquidity and Capital Resources

At March 31, 2004, cash, cash equivalents and short-term investments were $6,734,590 compared to
$7,354,044 at December 31, 2003; working capital was $7,413,981 compared to $8,192,230 at
December 31, 2003; assets were $9,200,414 compared to $11,319,517 at December 31, 2003; and
shareholders’ equity was $7,963,552 compared to $8,745,194 at December 31, 2003.

At March 31, 2004, 9.5% of cash, cash equivalents and short-term investments were denominated in U.S.
dollars compared to 2.2% as at December 31, 2003 and 100% of trade accounts receivable were
denominated in U.S. dollars compared to 100% as at December 31, 2003 (since the Company invoices
its products primarily in U.S. dollars). Any increase (decrease) in the relative value of the U.S. dollar to the
Canadian dollar would increase (decrease) cash, cash equivalents and short-term investments and would
impact the net earnings of the Company. For example, if the relative value of the U.S. dollar to the
Canadian dollar had increased (decreased) by an additional 1.0% for the three months ended March 31,
2004, then cash, cash equivalents and short-term investments would have increased (decreased) and net
loss would have decreased (increased) by approximately $6,400 and accounts receivable would have
increased (decreased) and net loss would have decreased (increased) by approximately $15,500. The
Company does not hedge funds denominated in U.S. dollars.

During the three months March 31, 2004, the Company had a net outflow of cash and cash equivalents of
$619,454 compared to a net outflow of $2,226,470 for the first quarter of 2003. During the first quarter of
2004, cash and cash equivalents were used in operating activities (outflow of $583,979), provided by
financing activities (inflow of $1,690) and used in investing activities for property, plant and equipment
(outflow of $37,165).

The Company believes that its existing cash resources are sufficient to fund expected capital
requirements and operating losses for the next 12 months. The Company intends to use its existing cash
resources to fund research and development of existing and new technologies; to fund new business
development programs, including sales and marketing of existing and new products; and for general
corporate purposes, including possible future acquisitions and investments. While management
anticipates continued growth in revenue from its products and services, there is no assurance that the
Company will earn sufficient revenue to maintain future operations and fund the growth of the Company.
Consequently, the Company may raise additional funds through financings in the future in order to take
advantage of any growth opportunities, which may require a more rapid expansion, or acquisitions of
complementary businesses or technologies, the formation of new alliances, the development of new
products, and other responses to competitive pressures. There can be no assurance that additional
financing will be available, if at all, on terms favourable to the Company. If such funds are unavailable or
are not available on acceptable terms, the Company may be unable to maintain its future operations, take
advantage of opportunities, develop new products, or otherwise respond to competitive pressures.

At March 31, 2004, the aggregate minimum future payments under operating leases for the years ending
December 31, 2004 to 2007 are $248,903, $233,346, $162,216, and $40,554, respectively.

Summary

The Company believes the demand for APC products and services will continue to increase on a year-over-
year basis as customers realize their benefits. According to the Semiconductor Industry Association, 2004 is
expected to be another year of strong double-digit growth for the semiconductor industry and is now expected
to exceed 19%. The Company is optimistic that this will have a positive effect on its business. For 40 years
the semiconductor industry has sustained a remarkable growth due to a variety of design and manufacturing
improvements that have resulted in the proliferation of electronics. Because of these improvements, the
industry has managed a 30% per year cost reduction per chip function and has managed to grow at a



compound annual rate of 17% per year during this period. However, the industry is facing some tough
challenges, which include: increasingly complex factories due to the rapid changes in semiconductor
technologies, business requirements and market conditions; the efficiency of the equipment used to
manufacture chips is not keeping up with industry-specific targets, which has a significant impact on capital
and operating costs; and with respect to the conversion to 300mm factories, the Industry must quickly ramp
300mm production to high volumes and it must achieve its efficiency targets. APC can help the
semiconductor industry meet these and other challenges it currently faces. APC is the Company’s business.

The management and strategic focus of the Company is to be the market-leading provider of equipment
health monitoring, advanced fault detection and sophisticated data analysis technology by offering our
customers “best-of-breed” solutions. ModelWare is a complex software system that has to operate 24 hours a
day, 365 days a year, be deployable on a Fab-wide scale, provide solutions to the tough manufacturing
problems of customers, and do so with an attractive return on investment and low cost of ownership. The
Company firmly believes that for it to be a market-leader in the semiconductor industry and compete with
other larger companies, it must continue to invest in research and development and market development
activities to position the Company for future growth.

The total commitment of the Company to developing and commercializing world-class products is needed to
enable the Company to further strengthen its relationships with existing and to win new customers in the
semiconductor industry, as well as in other markets where the Company believes significant opportunities
exist. This will enable the Company to successfully commercialize its products by using its financial strength
for its research and development and market development activities.
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TRIANT TECHNOLOGIESINC.

Consolidated Balance Sheets
(Expressed in Canadian Dollars)

(Unaudited)
March 31, December 31,
2004 2003
(Note 2)
Assets
Current
Cash and ash EQUIVAIENLS .......c.cucueeeeeeeeeeeeeeee ettt seaes $ 6,734590 $ 7,354,044
Accounts receivable, net
Trade (net of allowance for doubtful accounts:
March 31, 2004 and December 31, 2003 - $Nil) ...cccevvvvvevveicecircen 1,548,665 3,002,297
OLNET e et 13,857 7,814
Prepaid expenses and dEPOSILS .......cvoveviirieerineesee e 105,668 144,878
INVENLOTY (NOTE 3) .ottt nnens 248,063 257,520
TOtal CUMTENE @SSELS ...t 8,650,843 10,766,553
Property, plant and equipmeNt, NEL .........ccccceverievenere e 549,571 552,964
TOA @SSELS ..oviieeieieieeee ettt aenn $ 9200414 $ 11,319,517
Liabilities
Current
PN oo o 01 1] o= Yz o] L= $ 217,233 $ 873,824
ACCIUEH HTADITTIES ..vviviiceceee e e 483,310 1,235,999
DEfEITEI TEVENUE ...ttt 536,319 464,500
Total current HabilItIES ...c.eccveeieeece e 1,236,862 2,574,323
Commitments (Note 6)
Shareholders equity
Capital stock (Note 4)
Preferred shares
Authorized: 100,000,000 without par value
Issued and outstanding: March 31, 2004 and December 31, 2003 - Nil
Common shares
Authorized: 100,000,000 without par value
Issued and outstanding: March 31, 2004 - 41,407,875
and December 31, 2003 - 41,402,675 ......cccvreverenererinienesenenesesieesseseens 36,739,395 36,736,977
Contributed SUMPIUS ...o.veeeceeceeee e e 2,547,005 2,434,174
D=, 1T o TSRS (31,322,848) (30,425,957)
Total shareholders EUILY .......ccoevveeierieicesee e e 7,963,552 8,745,194
Tota liabilities and shareholders eqUILY .......cccceveeeeeveereere v $ 9200414 $ 11,319,517
Approved by the Board of Directors:
(Signed) Robert Heath (Signed) David L. Baird
Robert Heath, Director David L. Baird, Director

See accompanying Notes to the Consolidated Financial Statements.



TRIANT TECHNOLOGIESINC.

Consolidated Statements of Oper ations
(Expressed in Canadian Dallars)

(Unaudited)
Three month period ended March 31,
2004 2003
(Note 2)
Revenue
Licenses and ProdUCLS .........cceeveverereeeeieieeeesereeeesie e $ 710,714 $ 849,787
Services and MaiNtENANCE .......ccovveeeererenese e 351,475 219,581
1,062,189 1,069,368
COSt Of FEVENUE ... 184,272 298,478
(€015 1072 1 [ 877,917 770,890
Operating expenses
Research and development ..........cccoeevvviccevecee v 771,584 996,156
Selling, general and adminiStrative ........cccceeveveeveeseseece e, 945,266 874,747
Stock-based compensation (NOte 2) ........ccccvvveveeviveieseseeieenns 113,559 143,700
1,830,409 2,014,603
LOSSTrom OPErations ........cccceeveiieeiie s (952,492) (1,243,713)
Interest and Other INCOME ........cocoviiereneree e 35,481 35,216
Foreign exchange gain (10SS) ......ccccvvveveieniese e 20,120 (593,086)
Net 0SS for the PEriod ..........ccveveveveeeeeceeeece e $ (896,891) $ (1,801,583)
L OSS PEF COMMON SNAIE ...ttt $ 002) $ (0.04)
Weighted average number of
common shares OULSEaNAiNG .......ccceevveveeeeriese e 41,405,975 41,402,675

See accompanying Notes to the Consolidated Financial Statements.



TRIANT TECHNOLOGIESINC.

Consolidated Statements of Shareholders' Equity

(Expressed in Canadian Dollars)

(Unaudited)
Common Shares Contributed
Shares Amount Surplus Deficit Total
(Note 2)

Balance at December 31, 2002 ............ 41,402,675 $36,208578 $ - $(27,038,200) $ 9,170,378
Cumulative effect of changein

accounting policy (Note 2) ............... - 528,399 1,836,062 - 2,364,461
Stock-based compensation (Note 2) ... - - 598,112 - 598,112
Net lossfor theyear .........cccocevvverneennne - - - (3,387,757) (3,387,757)
Balance at December 31, 2003 ............ 41,402,675 36,736,977 2,434,174 (30,425,957) 8,745,194
Issued for cash

Share Incentive Plan, options ........... 5,200 2,418 (728) - 1,690
Stock-based compensation (Note 2) .... - - 113,559 - 113,559
Net loss for the period .......ccccccveveneee. - - - (896,891) (896,891)
Balance at March 31, 2004 .................. 41,407,875 $36,739,395 $ 2,547,005 $(31,322,848) $ 7,963,552

See accompanying Notes to the Consolidated Financial Statements.



TRIANT TECHNOLOGIESINC.

Consolidated Statements of Cash Flows

(Expressed in Canadian Dallars)

(Unaudited)
Three month period ended March 31,
2004 2003
(Note 2)
Operating activities
Net 0SS for the Period ...........cccceeeveereeeeecceeeeeeee e $ (896,891) $ (1,801,583)
Items not affecting cash
Accrued interest on short-term investments ..........ccccevevenee. - (7,038)
AMONTIZALTON ..o 40,558 39,118
Foreign exchange loss on short-term investments .................. - 133,512
Stock-based compensation (NOte 2) .......ccccveeeevvvveceesieseennn, 113,559 143,700
Changes in operating assets and liabilities (Note 5) ..........ccue.eee. 158,795 (665,732)
Net cash used in operating activities ........cccooveeeveveevesecce e, (583,979) (2,158,023)
Financing activity
Common shares issued for cash, net of iSsue CoStS ............oc...... 1,690 -
Net cash provided by financing activity .........cccceeevvveieieiceennenne. 1,690 -
Investing activity
Acquisition of property, plant and equipment .............ccccceeueeee. (37,165) (68,447)
Net cash (used in) provided by investing activities ..............c....... (37,165) (68,447)
Net Cash OULFIOW ..o (619,454) (2,226,470)
Cash and cash equivalents, beginning of period .........cccccoceene. 7,354,044 10,523,062
Cash and cash equivalents, end of period ............ccccoeeevvrrereieennnne. $ 6,734,590 $ 8,296,592
Cash and cash equivalents are comprised of :
CASN s $ 3,583,925 $ 8,243,020
Cash eqQUIVAIENES .......ceeeeieieeeese e 3,150,665 53,572
$ 6,734,590 $ 8,296,592

See accompanying Notes to the Consolidated Financial Statements.
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Notes to the Interim Consolidated Financial Statements
March 31, 2004
(Expressed in Canadian Dollars)
(Unaudited)

BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements include all information and
footnote disclosures required under Canadian generally accepted accounting principles for interim
financial statements. In the opinion of management, all adjustments (consisting primarily of
normal recurring adjustments) considered necessary for a fair presentation of the consolidated
financial position, results of operations and cash flows as at March 31, 2004, and for all periods
presented, have been included.

The unaudited consolidated balance sheets, statements of operations and shareholders’ equity and
statements of cash flows have been prepared in accordance with Canadian generally accepted
accounting principles for interim financial statements. These financial statements follow the
same accounting policies and methods of applications as the most recent annual consolidated
financial statements dated December 31, 2003, except as described in Note 2. These financial
statements should be read in conjunction with the annual consolidated financial statements and
notes thereto for the fiscal year ended December 31, 2003.

CHANGE IN ACCOUNTING POLICY

As of January 1, 2004, the Company changed its accounting policy, retroactive to January 1,
2002, in accordance with recommendations of CICA 3870, Stock-based Compensation and Other
Stock-based Payments. This section establishes standards for the recognition, measurement and
disclosure of stock-based compensation and other stock-based awards made in exchange for
goods and services. As permitted by CICA 3870, the Company has applied this change
retroactively for new awards granted on or after January 1, 1995. The Company has adopted the
fair value based method of accounting of stock-based compensation awards using the Black-
Scholes option pricing model.

Using the fair value method for stock-based compensation, the Company recorded an additional
charge to earnings of $113,559 and $143,700 for the three months ended March 31, 2004 and
2003, respectively, for stock options granted to employees and directors. These amounts were
determined using an option pricing model assuming no dividends were paid, a weighted average
volatility of the Company’s share price of 86% (2003 - 58%), a weighted average expected life of
3 years (2003 - 3 years) and a weighted average annual risk free rate of 3% (2003 - 3.75%). The
option valuation produced by the model is $0.28 per share (2003 - $0.14 per share).
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CHANGE IN ACCOUNTING POLICY (Continued)

The Company has applied the new provisions retroactively with the restatement of prior periods.
As a result, a cumulative adjustment to opening deficit, share capital and contributed surplus has
been recorded on January 1, 2003 to reflect the retroactive impact of adopting the new provisions

as follows:
Increase as at

January 1, 2003

SHAre CAPILAl ...c.vcveveeveiecce e $ 528,399
CoNtribULE SUIPIUS ...ttt 1,836,062
D12 (o3 | PR TR TR (2,364,461)
INVENTORY

As at March 31, 2004, finished goods inventory of $120,000 (December 31, 2003 - $123,000) is
valued at the lower of cost and estimated net realizable value, and work-in-progress inventory of
$128,063 (December 31, 2003 - $134,520) is valued on a percentage of completion basis based

on cost.

CAPITAL STOCK

As at March 31, 2004, there were 5,152,500 options issued and outstanding at exercise prices
ranging from $0.26 to $2.15 with remaining contractual lives ranging from 0.3 to 4.8 years.

As at April 12, 2004, there were 41,407,875 common shares issued and outstanding and
5,152,500 options issued and outstanding at exercise prices ranging from $0.26 to $2.15 with
remaining contractual lives ranging from 0.2 to 4.7 years.
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CHANGES IN OPERATING ASSETS AND LIABILITIES
The effect on cash flows from changes in operating assets and liabilities is as follows:

Three months ended March 31,

2004 2003

Accounts receivable
TrAUC e $ 1453632 $ 623,913
OLNEI e (6,043) (33,063)
Prepaid expenses and deposIts ..........cccoevererieeienienieenenee e 39,210 558
INVENTOTY oo 9,457 (180,600)
ACCOUNTS PAYADIE ...t (656,591) 44,273
Accrued HabIHTIES .....ooveeieeeceee e (752,689) (446,707)
DETEITEA TEVENUE ...ttt ettt ettt e e e e e e e e eee s 71,819 (674,106)

$ 158795 $  (665,732)

COMMITMENTS

At March 31, 2004, aggregate minimum future payments under operating leases for the years
ended December 31 are as follows:

2004 $ 248,903
2005 233,346
2006 162,216

2007 40,554
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SEGMENTED AND OTHER INFORMATION

The Company operates in one segment for developing, marketing and supporting equipment
health monitoring, advanced fault detection and sophisticated data analysis technology. Since the
Company operates in one segment, all financial segment information can be found in the
consolidated financial statements.

Information related to geographic areas is as follows:

Three months ended March 31,

2004 2003
Revenue
ASIA i $ 960,611 $ 1,051,672
UNIEEA STALES ..veeeieiee ettt e e e s e s e e e e e e se e reeesnaans 76,224 17,474
BUFOPE et 25,354 222

$ 1062189 $ 1,069,368

The Company attributes revenue among geographical areas based on the location of its
customers. Long-lived assets consist of property, plant and equipment, substantially all of which
are located in Canada.
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UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES
These consolidated financial statements have been prepared in accordance with Canadian GAAP
which, in the case of these financial statements, conforms in all material respects with U.S.

GAAP except as follows:

Consolidated Balance Sheets
March 31, December 31,

2004 2003
(Note 2)
Total shareholders' equity under Canadian GAAP .............. $ 7963552 $ 8,745,194
SEVEranCe EXPENSE (B) «eveerrereererreenrereeririeressesesreseeresseessanens - 302,165
Total shareholders' equity under U.S. GAAP .........cccceveene. $ 7963552 $ 9,047,359

Consolidated Statements of Operations
Three months ended March 31,

2004 2003

(Note 2)

Net loss under Canadian GAAP ..., $ (896,891) $ (1,801,583)

SEVEranCe EXPENSE () .eovevrrerverereeerereeresieesreesiesesiesieeseeneas (302,165) -

Net 10ss under U.S. GAAP ... $ (1,199,056) $ (1,801,583)
Basic and diluted loss per share

under Canadian GAAP .........cccvrreeeieesss s $ (0.02) $ (0.04)
Basic and diluted loss per share

UNAEr U.S. GAAP ...t $ (0.03) $ (0.04)

(@) Under U.S. GAAP, the liability for a cost associated with an exit or disposal activity
should be recognized at its fair value when the liability is incurred in accordance with
SFAS No. 145, Accounting for Costs Associated with Exit or Disposal of Activities.
Under Canadian GAAP, these costs should be recognized as a liability and expense when
the event that obligates the Company occurs. In the fourth quarter of fiscal 2003, the
Company’s management decided to restructure its operations to reduce operating
expenses. The Company reduced its overall head count and provided affected employees
with severance packages. This decision was not communicated to the affected employees
until after December 31, 2003. These severance costs were fully paid during the first
quarter of 2004.
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8. UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (Continued)

(b)

(©)

(d)

Prior to 2003, the Company accounted for stock-based compensation plans under the
recognition and measurement provisions of APB Opinion No. 25, Accounting for Stock
Issued to Employees and related Interpretation, and the disclosure provisions of SFAS
No. 123, Accounting for Stock-Based Compensation. Effective January 1, 2004, the
Company adopted the fair value recognition provisions of SFAS No. 123 for stock-based
employee compensation. All prior periods presented have been restated to reflect the
compensation cost that would have been recognized had the recognition provisions of
SFAS No. 123 been applied to all awards granted to employees after January 1, 1995.

As described in Note 2, the Company has adopted the fair value based approach to stock-
based compensation and other stock-based payments, under the provisions of CICA 3870
and SFAS No. 148, Accounting for Stock-Based Compensation - Transition and
Disclosure. The method of adoption applied by the Company is permissible under both
Canadian and U.S. GAAP and, as such, no difference will arise. The total unamortized
deferred stock-based compensation as at March 31, 2004 is $3,069,864.

Under U.S. GAAP, costs incurred in the development of products are expensed as
incurred until the product is established as technologically feasible in accordance with
SFAS No. 86, Accounting for the Costs of Computer Software to be Sold, Leased, or
Otherwise Marketed. Under Canadian GAAP, these costs may be capitalized to the
extent that they meet specified criteria for recoverability. For all periods presented, there
is no difference relating to the treatment of product development costs under Canadian
and U.S. GAAP.

Under Canadian GAAP, the Company includes in income, gains and losses resulting
from the translation of the accounts of its foreign subsidiary. Under U.S. GAAP, where
an entity’s functional currency is a foreign currency, the translation adjustment resulting
from the process of translating the entity’s financial statements into the reporting
currency is reported separately as a component of equity. For all periods presented, there
is no material difference relating to the translation of the foreign subsidiary’s financial
statements under Canadian and U.S. GAAP.

Under Canadian GAAP, the Company includes gains and losses from its foreign currency
transactions in the determination of income. Under U.S. GAAP, a change in exchange
rates between the functional currency and the currency in which the transaction is
denominated results in a transaction gain or loss that is included in income, unless the
transactions are designated as effective hedges against foreign currency investments or
commitments. For all periods presented, there is no difference relating to foreign
currency transactions under Canadian and U.S. GAAP.
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UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (Continued)

(€)

(f)

(@)

Under U.S. GAAP, SFAS No. 109, Accounting for Income Taxes, the Company would
calculate its future income taxes using only enacted tax rates. This differs from Canadian
GAAP which uses substantively enacted tax rates. Since any change in the carrying
value of the Company’s future income tax assets would be offset by a 100% valuation
allowance, there would be no effect on the Company’s financial position or results of
operations.

Under U.S. GAAP, SFAS No. 115, Accounting for Certain Investments in Debt and
Equity Securities, the Company would have classified its short-term securities as held-to-
maturity. Investments classified as held-to-maturity securities are stated at amortized
cost with corresponding premiums or discounts amortized against interest income over
the life of the investment. For all periods presented, there is no effect on the Company’s
financial position or results of operations.

Recent accounting pronouncements

In November 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness
of Others (“FIN 45”). FIN 45 requires a company, at the time it issues a guarantee, to
recognize an initial liability for the fair value of obligations assumed under the guarantee
and elaborates on existing disclosure requirements related to guarantees and warranties.
The initial recognition requirements of FIN 45 are effective for guarantees issued or
modified after December 31, 2002. The adoption of this Statement did not have a
material impact on the Company’s financial statements.

In April 2003, the FASB issued SFAS No. 149, Amendment of Statement 133 on
Derivative Instruments and Hedging Activities. SFAS No. 149 amends and clarifies the
accounting for derivative instruments, including certain derivative instruments embedded
in other contracts, and for hedging activities under SFAS No. 133. In particular, SFAS
No. 149 (1) clarifies under what circumstances a contract with an initial net investment
meets the characteristic of a derivative as discussed in SFAS No. 133, (2) clarifies when
a derivative contains a financing component, (3) amends the definition of an underlying
derivative to conform it to the language used in FASB Interpretation No. 45, Guarantor
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others, and (4) amends certain other existing pronouncements. SFAS
No. 149 is generally effective for contracts entered into or modified after June 30, 2003.
The adoption of this Statement did not have a material impact on the Company’s
financial statements.
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8. UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (Continued)

(@)

Recent accounting pronouncements (continued)

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity. SFAS No. 150
establishes standards for how an issuer classifies and measures certain financial
instruments with characteristics of both liabilities and equity. It requires that an issuer
classify a financial instrument that is within its scope as a liability (or an asset in some
circumstances). Many of those instruments were previously classified as equity. Some
of the provisions of this statement are consistent with the current definition of liabilities
in FASB Concepts Statement No. 6, Elements of Financial Statements. This statement is
effective for financial instruments entered into or modified after May 31, 2003, and
otherwise is effective at the beginning of the first interim period beginning after June 15,
2003. The adoption of this Statement did not have a material impact on the Company’s
financial statements.

In December 2003, the FASB issued Interpretation No. 46-Revised (“FIN 46-R”),
Consolidation of Variable Interest Entities, an interpretation of ARB 51 (revised
December 2003), which replaces FIN 46. FIN 46-R incorporates certain modifications of
FIN 46 adopted by the FASB subsequent to the issuance of FIN 46, including
modifications to the scope of FIN 46. For all non-special purpose entities (“SPE”)
created prior to February 1, 2003, public entities will be required to adopt FIN 46-R at the
end of the first interim or annual reporting period ending after March 15, 2004. For all
entities (regardless of whether the entity is an SPE) that were created subsequent to
January 31, 2003, public entities are already required to apply the provisions of FIN 46,
and should continue doing so unless they elect to adopt the provisions of FIN 46-R early
as of the first interim or annual reporting period ending after December 15, 2003. If they
do not elect to adopt FIN 46-R early, public entities would be required to apply FIN 46-R
to those post-January 31, 2003 entities as of the end of the first interim or annual
reporting period ending after March 15, 2004.
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