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Electronics (Philips), and, most recently, Samsung and
Hynix, the two major Korean DRAM manufacturers.

In September 2003, the Division broadened its mandate
to include the design and licensing of memory and mem-
ory-related intellectual property for use in SOC products.
The intent was, and continues to be, to design product
offerings that can be licensed to multiple customers. While
the main focus during fiscal 2005 was on highly customized
embedded DRAM products, the product strategy was
changed in late fiscal 2005 to concentrate on memory
interface IP, which is more amenable to standard “off-the-
shelf” SIP licensing.

Key FY05 Business Objectives

• Continue the transition to a running royalty-based term
patent licensing model that will more effectively deliver
the long-term value inherent in MOSAID’s patent
portfolio.

• Continue to broaden the target market from commodity
DRAM to include embedded DRAM and other semicon-
ductor technologies.

• Continue to build and strengthen MOSAID’s portfolio
of patents.

• Achieve significant progress in the assertion of patent
infringement in the court system with Samsung and
Infineon.

• Solidify initial position as a SIP provider, transitioning
from Design Licensing.

Key FY05 Results

• Signed patent license agreements with Samsung and
Hynix. Each of these Korean companies negotiated multi-
year term licenses to the MOSAID patent portfolio.
While not running royalty-based, these agreements, which
followed litigation between MOSAID and the respective
parties, have consolidated the financial position of the
Company, providing the stability associated with multi-
year, highly profitable contracts. Further, the Company
was able to continue its strategy of improving its license
terms over time.

The signing of these two agreements signifies the most
important endorsement of the scope, validity and effec-
tiveness of MOSAID’s patent licensing program to date,
by demonstrating the Company’s ability to sign new
patent licensing agreements during the course of litigation.

• MOSAID ended fiscal 2005 with 12 licenses in place and
14 companies on notice, versus 10 licensees and 15 com-
panies on notice at the conclusion of fiscal 2004. 

• During fiscal 2005, MOSAID’s patent portfolio grew to
549 patents issued, allowed or pending (versus 526 at the
end of fiscal 2004), with patents granted in 14 countries
and patent applications pending in many international
jurisdictions.

• The Company began asserting new patents in licensing
negotiations and in litigation — it has now asserted
11 patent families in negotiations and five patent families
in the courts. The patent mining activity currently under-
way is aimed at further strengthening, and thus deriving
additional value, from the patent portfolio.

• The litigation against Infineon and Samsung for
infringement of seven patents progressed significantly.
The litigation with Samsung in New Jersey, where
MOSAID had initiated its infringement case, was settled
shortly before the Summary Judgement phase of the case.
During the fiscal year, the case moved from the Markman
ruling, where the Court construed the meaning of patent
claim terms in dispute between the parties, towards
the Summary Judgement. The Summary Judgement
proceeded, notwithstanding the settlement with Samsung,
because Infineon continues to defend the action. The
Summary Judgement results were mixed, and the case
now proceeds to trial in the Northern District of
California. MOSAID also initiated new litigation against
Infineon, just before the Company’s year-end, involving
three new patent families, in the U.S. District Court for
the Eastern District of Texas, Tyler Division. MOSAID
also initiated legal action against Hynix in fiscal 2005,
following the successful conclusion of the Samsung
litigation, but the parties negotiated a settlement before
any extensive court activities occurred.

• The IP Division’s SIP group continued the development
of a variety of intellectual property blocks in the embed-
ded memory and memory I/O areas. It also concluded
the two design licensing projects initiated at the close of
fiscal 2004 and the beginning of fiscal 2005, for an
embedded DRAM and a QDR SRAM controller
solution. The group made good progress on the develop-
ment of a DDR1/DDR2 memory controller to be
introduced in fiscal 2006.

Financial Performance

In MOSAID’s fiscal 2004 MD&A it was reported that the
Division’s revenues continued to be negatively affected as
the Company attempted to migrate from lump-sum, life-of-
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the-patents licenses and payments to limited term royalty
payment arrangements that are based on the ongoing actual
sales volume of products which utilize the Company’s
patents. In fiscal 2005, with the signing of the two largest
DRAM producers in the world, Samsung and Hynix,
representing approximately 47% of the world’s DRAM
production in 2004, the licensing program reached a
significant milestone. The nature of these agreements are
multi-year (five and six years, respectively) term licenses,
with a series of fixed quarterly payments throughout the
term of the licenses, rather than running royalties. The
resulting revenue stream and backlog form excellent
financial underpinnings for the foreseeable future.

In fiscal 2005, IP Division revenues increased by 122% to
$26.9 million (FY04 – $12.1 million). While the stream of
fixed payments from earlier licensees ended, they were
replaced by revenues from the two new licensees, as well as
the ongoing royalties from the running royalty rate agree-
ments with Winbond and Philips. The Division’s expenses
increased by 28% to $16.9 million in fiscal 2005, compared
to $13.2 million in fiscal 2004, as a result of:

• a significant increase in litigation expense, stemming from
the substantial legal activities associated with the expert
Discovery and Summary Judgement phases of the
Company’s infringement cases against Samsung and
Infineon;

• the expenses associated with the SIP group, in its first full
fiscal year of operation.

The IP Division contributed a segment profit of $10.0 mil-
lion to operating earnings (FY04 – a loss of $1.1 million).

Strategies

During fiscal 2005, MOSAID’s patent portfolio grew
4% to 549 patents (259 issued and 290 allowed or pend-
ing) compared to 526 patents (209 issued and 317 allowed
or pending) at the end of fiscal 2004. The issued patents
relate primarily to commodity and embedded DRAM,
while the pending patents include many that are related to
networking chips and applications. The rate of increase in
patents (and the decrease in patents allowed or pending)
reflects the reduced level of design activity from the period
when the Semiconductor Division was developing network-
ing chips and the abandonment of a number of patents of
lesser strategic importance to reduce expenses. With the
cessation of the Semiconductor Division’s fabless semicon-
ductor initiative in fiscal 2004, the value to the Company of
the associated networking patents is much reduced. 

MOSAID believes that all companies that manufacture
state-of-the-art DRAM products, including single and
double data rate Synchronous DRAM, as well as Rambus
DRAM, use MOSAID’s patented circuit technology and
require licenses to use this IP. The Company is also finding
use of its IP in embedded DRAM products. The IP
Division plans to aggressively seek licensing revenues from

all companies using MOSAID’s DRAM technology. The
Division licensed two new DRAM manufacturers in fiscal
2005, as previously described, and it engaged in licensing
discussions with a variety of memory and SOC manufactur-
ers. The DRAM industry remains highly concentrated, with
the top four producers now representing 76% of the indus-
try. This results in a licensing market that is essentially split
into very large and quite small DRAM producers.

During fiscal 2005, the Company continued the
transition from a fixed payment, lives-of-the-patents license
structure to term licenses, although the Samsung and Hynix
agreements were not of a running royalty rate structure.
Under the terms of the two running royalty rate agreements
signed to date, MOSAID will receive a percentage of the
sale proceeds of every Philips embedded DRAM product
and Winbond branded DRAM product sold over the term
of the license. With the most recent Samsung and Hynix
licenses, MOSAID receives a series of fixed payments over
an agreed period of time, and the licensee obtains a license
to use the patents for the corresponding period. It is man-
agement’s belief that limited term, royalty-based licenses are
generally the most effective business model for realizing
greater value over a longer term from its patent portfolio.

Licensing memory technology to non-DRAM compa-
nies in embedded memory applications represents an
emerging licensing opportunity. Embedded memory is key
to enabling more functionality on a single piece of silicon,
yielding such benefits as lower power, improved perform-
ance and lower system cost. Various blocks with different
functions — usually logic processors, memory circuits and
other elements — are combined on a single integrated
circuit called a SOC. Not only do some of MOSAID’s
DRAM patents also apply to SOCs, but MOSAID also
holds patents on techniques specifically applicable to
embedded DRAM. To date, three companies have licensed
MOSAID’s patent portfolio expressly for use in SOCs. It is
believed that there are other companies that are, or will be,
using embedded memory in a variety of SOC products.
Embedded memory applications are found in consumer
electronic devices such as televisions, cell phones, portable
video recorders, DVD players and recorders, PDAs and
electronic game consoles, as well as computing and
networking devices. MOSAID, through reverse engineering,
is now establishing which other companies in the electron-
ics industry, aside from DRAM manufacturers, may be
using MOSAID’s SOC or networking patented technology.

MOSAID has 14 companies on notice for infringement
of patents and is in active licensing discussions with several
of them. In licensing negotiations, MOSAID has provided
incentives to encourage users of its IP to come to an agree-
ment, generally through the offer of more favourable terms
to earlier licensees. However, we believe there are other
natural incentives for a company to sign an agreement
without litigation. First, a company on notice for patent
infringement that continues to infringe could be subject to
substantial damages if the courts ultimately determine
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infringement. Second, to wait for a litigation outcome
involves risk, since MOSAID’s success in asserting its claims
may lead to substantially increased royalty rates for future
licensees.

Infineon Litigation 

In February 2003, MOSAID filed a suit against Infineon in
the U.S. District Court for Northern California for
infringement of seven of its United States patents. The suit
was in response to a Request of the Courts by Infineon,
seeking a judgement of patent non-infringement, invalidity
and unenforceability with respect to MOSAID’s patents.
The seven patents covered by the Infineon complaint are
the same seven patents that were the subject of MOSAID’s
lawsuit against Samsung. For details on the events of the
Infineon litigation please see MOSAID’s website at
www.mosaid.com. The Company believes Infineon has
infringed and continues to infringe upon a number of
MOSAID patents by manufacturing and selling semicon-
ductor products including DRAMs.

During fiscal 2004, Infineon sought to have the
Samsung and Infineon cases consolidated in the Northern
District of California but, in September 2003, following a
ruling by the Judicial Panel on Multidistrict Litigation,
pre-trial proceedings were ordered to be consolidated and
concluded in New Jersey. Fact discovery and the Markman
hearing proceeded apace in the District Court of New
Jersey. Judge Martini’s Markman Orders were issued on
March 23, 2004, and, following expert witness testimony,
the Summary Judgement hearing resulted in Judge Martini’s
ruling on April 4, 2005. The results of this ruling were
mixed. The case will now return to the Northern District of
California for trial, which is expected by the spring of 2006.
On April 6, 2005, MOSAID sued Infineon over the
infringement of a further three patent families in the
U.S. District Court for the Eastern District of Texas, Tyler
Division. This case will proceed through the court system,
with trial currently scheduled for October 2006.

SIP Licensing

With the closure of the Semiconductor Division in fiscal
2004, MOSAID transferred nine designers to the IP
Division to form the core of a SIP business focussed on the
design and licensing of memory or memory-related intellec-
tual property blocks. The target market for this business
was, and continues to be, companies that are seeking to
develop SOC products. Management believes that
MOSAID brings to this market a unique combination of
design experience, intellectual property and an aptitude to
integrate DRAM memory and logic to yield superior
performance in SOCs. It is the intention of this group to
identify and exploit attractive SOC development opportu-
nities. Towards the end of fiscal 2005, the group changed
its product strategy from embedded DRAM to the
development of memory controller and I/O product

offerings. Further, a small team of engineers was established
to conduct advanced research in the field of memory. It is
believed that the SIP and research team activities will be a
source of new patents that may also be licensed under the
patent licensing business model. 

Systems Division

The Systems Division is a leading supplier of engineering
memory test and analysis systems to memory manufactur-
ers, foundries and fabless chip companies around the world.
It has shipped more than 600 memory test systems to
80 customers in 19 countries.

Key FY05 Business Objectives

• Complete detailed definition and launch a project to
develop the first product in a new memory-tester
product family.

• Maintain the Division’s tradition of providing effective
test and analysis systems for the latest and most advanced
memory devices.

• Improve the gross margin on testers through reduced
manufacturing costs and a more favorable product mix.

• Continue to improve the quality of tester products
through the application of the Company’s Quality
Management System and monitor results through
industry standard metrics such as Mean Time Between
Failures (MTBF).

Key FY05 Results

• Completed the specification and project plan for the next
generation tester line. Progressed the development project
to the point where the first model of the new line is
planned for release in the second half of fiscal 2006.

• Introduced major software and bitmapping upgrades for
the current models of the Division’s fifth generation of
memory test systems, the MS4205 and MS4205ex, to
address market and customer requirements in both
semiconductor memory device technology and product
developments.
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Capturing value from decades of technological innovation is the business of MOSAID. We invented key circuit technology that is used

in virtually all commodity DRAM, the main type of semiconductor memory used in computers. We created the first commercial 

memory test system dedicated to engineering applications and are currently developing our sixth generation of test systems. We have

developed an extensive portfolio of significant memory-related technology, including important patents covering DRAM, embedded

DRAM, SDRAM, networking, computational memory and graphics. We actively nurture a culture of innovation and invention,

encouraging and rewarding creativity and results.

innovation



• Continued to reduce manufacturing costs and improve
manufacturing efficiencies. In combination with higher
volumes, improved gross margins in the Systems Division
from the low 60s during fiscal 2004 to the mid to high
60s throughout fiscal 2005.

• Continued to improve quality, as measured by such
metrics as MTBF of testers in the field. Successfully
passed two audits of the Company’s Quality System
against ISO 9000/2000 standards with no observed
non-conformances.

Financial Performance

The demand for engineering test and analysis systems in
the semiconductor memory industry is driven by capacity
requirements and technological advances. It is also
profoundly influenced by the ability of manufacturers to
make capital investments. Fiscal 2005 saw marked improve-
ments in both the DRAM and Flash memory markets.
Higher volumes and a better supply/demand balance in
DRAM, in particular, led to increased profits for most
DRAM manufacturers and an increase in their spending
on capital equipment, including ATE. 

Revenues from sales of the Systems Division’s engineer-
ing tester products increased by 40% to $22.9 million in
fiscal 2005, up from $16.3 million in fiscal 2004. During
the year, the Division continued to drive manufacturing
costs down and quality up through more efficient manufac-
turing processes and by partnering with its suppliers for
improvements in both cost and quality of parts and materi-
als. Gross margin, normalized for inventory adjustments,
improved over the year from the low 60s during fiscal 2004,
to the high 60s in the first half of fiscal 2005, followed by
mid 60s in the last two quarters. These improvements were
due to higher volumes and decreased unit manufacturing
costs. As a result, the Systems Division was very profitable
throughout the year, with the exception of Q3, when low
revenues contributed to a break-even quarter. Segment
profit, as a percentage of revenue, was 17% versus 3% in
fiscal 2004. For fiscal 2005, the Division recorded a
segment profit of $3.9 million compared to $560,000 in
fiscal 2004.

Strategies

While the state of the DRAM industry has improved
markedly and the Flash memory producers continue to
prosper, the Systems Division continues to deal with
industry consolidation. Manufacturers may merge, yielding
a rationalization of resources within the resulting firms,
allowing the use of consolidated equipment more efficiently.
Nonetheless, the increasing performance and functionality

requirements of memory testers continue to drive
significant interest in the Division’s products.

The Division continues to invest in the enhancement
of its well-accepted MS4205 product line of memory test
systems. These testers are widely used for testing higher per-
formance Flash devices as well as DDR DRAM and other
memory types. The latest model in this line, the MS4205ex,
addresses new and advanced high-speed memories, such as
DDR2 SDRAM, at data rates up to 832 Mbits per second.
The Division also introduced two new software releases that
support the bitmapping of very large memories (up to
8 Gigabits), particularly relevant to Flash devices. The
Division continues to provide strong technical support to its
customers for hardware, software and custom test solutions,
through its Customer Technical Support unit. This unit
contributed approximately 13% of the Division’s revenues
in fiscal 2005.

In fiscal 2003, the Division responded to weak capital
spending for automatic test equipment by resizing its man-
ufacturing capabilities and sales and marketing functions
twice during the year in order to better align capacity with
immediate and projected market needs. The result of these
actions has been a substantially lower break-even point
and higher product margins, while preserving continued
customer satisfaction. 

The Division expects to launch the first of its new
generation tester products in the second half of fiscal 2006.
The new generation products will focus on expanding its
addressable market through increased pin count, improved
cost per pin, and lower cost of ownership.

Financial Position
Working capital increased by $36.9 million from $38.7 mil-
lion at the start of fiscal 2005 to $75.6 million at the end
of fiscal 2005. The working capital ratio also improved
from 5.2 at the end of fiscal 2004 to 11.4 at the end of
fiscal 2005.

Cash, cash equivalents and marketable securities
increased from $38.2 million at the beginning of fiscal
2005 to $65.9 million at the end of fiscal 2005. In Q3
fiscal 2005, the Company raised $14.0 million in gross
proceeds (net proceeds of $13.7 million) through a private
placement arrangement with the Ontario Teachers Pension
Fund for 800,000 common shares. The proceeds are being
used for general corporate purposes. If not for the
announced dividend and the normal course issuer bid, the
Company expects that cash balances would continue to rise
during fiscal 2006. Given these additional uses of cash and
the absence of any acquisitions, the Company believes that,
during fiscal 2006, cash balances will remain at approxi-
mately the same level as at the end of fiscal 2005.

Income taxes receivable were $455,000 at April 30,
2005 ($nil at April 23, 2004). The amount represents the
amount of income tax installments expected to be recovered
by the Company.
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Inventory balances declined by 31% during fiscal 2005
from $3.2 million to $2.2 million. The reduction is a result
of continual improvement of inventory management and
the usage of last-time buy components. During fiscal 2006,
the Company expects that inventory balances will stabilize
or rise marginally as the Systems Division introduces its
new memory tester product line during the year. 

Future Income Taxes Recoverable, short-term and long-
term, rose by $28.1 million from $12.0 million at the end
of fiscal 2004 to $40.1 million at the end of fiscal 2005.
The increase includes a one-time income tax recovery
valuation adjustment, recorded in Q3 fiscal 2005, of
$28.3 million. On an ongoing basis, management applies
the “more likely than not” criterion to determine the
appropriate valuation of the asset. The process requires
management to estimate future profitability, the future
income taxes payable associated with that estimate of future
profitability, and to assess how much, if any, of the existing
income tax assets available to the Company are more likely
than not to be utilized to offset the estimated future income
taxes payable. As at April 30, 2005, the Company had
recorded virtually all of such potential assets available to
the Company in Canada and none of the potential assets
related to other taxation jurisdictions.

The net book value of capital assets increased by
approximately $300,000 during fiscal 2005 as the cost of
new additions, $2.2 million, was partially offset by amorti-
zation of $1.9 million. 

The principal portion of the mortgage payable, short-
term and long-term, decreased during fiscal 2005 from
$5.0 million at the beginning of the year to $4.8 million at
the end of the year. The mortgage financed the construction
of the Company’s 77,000 square foot primary operating
facility and corporate headquarters, located in Ottawa,
Canada. The mortgage term ends in 2008.

Share capital increased by $18.2 million during fiscal
2005, from $84.6 million at the end of fiscal 2004 to
$102.8 million at the end of fiscal 2005. The increase is due
to the previously mentioned net proceeds of $13.7 million
from the common share issuance, proceeds of $4.3 million
from the exercise of employee stock options and purchases
through the employee stock purchase program, and
$425,000 tax related benefits of share issuance costs, offset
by $198,000 related to the Company’s repurchase and
cancellation of 24,200 shares as part of its normal course
issuer bid program. 

Contributed surplus increased by $767,000 during fiscal
2005. The increase is the result of recognizing $801,000 of
stock-based compensation during the year, offset to a small
degree by the premium, over book value, paid to repurchase
and cancel shares as part of the normal course issuer bid
program.

On June 23, 2005, the Company announced a quarterly
dividend program, commencing in Q1 fiscal 2006, at a
dividend rate of $0.125 per common share per quarter.
On the same day, the Company announced its intention to

make a normal course issuer bid, subject to regulatory
approval, with the intention of repurchasing and
cancelling up to 460,000 shares, or 4% of the
11,489,172 common shares issued and outstanding at
the time of the announcement.

Annual Results

Summary

Revenues increased by 75% from $28.4 million in fiscal
2004 to $49.7 million in fiscal 2005. 

Net income before discontinued operations was
$37.1 million or $3.35 per diluted share in fiscal 2005,
compared to a loss of $1.2 million or $0.12 per diluted
share in fiscal 2004. Net income was $37.6 million or
$3.39 per diluted share in fiscal 2005, compared to a loss
of $8.9 million or $0.86 per diluted share in fiscal 2004.
Both the net income before discontinued operations and
the net income results for fiscal 2005 include a one-time
income tax recovery of $28.3 million, as a result of a
reduction of the valuation allowance associated with the
future income tax assets.

In fiscal 2005, the Company concluded patent licensing
arrangements with both Samsung and Hynix. While the
exact amount of each of the arrangements cannot be
disclosed because of confidentiality clauses in the arrange-
ments, the five-year Samsung agreement and the six-year
Hynix agreement have provided significantly more revenue
and cash flow stability to the Company. 

Revenues 

The year-over-year revenue increase of 75% was driven
substantially by the signing of multi-year patent licensing
arrangements between the Company and Samsung and the
Company and Hynix. 

IP Division revenues increased by 122% in fiscal 2005
from the previous year, due primarily to the new patent
licensing agreements. The corresponding increase in Systems
Division revenues was 40%, closely following the percent-
age increase in the number of memory tester units shipped
to customers. 

IP Division revenues comprised 54% of consolidated
revenues in fiscal 2005, compared to 43% in the prior year.
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The increased percentage reflects the signing of the
Samsung and Hynix agreements; the signing of these
agreements is also reflected in the geographic distribution
of the revenues where the percentage of revenue derived
from Korea increased from 23% in fiscal 2004 to 65% in
fiscal 2005.

It is expected that, in fiscal 2006, revenues from the IP
Division will constitute approximately 70% of consolidated
revenues, and that the geographic distribution of revenues
will continue to be significantly influenced by the country
of origin of patent portfolio licensees.

Expenses

Labour and Materials increased 24% in fiscal 2005, in
absolute terms, compared to the prior year. Labour and
materials expense comprises the labour, materials and
subcontract costs of assembling, integrating, testing and
servicing the memory test systems. During fiscal 2005,
labour and material expense was 32% of Systems Division
revenue, compared to 36% for fiscal 2004. On a pro-forma
basis, excluding adjustments for warranty and inventory
obsolescence, labour and materials was 35% of Systems
Division revenue in fiscal 2005, compared to 40% for
fiscal 2004. The decrease in the percentage, for both the

unadjusted value and the pro-forma value, is due to
improved manufacturing efficiencies and lower material
prices. In fiscal 2006, the percentage is expected to stay
relatively stable with the anticipated introduction of a new
product line of testers during the year.

Overall, R&D expenses increased 37% in fiscal 2005
compared to the prior year. 

IP Division R&D expenses, comprised of design and
SIP engineering expenses as well as the expenses of the
Division’s patent support and reverse engineering activities,
increased 34% in fiscal 2005, compared to fiscal 2004.
This increase was primarily due to the operation of the
Design Licensing/SIP Licensing group for the full year in
fiscal 2005, while the group only operated for seven months
during fiscal 2004. In fiscal 2006, the Company expects
that IP Division R&D expenses will be significantly higher
than those incurred in fiscal 2005, as the Division increases
its efforts to leverage its existing patent portfolio, and both
develops and acquires new patents.

Systems Division R&D expenses increased by 44%
compared to the prior year. This increase reflects the
development expenses of the Division’s next generation
product, the first in a new product line of testers. The
product is expected to be introduced in the second half of
fiscal 2006. R&D expenses for the Division are expected to
be moderately higher in fiscal 2006, as the Division
commences support for the new product and proceeds with
development of the second model in the new test system
family.

Overall, selling and marketing expenses in fiscal 2005
increased by 23% compared to the prior year.
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RESEARCH AND DEVELOPMENT (R&D)
(Dollar amounts in thousands)

Year ended April 30, 2005 April 23, 2004

Research and Development $7,640 $5,576 
As a percentage of 

total revenues 15% 20%
Increase from the same 

period last year 37%

LABOUR AND MATERIALS
(Dollar amounts in thousands)

Year ended April 30, 2005 April 23, 2004

Labour and Materials $7,335 $5,935
As a percentage of 

total revenues 15% 21%
As a percentage of 

Systems Division revenues 32% 36%
Increase from the same

period last year 24%

2005 2004

REVENUES BY COUNTRY
(%)

Korea 65% 23%

United States 10% 5%

Taiwan 11% 24%

Europe 6% 7%

Japan 6% 39%

Other 2% 2%

SELLING AND MARKETING (S&M)
(Dollar amounts in thousands)

Year ended April 30, 2005 April 23, 2004

Selling and Marketing $15,619 $12,744
As a percentage of 

total revenues 31% 45%
Increase from the same 

period last year 23%



MOSAID’s impact on the semiconductor industry stems from the value it delivers. Companies around the globe use our products

and services to improve the quality, reliability and functionality of their semiconductor products. MOSAID test systems improve our

customers’ engineering productivity, enabling them to reduce time to market, improve yield and increase profitability. MOSAID

intellectual property and memory designs are used in a variety of memory-intensive products from personal computers and consumer

electronics to networking and communications applications. We will continue to create value in our marketplaces by meeting the

continuously evolving requirements of our customers and the industry at large.

impact



IP Division selling and marketing expenses increased
22%, driven by the expenses of advancing litigation against
Samsung and Infineon, launching and settling litigation
against Hynix, and launching a second suit against
Infineon. 

Systems Division selling and marketing expenses, which
include commission expense to third parties, increased by
23% in fiscal 2005 compared to the prior year, due to the
increased revenues of the Division.

In fiscal 2006, IP Division selling and marketing
expenses are expected to increase moderately, with a small
increase related to litigation expense as the Infineon
litigation enters the trial phase. As well, additional resources
are planned to broaden the reach of the patent licensing
program. In addition, the Semiconductor IP group will
begin to market its new memory controller product line.
IP Division selling and marketing expenses can vary signifi-
cantly from period to period, particularly as the effort
expended by or on behalf of the Company to enforce its
intellectual property rights via the court system varies.

In fiscal 2006, Systems Division selling and marketing
costs are expected to rise marginally to support the new
product line.

General and administrative expenses, which include the
impact of foreign exchange (FX) fluctuations, increased
10% in fiscal 2005 compared to the prior year. G&A
expenses, before the impact of FX, increased 5% to slightly
over $5.2 million in fiscal 2005, from $5.0 million in fiscal
2004, while the gain on foreign currency declined to
$47,000 in fiscal 2005 compared to a gain of $306,000 in
the prior year. During fiscal 2005, G&A expenses were
offset in the amount of $281,000 (fiscal 2004 – $43,000)
as a result of the leasing of space in the Company’s primary
facility. As a percentage of revenues, G&A declined from
17% in fiscal 2004 to 11% in fiscal 2005. The decrease as a
percentage of revenues reflects management’s commitment
to an ongoing environment of cost constraint during the
year, despite having to expend more funds on governance
related projects. Next year, G&A expense, before the
impact of FX, is expected to remain at approximately 11%
of revenue.

Other Items Affecting Net Income

Net interest income increased 23% in fiscal 2005,
compared to the prior year, reflecting higher cash balances
during fiscal 2005. This trend of increasing net interest
income is expected to continue during fiscal 2006 in the
absence of any cash-based acquisitions.

During fiscal 2005, the Company recorded a $670,000
write-down in the value of its portfolio investment in Acuid
Corporation Ltd. (ACUID). Subsequent to the fiscal 2005
year-end, ACUID was placed into liquidation by its Board
of Directors. The Company still has an unsecured $62,000
loan receivable from ACUID recorded on its Balance Sheet
at face value.

During the year, the Company recorded current income
tax expense of $568,000 related to a prior year item and a
future tax recovery of $23.7 million, including a one-time
adjustment in Q3 fiscal 2005 of the valuation of Future
Income Tax Recoverable assets in the amount of $28.3 mil-
lion. For fiscal 2006, the Company expects the effective tax
rate to be approximately 37% to 39%. The effective tax rate
is biased higher than the statutory rate due to the quantum
of non-deductible stock-based compensation expected to be
recognized by the Company.

In Canada, the Company has loss carryforwards of
$90.8 million and $46.2 million available to reduce future
years federal and provincial taxable income respectively.
These loss carryforwards have a remaining life varying from
two years to an indefinite period. Further, the Company has
$11.5 million of investment tax credits available to reduce
future years federal taxes payable. The credits have a remain-
ing life varying between one and 10 years. Based upon the
Company’s current projections, it does not expect that a
significant portion, if any, of these carryforwards will expire
in the near term. 

The results of discontinued operations were comprised
of nominal revenues and reversals of previously accrued
amounts that the Company no longer expects to incur.

Capital and Liquidity
Cash, cash equivalents and marketable securities increased
to $65.9 million at the end of fiscal 2005 from $38.2 mil-
lion at the end of fiscal 2004.

Cash from operations generated $12.5 million during
fiscal 2005 compared to $3.0 million during the previous
year. The Company expects to continue to generate cash
from operations in fiscal 2006.

Cash was further augmented during fiscal 2005 by
$18.0 million related to the issuance of 800,000 common
shares – $13.7 from a private placement issuance and
$4.3 million from the issuance of shares under the
Company’s stock option and employee share purchase
programs. The Company expended a total of $232,000 (the
large majority of which was posted against share capital, and
the minor residual against contributed surplus) to purchase
and cancel shares under the normal course issuer bid. 
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GENERAL AND ADMINISTRATION (G&A)
(Dollar amounts in thousands)

Year ended April 30, 2005 April 23, 2004

General and 
Administration $5,203 $4,715 

As a percentage of 
total revenues 11% 17%

Increase from the same 
period last year 10%



Capital asset acquisitions for fiscal 2005 amounted to
$2.2 million, compared to $459,000 in fiscal 2004.
Purchases in fiscal 2005 were comprised primarily of
$535,000 of EDA tools for the IP Division, and $1.6 mil-
lion for manufacturing, research & development, customer
support and sales equipment for the Systems Division. 

In fiscal 2006, IP Division capital expenditures for
EDA tools are expected to be comparable or lower than the
amount expended during fiscal 2005. Expenditures for
patent acquisitions, which have been negligible to date, are
expected to increase substantially if the requisite business
cases support such acquisitions. Management has indicated
that it has an interest in acquiring patents or other intellec-
tual property which have immediate applicability to
products in large, established markets.

The cash outflow from discontinued operations was
$247,000 during fiscal 2005, and is expected to be minimal
in fiscal 2006.

The Company continues to have a $10.0 million
bank credit facility, less the off balance sheet arrangements
discussed below, available to cover fluctuations in cash
requirements. The Company had no borrowings against
this facility during fiscal 2005. The available operating line
within this credit facility is calculated using a formula based
on accounts receivable.

NI 51-102 prescribes that the following chart be
incorporated into the MD&A presentation, concerning the
contractual obligations to which the Company is bound
over the following five years:

Management believes that the Company is sufficiently
capitalized to meet its operating cash flow requirements for
fiscal 2006.

Off Balance Sheet Arrangements 
As part of its sales and marketing activities, the Company,
from time to time, imports demonstration tester units into
various countries using a Carnet document. Under the
terms of the Carnet, the Company does not pay customs
duties or taxes at the time of importation, in exchange for
providing limited irrevocable access to a portion of the
Company’s line of credit to the destination country’s taxa-
tion authority. When the tester is removed from the coun-

try of importation, without modification, access to the line
of credit is relinquished by the taxation authority. At the
end of fiscal 2005, existing Carnets totaled $193,000 com-
pared to $163,000 at the end of fiscal 2004. 

The Company leases premises in two locations in the
United States. Office space in California is used to support
sales and marketing activities. Office space in Texas was
used by the Semiconductor Division; the Company sub-
leased the space subsequent to the closure of the Division
and its lease obligations will conclude in July 2005. 

Transactions with Related Parties
During fiscal 2005, the Company paid approximately
$40,000 to LaBarge Weinstein, a related party, for legal
advice regarding the private placement share issuance. 

Fourth Quarter Fiscal 2005 Results
Revenues increased 88% compared to the fourth quarter of
fiscal 2004, with IP Division revenues increasing three-fold,
primarily due to revenues associated with the Samsung and
Hynix patent licensing agreements, and Systems Division
revenues increasing 21%.

Labour and materials increased 17% compared to
the fourth quarter of fiscal 2004, reflecting the increase in
revenues in the Systems Division. Labour and materials
increased less than Systems Division revenue as the
Company continued to strive for lower materials costs and
increased manufacturing efficiency.

R&D expenses increased 47% compared to the same
quarter in fiscal 2004. IP Division R&D increased 55%
reflecting increased activity in both the SIP and patent
licensing support areas. Systems Division R&D expenses
increased by 29% compared to the fourth quarter of fiscal
2004. The increase is due to the expanded activity to
develop the next generation memory tester product.

Selling and marketing costs declined 16% compared to
the same quarter in fiscal 2004. The decrease is due to the
decline in litigation activity in the quarter following the
resolution of the litigation proceedings against Samsung
and Hynix.

General and administrative expenses increased 33%
compared to the fourth quarter of fiscal 2004, due to
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PAYMENTS DUE BY PERIOD
(in thousands)

Contractual Obligations Total Less than 1 year 1–3 years 4–5 years After 5 years
Long-term debt $4,815 $225 $4,590 $ – $ –
Capital lease obligations 6 6 – – –
Operating leases 49 49 – – –
Purchase obligations – – – – –
Other long-term obligations – – – – –
Total contractual obligations $4,870 $280 $4,590 $ – $ –



ongoing efforts to improve corporate governance and to
prepare for new legislative governance requirements, as well
as to increased headcount and subcontract expenses for
information technology and communications projects
following several years of severe cost constraint. In Q4 fiscal
2005, G&A expenses included a gain on foreign exchange
of $107,000 whereas the comparable quarter in fiscal 2004
had a minimal gain. 

Net interest income increased 158% compared to
the same quarter in fiscal 2004, reflecting increased cash
balances available for investment.

During the quarter, the Company wrote down the
value of its portfolio investment in ACUID from $670,000
to $nil.

Tax expense for the quarter was 37% of income before
tax and discontinued operations. 

Discontinued operations primarily reflected the reversal
of a previously accrued amount related to a potential royalty
payment to a third party. The reversal was pursuant to an
audit report prepared by an independent party.

Cash generated by operations during the quarter
amounted to $16.8 million, reflecting cash generated from
current quarter operations of $6.6 million and a change in
working capital items of $10.1 million. The change in
working capital items was driven primarily by the collection
of trade receivables. During the quarter the exercise of
employee and director stock options generated proceeds of
$1.9 million.

Outstanding Share Data
The Company has an unlimited authorized number of
common shares. At April 30, 2005, the issued number of
common shares was 11,480,104. Under the Employee and
Director Stock Option Plan, the Company may grant up to
1,045,593 options, of which 684,292 were outstanding at
April 30, 2005.

Critical Accounting Estimates

Revenue Recognition

The Company recognizes revenue from fixed payments
associated with long-term license arrangements as payments
become due from the customer. In determining the amount
of revenue to be recognized in each period, the Company
relies on CICA Handbook Section 3400, Revenue, CICA
Emerging Issues Committee Extract EIC-141, Revenue
Recognition, U.S. Statement of Position (SOP) No. 97-2,
Software Revenue Recognition and the presumption that the
fee is not fixed and determinable when extended payment
terms have been granted to the customer. 

In certain long-term patent licensing arrangements, the
Company has granted price protection to customers regard-
ing future payments if lower prices are subsequently granted

to other customers for comparable license terms.
Determining when such terms are comparable requires the
use of judgement by the Company. In the judgement of the
Company, to date, no such comparable terms have been
granted. While the Company endeavors to ensure such
circumstances do not occur, there can be no assurance that
such circumstances will not occur in the future.

The Company recognizes revenue on design contracts
using the percentage of completion methodology. This
method requires management to compare actual costs
expended to the reporting date against the estimated total
cost to perform the contract. Financial and operational
management regularly review the progress of each contract
on an individual basis and update the estimate of total cost
to perform the contract. Management relies on its experi-
ence and the Company’s historical record with specific types
of design contracts and customers to accurately estimate the
total costs. At April 30, 2005 there were no such contracts
in progress. 

Systems Division sales contracts commonly include
product sales and services. Each contract requires careful
analysis to ensure that all of the individual elements in the
transaction have been identified, along with the fair value of
each element. Revenue from product sales is generally recog-
nized on shipment provided that all significant contractual
obligations have been satisfied and collection is reasonably
assured. In accordance with CICA Emerging Issues
Committee Abstract EIC-142, Revenue Arrangements with
Multiple Deliverables, arrangements that include multiple
elements are unbundled and each element is recognized
as revenue separately based upon that element’s separate
fair value. 

Allowance for Doubtful Accounts 
and Bad Debts 

The Company has extensive commercial history upon
which to base its provision for bad debts. Due to the nature
of the industry in which the Company operates, the
Company does not create a general provision for bad debts
but rather determines bad debts on a specific account basis.
Credit risk is limited through the use of export credit insur-
ance and letters of credit. At April 30, 2005, the provision
for bad debts was $nil and was also minimal at the end of
fiscal 2004.

Warranty Costs

It is the Company’s policy to provide for estimated warranty
expense when product sales are recognized. The Company
does not provide any rights of return or refund provisions
in regards to product sales. The Company has extensive
commercial history upon which to base its provision for
warranty expense and monitors the build up and draw
down of the warranty accrual and any unanticipated
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The outstanding financial performance we saw in fiscal 2005, and our confidence that it is sustainable for the foreseeable future,

means we can invest in programs and activities that will make our company stronger. Our Semiconductor IP business will focus on

delivering high performance memory controllers and interface products to SOC manufacturers. We are expanding the depth of our IP

team to increase our activity in patent mining, research, design analysis, and technology acquisition. Our Systems Division will 

continue to invest in the development of new products to meet the relentlessly advancing demands of new memory devices. We are

also providing direct returns to our shareholders through a newly declared quarterly dividend and a normal course issuer bid. With 

carefully selected investments in its future, MOSAID intends to deliver continuously increasing value to both its shareholders and to 

its customers.

investment



deviations from prior historical trends. Deviations from the
expected results are reviewed and explained. The warranty
obligation is affected by instrument failure rates, material
usage and services delivery costs incurred to correct any
failures. At April 30, 2005, the warranty accrual included as
part of accrued liabilities on the Company’s Balance Sheet
was $321,000, and was virtually unchanged from fiscal
2004 levels.

Inventory Provisions

At each fiscal year end, the Company performs a full count
and reconciliation of its physical inventory. In addition,
during the fiscal year, the Company performs cycle counts
on its inventory, concentrating on its most expensive
components. Further, on an ongoing basis, management
performs a detailed review of inventory to ensure that:

• An appropriate amount of labour and overhead expense is
included in the period end inventory balances;

• The full cost of inventories are realizable in the context of
the Company’s existing and prospective sales contracts; 

• The volume of inventories does not exceed a reasonable
forecast of future sales.

Based on these reviews, the inventory provision at April 30,
2005 was $515,000 (2004 – $805,000).

Accounting for Income Taxes

As an entity that operates in multiple taxation jurisdictions
globally, the Company calculates its income tax liabilities in
each of the jurisdictions in which it conducts business. The
Company’s tax rate, therefore, is affected by the relative
profitability of its operations in various geographic regions.
Tax planning strategies are employed which, by their nature,
involve complicated transactions. Those transactions are
subject to review or audit by taxation authorities and the
ultimate tax outcome bears a measure of uncertainty. As
such, the Company must make estimates and judgements
based on its knowledge and understanding of local and
international tax legislation in determining its worldwide
tax provision. It may take a considerable period of time for
the ultimate tax outcome to be known. In the past, the
Company has made adjustments as a result of these changes
in circumstance. These adjustments have been accounted
for as changes in estimate and the effect of these changes
have not been significant on its results of operations and
financial condition. The Company believes its estimates are
reasonable, however, it will adjust its estimates as circum-
stances change. Therefore, the ultimate tax outcome could
differ materially from the amounts recorded in the financial
statements. These differences could have a material effect on
the Company’s financial position and net income, but not
cash flow in the period such determination is made.

The Company recognizes an asset to the extent that it is
more likely than not to be utilized to offset estimated future
income taxes payable. The main factors considered in deter-
mining the value of the asset include:

• Cumulative losses in recent years;

• History of loss carryforwards and other tax assets expiring;

• The carryforward period associated with the deferred
tax assets;

• The nature of the income that can be used to realize the
deferred tax assets;

• Current period net earning/loss; and 

• Future earnings potential determined through the use of
internal forecasts.

In evaluating the positive and negative evidence, the weight
given to each must be proportionate to the extent to which
it can be objectively verified. If it is the Company’s belief
that it is more likely than not that some portion of these
assets will not be realized, an income tax valuation
allowance is recorded.

Primarily as a result of signing the Samsung and Hynix
agreements, and their expected impact on potential future
patent licensing agreements, the future income tax balance
was increased from $12.0 million at the end of fiscal 2004
to $40.1 million at the end of fiscal 2005.

Due to the history of losses in the United States, the
Company has not recorded any of the potential income tax
assets related to that jurisdiction. 

Changes in Accounting 
Policies Including Initial Adoption
The accounting policies used to prepare the financial state-
ments for fiscal 2005 are the same as those used to prepare
the financial statement for fiscal 2004, except for the initial
adoption of the following two items: 

Hedging Relationships

Effective April 24, 2004, the Company adopted CICA
Handbook Accounting Guideline 13, Hedging Relationships.
The guideline provides additional documentation and
designation requirements for hedge accounting and requires
regular, periodic assessments of effectiveness. The guideline
does not change the method of accounting for derivative
instruments in hedging relationships. All outstanding
hedges that previously qualified for hedge accounting con-
tinue to qualify for hedge accounting under this guideline.

MOSAID TECHNOLOGIES INCORPORATED

25



Stock-Based Compensation and 
Other Stock-Based Payments

Effective April 24, 2004, the Company adopted the fair
value provisions in CICA Handbook Section 3870,
Stock-based compensation and other stock-based payments, on
a retroactive basis, for options granted after April 26, 2002.
The recommendation requires the use of a fair value
method for all awards to both employees and non-
employees. Using the Black-Scholes option pricing model
and amortizing the fair value on a straight-line basis over
the vesting period, the Company has recorded the
following:

• increase in deficit, end of year fiscal 2003 by $156,000

• increase in compensation expense during fiscal 2004 by
$326,000, allocated as follows: 

• Labour and materials $24,000
• Research and development $73,000
• Selling and marketing $78,000
• General and administration $144,000
• Discontinued operations $7,000

Accordingly, the fiscal 2004 figures have been restated to
reflect these changes.

Financial Instruments 
The Company uses financial instruments, principally
forward exchange contracts, in its management of foreign
currency exposures. These contracts primarily require the
Company to purchase and sell certain foreign currencies in
exchange for Canadian dollars at contractual rates.

At year-end fiscal 2005, the Company had committed
to sell by February 2006 to various financial institutions
US$27.4 million in exchange for Canadian dollars at an
average rate of 1.210. The Company has recognized a loss
of $343,000 (2004 – $221,000) where the anticipated
transaction has occurred but the foreign currency forward
contract hedging the transaction has not yet expired. The
unrecognized foreign exchange loss based on market
forward rates as at April 30, 2005 was $881,000, compared
to a negligible amount at the end of fiscal 2004. 

During the year, the Company recorded a foreign
exchange gain of $47,000 (2004 – foreign exchange gain of
$306,000) related to unhedged items.

Canadian chartered banks are counterparties to the
Company’s forward exchange contracts. It is the Company’s
practice to monitor the financial standing of the counter-
parties and limit the amount of exposure to any one institu-
tion. The Company may be exposed to a credit loss in the
event of non-performance by the counterparties to these
contracts, but does not anticipate such non-performance.

MOSAID TECHNOLOGIES INCORPORATED
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SUMMARY OF QUARTERLY RESULTS
(in thousands of dollars, except per share amounts)

Q405 Q305 Q205) Q105 Q404 Q304 Q204) Q104))

Revenues $16,542 $16,897 $7,049) $9,255 $8,779 $7,398 $7,092) $5,148))

Earnings (loss) before 
discontinued operations $  4,316 $34,106 ($1,366) $    72 $  302 $  262 ($261) ($1,538)

Per share $   0.38 $   3.05 ($0.13) $ 0.01 $ 0.03 $  0.03 ($0.03) ($0.15)
Per diluted share $   0.37 $   2.96 ($0.13) $ 0.01 $ 0.03 $  0.03 ($0.03) ($0.15)

Net earnings (loss) $  4,546 $34,106 ($1,159) $    92 $  661 $  320 ($6,175) ($3,713)
Per share $  0.40 $   3.05 ($0.11) $ 0.01 $ 0.06 $  0.03 ($0.60) ($0.36)
Per diluted share $   0.39 $   2.96 ($0.11) $ 0.01 $ 0.06 $  0.03 ($0.60) ($0.36)

SELECTED ANNUAL INFORMATION
(in thousands of dollars, except per share amounts)

FY05 FY04) FY03)
Net sales $  49,743 $28,417) $36,874)
Income (loss) before discontinued operations $  37,128 ($1,235) ($407)
Net income $  37,585 ($8,907) ($19,897)
Earnings (loss) per share

Basic — before discontinued operations $     3.43 ($0.12) ($0.04)
Diluted — before discontinued operations $     3.35 ($0.12) ($0.04)
Basic — net income $     3.47 ($0.86) ($1.94)
Diluted — net income $     3.39 ($0.86) ($1.94)

Total assets $124,207 $69,698) $82,407)



The recorded amounts of current assets and current
liabilities, except for the mortgage payable, approximate fair
value due to their relatively short maturity period. The fair
value of the mortgage (short-term and long-term portions),
estimated by discounting future cash flows at current
market rates for debt of a similar nature was $5.1 million.
The carrying value of the mortgage was $4.8 million.

With respect to accounts receivable, credit risk is limited
through the use of export insurance and letters of credit.

Risk Management
Factors Affecting MOSAID’s Performance

The following are identified risks to MOSAID’s business
performance and profitability.

1. Market risk. Most of MOSAID’s revenue comes from
the memory industry, either in the form of test equip-
ment sales (primarily driven by DRAM or Flash memory
requirements) or through licensing revenues primarily
associated with DRAM. The DRAM market grew dur-
ing 2004 and early 2005, but is still recovering from a
63% decline in 2001. The DRAM market is volatile and
cyclical and the current positive cycle is in its fourth year.

Any weakness in the DRAM market would place
pressure on both revenues and margins in MOSAID’s
Systems business and in the IP Division, suppress royalty-
based revenue, and make it more difficult for us to nego-
tiate and sign future IP licensing deals.

MOSAID has now signed three agreements with
companies where the license was driven exclusively by
embedded memory applications, but the Company
remains at an early stage of exploring the potential of
this market. The process of identifying MOSAID IP in
these products is more expensive and complex than in
commodity DRAM. The extent of embedded DRAM
proliferation in the SOC market is not well known at this
time, and therefore there is risk involved with the
Company’s investment in this initiative.

The generation of licensing revenue for the IP Division
is dependent on being able to reach an acceptable
settlement with the parties with whom MOSAID is in
negotiations. There can be no assurance that MOSAID
will be able to settle with these parties.

The IP Division’s SIP business is a new venture for the
Company. As such, it presents a largely untested value
proposition to its customers. Furthermore, the period of
marketing of this offering has been limited, and as a
result the base of prospective customers is in the early
stages of development.

2. Legal risk. Much of MOSAID’s future growth and
profitability rests on its ability to generate value from its
patent portfolio. Unfavourable rulings in MOSAID’s
lawsuits against Infineon or other prospective licensees

could damage its ability to generate future royalties and
profits from its intellectual property.

3. Foreign currency risk. MOSAID’s sales are denomi-
nated in U.S. dollars or Euros. The Company uses deriva-
tive instruments to manage risks associated with currency
fluctuations. These instruments allow MOSAID to fix the
rate at which foreign currencies will be converted to
Canadian dollars at the time that sales or contracts are
negotiated. However, the term of such instruments is
limited, therefore they are not offering a long term hedge
against adverse foreign currency fluctuations.

4. Risk of non-payment. MOSAID is a global company
with customers in 19 countries around the world. Sales of
its memory testers are generally insured through Export
Development Canada or supported by letters of credit. IP
Division revenues, however, are not insured; the
Company relies on the reputation and credit-worthiness
of its customers.

5. Loss of key employees. The sustainability of MOSAID
growth depends upon the quality of its employees. The
loss of key employees could pose a threat to the degree of
success of MOSAID. The Company strives to maintain a
competitive level of salaries and benefits, and provides
incentives for superior performance and inventiveness,
as well as an employee stock option plan.

6. Maintenance of a minimum cash position. The liti-
gation actions require that MOSAID continue to be well
financed to pose a credible litigation threat to its adver-
saries. The Company believes that it is adequately capital-
ized to meet this and other financial requirements of its
business. In fact, with the declared dividends starting in
July 2005 and a significant normal course issuer bid, the
Company believes that its cash position is sufficient to
maintain this credible threat while returning money to
shareholders and continuing to invest in the business.

7. Customer concentration. Two of MOSAID’s
customers contributed roughly 65% of consolidated
revenues in fiscal 2005. Both of these customers are
licensees of MOSAID’s patent portfolio, as well as
buyers of its test equipment.

8. Technology risk. It is the nature of the Company’s
offerings that there is a risk of obsolescence, or of product
developments being inappropriately targeted to markets
that fail to materialize as forecasted. The Company relies
on the expertise of its employees, its customer relation-
ships and a significant commitment to R&D to address
these risks.

Other MD&A Requirements
Additional information relating to the Company, including
its Annual Information Form, are filed with SEDAR 
(available for review at www.sedar.com).
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To the Shareholders of
MOSAID Technologies
Incorporated

We have audited the consolidated
balance sheets of Mosaid
Technologies Incorporated as at April
30, 2005 and April 23, 2004 and
the consolidated statements of opera-
tions and retained earnings and cash
flows for the 53-week period ended
April 30, 2005 and the year ended
April 23, 2004. These financial
statements are the responsibility of
the Company's management. Our
responsibility is to express an opinion
on these financial statements based
on our audits.

We conducted our audits in
accordance with Canadian 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 consoli-
dated financial statements present
fairly, in all material respects, the
financial position of the Company as
at April 30, 2005 and April 23, 2004
and the results of its operations and
its cash flows for the periods then
ended in accordance with Canadian
generally accepted accounting
principles.

Chartered Accountants
Ottawa, Ontario
June 3, 2005

Auditors’ Report

MOSAID TECHNOLOGIES INCORPORATED
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Management of MOSAID
Technologies Incorporated is
responsible for the integrity of the
accompanying Consolidated
Financial Statements and all other
information in this Annual Report.
The financial statements have been
prepared by management in
accordance with accounting
principles generally accepted in
Canada. Their preparation necessar-
ily involves the use of estimates and
careful judgement, particularly in
those circumstances where transac-
tions affecting a current period
depend on future events. All
financial information in the Annual
Report is consistent with the
Consolidated Financial Statements. 

To discharge its responsibilities
for financial reporting and safeguard-
ing of assets, management believes
that it has established appropriate
systems of internal accounting
control that provide reasonable
assurance that the financial records
are reliable and for a proper basis for
the timely and accurate preparation
of financial statements. Consistent
with the concept of reasonable

assurance, the Company recognizes
that the relative cost of maintaining
these controls should not exceed
their expected benefits. Management
further ensures the quality of
the financial records through careful
selection and training of personnel,
and the adoption and communica-
tion of financial and other relevant
policies. 

The Board of Directors discharges
its responsibilities for the financial
statements primarily through the
activities of its Audit Committee,
which is composed entirely of
directors who are not employees of
the Company. This committee meets
quarterly with management, and
annually with independent auditors,
to review performance and to discuss
audit, internal control, accounting
policy and financial reporting
matters. The Consolidated Financial
Statements were reviewed by the
Audit Committee and approved by
the Board of Directors. 

The financial statements have
been audited by Deloitte & Touche
LLP, who were appointed by the
shareholders at the Annual General
Meeting. Their report is presented
herein.

George J.J. Cwynar
President and Chief Executive Officer

Richard D. Boadway
Executive Vice President and 
Chief Financial Officer

June 23, 2005

Management’s Responsibility 
for Consolidated Financial Statements

MOSAID TECHNOLOGIES INCORPORATED
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MOSAID TECHNOLOGIES INCORPORATED (Subject to the Canadian Business Corporations Act)

Consolidated Balance Sheets
(In thousands)

As at (Note 1) April 30, 2005 April 23, 2004)
(restated Note 1)

Current Assets
Cash and cash equivalents $   7,083 $ 9,021)
Marketable securities (Note 2) 58,781 29,140)
Accounts receivable 5,636 6,241)
Income taxes receivable 455 –)
Inventories (Note 3) 2,203 3,201)
Prepaid expenses 518 292)
Future income taxes recoverable (Note 12) 8,228 –)

82,904 47,895)

Capital Assets (Note 4) 9,418 9,108)
Long-Term Investment (Note 5) – 670)
Future Income Taxes (Note 12) 31,885 12,025)

$124,207 $69,698)

Current Liabilities
Accounts payable and accrued liabilities $  5,304 $ 7,466)
Deferred revenue 1,405 1,265)
Mortgage payable (Note 6) 225 207)
Other current liabilities (Note 16) 343 221)

7,277 9,159)

Mortgage Payable (Note 6) 4,590 4,815)
11,867 13,974)

Contingency (Note 18)

Shareholders’ Equity
Share capital (Note 7) 102,820 84,556)
Contributed surplus (Note 8) 1,357 590)
Retained earning (deficit) 8,163 (29,422)

112,340 55,724)
$124,207 $69,698)

See accompanying Notes to the Consolidated Financial Statements.
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Thomas I. Csathy
Chairman

John B. Millard
Director
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Consolidated Statements of Operations and Retained Earnings
(In thousands, except per share amounts)

Year ended April 30, 2005) April 23, 2004)

(restated Note 1)

Revenues $ 49,743) $ 28,417)

Expenses
Labour and materials 7,335) 5,935)
Research and development (Note 9) 7,640) 5,576)
Selling and marketing 15,619) 12,744)
General and administration 5,203) 4,715)
Restructuring (Note 10) –) (288)

35,797) 28,682

Income (loss) from operations 13,946) (265)
Net interest income (Note 11) 698) 565)
Write-down of long-term investment (Note 5) (670) (580)
Loss on disposal of long-term investment (Note 5) –) (157)

Income (loss) before income tax expense and discontinued operations 13,974) (437)
Income tax (recovery) expense (Note 12) (23,154) 798)

Income (loss) before discontinued operations 37,128) (1,235)
Discontinued operations (net of tax) (Note 13) 457) (7,672)

Net income (loss) 37,585) (8,907)
Deficit, beginning of year (29,422) (20,515)

Retained earnings (deficit), end of year $ 8,163) $(29,422)

Earnings (loss) per share (Note 14)
Basic – income (loss) before discontinued operations $     3.43) $  (0.12)
Diluted – income (loss) before discontinued operations $     3.35) $  (0.12)

Basic – net income (loss) $     3.47) $  (0.86) 
Diluted – net income (loss) $     3.39) $  (0.86)

Weighted average number of shares
Basic 10,825,765) 10,300,763)
Diluted 11,079,478) 10,300,763)

See accompanying Notes to the Consolidated Financial Statements.
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Consolidated Statements of Cash Flows
(In thousands)

Year ended April 30, 2005) April 23, 2004)

(restated Note 1)

Operating
Income (loss) before discontinued operations $ 37,128) $ (1,235)
Items not affecting cash

Amortization 1,890) 2,972)
Stock-based compensation 801) 326)
Loss on disposal of capital assets –) 7)
Future income taxes (27,663) 683)
Write-down of long-term investment 670) 580)
Loss on disposal of long-term investment –) 162)
Non-cash restructuring –) (744)

12,826) 2,751)

Change in non-cash working capital items from continuing operations (Note 15) (274) 297)
12,552) 3,048)

Investing
Acquisition of capital assets – net – continuing operations (2,200) (459)
Acquisition of short-term marketable securities (76,334) (42,168)
Proceeds on maturity/disposal of short-term marketable securities 46,693) 51,195)
Proceeds on disposal of long-term investment –) 620)

(31,841) 9,188)

Financing
Repayment of mortgage (207) (191)
Repurchase of shares (232) (267)
Issue of common shares 18,037) 498)

17,598) 40)

Cash (outflow) inflow from continuing operations (1,691) 12,276)
Cash outflow from discontinued operations (Note 13) (247) (7,399)

Net cash (outflow) inflow (1,938) 4,877)
Cash and cash equivalents, beginning of year 9,021) 4,144)
Cash and cash equivalents, end of year $ 7,083) $ 9,021)

See accompanying Notes to the Consolidated Financial Statements.
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1. Accounting Policies
The consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting principles
and include the following significant accounting policies:

Year-end
Effective for its fiscal 2005 year, the Company changed its year-end date from a floating year end date, based upon an exact
52 week year, to a static date of April 30th. As a result of the change, the current year is 53 weeks and 1 day in duration.

In conjunction with changing its year-end date, effective fiscal 2006, the Company has altered its interim reporting dates from
floating dates based upon 13 week quarters to static dates of July 31, October 31 and January 31.

Consolidation
These consolidated financial statements include the accounts of MOSAID Technologies Incorporated and its wholly owned
subsidiaries. Significant intercompany accounts and transactions have been eliminated.

New accounting pronouncements

Hedging Relationships

Effective April 24, 2004, the Company adopted CICA Handbook Accounting Guideline 13, Hedging Relationships. The guideline
provides additional documentation and designation requirements for hedge accounting and requires regular, periodic assessments
of effectiveness. The guideline does not change the method of accounting for derivative instruments in hedging relationships if
documentation and designation requirements are met. All outstanding hedges that previously qualified for hedge accounting
continue to qualify for hedge accounting under this guideline.

Stock-based compensation and other stock-based payments

Effective April 24, 2004, the Company adopted the fair value provisions in CICA Handbook Section 3870, Stock-based compensa-
tion and other stock-based payments, on a retroactive basis, for options granted after April 26, 2002. The recommendation requires
the use of a fair value method for all awards to both employees and non-employees. Using the Black-Scholes option pricing model
and amortizing the fair value on a straight-line basis over the vesting period, the Company has recorded the following:

• increase in deficit, end of year fiscal 2003 by $156,000;

• increase in compensation expense during fiscal 2004 by $326,000, allocated as follows: 

Labour and materials $ 24,000

Research and development $ 73,000

Selling and marketing $ 78,000

General and administration $144,000

Discontinued operations $   7,000

Accordingly, the fiscal year 2004 figures have been restated to reflect these changes.
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Cash and cash equivalents
Cash and cash equivalents includes all readily tradable instruments such as bonds, debentures and discount notes with an original
maturity of three months or less.

Marketable securities
Marketable securities include readily tradable instruments such as bonds, debentures and discount notes with original maturities in
excess of three months and are carried at the lower of cost and market value.

Inventories
Inventories are valued at the lower of cost and replacement cost. Cost is determined using the average cost method.

Capital assets
Capital assets are recorded at cost. Amortization is provided over the estimated useful lives of the assets as follows:

Building 25 years straight-line
Equipment 2.5-6.0 years straight-line
Leasehold improvements Straight-line over the term of the lease
Furniture and fixtures 20% declining balance

Capital assets are assessed for impairment when events or circumstances indicate that their carrying value may not be recovered.
An impairment loss is recorded if the asset’s net recoverable amount (based on estimates of undiscounted cash flows) is less than its
carrying value.

Long-term investments
Investments in other companies when the Company exercises significant influence but does not own a controlling interest are
accounted for using the equity method. When the Company does not exercise significant influence, the investments are carried at
cost. Where there has been a decline in value of a long-term investment that is other than a temporary decline, the investment is
written down to estimated net realizable value.

Research and development
Research costs are expensed as incurred. Development costs are deferred once technical feasibility has been established and all
criteria for deferral under generally accepted accounting principles are met. Such costs are amortized commencing when the
product is released, over the expected life of the product. To date, no development costs have met the criteria for deferral.

Government assistance and investment tax credits
Government assistance and investment tax credits are recorded as a reduction of the related expense or cost of the asset acquired.
The benefits are recognized when the Company has complied with the terms and conditions of the approved grant program or
applicable tax legislation.

Revenue recognition and warranties
Revenue from fixed payments associated with long-term license agreements is recognized as payments become due from the
customer. Provisions for price protection are recorded as a reduction of revenue when lower prices are subsequently granted for
comparable license terms. Royalty revenue from long-term license agreements, which is typically based upon sale of product by
the licensee, is recognized upon notification of the sale by the licensee.

Revenue from product sales is generally recognized on shipment provided that all significant contractual obligations have been
satisfied and collection is reasonably assured. Arrangements that include multiple elements are unbundled and each element is
recognized as revenue separately based upon that element’s separate fair value. The Company does not provide any rights of return
or refund provisions in regards to product sales. A provision for potential warranty claims against shipments is provided for at the
time of sale, based on warranty terms and prior claims experience.

Service revenue is recognized when the service is performed, or, in the case of maintenance contracts, is recognized on a straight-
line basis over the term of the contract.
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Revenue from design contracts, including monetary contributions from lead customers and others for the development of chips,
is recognized on a percentage of completion basis.

Deferred revenue arises as a result of cash received in advance of services being provided for services, maintenance and
customer support.

Foreign currency translation
The accounts of foreign subsidiaries, which are considered to be fully integrated subsidiaries, and accounts in foreign currencies
have been translated into Canadian dollars using the temporal method of foreign currency translation. Under this method, mone-
tary items are translated at the rate of exchange in effect at the balance sheet date. Non-monetary items are translated at historical
exchange rates. Revenues and expenses are translated at rates in effect during the year except for amortization, which is translated
at the same rate as the assets to which it relates. 

The Company uses derivative financial instruments to hedge against foreign exchange rate risks arising from payments in the
future, denominated in foreign currencies. The Company does not use derivative financial instruments for speculative or trading
purposes. The Company documents all relationships between derivatives and the items they hedge, and the risk management
objective and strategy for using various hedges. This process includes linking every derivative to a specific asset or liability on the
balance sheet, or to a specific firm commitment or to an anticipated transaction. The hedge is designated as fair value or cashflow
as appropriate.

The effectiveness of the derivative in managing risk is assessed when the hedge is put in place and on an ongoing basis.
Hedge accounting is terminated when a hedge is no longer effective.

When accounting for derivatives, the Company follows these policies:

• The fair value of derivative instruments eligible for hedge accounting is not recognized on the balance sheet.

• Gains of losses on those instruments are recognized in earnings in the same period as the anticipated hedged transaction.

• If the hedging instrument is sold, terminated, or ceases to be effective prior to maturity, any gains and losses that had been
previously deferred are carried forward to be recognized in earnings in the same period as the hedged item.

Income taxes
The Company follows the asset and liability method for accounting for income taxes. Under the asset and liability method, the
change in the future income tax asset and liability is to be included in income. Future tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which temporary differences are expected to be recovered or
settled. The Company recognizes future income tax assets to the extent that they are more likely than not to be utilized.

Stock-based compensation plans
The Company has stock-based compensation plans as described in Note 7. Effective April 24, 2004, the Company adopted the
fair value provisions of the CICA Handbook Section 3870 as disclosed above.

Employee share purchase plan
The Company has an Employee Share Purchase Plan (“ESPP”) as described in Note 7 to these financial statements.
Funds received over the six-month period are credited to share capital when received by the Company.
Shares are considered to be issued by the Company at the end of the six-month period. The Company recognizes
compensation expense for the ESPP shares in accordance with CICA 3870.

Use of accounting estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires the Company’s
management to make estimates that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities as at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
periods presented, such as percentage complete on revenue contracts, capital asset impairment charges, amortization, allowance
for doubtful accounts, warranty costs and accruals, inventory provisions, future income taxes and contingencies. Actual results
could differ from those estimates made by management.
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2. Marketable Securities
Marketable securities comprise the following:

2005 2004
Bonds and debentures $ 43,862 $ 20,585
Discount notes 14,919 8,555

$ 58,781 $ 29,140

Carrying values of bonds and debentures and discount notes include accrued interest and approximate market value. Investment
in bonds and debentures and discount notes represent holdings in corporate and government short-term marketable securities as
at April 30, 2005; all but one, having a value of $3,549,000, have a maturity date of one year or less.

3. Inventories
Inventories comprise the following:

2005 2004
Raw materials $ 1,389 $ 1,564
Work in process 724 1,311
Finished goods 90 326

$ 2,203 $ 3,201

4. Capital Assets
Accumulated Net Book Value

Cost Amortization 2005 2004
Land $    961 $       – $  961 $  961
Building 6,982 2,027 4,955 5,225
Equipment 38,508 35,193 3,315 2,694
Furniture and fixtures 2,231 2,044 187 228

$ 48,682 $ 39,264 $ 9,418 $ 9,108

Investment tax credits of $5,000 for the year-ended April 30, 2005 (2004 – $nil) were recorded as reductions of the cost of capital
assets used in research and development.

5. Long-Term Investments
Long-term investments represent the Company’s net equity position for those investments in which the Company does not have a
controlling interest. Such investments are accounted for using either the cost method or the equity method in accordance with
generally accepted accounting principles. Portfolio investments, which are accounted for using the cost method, at year-end were
as follows:
Net Investment 2005 2004
Investment in Acuid Corporation Ltd. (i) $ – $ 670

$ – $ 670

(i) Common shares.

During fiscal 2005 the Company recorded a $670,000 write-down in the value of its portfolio investment in Acuid Corporation
Ltd. (“Acuid”). The write-down reflects the Company’s assessment that an “other than temporary” decline in the carrying value of
the investment has occurred as a result of the continued significant decline in the financial condition of Acuid.

During fiscal 2004 the Company sold all of its investment in Chrysalis-ITS Corporation for cash proceeds of $620,000. All
amounts due to the Company that had been held in escrow at April 23, 2004 were collected by April 30, 2005.

During fiscal 2004 the Company recorded a $580,000 write-down in the value of its portfolio investment in Acuid Corporation
Ltd. (“Acuid”). The write-down reflects the Company’s assessment that an “other than temporary” decline in the carrying value of
the investment has occurred as a result of the continued significant decline in both the industry and economic environments.
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6. Mortgage Payable
2005 2004

The mortgage bears 8.24% interest per annum, 
due 2008 and is secured by an office and manufacturing facility $ 4,815 $ 5,022
less: amounts due within 1 year 225 207
Long-term portion $ 4,590 $ 4,815

Future payments against the principal amount of the obligation are as follows:
FY 2006 $  225
FY 2007 244
FY 2008 4,346

$ 4,815

7. Share Capital
Authorized
Unlimited number of common shares.

Common Shares)
Issued Number) Amount)
Outstanding April 25, 2003 10,235,804) $  84,268)
Exercise of employees’ options 62,559) 340)
Employee stock purchase plan 36,298) 158)
Purchases under normal course issuer bid (25,700) (210)

Outstanding April 23, 2004 10,308,961) 84,556)
Exercise of employees’ options 378,438) 4,178)
Employee stock purchase plan 16,905) 176)
Share issuance 800,000) 13,683)
Income tax benefit related to share issuance costs –) 425)
Purchases under normal course issuer bid (24,200) (198)
Outstanding April 30, 2005 11,480,104) $102,820)

During the third quarter of fiscal 2005, the Company issued 800,000 common shares for cash proceeds at a subscription price of
$17.50 per share. Share issue costs related to the offering were approximately $317,000, including commission expense of
$280,000.

During the third quarter of fiscal 2004, the Company began a normal course issuer bid, as approved by the Toronto Stock
Exchange. Under the terms of the normal course issuer bid, the Company had the right to purchase up to a maximum of 200,000
common shares (representing 1.94% of the issued and outstanding common shares of the Company as at December 19, 2003).
During fiscal 2005, the Company repurchased 24,200 common shares (2004 – 25,700) in accordance with the normal course
issuer bid for a total cost of $232,000 (2004 – $267,000). Of this amount paid, $34,000 was charged to contributed surplus as a
premium (2004 – $57,000 was charged to contributed surplus as a premium) on redemption of common shares, with the balance
charged to share capital. All repurchased shares were cancelled.

Employee Stock Purchase Plan
Effective December 22, 1998, the Company instituted an Employee Stock Purchase Plan program (“ESPP”) whereby employees
may elect to designate up to 5% of their annual salary to purchase shares of the Company at a 10% discount from the fair market
value. The purchase price is deducted over a six month period via payroll deduction. The shares are not considered to be issued by
the Company until the end of the six month period. During fiscal 2005, 16,905 (2004 – 36,298) common shares were issued as
part of the ESPP. As at April 30, 2005 $99,000 (2004 – $80,000) was committed under the ESPP but the shares were unissued.
This amount is presented as part of cash and cash equivalents on the Consolidated Balance Sheet.

MOSAID TECHNOLOGIES INCORPORATED



38

Employee Stock Option Plans
Upon becoming a public company, MOSAID established an Employee and Director Stock Option Plan (the “Plan”). Under the
Plan, the Company may grant up to 1,045,593 options, of which 684,292 are outstanding at April 30, 2005. The exercise price is
to be fixed by the Compensation Committee but shall not be lower than the market price at the date of grant. Options granted
under the plan expire within a period of six years of granting, with vesting periods determined by the Compensation Committee.
A summary of the status of the Company’s fixed stock option plans as of April 30, 2005 and April 23, 2004 and changes during
the years ending on those dates is presented below:

2005) 2004

Weighted Average Weighted Average
Number of Options Exercise Price Number of Options Exercise Price

Outstanding at start of the year 1,022,455) $ 11.57 1,238,733) $ 12.46
Granted 94,750) $ 14.95 302,741) $ 10.55
Exercised (378,438) $ 11.04 (62,559) $   5.44
Forfeited (54,475) $ 12.19 (456,460) $ 14.15
Outstanding at end of year 684,292) $ 12.27 1,022,455) $ 11.57
Options exercisable at year-end 346,770) $ 13.07 605,634) $ 12.45

FY05
Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted

Remaining Average Average
Range of Number Contractual Exercisable Number Exercisable
Exercise Prices Outstanding Life (Years) Price Exercisable Price
$ 5.60 – $ 5.60 30,067 3.47 $   5.60 14,595 $   5.60
$ 10.10 – $ 13.70 468,775 3.91 $ 10.60 200,725 $ 11.05
$ 16.14 – $ 17.00 176,450 2.06 $ 16.77 131,450 $ 16.99
$ 30.49 – $ 31.97 9,000 5.69 $ 30.65 – –
$ 5.60 – $ 31.97 684,292 3.44 $ 12.27 346,770 $ 13.07

FY04
Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted

Remaining Average Average
Range of Number Contractual Exercisable Number Exercisable
Exercise Prices Outstanding Life (Years) Price Exercisable Price
$ 3.90 – $ 5.95 114,195 1.55 $   4.42 90,986 $   4.12
$ 6.06 – $ 6.06 1,500 4.44 $   6.06 375 $ 6.06
$ 10.25 – $ 13.90 664,044 3.96 $ 10.85 272,907 $ 11.27
$ 16.35 – $ 24.35 242,716 1.84 $ 16.94 241,366 $ 16.94
$ 3.90 – $ 24.35 1,022,455 3.19 $ 11.57 605,634 $ 12.45

8. Stock-based Compensation
The Company has an Employee Stock Purchase Plan program whereby employees may elect to designate up to 5% of their
annual salary to purchase shares of the Company. The shares are purchased at a 10% discount from the lower of the fair market
value at the beginning of the plan and the end of the plan. The purchase price is deducted over a six month period via payroll
deductions.

Also, the Company has an Employee and Director Stock Option Plan. The exercise price is no lower than the market price on the
date of grant. Options granted under the Plan expire within a period of six years of granting, with vesting periods determined by
the Compensation Committee. The range of vesting periods at the time of grant for the remaining options at April 30, 2005 was
0–4 years. 
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As disclosed in Note 1, the fair value of employee stock options granted after April 26, 2002 is recognized as compensation cost.
During the year ended April 30, 2005, $801,000 (2004 – $326,000) was credited to Contributed Surplus as a result of the
compensation expense.

The weighted average fair value of options granted during the year was calculated as follows using the Black-Scholes option
pricing with the following assumptions:

2005 2004)
Risk free interest rate 4.1% 3.8%)
Expected life in years 4.6 4.6)
Expected dividend yield – –)
Volatility 91.06% 97.11%)

The weighted average fair value per option grants during the year ended April 30, 2005 is $11.14 (2004 – $7.90).

9. Research and Development
Investment tax credits were applied to reduce current research and development expenses in the statements of operations and
retained earnings as summarized below.

2005) 2004)
(restated Note 1) 

Total current research and development $ 7,867) $ 5,576)
Less: Investment tax credits 227) –)
Net research and development $ 7,640) $ 5,576)

As part of a Research and Development Contribution Agreement with the Government of Canada, the Government contributed
$6.2 million, during fiscal years 1999–2001, towards research and development work. The terms of the Agreement require the
Company to pay royalties to the government based upon the revenues of the resulting products, for a period extending no later
than March 31, 2011. During the year ended April 30, 2005, the Company recorded repayments in the amount of $71,000
(2004 – $236,000). To date, the Company has recorded repayments in the amount of $1,307,000.

10. Restructuring
During fiscal 2005, there were no additions or reductions to the provision.

During fiscal 2004, the Company reviewed the remaining balance of the provision and determined that an amount of $288,000
should be reversed through the income statement as a restructuring reversal.

2005) 2004)
(restated Note 1) 

Severance and related payments $ –) $ (209)
Write-down of capital assets and contract settlement costs 
related to cancellation of products under development –) 21)
Other related costs –) (100)

$ –) $ (288)

At year-end, the remaining unpaid balance of the provision was $nil (2004 – $120,000), of which $nil (2004 – $120,000) is
scheduled to be paid next year.

11. Net Interest Income
2005 2004)

Interest income $ 1,097 $ 980)
Interest expense 399 415)

$    698 $ 565)

MOSAID TECHNOLOGIES INCORPORATED



40

12. Income Taxes
The following are components of the provision for income taxes for the fiscal years ended:

April 30, 2005) April 23, 2004)
Current $    568) $ 817)
Future (23,722) (19)

$(23,154) $ 798)

The provision for income taxes reported differs from the amount computed by applying the Canadian statutory rate to income
before taxes for the following reasons:

2005) 2004)
(restated Note 1) 

Income (loss) before income tax expense $ 14,431) $ (8,109)

Combined basic Canadian Federal and Provincial
income tax at 36.12% (2004 – 36.45%) $ 5,212) $ (2,956)

Increase (decrease) resulting from:
Manufacturing credit (243) 236)
Tax rate differential on foreign income 9) 12)
Unrecorded tax loss carryforwards (126) 2,550)
Decrease in future income tax valuation allowance (28,773) –)
Permanent difference 298) 1,086)
Other 469) (130)

$(23,154) $    798)

Future income taxes consist of the following temporary differences:
2005) 2004)

Investment tax credits $ 11,246) $ 4,419)
Reserves deductible in future periods 617) 269)
Unclaimed research and development expenses 19,099) 6,080)
Loss carryforwards to reduce future taxable income 6,996) 912)
Difference between tax and book value of capital assets 2,155) 345)

$ 40,113) $ 12,025)

13. Discontinued Operations
During fiscal 2004, the Company announced the closure of its fabless semiconductor operation and the creation of a
Semiconductor Intellectual Property (SIP) group in its Intellectual Property Division. Accordingly, the results of operations of
the Semiconductor Division have been segregated in the accompanying consolidated financial statements. The results of
discontinued operations are as follows:

2005) 2004)
(restated Note 1)

Revenues $ 42) $      48)
Expenses

Labour and materials –) 11)
Research and development (268) 3,203)
Selling and marketing –) 445)
Restructuring (147) 4,061)

(415) 7,720)
Discontinued operations (net of tax) $ 457) $(7,672)

In fiscal 2004, the restructuring charge represents severance and other related payments to terminated employees, the write-down
of inventory and capital assets and other related costs.

At year-end, the remaining unpaid balance of the provision was $95,000 (2004 – $799,000), of which $95,000 (2004 –
$419,000) is scheduled to be paid next year. This balance is included with accrued liabilities.
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The cash outflow from discontinued operations is comprised of:
2005) 2004)

(restated Note 1)
Net income (loss) from discontinued operations $ 457) $ (7,672)

Add:
Amortization –) 3,010)
Change in non-cash working capital items (704) (2,263)

Deduct:
Acquisition of capital assets – net –) (474)

Cash outflow from discontinued operations $ (247) $ (7,399)

14. Earnings (Loss) Per Share
The following is a reconciliation of the numerator and denominator of the basic and diluted per share computations.

2005) 2004)
(restated Note 1)

Income (loss) before discontinued operations $37,128) $ (1,235)
Discontinued operations 457) (7,672)
Net income (loss) $37,585) $ (8,907)

Weighted average number of common shares outstanding 10,825,765) 10,300,763)
Effect of dilutive stock options1 253,713) –)
Weighted average number of common shares outstanding – diluted 11,079,478) 10,300,763)

Basic – income (loss) before discontinued operations $  3.43) $   (0.12)
Diluted – income (loss) before discontinued operations $  3.35) $   (0.12)
Basic net income (loss) per common share $  3.47) $   (0.86)
Diluted net income (loss) per common share $  3.39) $   (0.86)

1For FY2005, excludes the effect of 9,000 options as the exercise price exceeded the average fair market value of the common
stock during the period and hence are anti-dilutive. For FY2004, excludes the effect of 1,058,753 options and unissued ESPP
shares as they are anti-dilutive due to the loss.

The effect of the restatement of certain fiscal 2004 numbers (Note 1) was to increase the basic and diluted net loss per common
share before discontinued operations from $0.09 to $0.12 and to increase the basic and diluted net loss per common share from
$0.83 to $0.86.

15. Changes in Non-Cash Working Capital Items – Continuing Operations
2005) 2004)

(restated Note 1)
Decrease (increase) in current assets

Accounts receivable $  605) $ 1,394)
Income taxes receivable (455) –)
Inventories 998) 316)
Prepaid expenses (226) 83)

922) 1,793)
Increase (decrease) in current liabilities

Accounts payable and accrued liabilities (1,458) (2,323)
Deferred revenue 140) 606)
Other current liabilities 122) 221)

$ (274) $  297)

Other supplementary disclosures 2005) 2004)
Interest and income taxes paid

Interest paid $ 399) $  415)
Taxes paid $ 4,276) $  817)

MOSAID TECHNOLOGIES INCORPORATED



MOSAID TECHNOLOGIES INCORPORATED

42

16. Financial Instruments
The Company uses financial instruments, principally forward exchange contracts, in its management of foreign currency
exposures. These contracts primarily require the Company to purchase and sell certain foreign currencies in exchange for
Canadian dollars at contractual rates.

At year-end, the Company had committed to sell by February, 2006 to various financial institutions US$27,400,000 in exchange
for Canadian dollars at an average rate of 1.210. The Company has recognized a loss of $343,000 (2004 – $221,000) where
the anticipated transaction has occurred but the foreign currency forward contract hedging the transaction has not yet expired.
The unrecognized foreign exchange loss based on market forward rates as at April 30, 2005 was $881,000 (2004 – $6,000).
During the year, the Company recorded a foreign exchange gain of $47,000 (2004 – foreign exchange gain of $306,000)
related to unhedged items.

Canadian chartered banks are counterparties to the Company’s forward exchange contracts. It is Company practice to monitor
the financial standing of the counterparties and limit the amount of exposure to any one institution. The Company may be
exposed to a credit loss in the event of non-performance by the counterparties to these contracts, but does not anticipate such
non-performance.

The recorded amounts of current assets and current liabilities, except as noted below, approximate fair value due to their relatively
short maturity period. The fair value of the mortgage, short-term and long-term portions, estimated by discounting future
cashflows at current market rates for debts of a similar nature is $5.1 million.

With respect to accounts receivable, credit risk is limited through the use of export insurance and letters of credit.

17. Business Segment Information
Based upon the Company’s internal reporting structure, the following operating segments have been assigned:

Intellectual Property (IP): A developer and licensor of memory intellectual property.

Systems: A supplier of engineering memory test and analysis systems to memory manufacturers, foundries and fabless chip
companies.

The significant accounting policies of the above segments are the same as those described in Note 1. Inter-segment sales are
recorded at cost. General and administrative costs are allocated to the operating segments based upon estimates of usage. The
Company has not included interest revenue, foreign exchange gains or losses, bad debts, gains or losses on long-term assets or
income tax expense in the determination of operating segment profit.

FY05
Before)

Systems Unallocated) Discontinued) Discontinued
IP Division) Division Amounts) Operations) Operations Totals)

Revenues $ 26,858) $ 22,885 $       –) $ 49,743) $     42) $ 49,785)
Segment profit (loss) $ 10,008) $ 3,880 $ 23,240) $ 37,128) $     457) $ 37,585)
Segment capital assets $     440) $ 1,751 $ 7,227) $ 9,418) $       –) $ 9,418)
Expenditures on segment assets $     535) $ 1,583 $      82) $ 2,200) $       –) $ 2,200)
Amortization and write-down of 

capital assets $     333) $    906 $    651) $ 1,890) $       –) $ 1,890)

FY04
Revenues $ 12,084 $ 16,333 $          –) $ 28,417) $       48) $ 28,465)
Segment profit (loss)1 $ (1,132) $      560 $ (663) $ (1,235) $ (7,672) $ (8,907)
Segment capital assets $    238) $ 1,075 $ 7,795) $ 9,108) $ –) $   9,108)
Expenditures on segment assets $        7) $      373 $      79) $    459) $     474) $    933)
Amortization and write-down of 

capital assets $    276) $ 1,247 $    687) $ 2,210) $ 3,010) $   5,220)
1Restated – See Note 1.
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Revenues are attributed to countries based upon the location of the customer.

FY05 Revenue from Operations Capital Assets
Japan $ 3,111 $     –
Korea 32,330 –
USA 4,774 298
Taiwan 5,226 –
Canada 58 9,120
Europe 2,973 –
Other 1,271 –

$49,743 $9,418

FY04
Japan $11,098 $      –
Korea 6,557 –
USA 1,416 186
Taiwan 6,925 –
Canada – 8,922
Europe 2,004
Other 417 –

$28,417 $ 9,108

In fiscal year 2005, revenue from two of the Company’s customers amounted to more than 10% of consolidated revenue from
operations. Revenue from one customer was 48.9%, revenue from the other was 16.1%. 

In fiscal year 2004, revenue from three of the Company’s customers amounted to more than 10% of consolidated revenue from
operations. Revenue from one customer was 31.3%, revenue from another was 11.9% and revenue from the other was 11.0%.

18. Contingency
As at April 30, 2005, the Company had outstanding letters of guarantee totaling $193,000 (2004 – $163,000).

The Company enters into standard design and license agreements in the ordinary course of business. Although the Company does
not indemnify most of its customers, there are times when an indemnification is a necessary means of doing business.
Indemnifications cover customers for losses suffered or incurred by them as a result of any patent infringement claim by any third
party with respect to the Company’s products or services. The maximum amount of indemnification the Company could be
required to make under these agreements is generally limited to a portion of any license fees received or royalty payments yet to be
received by the Company. The Company estimates the fair value of its indemnification obligation as insignificant, based upon its
history of litigation concerning product and patent infringement claims. Accordingly, the Company has no liabilities recorded for
indemnification under these agreements as of April 30, 2005 or April 23, 2004.

The Company enters into patent licensing agreements in the ordinary course of business. Although the Company does not
provide price protection to most of its customers, there are times when it is a necessary means of doing business. Price protection
may be offered to earlier licensees in order to ensure that they enjoy more favoured pricing relative to later licensees for compara-
ble license terms. Such protections are not retroactive. The Company estimates the fair value of this obligation as $nil 
(2004 – $nil) based upon the licenses executed to date.

19. Future Changes to Accounting Pronouncements
As at April 30, 2005 there were no known future changes to accounting pronouncements which, during fiscal 2006, would
impact the Company. 

20. Comparative Amounts
Certain of the comparative amounts have been reclassified to conform to the presentation adopted in the current year.
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Financial Highlights
(In thousands, except per share amounts)

April 30, 2005 April 23, 2004*

Revenues $ 49,743 $ 28,417)
Income (loss) from operations $ 13,946 $ (265))
Income (loss) before discontinued operations $ 37,128 $ (1,235))
Net income (loss) $ 37,585 $ (8,907))

Earnings (loss) per share
Basic – before discontinued operations $ 3.43 $ (0.12))
Diluted – before discontinued operations $ 3.35 $ (0.12))
Basic – net earnings (loss) $ 3.47 $ (0.86))
Diluted – net earnings (loss) $ 3.39 $ (0.86))

Weighted average number of shares
Basic 10,825,765 10,300,763)
Diluted 11,079,478 10,300,763)

Year Ended April 30, 2005 April 23, 2005)
Working capital $ 75,627 $ 38,736)
Revenue per employee from continuing operations $ 690 $ 425)
Shareholders’ equity $112,340 $ 55,724)

*Restated — See Note 1 of Notes to Consolidated Financial Statements

Intellectual Property

Systems

54%

46%

REVENUES BY COUNTRY (Fiscal 2005)

REVENUES BY DIVISION (Fiscal 2005)

 *From continuing operations
**Restated — See Note 1 of Notes to Consolidated Financial Statements
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Director
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Director
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Executive Vice President 
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Director

Dr. John B. Millard 1,2,3

President, Millard Enterprises
Director

Donnie M. Moore 1,2,3

Consultant
Director

Deborah L. Weinstein
Partner, LaBarge Weinstein
Director

G. Glenn Evans
Senior Vice President,
General Manager, Systems Division

Peter B. Gillingham
Vice President, General Manager,
Intellectual Property Division

James D. Skippen
Senior Vice President, Patent Licensing
and General Counsel

MOSAID Technologies Incorporated
11 Hines Road
Kanata, Ontario
Canada 
K2K 2X1
Tel: 613-599-9539
Fax: 613-591-8148

MOSAID Systems Incorporated 
3375 Scott Boulevard
Suite 206
Santa Clara, California
95054 U.S.A.
Tel: 408-727-7199
Fax: 408-727-0479

MOSAID Systems Incorporated
KS Bldg, 6F
1-16-8 Shinkawa
Chuo ku, Tokyo 
104-0033 Japan
Tel: 011-81-3-3537-1388
Fax: 011-81-3-3537-1389

MOSAID Technologies (U.K.) Limited
18 Belmont Ave.
Melton Park
Gosforth
Newcastle Upon Tyne,
NE3 5QD U.K.
Tel: 011-44-191-236-5204
Fax: 011-44-191-236-5204

Auditors

Deloitte & Touche LLP
100 Queen Street
Suite 800
Ottawa, Ontario
K1P 5T8

Legal Counsel
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Suite 800
Kanata, Ontario
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Jones Day
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Royal Bank of Canada
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Investor Relations

Persons interested in receiving finan-
cial information on the Company
should direct inquiries to:

MOSAID Investor Relations
11 Hines Road
Kanata, Ontario
K2K 2X1
Email: ir@mosaid.com

MOSAID Technologies Incorporated is listed on the Toronto Stock Exchange. The trading symbol is MSD.

The Annual Meeting of Shareholders will be held Friday, September 16, 2005 at 10:30 a.m. at MOSAID headquarters:
11 Hines Road, Kanata, Ontario, K2K 2X1. All shareholders and others interested in the Company are invited to attend.

© 2005 MOSAID Technologies Incorporated

MOSAID is a registered trademark of MOSAID Technologies Incorporated. All marks mentioned herein are recognized as being
held by their respective companies.
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