IPICO INC.
MANAGEMENT'S DISCUSSION AND ANALYSIS

This Management’s Discussion and Analysis (“MD&AY) prepared by management and comments on the
consolidated operations and financial positionRICIO Inc. (“IPICO” or the “Company”) for the yeanded
December 31, 2008. It is supplemental informatiod should be read in conjunction with the constdid
financial statements, including the accompanyingsdor the years ended December 31, 2008 and 2Q07.
currency amounts in this MD&A are stated in Canadiallars, unless otherwise indicated. The coréthis
MD&A has been approved by the Board of Directorstlee recommendation of its audit committee.

Additional information including the Annual Infortian Form is available atvww.sedar.comand on the
Company’s website atww.ipico.com The date of this MD&A is April 27, 2009.

Forward Looking Statements

Except for the historical information containeddiar the discussion in this MD&A contains certaomv¥ard-
looking statements that involve risks and uncetiggn such as statements of the Company’s plapsctoles,
strategies, expectations and intentions. The wdnday”, “would”, “could”, “will", “intend”, “plan”,
“anticipate”, “believe”, “estimate”, “expect” andnsilar expressions, as they relate to the Compamits
management, are intended to identify such forwaotihg statements. Such statements reflect the Goyp
views as at the date of this MD&A with respect tibufe events and are subject to certain risks, rtainées
and assumptions.

Many factors could cause the Company's actualteqérformance or achievements to be materiaffgreint
from any future results, performance or achievemehat may be expressed or implied by such forward-
looking statements. See the “Risk Factors” seaticthis MD&A for more detailed information regardjthese
risks and uncertainties. These factors includé abel not limited to, impairment of assets, ceaséet orders,
continuing operations, accumulated deficit, undetyaof future financing, potential fluctuations thancial
results and management of operations. Should om®ie of these risks or uncertainties materiatizeshould
assumptions underlying the forward-looking statet:girove incorrect, actual results may vary mallgria
from those described herein as intended, plannetiGigated, believed, estimated or expected. Exeapt
required by law, the Company does not intend, avek dhot assume any obligation, to update theseafdrw
looking statements.

The Company

IPICO Inc. is a Radio Frequency Identification (1IRF solution supplier headquartered in Burlingt@gnada
with operations in the U.S.A., South Africa, Eurppeia and Australia. Leveraging its IP-X communiica
protocol, the Company designs, develops, manufestand markets a broad range of RFID solutions,
including smart labels, tags and readers targetgdaply at selected closed loop vertical industnarket
sectors.

IPICO Inc. (“IPICQO”, “Company”) was formed on Mar@0, 2006 by the amalgamation of AMtag ID Inc.
(“AMtag”) and Anitech Enterprises Inc. (“Anitech”)Also on March 30, 2006, AMtag completed two préva
placements for gross proceeds of $15,000,000, amchased certain assets of iPico Holdings (Pty), Ltd
including its subsidiary Centralised Authenticatioh Products (“CAP”), iPico Australasia (Pty) Ltdnd
certain intangibles from Beijing XPS. The commdiargs of IPICO Inc. trade on the TSX Venture Exgean
under the symbol “RFD".

The Company’s products are used in the optimizagbrihe management of items, people, animals and
processes within the supply and other value chdine.Company has commenced commercial productien of
majority of its products. Several of its other prots have been tested in pilot projects and aresgimmence
commercial production, while still others are ie tlevelopment and testing stage.



Generally, the Company’s RFID solution consistshoée basic components: a passive tag programrmtid wi
unique information, a reader consisting of a trahg&r with a decoder, and an antenna (or coil). The
Company’s tags use the IP-X technology, a protab®teloped by the Company. The Company's low
interference readers are intended to substantiedigform to regulatory requirements in most major
geographical regions, and application for certifma by the United States Federal Communications
Commission has been or will be made in the casen@dt products. The Company's RFID products are
designed to excel at long read-range, fast mudiitranti-collision and high thru-beam read-speddtyoamic

tag populations, as well as to allow for multi-readbllout in close proximity.

The Company’'s product lines currently consist ofefimodels of dual frequency readers (Industrial,
Application, Mobile, Registration and Access), siwdels of dual frequency tags (Sport TimekeepirapelP
Reel and Returnable Transport Item application ifipeags, as well as Credit Card and ¥2 Credit Csire
ISO cards, and CR-100 cards), five models of uiigh frequency readers (Industrial and EVI longiresnge,
Single Antenna long range, long range Mobile, Regfion and Access), and five models of ultra-high
frequency tags (Credit Card, Windscreen, Rail,téPnd Industrial). Dual frequency products areduise
challenging environments where the tags are inecweximity to radio frequency-absorbent and/olective
materials such as people, metal, animals, vegataml or fluids. Ultra-high frequency productearsed in
challenging environments where fast-moving tagsdnieebe read at long distances such as for eldctron
vehicle identification or supply chain management.

Strategy

IPICO'’s strategy is to penetrate specific applmatmarkets that have proven to be early adoptelRFD
technology. The principal markets consist of aaselt people tracking; transportation and logistieg] supply
chain management.

While IPICO’s technology continues to create whatev sets of viable and cost-justifiable applicagidi?ICO
is currently focused on five targeted service lingth closed loop applications that demonstrateftiewing
attributes:

» astrong return on investment and quantifiable fietwethe direct customer,

» aclear business case for RFID-enabled solutions,

* acompetitive advantage with IPICO’s technologies,

» strategic partners with well-established globalitimss within relevant service lines, and
* asignificant growth opportunity for IPICO by vidwf market size and demand volume.

IPICO's business model is based on the developarhtommercialization of Intellectual Property éowide

variety of closed-loop RFID applications in selecteertical markets, and for a number of selectezheni
applications (open-loop and closed-loop) where @®l&hd its strategic partners intend to beconde acto

standard. Intellectual Property is based on ‘haéllectual Property’ such as trade-marks, domames,
patents, copyright and Intellectual Property Agrests, as well as ‘soft Intellectual Property’ tiabased on
know-how, trade secrets and in-depth knowledgd@f@ompany’s own and its strategic partners’ teldgyo
processes.

IPICO has attracted a strong technical and exezt¢i@m, many with up to 15 years of experienceRIDRhat
ranges from protocol and chip design to large-s¢didD system integration projects. During 2008, the
Company looked to continue to augment both its teard its service capabilities to support IPICO’s
developing customer base and growing suite of ‘anablucts and ‘soft Intellectual Property’ prodsict
« IP-X™ chips, tags, readers
* Reader decoder and Digital Signal Processing (OBEj)s (Field Programmable Gate Array or FPGA
format)
« AofA™ (Authentication of Articles), AofT™ (Authentication of Transactions) and ASYSAuthentication
of Supply Chains) application methodologies andpsses
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» Patents that cover the application of IPICO’s tetbgy, as well as patents covering the applicatibthe
IP-X protocol in multi-protocol environments.

* IPICO’s proprietary business processes, trainirjsaupport processes, as well as methodologies

* IPICO’s product manufacturing specifications andutuentation, as well as its system and solution
specifications and documentation.

The Company has established a number of officeanardhe world to service its primary geographical
markets, including Burlington (Canada), Atlanta A)SVienna (Austria), Pretoria (South Africa), Slghmai
(People’s Republic of China), Beijing (People’spRelic of China), and Brisbane (Australia). Then@any
had 55 employees as of December 31, 2008 compa@lid at the end of 2007 although staff reductions
implemented as part of the cost-savings measuresoffset by the staff added as part the acquisibiothe
Company’s exclusive Sports Timekeeping distribwtompleted in the fourth quarter of 2008 with office
Peoria (USA). Retrenchments subsequent to theeyghhave brought the number of employees to 49.

The Company's primary sales strategy is to wortudih channel partners to serve end-user custoroeuats.
During the initial proto-typing and pilot phases mfjects, the Company is directly involved in cusér
projects to ensure that its standard products aopeply adapted to the application environment. The
Company's market strategy is to penetrate speaffiglication markets that have been identified atyea
adopters of RFID technology. This strategy focusespecific service lines with closed loop applmas in
defined strategic markets. The majority of busineghereafter driven by system integrators, valdded re-
sellers and strategic partners, collectively reféitio as “channel partners”.

The Company is currently outsourcing its manufasturto select contract manufacturers based in South
Africa, Australia, Switzerland, China, Taiwan, ladind France. The Company is in the process ofneirtta
its outsourced manufacturing capabilities to supfiar delivery of a high volume of quality RFID plects.

Combining IPICQO’s market leading intellectual pragetechnical capabilities and strategic approgieles the
Company a sustainable competitive advantage thamainagement believes will allow it to exploit therent
and emerging market demand for RFID enabled saistiocused on closed loop applications.

OVERALL PERFORMANCE

The Company’s efforts in 2008 have been focusegrogressing its key customer initiatives that sfmur
continents. This has included continued investmesupport of product development and final conuiadr
production of its core RFID product offerings. We¢hlIPICQO’s technology lends itself to a wide vayietf
viable and cost-justifiable applications, the Comphas chosen a sales strategy designed to penspratific
strategic markets that have proven to be earlytedopf RFID technology. Those strategic marketssist of
asset and people tracking, transportation andtlogisand supply chain management. The Comparyrs c
solutions targeted for these strategic marketsudeclElectronic Vehicle Identification (EVI); Retanle
Transport Items (RTI), Paper & Packaging, and $podimnekeeping and the following highlights the pess
made in 2008 in each of the Company’s key targeéetical markets.

1. Electronic vehicle identification (EVI): The Compacontinued to deliver its EVI solutions in Chimma
support of its initiative with China’s National Agdemy of Transportation Sciences ("CATS") to address
China’s demand for cost-effective traffic managetrmrstems. The first province deployment of its UHF
readers and tags was completed under the Comparglasive distribution agreement with CATS. To
maintain the exclusive agreement, CATS plans talpse at least RMB 24 million (~CDN $3 million)
worth of EVI solutions from IPICO over three yearfhe Company continued to progress its EVI sohgio
with the receipt, subsequent to the year end, efitht purchase order from ProcAT for the deplogieaf
IPICO’s IP-X based UHF passive tags and readems ationwide program with Societé Nationale des
Chemins de fer Belges (SNCB) to automatically treéckce and secure its passenger trains and rolling
stock within Belgium. ProcAT N.V., a system inteiprabased in Antwerp, Belgium, will supply SNCB
with IPICQO’s fixed and handheld readers as welcastom designed railway tags to be attached to the
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thousands of railway cars used by SNCB. The ntgjaf the readers will be installed next to railway
tracks, and will automatically capture the dateeath individual railcar as a train passes at hpggeds.
IPICO’s technology is designed to capture vehiolesing at speeds of up to 260 Km/h.

2. Returnable Transportation Items (RTI): IPICO depeld a complete portfolio of custom packaged dual
frequency (DF) tags and readers to provide detectimnitoring, tracking and identification in extre
environments of items such as returnable plastitameers, commercial explosives, industrial laundry
wool bales and produce. The Company received thedider from CHEP Australia for 480,000 tags and
reader infrastructure for IPICO's passive Dual Bezgry RFID technology to be integrated in CHEPg,ne
managed, foldable, returnable packaging (FRPCs)tiens across New Zealand. This countrywide
deployment will involve three service centres asrbiew Zealand’s two islands and kicks off the latge
deployment of IPICO's passive Dual Frequency RFIRQI4te. This order follows the initial agreement
signed last year for the trial and customisationlRICO's passive Dual Frequency RFID tags, which
involved rigorous testing of the technology andfdsm factor as well as demonstrating “fit for pase”
compliance in CHEP's managed returnable packagihgiens applications. IPICO has spent almost a
year of thoroughly testing its technology in théreme environment that is the norm for handlingdpice,
and has demonstrated to CHEP the suitability gflagorm for this application.

3. Paper & Packaging: The Company launched with Smiyoducts Inc. (“Sonoco”) the world's first RFID
(Radio Frequency Identification) enabled core sotut'ICORE” specifically designed for the paper
industry and demonstrated at the Supercorr ExpBeiptember in Atlanta Georgia. IPICO and Sonoco
have developed a unique process by which IPICO'®OREchnology is embedded in fiber-based cores.
Sonoco is planning to use this process to prodigenéw Intellicore engineered carriers which are
specifically designed to meet the unique needsapfep manufacturers. The Company completed an
agreement as a result of which Mondi AG (“Mondigshspun off its radio frequency identification (Rl
division in Vienna, Austria into IPICO and has gated IPICO to manage and support the deploynfent o
its paper-reel management and pallet tracking isolsitinto Mondi’s operations for a minimum threeaye
period. This transaction enhances IPICO’s PapdPa&kaging team and positions IPICO to actively
deploy its unique, industry-specific product linieedtly to Mondi as well as other paper and paakagi
companies.

4. Sports Timekeeping: IPICO developed DF readers tagd based on its IP-X DF and UHF RFID
technology for the global sports timekeeping industhe portfolio includes shoe, bike and otheistagp
well as readers and software modules. The Compamgst effective RFID Sports Timekeeping solution
continues to expand its penetration in the glopakts timekeeping market and the Company acquired a
controlling interest in the business of Mercury 8pdsroup, Inc. (branded IPICO Sports), its exclesi
distributor for Sports timekeeping solutions. Withe combined strength of both organizations, the
Company looks to continue to expand into new market

During the year the company also had the follovatiger notable accomplishments.

 The Company entered into an agreement with Beckeimigl Systems Gmbh ("Becker") for the exclusive
distribution of IPICO products in the global miningdustry. Becker is a global leader in tracking,
communication and automation solutions for undergdomining. As part of this agreement, German-
based Becker will incorporate IPICO RFID produatoiits mining solutions and resell them to the
international mining industry. To maintain exclusjy the agreement requires minimum aggregate
revenues to IPICO Inc. of approximately $11.5 miilover the first five years.

» The Company also completed a public offering caimgjsof 5,212,633 units (“Units”) at a price of 80.
per Unit, for gross proceeds of $6,255,160. Eanh tbnsists of one common share of the Company (a
“Common Share”) and one common share purchase mtgadWarrant”). In accordance with the terms
of the Company’s convertible debentures, all of $66500,000 of outstanding debentures were corverte
into 6,962,024 common shares upon the closingisiQffering.

The Company’s revenue for year ended December ®I8 %as $3,885,341 up from $3,170,989 for the year
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ended December 31, 2007. The increase in revan@®08 over 2007 largely reflects progress from the
Company’s Sports Timekeeping RFID tag and readedymsts. The majority of the Company’s core prosluct
have moved from development through to commereiibn including moving to scalable outsourced caettr
manufacturing. However, while key customer inities progressed and new opportunities were deve)dpe
sales cycle continued to lengthen amid the detgiiar global business climate. The Company initiatest
savings measures across all of its operationgyht bf the slower than anticipated progress in&cdhg its
revenue targets and the overall weakened econdmiate. This has included staff retrenchmentsucédn

in spending including reductions to senior managegrnempensation and tight cost control with thedfigs of

its cost reduction measures expected to be reatizedthe coming quarters.

Developing Standards

As part of the Company’s innovation and developnstérategy, IPICO is also pursuing the establishroérts
IP-X protocol as a standard within various standsatting bodies around the world including the riméional
Organization for Standardization (ISO). IPICO @ntibuting to a joint effort with EM Microelectram
(“EM”), the semiconductor company of the Swatch @raf Marin, Switzerland, to develop tag chips that
support the ISO 18000-6 UHF RFID standard. TOTALdeaxivative of the IP-X protocol that has been
harmonized with existing ISO 18000-6 standardgniicipated to become an ISO standard during 2069.
January 2008, Standards South Africa, the orgaarza¢sponsible for setting that country’s officeidndards,
formally published the SANS 504 and SANS 24535 ddiatts for electronic registration and identificatiof
vehicles using passive RFID and RFID air interfagdsch form part of Intelligent Transport Systen®his is

in anticipation of the deployment of passive UHHARBased systems within the South African transgiamh
sector, for such uses as authenticating vehiabage discs and license plates, monitoring individahicles as
part of traffic management, and free-flow electeatuill collection, among others. The Company’s IBased
UHF RFID technology is fully compliant with thesusdards.

RESULTS OF OPERATIONS

Selected Annual Information

The table below shows selected consolidated fimhrinformation for the three most recently complete
financial years. The results of operations for&@dd 2007 include a full year of operations wher2@06
largely includes the operating results for the nimenths following the Company’s formation on Mar@®,
2006.

(000’s dollars except per share amounts) 2008 2007 2006*
Revenue $ 3,885 $ 3,171 $ 1,079
Gross margin 1,511 997 467
Gross margin as a percent of revenue 39% 31% 43%
Total operating expenses 19,549 9,351 6,973
Total operating expensescluding impairment charges) 11,770 9,351 6,973
Net loss and comprehensive loss (18,259) (9,303) (6,573)
Net loss per share, basic and diluted $ (0.35 $ (0.29) $ (0.27)
Total Assets $ 17,014 $ 28,158 $ 27,374

* Note: On March 30, 2006 the Company complete@tassquisitions for the aggregate purchase priegpfoximately $18 million.
Revenue

Revenue for year ended December 31, 2008 increas$d,885,341 up from $3,170,989 for the year ended
December 31, 2007. The increase in revenue in 20882007 largely reflects revenues from the Camijsa
Sports Timekeeping RFID tag and reader productsgatith contributions from each of its targetedticad
markets including EVI and Paper & Packaging.
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Gross Margin

Gross margin for the full year of 2008 increase®1¢b11,337 or 38.9% of revenues compared to $8868
31.4% of revenues in 2007. The gross margin isereaflects the increase in revenues along with the
improved gross margin percentage resulting fromhiigaer margins from the Sports Timekeeping satea a
result of the acquisition in the fourth quartera6f08 along with attention to improving margins asrall
product lines.

Operating Expenses

Total operating expenses for the year ended Deae8ihe2008 were $19,548,990 compared to $9,350@&78
2007. Total operating expenses before the imphdh® non cash charges for impairment of goodwill,
intangibles and accounts receivable were $11,720z88 this increase reflects the additional investnin
development, sales and marketing and general amdinetrative functions including supply chain
management.

Development costs for the 2008 year were $2,922180%om $1,719,692 in 2007. Development costs are
comprised of internal development costs and extete@elopment costs. The increase over the pear ys
due to the increased compensation related costgxechal development costs. External developroests
include amounts paid to third parties for the comumadization and certification of the IPICO’s RF{Doducts.
Activities in this area increased over the prioarydue to the increased level of key customer dgveént
initiatives along with planned increased investmerprogress the Company’s core products througHittal
stage of commercialization including certification®Vith a majority of this activity completed or areng
completion, development costs are expected to eeduc

Sales and marketing costs were $3,422,999 for 209&om $2,483,524 in 2007 with increased invesinie
service delivery capabilities to support existingtomer agreements including the RFID tracking tgmiufor
CHEP's returnable and reusable packaging. The @ognpxpects these costs to reduce in future qgaxier
levels comparable to 2007 as a result of cost temumeasures recently implemented.

General and administration costs for the year endedember 31, 2008 were $4,217,615 compared to
$3,268,203 in the prior year. General and adnmatisin costs include the costs of the executivaugyrahe
finance and administrative function and the managerof manufacturing and logistics. The increadiects
increases in staffing to support supply chain céitiab along with increases in other general coap® costs
including stock-based compensation expense alotigtié implementation of a new global ERP system.

The Company began implementing cost-saving meastdesgned to streamline the Company’s global
operations, reduce fixed administrative costs aodserve working capital. This included reductions i
executive officer and senior management salarieagalvith the discontinuance of the Company’s bonus
compensation plans which favourably impacted then@my’s fourth quarter general and administratiosts
The Company expects its general and administratmsts to reduce over the coming quarters to levels
comparable to 2007.

The Company accounts for its foreign subsidiareesgegrated operations and is funding their opmmatand
so is exposed to foreign exchange risk with thettsddrican Rand, the United States Dollar, the Aal&in

Dollar, the Euro and the Chinese Yuan. The Compeapyrts in Canadian dollars and therefore is eaqghds

foreign exchange fluctuations in its monetary asaet liabilities, working capital and revenues argenses.
With the general weakening of the Canadian dotlagéch of these foreign currencies, the Companyried a
foreign exchange gain of $218,429 in 2008 comptoedloss of $380,358 in the prior year.

On November 19, 2008, the Company acquired a 7Q@étest in the assets of Mercury Sports Group, Inc.
(branded “IPICO Sports”), the exclusive distributmir IPICO’s sports timekeeping technology. As this
transaction provides evidence surrounding the cllslity of amounts that had been owing to the @Gany
from past transactions with Mercury Sports Groupg.,| the Company recorded a $609,700 non-cash
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impairment of its accounts receivable balance étlird quarter of 2008. This brought the carryiadue of
the Company’s accounts receivable from Mercury 8ptar the estimated fair value of the assets aeduas

follows:

Cash $ 166,900

Accounts Receivable $ 417,900

Inventory $ 773,600

Fixed Assets $ 34,800

Accounts payable and accrued liabilities $ (309,900
$ 1.083.300

The Company evaluated the carrying value of itsdgelb and intangible assets during the year reiftecthe
dramatic deterioration in the overall economic eiemand the decline in the Company’s market vakia a
result of its reduced share price. This resulted hon-cash impairment charge of $5,307,098 writifi the
carrying value of goodwill along with a $1,861,83@n-cash impairment charge reducing the carryimgevaf
intangible assets.

Amortization of intangibles was $1,336,080 for tlear ended December 31, 2008, down from $1,398r140
2007 due to the reduction in the carrying valusteingibles as a result of the impairment charge.

The net interest expense was $287,997 for the gaded December 31, 2008 down significantly from
$1,015,863 in 2007 due to the conversion of th&@HP00 convertible debenture to common shares on
February 26, 2008.

Net loss

The loss from operations increased to $18,037,6b%k year ended December 31, 2008 from $8,3541032
2007, largely reflecting the $7,168,928 non caslpaimment of goodwill and intangibles, the $609,700
impairment in accounts receivable along with arrease in operating expenses. This was reducetheby t
increase in gross margin as a result of the iner@asevenues. The lower interest costs over tiw gear
resulted in a net loss for the year ended DecerBher2008 of $18,259,010 compared with a net loss of
$9,303,255 in 2007.

SUMMARY OF QUARTERLY RESULTS

Select Unaudited Consolidated Quarterly Financial hiformation

The following table presents certain unaudited obdated quarterly financial information for eachtloe eight
quarters ended December 31, 2008. As discussetpsty, the Company has limited operating histsiryce
March 30, 2006 and its quarterly operating reshlse historically fluctuated. The quarterly resuthay
continue to fluctuate as the Company continuesuteessfully commercialize its product offerings aedure
increased sales of its RFID.

(000’s dollars except per share Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
amounts) 2008 2008 2008 2008 2007 2007 2007 2007
Revenue 983 702 1,181 1,019 602 1,058 1,010 501
Gross margin 550 31 518 412 176 330 338 153
Gross margin % 56 4 44 40 29 33 31 30
Total operating expenses 2,347 11,406 3,040 2,756 ,4452 2,423 2,214 2,269
Total operating expenses 2,347 3,627 3,040 2,756 2,445 2,423 2,214 2,269
Excluding impairment charges

Net loss (1,855) (11,397) (2,528) (2,479) (2,476)(2,352) (2,134) (2,341)
Net loss per share, (0.04) (0.22) (0.05) (0.05) (0.06) (0.07) (0.07) .0®

basic and diluted
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Revenue for the fourth quarter of 2008 was $983§2from $701,449 in the third quarter and $602 i#libe

comparable fourth quarter of 2007. Revenue irthird quarter was negatively impacted by a dedimsales
from Sports Timekeeping but rebounded in the foguhrter as the Company completed the acquisitidts o
exclusive Sports Timekeeping distributor. Oveth# quarterly revenue increase since Q1 of 2007 duas
largely to contributions from the Sports Timekegpproduct sales but also included important prages
several of the Company’s other core product ofgginRevenue for the fourth quarter of 2007 wa2$8(®,

which was down from the previous quarter of $1,687,as the fourth quarter is a slower period fadpct

shipments.

Gross margin in the fourth quarter of 2008 was $$4B or 55.9% compared to $30,603 or 4.4% of regei

the prior quarter. Before the impact of inventamte-offs of approximately $230,000 in the thirdagter of
2008, the gross margin percentage was 37%. Theoue@ gross margin percentage in the fourth quarter
reflected the increase gross margin from SportseKeamping products as a result of the acquisitidine
second quarter of 2008 gross margin was $518,95838% of revenues up from $411,937 or 40.4% of
revenues in the first quarter. This compares {66881 in the fourth quarter of 2007 or 29.1% oferaue.
The overall improvement in gross margin percentag2008 was a result of focused efforts on imprgvin
product margins along with positive impact of th@fis Timekeeping products and royalties. Whike ghoss
margin percentage fluctuated from quarter to quamt@007 it was approximately 31% for the four dees of
2007 which is consistent with the Company’s busimasdel.

Total operating costs, excluding the impairmengobdwill and intangibles, and the impairment in@cts
receivable, increased in the first three quart&€@008 reflecting the Company’s planned increasegstment
in product development and commercialization alaity supply chain and service delivery capabiliti€che
reduction in the total operating costs in the fouqtiarter of 2008 was largely a result of the rédadn costs
in development and general and administration whicluded the favourable impact of the discontirasanf
the Company’s bonus compensation plans. The isergathe third quarter of 2008 over the secondtquaf
2008 was primarily due to increased activities @search and development on several key product
development initiatives. During the four quartefs2007, total operating expenses continued at coatya
levels with some moderate fluctuations due to tmeng of expenditures on trials, pilots and the tomred
development and certification of its RFID producihe Company expects its general and administr&iosts
to reduce over the coming quarters to levels coaiparto 2007 as a result of its cost-savings measuAs a
result of the increased investment made during 2008ove the Company’s core products from develagme
and pilots to commercialization and those effogaring completion, the operating expenses are &qgéeo
reduce.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s cash and cash equivalents at Dece3db@008 totaled $4,317,557 down from $7,914,350 a
December 31, 2007. The decrease is largely dubetanet proceeds of $6,037,684 from the issuance of
common shares and common share warrants in theayfiester of 2008 being offset by the 9,544,394 ash
used for operating activities for the year endedddeber 31, 2008.

The working capital as at December 31, 2008 wag683469 compared with $9,747,126 as at December 31,
2007 and the current ratio (current assets to otliahilities) was 4.6 to 1 compared with 7.3 tatlIDecember

31, 2007. The decrease in working capital of $2881 was largely due to the decrease in cash asid ca
equivalents of $3,542,993. Also the decrease waga an increased investment in working capita assult

of an increase in inventories of $1,065,769 fromdhquisition completed in the fourth quarter.

Cash used for operating activities for the twehenths ended December 31, 2008 was $9,544,394 cethpar
with $8,900,854 in the prior year. This increas@iimarily due to the increase in the loss frorarafions of
$10,259,025 before the impact of the non cash impit charges compared to $8,354,032 for fisca¥V 200
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The Company’s working capital and current ratior(ent assets to current liabilities), including ltasd cash
equivalents, is summarized as follows:

December 31, December 31,

2008 2007
Working capital $ 6,765,469 $ 9,747,126
Current ratio 46t01.0 7.3t01.0

Note: The Company uses working capital and current tatienhance comparisons between periods. Thess tismot have a standardized meaning
under GAAP and are not necessarily comparablenilasi measures presented by other companies. Wprapital is calculated as the difference
between current assets and current liabilitiesenthie current ratio is calculated as current aseitded by current liabilities.

Capital expenditures, primarily related to compwgquipment were $96,283 in 2008 compared to $66042
the prior year.

During the year ended December 31, 2008, the Coypaurred a net loss of $10,480,382 prior to the
$7,168,928 non-cash impairment of goodwill and rigthles and the $609,700 impairment in accounts
receivable (2007 - $9,303,255) and used cash freenations of $9,544,394 (2007 - $8,900,854). Te,dhe
Company has relied primarily upon the proceeds fpoivate placements and public offerings of its aoon
shares to fund its operations. The Company ipaties that, based on current plans and assumpgtaisig

to its operations, including continued investmeanthie innovation and commercialization of its prctduand
the investment in working capital to support thenpled growth in revenue, it will require additiofizhding.
Based upon its level of investment in these aatwjtthe Company’s current cash resources may pletdd
late in the second quarter of 2009. The Comparacisely engaged in securing the additional fugdamd
this funding could include incurring debt and isguiadditional equity securities, which could resinit
substantial dilution to existing shareholders. ldwer, there can be no assurance that Company’s pléirbe
successful and that additional funding will be &lale or, if available, that it will be availablen @cceptable
terms.

Dividend payments, lease payments, interest on pipal, payment on debt

On March 30, 2006, the Company completed a pripkteement of $5,000,000 of Class A Preferred shares
Brookfield Technology Fund. The Class A Preferskdres have a fixed cumulative dividend per shaB&&o
per annum. As the preferred shares are being ataxéor as debt, interest expense is recorded qaatier in
respect of the cumulative dividend.

On March 30, 2006 the Company, as part of the @mselprice of certain assets of iPico Holdings (Btg),
issued $4,475,772 in a 3% per annum interest-tgp@unchase debenture which matured on March 307 20
and was converted, by IPICO, into 4,475,772 ComBloares. As the debentures were treated as shatal ca
the interest expense during each quarter was treata dividend. The debenture was converteddidits,772
common shares of the Company during 2007 and theedid of $134,273 was paid.

In December 2006 the Company completed the issuah@®nvertible debentures of $5,500,000 with an
interest rate of 12%. As a significant portion log tonvertible debenture is being treated as tibinterest is
being charged to the income statement. Intergsheats are payable each quarter end starting ochVii,
2007. All of the outstanding debentures were caedeinto 6,962,024 common shares at a price af%per
common share upon the closing of the February @83 public offering.

Commitments

Contingent Incentive Bonus

Pursuant to Asset Purchase Agreements and relateldyment and consulting agreements, approximately
former employees and principals of the sellingtastiwill be entitled to receive incentive paymetotsiling
$5,000,000 if the Company raises additional edfiitgncing totaling at least $15,000,000 at a patat least
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$1.50 per common share up to March 30, 2009. Te, d® equity financing of the Company has trigdere
this contingency.

Loan from Industrial Development Corporation of Sttu Africa Limited (“IDC")

On the closing of the private placements and thecwwent asset purchase and reverse take overQIPIC
acquired the shares of CAP indirectly through @stS African subsidiary. Prior to the Company’sjasition

of CAP, CAP had received a grant in the form obmgifvable loan from IDC in the amount of 13,585,G%R
($1,780,994) to assist with the development ofadertechnologies. The loan has been treated aarigment
assistance in the financial statements, and as shietbalance has not been reflected in the ltadsliof the
Company. CAP is required to pay a royalty at tite of 1.62% on any of its sales that include éutrtiology
developed under the assistance program for a pefifide years up to October 2009. The royaltyaistored
into the cost of sales when products are sold.

Operating Leases
Future minimum lease payments under non-canceltgi#eating leases at December 31, 2008 are asvillo

2009 $ 214,803
2010 $ 7,994
2011 4,926
2012 4,926
2013 2,035
Thereatfter -

Total minimum lease payments $ 234,684

OFF BALANCE SHEET ARRANGEMENTS
The Company does not utilize off-balance sheengements.

RELATED PARTY TRANSACTIONS
The Company incurred the following fees with retaparties in the normal course of operations:

Year ended December 31,
2008 2007
Legal Fees to the firm of a Company Director $ 314,080 $ 303,354

On April 5, 2007, the Company advanced a loan éatmount of $300,000 to a Director of the Company t
complete the purchase of 600,000 common sharesdm-drokered private placement. The loan is sztby
the shares purchased and is non-recourse and teweshbearing. The terms of the loan were ameided
2008. The loan is repayable as follows:

a) $60,000 on April 5, 2008,

b) $60,000 on April 5, 2010,

c) With the remainder due on December 31, 2011.

The terms of the share purchase also provide fatteleration in certain events of the repaymefll of
the outstanding balance of the five year term loanaccordance with the terms of the loan $600a6 repaid
on April 5, 2008.
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RISKS AND UNCERTAINTIES

The following is a description of the risk factasat affect the Company’s business, and ultimatisy,
financial condition and future performance. Ther(any’s management is responsible for mitigatiregribks
to the extent possible, in order to maximize shaidgr value.

Dependence on ManagementThe Company’s development to date has largepheneged and in the future
will continue to depend on the efforts of key magragnt. Loss of any of these people could have ariaht
adverse effect on the Company and its businessCohgpany has not taken out and does not interekedut
key man insurance in respect of any directorsceffor other employees.

Limited Operating History The Company has a limited operating history grcurrent line of products and
services and accordingly a limited history from @thperformance can be assessed. There can beurarass
of continued market acceptance of its RFID techgwlsolutions or that it will attain profitabilityThe

Company cannot be certain that it will be ableuocgssfully introduce its new line of products aedvices in
the marketplace, realize the results contemplatedtsb business plan, achieve significant and snatdé

operating profitability or generate sufficient cdkiw to service its working capital requirements.

Early Stage CompanyThe Company has commenced commercial productiorsdgeral of its products.
Several of its other products have completed tgstinpilot projects and are set to commence comiaerc
production, while others are in the development t@sting stage. As a result, the Company has ragmed
profits and remains subject to the risks associatid early stage companies, including start upsdss
uncertainty of revenues, markets and profitabilitglatile financial results and the need to raidditional
funding. The Company has committed, and, for thedeeable future, will continue to commit, sigrafit
financial resources to research, product developrmaed commercialization. The Company must maingain
research and development programs in order to \aehpeofitable operations and remain competitiveain
emerging market. There can be no assurance thearods and development programs conducted by the
Company will result in commercially viable products

Ability to Achieve Commercialization on a Timely Big The risk of failing to develop and commercialize
cost effective and reliable products on a timelgibgpresents one of the greatest risks for the @ognpThe
Company’s success will depend, to a great extemtjt® ability to achieve commercial sales of prdduc
incorporating its RFID technology on a timely baSikere can be no assurance that the Company’sdkgy
and products based on such technology will achiewemercial acceptance on a timely basis or thabaifket
acceptance is achieved, the Company will be abiteaimtain such acceptance for a significant peobtime.
Failure to obtain commercial sales on a timely dagiuld have a material adverse impact on the Coypa
financial condition and its ability to sustain d@gerations.

Financing Risk The Company anticipates, that based on curressispand assumptions relating to its
operations, it may need additional financing totcare in business. The Company is an early stag® RF
solutions company with limited financial assets andsequently it will likely be unable to secureentional
debt financing. Additional equity could result inbstantial dilution to shareholders. There candagsurance
that additional funding will be available or, if @lable, that it will be available on acceptablems. If
adequate funds are not available, the Company mlyenable to take advantage of opportunities, Idpveew
products or otherwise respond to competitive pressand remain in business. The Company may bereelqu
to substantially reduce or eliminate expenditures fesearch and development, commercialization,
certification, production and marketing of its puats, or to obtain funds through arrangements wgtiporate
partners that may require the Company to relinqugdtts to certain of its technologies or products.

Competition Many of the Company’s current and potential cotibpes have longer operating histories,
significantly greater financial, technical and athesources and greater name recognition than tmep&ny
does. The Company’s competitors may be able tamresmore quickly to new or emerging technologied an
changes in customer requirements. Current and fi@teompetitors have established, and may in theré
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establish, cooperative relationships with thirdtiparand with each other to increase the avaitgbilf their
products and services to the marketplace. Comyetiressures could reduce the Company’s markee sirar
require it to reduce the price of its products aediices, either of which could harm its business$ @perating
results. Communication protocols are not standaddia/arious countries regulate frequencies difféyen
There can be no assurance that the Company’s IHEXevaccepted by markets or regulators as a mized
protocol standard.

Dependence on Proprietary Technolagyhe Company is dependent upon its patents aret atkellectual
property rights and in its ability to safeguardikit®w-how and trade secrets. There can be no assuthat the
Company’s patents will provide the Company with amynpetitive advantages or will not be successfully
challenged by third parties, or that the patentsotbfers will not have a material adverse effecttioa
Company’s ability to do business. There can bessorance that others will not independently devsloplar
products, duplicate some or all of its productsfgratents are issued to the Company, desigradycts so as
to circumvent the Company'’s patent protection. lkenrnore, there can be no assurance that the cotiéiiy

of the Company’s intellectual property can be maivdd or that such intellectual property will nad b
independently discovered by others, or that thassteken by the Company will prevent misapprorabf its
technology, or that agreements entered into foin pucpose will be enforceable.

Dependence on Market Growthruture revenue generation and profitability widpend on the adoption rate
of RFID and the Company’s ability to effectivelyspond to the changing demands of an emerging makket
with any emerging technology, adoption rates haeenbslow on initial introductions of technological
advancements. There are a number of impedimeritsotaler adoption of RFID technology, including:ttig
cost of implementing a fully functional RFID systevhich, in addition to the cost of tags, includes tost of
readers and the supporting infrastructure and soétwequired to manage RFID data, (ii) the useiftdrént
frequencies in different geographic areas, (i@ thmited read range of low-cost tags, which mattesm
unsuitable for certain uses, (iv) potential inaecyrin RFID data caused by interference from othgs and/or
readers or from other wireless devices and indsé&guipment, or proximity to liquid or metals, atg
regulatory change, including changes in responssoteerns regarding the privacy of consumers whae ha
purchased tagged items.

Dependence on Third Party DistributionThe Company does not have a direct sales fotve.Jompany is
focusing its current sales and marketing effortestablishing, formalizing and maintaining longatestrategic
relationships with channel partners, value addesbliers and distributors. The establishment of ghes
relationships is one of the key inputs to genegatevenue growth for the Company. Should thesaralés not
materialize in a timely manner, this may negativiehpact the Company’s ability to gain market shanel
achieve growth targets in the future. The Compadisgibution partners may not be prohibited froffeong
and reselling the products and services of the @myip competitors and may choose to devote ingeiffic
resources to marketing and supporting their sesvicdo devote greater resources to marketing apposting
the products and services of other companies. fRdiapon third-party distribution sources also scisj the
Company to the risks of the business failure ohsualue-added resellers and distributors, as veelradit,
inventory and business concentration risks.

Dependence on Key Employe@he Company’s future success will depend onhiityato attract, train, retain
and motivate highly skilled engineering, technicalanagerial and other personnel. Competition feséh
personnel is intense. The Company may have diffiditing qualified personnel as quickly as it maguire.

Dependence on Third Party ManufacturingThe Company outsources the manufacturing of ntslyrcts to
third party contract manufacturers. If these thpedty manufacturers are unable to either delivea dimely
basis or produce high quality products, customéatiomships and future sales orders may be adwersel
impacted.

Management of Expanding Operationsn order for the Company to achieve the busindas, it will be
required to expand its operations rapidly, whicH place significant demands on the Company’s manay
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operational and financial personnel and systemerélttan be no assurance that the Company’s systems,
procedures, controls and existing facilities wik bdequate to support expansion of its operatidhs.
Company’s future operating results will substaitidepend on the ability of its officers and keyptayees to
manage changing business conditions and to implerueesh improve its operational, financial controldan
reporting systems. If the Company is unable to gedpto and manage changing business conditions, the
quality of the Company’s services, its ability ttain key personnel and its results of operatianddcbe
materially adversely affected.

Risks in Foreign Jurisdictions The Company anticipates earning a significantigorof its consolidated
revenues from operations outside Canada, and igndicant degree from operations in many develgpaon
emerging countries. International business aatisiintail inherent risks such as trade barriefgjqgab risks,
embargoes, uncertainty as to the protection ancdotiggellectual property, the risk of increasetaxes and
changes in laws and policies. By way of exampldrieimdly relations between China and the UnitedeSta
could lead to higher tariffs on goods imported fr@mina, or a ban on manufacturing products in Chisiag
technology which the United States deems to be iitapbto its national security. In addition, thenGmany
intends to continue to employ the Company’s SoutticA based management, research and development
team, and to continue the Company’s relationshifil wianufacturers in South Africa. As a result, the
Company will also be exposed to the risk of pdditior economic instability in South Africa.

Currency Risk The Company anticipates that it may earn a sobatgortion of its revenues in US dollars
and euros, and that it will incur a significant fomm of its expenses in Canadian dollars, SoutlicAfr rand and
Australian dollars. Fluctuations in the relativdues of those currencies may have a negative impadhe
Company’s operating results. The Company has nusa present to enter into any foreign currenaghrey
or other similar arrangements.

Product Liability. Many of the Company’s products will be criticalthe operations of its clients and provide
benefits that may be difficult to quantify. Any li@e in a client’s system could result in a claion $ubstantial
damages against the Company by its customers,diegarof its responsibility for the failure. Althgiu the
Company maintains general product liability anderand omissions insurance, there can be no assutlaat
this coverage will be sufficient to cover one orretarge claims, or that the issuer will not disol@overage.

Potential Intellectual Property Infringement While the Company believes that it currently owals
intellectual property rights used in its existingpgucts and those currently in development, there lme no
assurance that the Company’s products do not onuatilinfringe on intellectual property rights ovehby third
parties. The payment by the Company of a monetanyagie award, or payment by the Company of an amount
in settlement of litigation, or the inability oféhCompany to obtain the necessary licenses or atjts on
commercially acceptable terms, or the failure ef @ompany to redesign its products to avoid infmgnt of
third party intellectual rights, could have a mitky adverse effect on the Company.

Safety Risk RFID products emit electromagnetic radiation wahit may be argued, may result in various
safety and health issues. While the Company’s mtsdanly emit low levels of this radiation and cgter
within all safety regulatory limits, there can be assurance that the Company’s products will nobire the
subject of safety concerns in the future. If safEigicerns were to arise in the future, this coaldehan adverse
effect on the Company’s business and results afabpes.

CRITICAL ACCOUNTING ESTIMATES

The Company’s significant accounting policies, whigre disclosed in Note 2 of the audited consadlat
financial statements are in accordance with Canagmerally accepted accounting principles ancapptied

on a consistent basis. The Company uses judgmesaiécting the policies for which alternative noeth exist
and in the application of those accounting policidée policies discussed below are consideredetoriical

to the understanding of the Company’s financiatesteents where the policy places the most significan
demand on management’s judgment and the finanegadrting results rely on estimation about the eftdc
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matters that are inherently uncertain and changethése estimates may have a material impact on the
Company’s financial statements.

Intangible assets, including Goodwill

The Company reviews and evaluates its intangildetagor impairment when events or circumstancgisaie
the carrying amount may not be recoverable andf&ignt judgment is involved in the review and exation
of these events or circumstances. The Companyisws its intangibles for impairment if events braages in
circumstances indicate that the asset might beiregha The Company considers numerous factors ikinga
this assessment including significant adverse ahanghe Company’s business climate, legal or iEguy
environment, assets, market price, sales expeatatind financial condition and projections. Thaalility of
these factors depends on a number of conditionkidimg uncertainty about future events, and thacoanting
estimates may change from period to period anddutperating results could be materially impacted.

Goodwill represents the excess of the purchase pfibusiness acquisitions over the fair valuedehtifiable
net assets acquired in such acquisitions. Goodisviliot amortized but is tested for impairment aiiyy or

more frequently if events or changes in circumstanndicate the asset might be impaired. The Cognfests
for impairment of goodwill on an annual basis a®etember 31. The first step in completing thedimpent
test is to compare the fair value of the reporting to its book value. The fair value of the repw unit is
estimated using a combination of the income oradisted cash flow approach and the market approdabh

utilizes comparable companies’ data. To deterntieefair value using the discounted cash flow apgrpae
use estimates that include: (i) revenues; (ii) etgue growth rates; (iii) costs; and (iv) appromialiscount
rates. Significant management judgment is requimnetbrecasting future operating results. Shouldedént
conditions prevail, material impairments of goodiwduld occur.

The Company’s intangible assets represent acqtaathology and licenses. These assets are coediter
have a finite useful life and are being amortizaddal on 10 year periods on a straight-line basmortization
methods and useful life estimates are reviewed ahnand the Company has selected 10 years asstfalu
life of the patented technology as it is consisteith the expected cash flow from the sale of #g&hhology
and technology industry comparatives. In assegsiagiseful life of the technology, the Companysiders
the market and applications in which the Compapy&ducts are sold, the long-term development pharit$
technology, and the expected life of similar tedbgg deployed by other RFID providers.

With the dramatic deterioration in the overall emmic climate and the decline in the Company’s miarke
capitalization as a result of its reduced shareepithe Company evaluated the carrying value ofdsdwill
and intangible assets. As a result, the Compeogrded a non-cash impairment charge of $5,307%08iBg

off the carrying value of goodwill along with a 861,830 non-cash impairment charge reducing theyiogr
value of intangible assets.

Tax asset valuation

Significant management judgment is required in mit@ing the valuation allowance recorded againgt ne
income tax assets. The Company operates in nailjpbgraphic jurisdictions, and to the extent thagas
profits in a jurisdiction, these profits are taxpdrsuant to the tax laws of their jurisdiction. Alwation
allowance is recorded to reduce future income t®ets recorded on the balance sheet to the ambtim o
future income tax benefit that is more likely thaot to be realized. The Company has recorded adidlation
allowance to reflect the uncertainties associat@fl the realization of future income tax assetsebaen
management’s best estimates as to the certaimgabtation.

Stock-based compensation

The Company recognizes compensation expense fok sfations granted in the consolidated statemehts o
operations using the fair value based method obwading for all options issued in accordance willc&
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Handbook Section 3870. Any cash paid by employeffisers and directors on the exercise of stockoog
along with the accumulated stock based compensamognized to date are considered contributedusifor
the Company’s equity. The Company recognizes cosgien expense equal to the fair value of the @war
over its vesting period. Determining the fair \v&lof stock-based awards at the grant date reqjuidgsnent,
including estimating the expected term of the stmgtons, the expected volatility of the Comparstsck and
expected dividends. In addition, judgment is atsguired in estimating the amount of stock-basedrdsvthat
are expected to be forfeited. If actual resultffedi significantly from these estimates, stock-lwhse
compensation expense and the Company’s resultp@fations could be materially impacted. The most
significant estimate used in calculating the faitue of stock options and other convertible instnta is the
estimate of the long-term volatility of the Companghares. To date, the Company’s shares havethesy
traded and as a result, the Company considersthetbbserved volatility of its stock, along withngparisons

of volatility of other technology companies in ddishing its volatility.

CHANGES IN ACCOUNTING POLICIES

On January 1, 2008 the Company adopted CICA HardBeation 1535, Capital Disclosures; Section 3862,
Financial Instruments — Disclosures; and Sectid@B3&inancial Instruments — Presentation.

Section 1535 establishes disclosure requirememistaim entity’s capital and how it is managed. phgose
is to enable users of the financial statementsviduate the entity’s objectives, policies and psses for
managing capital.

Section 3862 and 3863, Financial Instruments —l88sce and Presentation, revise and enhance diselasd
place increased emphasis on disclosures abouttheenand extent of risks arising from financiatinments
and how the entity manages those risks.

The adoption of the above noted standards did awe la material impact on the consolidated financial
statements of the Company, other than the additdiselosures required as a result of the adoption.

On January 1, 2008 the Company adopted CICA Hardi8extion 3031, Inventories, which prescribes
disclosure and presentation requirements. This sestion limits the choices available to calculederying
values and provides new disclosure requirementsesd changes did not have a significant impacthen t
Company'’s financial position, earnings or cash iow

Inventories of raw materials and finished goodsstaéed at the lower of cost and net realizablaevalith cost
being determined by the first-in, first-out (“FIF{Othethod with cost including direct costs of madk;j labour
and indirect costs (variable and fixed). Net reddiz value is the estimated selling price in thdirary course
of business less the estimated costs of complatidithe estimated costs for sale and distribution.

Impact of recently issued accounting pronouncements

In February 2008, the CICA approved Handbook Sec80664 Goodwill and Intangible Assets, replacing
previous guidance. The new section establisheslatds for the recognition, measurement, presentaind
disclosure of goodwill and intangible assets subemtto their initial recognition. Standards candgg
goodwill are unchanged. This new standard is eable to fiscal years beginning on or after Octdhe2008.
The Company does not expect that the adoption isf ibw Section will have a material impact on its
consolidated financial statements.

International Financial Reporting Standards

The Canadian Institute of Chartered Accountant€{Jlhas announced that Canadian GAAP for publicly
accountable enterprise companies will be replacid Imternational Financial Reporting StandardsREy
over a transition period expected to end in 201ie Tompany will begin reporting financial statenseint

Management’s Discussion and Analysis
For the Year Ended December 31, 2008

Page 15 of 18



accordance with IFRS on January 1, 2011. The Coynpas begun planning the transition to IFRS anthdu
2008, carried out a diagnostic evaluation of alaficial statement elements that would be impaciethé
implementation of IFRS. The preliminary evaluatiohthe elements that will be impacted the most loy t
implementation of IFRS are foreign currency tratigtaand stock based compensation although thedizes
not been quantified as at December 31, 2008. Tipadtof the implementation of IFRS on the Company’s
information systems, internal control over finaheegporting, disclosure controls and procedure®usiness
activities such as capital requirements or compgarsarrangements have not been determined atithés
The Company plans to fully assess the impact ofSIlBR the above noted items and implement such elsang
as may be required to ensure that IFRS reportifigllisembedded in the Company’s operations byehe of
2009.

FINANCIAL INSTRUMENTS

Under Canadian generally accepted accounting jptewi financial instruments are classified into ofe¢he
following categories: held for trading, held-to-mmaty investments, available-for-sale, loans anckeneables
and other financial liabilities. The following talbsummarizes information regarding the carryinies of the
Company'’s financial instruments:

December 31, December 31,
2008 2007
Held for trading1) $ 4,371,557 $ 7,914,550
Loans and receivable¢® 852,539 1,066,410
Other financial liabilitieg3) 7,151,520 12,052,368

(1) Cash and cash equivalents
(2) Accounts receivable and other receivables
(3) Accounts payable and accrued liabilities, @otilsle debenture and preferred shares

Fair Value

Cash and cash equivalents, accounts receivabler odkeivables, as well as accounts payable andiextc
liabilities are short term financial instrumentsashk fair values approximate their respective caggmounts
due to their short maturities.

Based on current interest rates for loans withlainiérms to similar companies, the fair valuehs preferred
shares is estimated to be $4,688,000.

Credit risk

The Company is exposed to credit risk in its casd aash equivalents, accounts receivable and other
receivables where the counterparties do not meat dbligations. The Company minimizes the creisik 10f
cash and cash equivalents by depositing with ogpytable financial institutions and investing irogherm
money market investments. The Company minimizesresglit risk related to accounts receivable ancroth
receivables through credit review and on-going nawimg of accounts and as at December 31, 2008 five
customers represented approximately 75% of the &mteounts receivable. The maximum exposure to loss
arising from accounts receivable is equal to tha warrying amount.

Credit risk from accounts receivable relates prilmarom the potential of customers defaulting dreit
contractual obligations. The Company providessésvices under contracts and formal purchase owrteds
monitors each customer’s adherence to the termsamditions of these contracts.

The Company assesses the risk of default of netommiess and of current customers on an on-goings it
regular reviews of the collectability of each cumér’s accounts receivable including the reviewhef aging of
accounts receivable with a focus on past due atsoMihen collection is not reasonably assureditheunt is
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written off. As at December 31, 2008, approximat% of accounts receivable were current with 46%he
1 to 90 days past due and 4% over 90 days past due.

Foreign currency risk

The Company accounts for its foreign subsidiariesntegrated operations. The Company is fundisg it
subsidiary operations and is exposed to foreigneogy risk with the South African Rand, the Unitethtes
Dollar, the Australian Dollar, the Euro and the i@se Yuan. The Company reports in Canadian dadladls
therefore is exposed to foreign exchange fluctuatia its monetary assets and liabilities, workiagital and
revenues and expenses. The Company does noe @il financial instruments or cash managementipsli
to mitigate the risks arising from changes in fgrecurrency rates. There is a risk to the Compaagrnings
that arises from fluctuations in foreign exchanges and the degree of volatility of these ratésr the year
ended December 31, 2008, the Company recordeceryfioexchange gain of $218,429 compared to a foss i
2007 of $380,358.

The Company’s financial instruments could be exgdose foreign currency risk in particular geographic
regions as follows:

Canada United States South Africa Other Total

% % % % %
Cash and cash equivalents 71 13 4 12 100
Accounts and other receivables 13 49 16 22 100
Accounts payable and accrued liabilities 19 15 37 9 2 100

A one-cent increase or decrease in the value o€tmadian dollar against the South African Ranel,Uhited
States Dollar, the Australian Dollar, the Euro &mel Chinese Yuan on the foreign currency denomihassets
and liabilities, assuming these amounts remain amgéd, results in an approximately $11,000 foreign
exchange gain or loss.

Interest rate risk
The Company is not exposed to significant interagt risk as its cash and cash equivalents are tdron
investments with maturities of less than three merdand the Company’s interest bearing debt instnisne

which include the preferred shares, have fixed@sterates.

SUMMARY OF OUTSTANDING SHARE DATA

April 27, December 31, December 31,
2009 2008 2007
Number of common shares 55,118,522 54,553,718 41565
Number of preferred Shares 5,000,000 5,000,000 5,000,000
Closing common share price $ 0.145 $ 0.075 $ 1.6

Authorized
Unlimited number of common shares, voting
Unlimited number of 5% cumulative redeemable cotibier Class A preferred shares, voting

As of April 27, 2009, the Company has 55,118,52twon shares outstanding, 10,862,633 of warrants
outstanding, 2,309,106 exchangeable shares of IPBG@h Africa (Pty) Ltd. and 3,426,665 stock opsion
outstanding. The Company has reserved for issu2y369,106 of its Common Shares in contemplatiothef
exchange of any or all of the 2,309,106 Prefere®icares of it subsidiary, IPICO South Africa (Ptyj.L
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Those Preference Shares are exchangeable for cosimanes of the Company on a one-for one basiseat th
option of the holder at any time, or at the optainthe Company at any time after March 30, 2011e Th
Company also has 5,000,000 of 5% cumulative redelencanvertible Class A preferred shares.

On February 26, 2008, the Company completed a @uiffiering consisting of 5,212,633 units (“Unitsd) a
price of $1.20 per Unit, for gross proceeds of $6,260. Each Unit consists of one common sharief
Company (a “Common Share”) and one common sharehpse warrant (a “Warrant”). Each Warrant will
entitle the holder to purchase one Common Shatleeo€ompany for a period of 24 months from closibg@n
exercise price of $1.35 per Common Share. In #eatethat the common shares of the Company tradeon
TSX-V at a weighted-average closing price of 145%he Warrant exercise price or more for a perib@to
least 20 consecutive trading days following thesiclg of the offering, the Company shall be entitted
accelerate the exercise period to a period endingaat 30 days from the date notice of such acatd® is
provided to the holders of Warrants. The Compaag phe Underwriters a cash commission of 6.0%hef t
gross proceeds of the offering. All of the outdiag Debentures were converted into 6,962,024 commo
shares effective immediately prior to the closifighe public offering.

During the year ended December 31, 2007 1,350,88% sptions were granted and 420,833 options itede
In addition during the year ended December 31, 208Tompany issued a total of 17,218,773 commaresh
for net proceeds of $14,826,231.

Internal Controls Over Financial Reporting

There have been no substantive changes in the Gyfspaternal controls over financial reporting ohgr the
year ended December 31, 2008 that have materifdigtad, or are reasonably likely to materiallyeatf the
Company’s internal controls over financial repagtin

OUTLOOK

With the significant investment in 2008 in progiagsthe Company’s core products to commercializgttbe
Company is now focusing its efforts and resouraesantinuing to develop the commercial contractbutd

its customer base and revenue growth while impléimgrcost savings measures. The Company began the
implementation of cost-saving measures in 200@dognition of the difficult economic climate, therefits of
which are beginning to be realized. The Compampieted an important acquisition of its exclusjlebal
Sports Timekeeping distributor and integrated tee feam into the organization while continuing taimtain

the momentum for this important and growing revesieam.

The Company is confident in its leading RFID tedbgy and products and their competitive and connpuel|
proposition to its core targeted vertical marketd kecognizes the difficult economic environmenthe
Company will continue to pursue and grow these etarklong with the support of its important bramders,
while focusing on securing the necessary fundingupport its business plan and maintaining strast c
control.
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