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, 2009. It is supplemental informatiod ahould be read in conjunction with the constéida
financial statements, including the accompanyingsdor the years ended December 31, 2009 and 2Q08.
currency amounts in this MD&A are stated in Canadlallars, unless otherwise indicated. The corétitis
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 28, 2010.

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, rtainges
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 include abatnot limited to, impairment of assets, ceagdetrorders,
continuing operations, accumulated deficit, undetyaof future financing, potential fluctuations thancial
results and management of operations. Should o of these risks or uncertainties materiatizeshould
assumptions underlying the forward-looking statetmgirove 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@anada
with operations in the U.S.A., South Africa, Eur@el Asia. Leveraging its IP-X communication praiothe
Company designs, develops, manufactures and maskéi®ad range of RFID solutions, including smart
labels, tags and readers targeted primarily atssleclosed loop vertical industry market sectéle common
shares of IPICO Inc. trade on the TSX Venture ErRgeaunder the symbol “RFD”.

IPICO has designed and developed several genesatibpatented Dual Frequency (“DF”) and Ultra High
Frequency (“UHF") passive RFID technology basediteilP-X communication protocol. IPICO focuses on
serving the Sports Timekeeping, Asset and PeopkeKing, Electronic Vehicle Identification & Rail,
Returnable Transport Items and Paper & Packagirngeta

The Company’s products are used in the optimizatbrihe management of items, people, animals and
processes within the supply and other value chains.Company has commenced commercial producti@an 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 substantiedlgform 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 ofieodels of dual frequency readers (Industrial, I&sgtion,
Handheld, Proximity - Registration and Access)heigiodels of dual frequency tags (Sports Timekagpin
Paper Reel, Laundry and Returnable Transport ItepliGation specific tags, as well as Credit Card &h
Credit Card size ISO cards, and CR-100 cards),nsenadels of ultra-high frequency readers (Indulsarad
EVI long read range, Single Antenna long rangegloange Handheld and Proximity - Registration and
Access), and four models of ultra-high frequenaystéCredit Card, Windscreen, Rail and IndustriBljal
frequency products are used in challenging envierts where the tags are in close proximity to radio
frequency-absorbent and/or reflective material$ pnavent good radio transmission and power trar(ifesy
media) such as people, metal, animals, vegetasioih,or fluids. UHF products are used in challeggin
environments where fast-moving tags need to be mgatbng distances such as for electronic vehicle
identification or supply chain management.

Strategy

IPICO's strategy is to penetrate specific applaratmarkets that the Company believes are earlytadopf
RFID technology. The principal markets consist sfed and people tracking; transportation and liegisand
supply chain management.

While IPICO'’s technology continues to create whuodev sets of viable and cost-justifiable applicatidICO
is currently focused on markets with closed loopligptions that demonstrate the following attrilsute

» astrong return on investment and quantifiable fietwethe direct customer,

e aclear business case for RFID-enabled solutions,

* acompetitive advantage with IPICO’s technologies,

» strategic partners, brand owners, with well-esshigld global positions within relevant markets, and

* asignificant growth opportunity for IPICO by vigwf market size and demand volume.

IPICO'’s business model is based on the developamhtommercialization of Intellectual Property éowide
variety of closed-loop RFID applications in selectearkets, and for a number of selected niche egins
(open-loop and closed-loop) where IPICO and itatsgic partners solution intends to becomdedacto
standard. Intellectual Property is based on ‘hawéllectual 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 knowledgdefGompany’s own and its strategic partners’ teldgyo
processes. IPICO has a strong technical and exeda@am, many with up to 15 years of experiencRHD
design, with experience in design and developmémngawith hands-on experience in numerous RFID
deployments around the globe.

The Company has a number of offices around thedatorkervice its primary geographical markets,uduig
Burlington (Canada), Peoria (United States), Vie(hastria), Pretoria (South Africa) and Shanghadqple’s
Republic of China), The Company had 32 employseBecember 31, 2009 down from 55 employees as of
December 31, 2008 as a result of streamlining astsavings measures.

The Company's primary sales strategy is to woriuth channel partners to serve end-user custoroeuats.
During the initial proto-typing and pilot phases mbjects, the Company is directly involved in cuser
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projects to ensure that its standard products aopeply adapted to the application environment. The
Company's market strategy is to penetrate speafiglication markets that have been identified atyea
adopters of RFID technology. This strategy focusesspecific closed loop applications in definedhtsigic
markets. The majority of business is thereafteradriby system integrators, value added re-sell@sstrategic
partners, collectively referred to as “channel pens”.

The Company outsources its manufacturing of chigass and readers to select contract manufactuasesdhin
South Africa, Australia, Switzerland, China, andlim The Company continues to enhance its outsdurce
manufacturing capabilities to support the delivefira high volume of quality RFID products.

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

OVERALL PERFORMANCE

While IPICO’s technology lends itself to a wide ety of viable and cost-justifiable application$iet
Company has chosen a sales strategy designed étrgenstrategic markets that the Company believés
early adopters of RFID technology. Those stratagickets consist of asset and people trackingspa@itation
and logistics, and supply chain management. Thepaoy's core solutions targeted for these strategic
markets include Electronic Vehicle Identificatidé\{l) and Rail, Returnable Transport Items (RTI)p&a&
Packaging, and Asset & People Tracking includingor&p Timekeeping. During 2009, the Company
streamlined its operations reducing operating costsile focusing on near term revenue opportunities
including Sports, EVI — China, CHEP New Zealand Rilbt and on completing its core product offerings
The following highlights the progress made in 2008ach of the Company’s target markets:

1. Electronic vehicle identification (EVI) and Rail: The Company progressed B¥/I initiatives around the
globe including entering into a definitive agreemenh CATS LUHAI (Beijing) Investment Co., Ltd.
(CATS LUHAI) to form a joint venture company in tieeople’s Republic of China for the purpose of the
implementation and management of an advanced atsymation-wide electronic (RFID) motor vehicle
identification and registration, route identificati and toll collection program throughout China. TTA
LUHAI is a subsidiary of the China Academy of Trpadation Sciences (CATS), an agency of the
Chinese national Ministry of Transport with generakponsibility for all aspects of transportation
management. This joint venture agreement flows filoenfinal selection by CATS of IPICO’s UHF RFID
Electronic Vehicle Identification (EVI) technology-ollowing the successful pilot in the Jilin proge the
Company anticipates being the Jilin province demlent in 2010. China has an extensive network of ove
63,000 kilometers of national, provincial and lobajhways, most of which are already subject tolaer
patchwork of manual toll collection concessionsefEhare estimated to be over 56 million motor Vekic
in China. After IPICO expects that the rollout betjoint venture solutions would proceed provinge b
province throughout China over the next four teefivears. The Company also entered into a strategic
relationship with International Road Dynamics IGESX: IRD) under which IRD has the exclusive rigt
market and sell IPICO’s range of Electronic Vehildentification (EVI) Radio Frequency Identificatio
Device (RFID) systems throughout Latin America aackived initial orders for EVI projects in Chilada
Colombia and as IPICO’s preferred distributor irditn and certain other countries in the Indian
Subcontinent, West Africa and Nigeria, IRD recerséégured contracts to take over and expand anrexist
road and vehicle management solution installatioindia and intends to deploy IPICO’s EVI product
lines as part of this expansion. IPICO also comtino progress ifRail initiatives through channel partners
with the first order from ProcAT for the deploymeitIPICO’s IP-X based UHF passive tags and readers
in a nationwide program with Societé Nationale @Gagmins de fer Belges (SNCB) to automatically track
trace and secure its passenger trains and rolioak svithin Belgium. IPICQO’s technology has alseeb
selected by Kernex Microsystems (India) Ltd. (KMIBombay Stock Exchange) for automated Rail car
management in India.
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2. Returnable Transportation Items (RTI): IPICO developed a complete portfolio of custoatkaged
dual frequency (DF) tags and readers to provideatien, monitoring, tracking and identification in
extreme environments of items such as returnalastipl containers, commercial explosives, industrial
laundry, wool bales and produce. During 2009 IPI€DF technology was deployed by CHEP Australia,
the largest equipment pooling company in Australiel New Zealand, in a large scale pilot in New
Zealand. IPICO's passive Dual Frequency RFID teldgyowas integrated in CHEP's new returnable
plastic container (RPC) solutions in New Zealand tiie Company anticipates, after successful complet
of the pilot in early 2010, further deploymenttmmence.

3. Paper & Packaging IPICO continues to progress with its unique pasBual Frequency paper reel and
paper management solution that has proven retunmwa@stment (ROI) to the customer with its Mondi
March (UK) Plant reference site. The Company le&siied several new customer initiatives in earl{Q®20
in China and the United Kingdom.

4. Asset & People Tracking:IPICO has developed both UHF and DF readers arslldaged on its IP-X
RFID technology for the asset and people trackiregket. The Company’'Sports Timekeeping DF
solution includes shoe, bike and other tags, dlsaseeaders and software modules and the Company
presented with the Frost & Sullivan 2009 North Aimen RFID Sports Technology Leadership of the Year
Award. The Company’s cost effective RFID Sports @keeping solution, branded IPICO Sports continues
to expand its penetration in the global timekeepivagket with over 600 systems sold in 36 counsiase
its launch in March of 2007. The Company was sebkas exclusive official supplier of RFID data
collection technology for The Virgin London Marathand all other London Marathon Ltd. events foefiv
years. Subsequent to the year end the Company aceduhat it had entered into an exclusive letfer o
intent with Maritime Telecommunications Network, cin (MTN), a global service provider of
communications, connectivity and content servi@esemote locations around the world, respecting the
distribution of an integrated solution co-develofpgdPICO and MTN for people-tracking applicaticos
cruise lines using IPICO’s IP-X based tag and reaeehnology and MTN’s proprietary software. The
Company further expanded the reach ob#ssonal tracking and performance systemsvith the recent
announcement that the China military had seled@#@® technology for military fitness training pragns.

During the year the Company completed a non-brakerezate placement of convertible secured debestur
(“debenture”) for gross proceeds of $3,500,000.

The Company'’s revenue for year ended December @19 thcreased to $6,967,626 up from $3,885,341 for
the year ended December 31, 2008. The increasevanue in 2009 over 2008 largely reflects incredse
Sports Timekeeping revenues along with revenues Rl product sales in support of the CHEP New
Zealand project.

The majority of the Company’s core products havesedofrom development through to commercialization
including moving to scalable outsourced contrachufacturing. While the difficult global busineskntate
continued in 2009 with long and unpredictable salgsle, the Company did progress existing customer
initiatives along with securing several new initias in each of its key target markets. The Compaeo
streamlined its global operations and implemente savings measures which has resulted in recsiaéthg
levels and operating costs with significant opetiost reductions expected in the 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). TOTAL (T&nly Talks After Listening) is a version of IP-X
developed by IPICO to harmonize the operation eKIRgs in UHF mixed tag populations with EPC tags.
Through a joint effort with EM Microelectronic (“EN} the semiconductor company of the Swatch Grolp o
Marin, Switzerland, TOTAL is included in the curt@roposed amendment to ISO 18000-6 as 18000-6 Type
D. This amendment currently has Final CommitteafDfFCD) status and is expected to move to FinalftD
International Standard (FDIS) in 2010.
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RESULTS OF OPERATIONS

Selected Annual Information

The table below shows selected consolidated fimhrinformation for the three most recently complete
financial years.

(000’s dollars except per share amounts) 2009 2008 2007
Revenue $ 6,968 $ 3,885 $ 3171
Gross margin 2,325 1,511 997
Gross margin as a percent of revenue 33% 39% 31%
Total operating expenses 11,159 19,549 9,351
Total operating expenses (excluding impairment gésy 11,159 11,770 9,351
Net loss and comprehensive loss (9,658) (18,259) (9,303)
Net loss per share, basic and diluted $ (0.18) $ (0.35) $ (0.29)
Total Assets $ 12,140 $ 17,014 $ 28,158
Revenue

Revenue for year ended December 31, 2009 increas$d,967,626 up from $3,885,341 for the year ended
December 31, 2008. The increase in revenue in 20@9 2008 largely reflects increases in Sports
Timekeeping revenues along with revenues from R®dpct sales in support of the CHEP New Zealand
project along with contributions from each of iteyktarget markets including EVI, Rail and Paper &
Packaging.

Gross Margin

Gross margin for the full year of 2009 increase$2¢825,468 or 33% up from $1,511,337 or 39% oéneres
in 2008. The gross margin increase reflects theease in revenues while the gross margin percemtagiines
as the generally higher Sports Timekeeping margiee offset by lower margins associated with thtain
sales of the CHEP RPC solution.

Operating Expenses

Total operating expenses for the year ended DeaeB8he2009 were $11,159,152 which included non cash
stock based compensation charges of $313,960 (2B0Brelated to the release of shares held byst. trThis

is down from $19,548,990 in total operating experfee 2008 or $11,770,362 before the impact ofrtbe
cash charges for impairment of goodwill, intangsbnd accounts receivable. The reduced operatists c
resulted from cost savings measures implement aor@ mian offset the increased operating costs 09 20
associated with the Company’s exclusive Sports k@aping distributor acquired in the fourth quade2008.
The benefits of the cost savings measures implexdestross all of the Company’s operations whiclude
staff retrenchments, reduced spending includinggiaoins to senior management compensation and dagit
control, are expected to reduce quarterly operatimgis by in excess of one million dollars in tlmning
quarters.

Development costs for the 2009 year were $2,196¢86% from $2,922,902 in 2008. Development costs ar
comprised of internal and external developmentscodthe decrease over the prior year is due togansng
measures along with reduced development activdagedhe majority of the Company’s core products are
completed. With a majority of this core activitynspleted or nearing completion, development costs ar
expected to continue to decrease in the comingtepsarDevelopment costs comprise internal developme
costs, which are largely engineering staff costel external, third party development costs, whiotiude
costs for certification of IPICO’s RFID products.
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Sales and marketing costs were $3,390,905 for 2898n from $3,422,999 in 2008 with savings realiasd

part of cost reduction measures being offset soraewi the sales and marketing costs associatedtigth
with the Company’s exclusive Sports Timekeepingritistor acquired in the fourth quarter of 2008.eTh
Company expects these costs to reduce in futuneegaas a result of cost reduction measures ingrézal.

General and administration costs for the year eridecember 31, 2009 were $4,094,957 and prior to the
impact of the non cash stock based compensatiogelud $313,960 related to the release of shareshyea
trust were $3,780,997 This is down from $4,217,61L8he prior year ending 2008 where there wasuuh s
compensation charge. General and administratiots e¢oslude costs of the executive group, the fieaand
administrative function and supply chain managensemd the reductions reflect the impact of cost regwi
measures and the Company expects general and atiatioh costs to continue to reduce in the coming
quarters.

The Company accounts for its foreign subsidiaremgegrated operations and is funding their opmmatand

is exposed to foreign exchange risk with the SdAfifican Rand, the United States Dollar, the Ausral
Dollar, the Euro and the Chinese Yuan. The Compepyprts in Canadian dollars and therefore is exppose
foreign exchange fluctuations in its monetary asaed liabilities, working capital and revenues argenses.
With the general devaluation of the foreign curiesaelative to the Canadian dollar in 2009, thenGany

recorded a foreign exchange loss of $200,476 caedara gain of $218,429 in the prior year.

On November 19, 2008, the Company acquired a 7Qéteist 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 ctallglity of amounts that had been owing to the Gany
from past transactions with Mercury Sports Groupg.,| the Company recorded a $609,700 non-cash
impairment of its accounts receivable balance éntktird quarter of 2008.

The Company evaluated the carrying value of itsdgolb and intangible assets in 2008 and recordembra
cash impairment charge of $5,307,098 writing off tarrying value of goodwill along with a $1,861088n-
cash impairment charge reducing the carrying valuetangible assets. The Company reviews longdlive
assets for impairment whenever events and circutos$aindicate that the carrying amount may not be
recoverable. If the total of the expected undisted cash flows is less than the carrying amouthefisset, a
loss is recognized for the excess of the carryinguant over the fair value of the asset. No impaiththarge
was recorded in 2009.

Amortization of intangibles was $1,132,598 for tlear ended December 31, 2009 down from $1,336,080 i
2008 due to the reduction in the carrying valusmtzngibles as a result of the impairment charg20os.

Finance cost was $891,788 in 2009 compared to dmaost of $287,997 in the prior year. The inceeas
finance cost was due to transaction costs of $286(B008 — $0) related to the debenture financiaggawith
the associated interest costs of $278,844 (200856,$22) while interest income decreased due teedow
average cash balances in 2009 over 2008.

Net loss

The loss from operations declined to $8,833,684 tftg year ended December 31, 2009 down from
$18,037,653 in 2008 and down from $10,259,025 leefioe impact of the $7,168,928 non cash impairroént
goodwill and intangibles, the $609,700 impairmenaccounts receivable incurred in 2008. Increasenues
supporting the increase in gross margins in 2008galvith reductions in operating costs as a resuttost
savings measures contributed to the reductiondrndss from operations in 2009 over 2008 beforeirtipact

of the non cash impairment charges.
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Offset slightly by the increase in finance costg, net loss for the year ended 2009 was $9,65&|882 from
$18,259,010 in 2008 and down from $10,480,382 leefioe impact of the non cash charges for impairmént
gooduwill, intangibles and accounts receivable.

SUMMARY OF QUARTERLY RESULTS
Select Unaudited Consolidated Quarterly Financial hiformation
The following table presents certain unaudited obdated quarterly financial information for eachtloe eight

guarters ended December 31, 2009. The quartesljtsemay continue to fluctuate as the Companyicoes to
successfully commercialize its product offeringd aacure increased sales.

(000’s dollars except per share Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
amounts) 2009 2009 2009 2009 2008 2008 2008 2008
Revenue 1,296 2,003 1,806 1,863 983 702 1,181 1,019
Gross margin 357 596 483 889 550 31 518 412
Gross margin % 28 30 27 48 56 4 44 40

Total operating expenses 2,690 2,373 3,148 2,948 3472, 11,406 3,040 2,756

Total operating expenses 2,690 2,373 3,148 2,948 2,347 3,627 3,040 2,756
Excluding impairment charg@%
Net loss (2,639) (2,155) (2,738)  (2,127)  (1,855)11,897)  (2,528) (2,479)
Net loss per share, (0.05) (0.04) (0.05) (0.04) (0.04) (0.22) (0.05) .08
basic and diluted
(1) Impairment charges relating to intangible assetisganodwill

Revenue for the fourth quarter ended December @19 2vas $1,295,662 down from the third quarterGif®

of $2,003,253 due largely to reduced sales in Rdtpcts along with declines due to seasonality. fhirel
quarter of 2009 revenues increased over the secmrdter of $1,806,018 reflecting increased Sports
Timekeeping revenues. Revenues for the secondequdr2009 were comparable to the first quarte2@d9
and up over the fourth quarter of 2008 due to im®ed Sports Timekeeping revenues and revenuestii®m
initial shipments of the Company’s RTI products ethbegan in the second quarter of 2009. Revenutnéor
fourth quarter of 2008 was $983,821 comparable With first and second quarter of 2008 while thedthi
quarter of 2008 was negatively impacted by a dedlnsales from Sports Timekeeping but increaseithen
fourth quarter with the completion of the acquasitiof the Company’s exclusive Sports Timekeeping
distributor.

Gross margin for the fourth quarter of 2009 was7$889 or 28% of revenues down from $595,958 or 80%
revenues in the third quarter due to the decreasevenues. Gross margin in the third quarter @92
increased from $483,313 or 27% of revenues in #worsd quarter of 2009 largely due to higher Sports
Timekeeping revenues. The higher gross marginsgpascentage of sales from Sports Timekeeping wiseto

by lower margins associated with the initial sad¢the Company’s RTI products. Gross margin in filst
quarter of 2009 was $888,568 or 48% of revenuesfligny from the higher Sports Timekeeping revenaed
related higher gross margins. Similarly, gross nimang the fourth quarter of 2008 was $549,847 d¥5énd
reflected the increased gross margin from SpomseKeeping products as a result of the acquisitothe
fourth quarter of 2008. Gross margin for the thgudarter of 2008 was $30,603 or 4% of revenues aford
the impact of inventory write-offs of approximate$230,000 in the third quarter of 2008, the grossgim
percentage was 37%. The second quarter of 2008 gnasgin was $518,950 or 44% of revenues up from
$411,937 or 40% of revenues in the first quarter.

Total operating expenses for the fourth quarteedridlecember 31, 2009 were $2,689,462 up from $2/802
in the third quarter largely due to retrenchmengteancurred due to staff retrenchments. Total aipey
expenses in the third quarter of 2009 were dowmf#3,148,109 in the second quarter of 2009 ($218(,
prior the impact of the non cash stock based cosgi@m charges incurred the second quarter of 2G0%)
down from to $2,948,821 in the first quarter of 20@flecting the impact of the Company’s cost sgvin
measures. Total operating costs in all four quaié2009 and the fourth quarter of 2008 includeatditional
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operating costs associated with the Company’s ekauSports Timekeeping distributor and were lotian

the prior year quarters as a result of cost savimggsures. Total operating costs, excluding impaitraharges
increased in the second and third quarter of 20@8 the first quarter of 2008 reflecting increagedduct
development activities on several key initiativésng with planned investment in supply chain aedvice
delivery capabilities. The large reduction in thtat operating costs in the fourth quarter of 20@& largely a
result of the reduction in costs in development gaderal and administration which included the taable
impact of the discontinuance of the Company's bonampensation plans. The Company expects total
operating costs to decrease significantly in thming quarters.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s cash and cash equivalents at Dece®db@009 totaled $1,873,268 down from $4,317,8357 a
December 31, 2008. with the decrease due to the wsed for operating activities of $5,796,945, \whicas
down from $9,544,394 in the prior year, offset bg thet proceeds from the $3,500,000 million delyentu
financing completed during year.

The working capital as at December 31, 2009 wal2®3714 compared with $6,825,352 as at December 31,
2008 and the current ratio (current assets to ouhabilities) was 2.5 to 1 compared with 4.7tatlDecember

31, 2008. The decrease in working capital of $3@&82 was largely due to the decrease in cash asil ca
equivalents of $2,498,289 along with a decreasevientory of $1,342,662.

Cash used for operating activities for the yeareendecember 31, 2009 was $5,796,945 down from
$9,544,394 in the prior year. This decrease pilyndue to the reduction in the loss from operasiavhich
declined to $8,833,684 for the year ended Dece®be2009 down from $10,259,025 before the impa¢hef
$7,778,628 non cash impairment of goodwill, intéahes and accounts receivable, and the positive ftash
contribution from the reduction in the investmenhbn cash operating working capital.

The Company’s working capital and current ratiorfent assets to current liabilities), including ltasd cash
equivalents, is summarized as follows:

December 31, December 31,

2009 2008

Working capital $ 3,022,714 $ 6,825,352
Current ratio 251t01.0 47t01.0

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

Capital expenditures, primarily computer equipmemre $20,256 in 2009 down from $96,283 in 2008.

During the year ended December 31, 2009, the Coynipanrred a net loss of $9,658,832 (2008 - $103®D
prior to the $7,168,928 non cash impairment of gabhdand intangibles, and the $609,700 impairment i
accounts receivable) and used cash from operabio$5s,796,945 (2008 - $9,544,394). To date, the @z
has relied primarily upon the proceeds from privalicements and public offerings of its common skdo
fund its operations. The Company anticipates thaili require additional funding based on curretdns and
assumptions relating to its operations and curcash resources may be depleted late in the seasarteq
The Company is pursuing remedial funding which daatlude incurring debt and/or issuing additioeqlity
securities, which could result in substantial dintto existing shareholders. However, there cannbe
assurance that the Company’s plans will be suagessid that additional funding will be available, dfr
available, that it will be available on acceptaigiens.
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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 Prefersbdres have a fixed cumulative dividend per shaB&wo
per annum. As the preferred shares are being ataxéor as debt, interest expense is recorded qaatier in
respect of the cumulative dividend. Each holdePagferred Shares is entitled to require the Compgany
redeem, at a time on or after March 30, 2014 anglloof its Preferred Shares for $1.00 per Prete@bare
redeemed plus any dividends accrued but not ydtthareon.

On September 11, 2009 the Company completed tbarise of convertible debentures for gross proceéds
$3,500,000 with an interest rate of 12%. As a $icgmt portion of the convertible debenture is lgeireated as
debt, the interest is being charged to the incaaterment. The debentures are secured, bear in&tr@sate of
12% per annum, payable upon maturity or earlieayegent, mature on the second anniversary of clpsing
are convertible at the option of the holder intsmowon shares of IPICO at a price of $0.25 per share.

All of the $5,500,000 of 12% debentures issued atdédnber 2006 were converted into 6,962,024 common
shares at a price of $0.79 per common share ugocidBing of the February 28, 2008 public offering.

Commitments

Operating Leases
Future minimum lease payments under non-canceltgi#eating leases at December 31, 2009 are asvillo

2010 $ 175,628
2011 5,315
2012 2,774
2013 2,196
Thereafter -

Total minimum lease payments $ 185,913

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,
2009 2008
Legal Fees to the firm of a Company Director $ 272,597 $ 314,080

The Company has a share purchase loan outstandihg iamount of $240,000 to a Director of the Camypa
secured by the shares and the loan is non-recantsaon-interest bearing. The loan is repayabfelisvs:

a) $60,000 on June 30, 2010,

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

The terms of the share purchase loan also prowdéné acceleration, in certain events, of the yepnt in
full of the outstanding balance of the five yeantdoan.
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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. TherPany’s management is responsible for mitigatiregribks
to the extent possible, in order to maximize shaidgr value.

Dependence on Management. The Company’s development to date has largephended 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 interakeodut
key man insurance in respect of any directorsceffor other employees.

Limited Operating History. The Company has a limited operating history wighcurrent 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 snatde
operating profitability or generate sufficient cdkiw to service its working capital requirements.

Early Stage Company. The Company has commenced commercial productiorsdweral 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 notamed
profits and remains subject to the risks associatigd early stage companies, including start upsdss
uncertainty of revenues, markets and profitabiltglatile financial results and the need to raiddit@onal
funding. The Company has committed, and, for thedeeable future, will continue to commit, sigrafit
financial resources to research, product developraed commercialization. The Company must maingain
research and development programs in order to \aelpeofitable operations and remain competitiveaim
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 Basis. The risk of failing to develop and commercialize
cost effective and reliable products on a timelgi®@resents one of the greatest risks for the @agnpThe
Company’s success will depend, to a great extemtjt® ability to achieve commercial sales of prdduc
incorporating its RFID technology on a timely baJikere 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 curresmispand assumptions relating to its
operations, it will need additional financing tontiaue in business. The Company is an early stadg® R
solutions company with limited financial assets andsequently it will likely be unable to securergentional
debt financing. Additional equity could result inbstantial dilution to shareholders. There candagsurance
that additional funding will be available or, if alable, that it will be available on acceptablents. If
adequate funds are not available, the Company mlyenable to take advantage of opportunities, Idpveew
products or otherwise respond to competitive pmessand remain in business. The Company may béreequ
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 relingrigdts 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 atlhesources and greater name recognition than tmep@ny
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does. The Company’s competitors may be able tamresmore quickly to new or emerging technologied an
changes in customer requirements. Current and fait@ompetitors have established, and may in theré
establish, cooperative relationships with thirdtiparand with each other to increase the avaitghilf their
products and services to the marketplace. Competfitiessures could reduce the Company’s markeg shrar
require it to reduce the price of its products aarices, 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 IHEYevaccepted by markets or regulators as a mzed
protocol standard.

Dependence on Proprietary Technology. The Company is dependent upon its patents aret atkellectual
property rights and in its ability to safeguardkiteow-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 patentsothfers 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 productdfgratents are issued to the Company, desigrradyzts so as
to circumvent the Company’s patent protection. lkenmiore, there can be no assurance that the cotifiliy

of the Company’s intellectual property can be nwmied or that such intellectual property will not b
independently discovered by others, or that thassteken by the Company will prevent misappropiatf its
technology, or that agreements entered into foin pucpose will be enforceable.

Dependence on Market Growth. Future 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 impedimertstaler 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 soféwequired to manage RFID data, (ii) the useiféérént
frequencies in different geographic areas, (iig¢ 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 indsg&guipment, or proximity to liquid or metals, atg
regulatory change, including changes in responssoteerns regarding the privacy of consumers whe ha
purchased tagged items.

Dependence on Third Party Distribution. The Company has a small direct sales force howieviecusing its
sales and marketing efforts on establishing, foizime and maintaining long-term strategic relatinips with
channel partners, value added resellers and distrih The establishment of these relationshigses of the
key inputs to generating revenue growth for the Gamy. Should these alliances not materialize imaly
manner, this may negatively impact the Companyibtyalto gain market share and achieve growth terge
the future. The Company’s distribution partners maybe prohibited from offering and reselling fhreducts
and services of the Company’s competitors and rhapse to devote insufficient resources to markesing
supporting their services or to devote greateruess to marketing and supporting the productssandices
of other companies. Reliance upon third-party iistion sources also subjects the Company to #has 6f the
business failure of such value-added resellers dintlibutors, as well as credit, inventory and hass
concentration risks.

Dependence on Key Employees. The Company’s future success will depend onhilitato attract, train, retain
and motivate highly skilled engineering, technicalanagerial and other personnel. Competition fes¢h
personnel is intense. The Company may have diffiduting qualified personnel as quickly as it mayuire.

Dependence on Third Party Manufacturing. The Company outsources the manufacturing of ribslycts to
third party contract manufacturers. If these ttpedty manufacturers are unable to either delivea dimely
basis or produce high quality products, customéatiomships and future sales orders may be adwersel
impacted.
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Management of Expanding Operations. In 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 manady
operational and financial personnel and system&relttan be no assurance that the Company’s systems,
procedures, controls and existing facilities wik ladequate to support expansion of its operatidhs.
Company'’s future operating results will substahtidepend on the ability of its officers and keymaoyees to
manage changing business conditions and to impleswueth improve its operational, financial controldan
reporting systems. If the Company is unable to gedpto and manage changing business conditions, the
guality 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 develgpon
emerging countries. International business actiwigntail inherent risks such as trade barriergjgab risks,
embargoes, uncertainty as to the protection andliggtellectual property, the risk of increasetaxes and
changes in laws and policies. By way of exampldriemdly 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 SoufficA 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 pdiitior 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 fpam of its expenses in Canadian dollars, Uniteatest dollars,
and South African rand. Fluctuations in the reltialues of those currencies may have a negatipadton
the Company’s operating results. The Company hagplaas at present to enter into any foreign cugrenc
hedging 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 lige 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 andesand omissions insurance, there can be no assutiaat
this coverage will be sufficient to cover one orrmtarge claims, or that the issuer will not digol@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, thare lie no
assurance that the Company’s products do not bnatlinfringe on intellectual property rights owhby third
parties. The payment by the Company of a monetanyage award, or payment by the Company of an amount
in settlement of litigation, or the inability oféhCompany to obtain the necessary licenses or adjgis on
commercially acceptable terms, or the failure ef @ompany to redesign its products to avoid infmgnt of
third party intellectual rights, could have a mety adverse effect on the Company.

Safety Risk. RFID products emit electromagnetic radiation wehit may be argued, may result in various
safety and health issues. While the Company’s mtsdanly emit low levels of this radiation and ager
within all safety regulatory limits, there can be assurance that the Company’s products will nobtre the
subject of safety concerns in the future. If safaigcerns 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 consddidliat
financial statements are in accordance with Canagkaerally accepted accounting principles ancapptied
on a consistent basis. The Company uses judgmesaiecting the policies for which alternative noetk exist
and in the application of those accounting policid®e policies discussed below are considerecdetoriical
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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
matters that are inherently uncertain and changethese estimates may have a material impact on the
Company'’s financial statements.

I ntangible assets, including Goodwill

The Company reviews and evaluates its intangitdetagor impairment when events or circumstancgisaie

the carrying amount may not be recoverable andfgignt judgment is involved in the review and exation

of these events or circumstances. The Company denssinumerous factors in making this assessment
including significant adverse change in the Comfmiusiness climate, legal or regulatory environtnen
assets, market price, sales expectations and falazandition and projections. The variability dfese factors
depends on a number of conditions, including uagagt about future events, and thus accountingnesés
may change from period to period and future opegatésults could be materially impacted.

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 #&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 tedbhgg deployed by other RFID providers.

Tax asset valuation

Significant management judgment is required in meit@ing the valuation allowance recorded againgt ne
future income tax assets. The Company operateslitiple geographic jurisdictions, and to the extidrat it
has profits in a jurisdiction, these profits argetd pursuant to the tax laws of their jurisdictidnvaluation
allowance is recorded to reduce future income &set® recorded on the balance sheet to the ambtime o
future income tax benefit that is more likely thaot to be realized. The Company has recorded adidlation
allowance to reflect the uncertainties associat@t the realization of future income tax assetsedasn
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 willic&
Handbook Section 3870. Any cash paid by employeffisers and directors on the exercise of stockonyst
along with the accumulated stock based compensatmgnized to date are considered contributedusifor

the Company’s equity. The Company recognizes cosgi@mn expense equal to the fair value of the award
over its vesting period. Determining the fair vahfestock-based awards at the grant date requidgament,
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 resultiediignificantly from these estimates, stock-basmmpensation
expense and the Company’s results of operationksl dmuimaterially impacted. The most significantreate
used in calculating the fair value of stock optiansl other convertible instruments is the estinohtie long-
term volatility of the Company’s shares. To dabte Company’s shares have been thinly traded aadesult,
the Company considers both the observed volatlitits stock, along with comparisons of volatilit§ other
technology companies in establishing its volatility
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CHANGES IN ACCOUNTING POLICIES

On January 1, 2009 the Company adopted the new Gl@Adbook Section 3064 Goodwill and Intangible
Assets. The new section establishes standardbedaretognition, measurement, presentation andodisie of
goodwill and intangible assets subsequent to thndiial recognition. Standards concerning goodvete
unchanged. The adoption of this new standard hachpact on the Company’s financial statements.

Impact of recently issued accounting pronouncements

In January 2009, the CICA issued Section 1582, iiass Combinations, replacing Section 1581, Business
Combinations. This section establishes the stasdardthe accounting for business combinations, states
that all assets and liabilities of an acquired hess will be recorded at fair value at the acdaisitlate. The
standard also states that acquisition-related coditdbe expensed as incurred and that restruajucimarges

will be expensed in the periods after the acqomsitiate. This new Section will be applicable tcafinial
statements relating to fiscal years beginning omfter January 1, 2011. Earlier adoption is pegdittThe
Company is currently assessing the future impathisfnew standard on its financial statements.

In January 2009, the CICA issued Section 1601, Qatated Financial Statements, which replaces tisting
standard. This section establishes the standargedparing consolidated financial statements areffective
for fiscal years beginning on or after January@1 12 Earlier adoption is permitted. The Companguently
assessing the future impact of this new standaitsdimancial statements.

In December 2009, the CICA issued EIC 175, Multipldiverable Revenue Arrangements, replacing EIZ, 14
Revenue Arrangements with Multiple Deliverables.isThbstract was amended to: (1) provide updated
guidance on whether multiple deliverables existy lthe deliverables in an arrangement should beratgah
and the consideration allocated; (2) require, imagions where a vendor does not have vendor-specif
objective evidence (“VSOE”) or third-party evidence selling price, that the entity allocate revennean
arrangement using estimated selling prices of dalivies; (3) eliminate the use of the residual oetthnd
require an entity to allocate revenue using thatinad selling price method; and (4) require expande
gualitative and quantitative disclosures regardiigmificant judgments made in applying this guidanthe
accounting changes summarized in EIC 175 are eféefdr fiscal years beginning on or after Janubrg011,
with early adoption permitted on either a prospectiasis or by retrospective application. If thesthct is
adopted early, in a reporting period that is net finst reporting period in the entity’s fiscal ye& must be
applied retroactively from the beginning of the Qmamy’s fiscal period of adoption. The Company igently
assessing the future impact of these amendmenits dimancial statements and has not yet determthed
timing and method of its adoption.

International Financial Reporting Standards

In March 2009, the CICA published the exposuretdr@dopting IFRS in Canada 1I”. The exposure draft
confirms that January 1, 2011 will be the adoptiate for International Financial Reporting StanddtBfRS).

It also confirms that IFRS will be applied to anigt's first interim financial statements in theareof adoption.
At this date, publicly accountable enterprises Wil required to prepare financial statements iroraence
with IFRS.

The Company has commenced the process to tran&ition current Canadian GAAP to IFRS with regular
progress reporting to the audit committee and tdadof directors on the status of the IFRS impletai@on.

The implementation project consists of three pringrases:
1. Diagnostic phase — this phase involves performing a high level iotpassessment to identify key
financial statement components that may be impalsyethe transition to IFRS. As a result of these
procedures, the potentially affected elementsamkad as high, medium or low priority.
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2. Development phase — in this phase, each financial statement compadentified from the diagnostic
phase is evaluated, in order of descending priotitydetermine the impact of IFRS. This includes
comparing the Company’s current accounting pradigaolicy with IFRS. This phase also involves
specification and planning of changes requiredkistiag accounting policies, information systemsl an
business processes, together with an analysislicl/mternatives allowed under IFRS. The Company
will then begin the preparation of IFRS adjustmeiftany, a restatement of the opening balancetshee
and the preparation of the Company’s first drafhpeehensive IFRS financial statements.

3. Implementation and review phase — this phase includes execution of changes tarnmition systems
and business processes, completing formal authiamizprocess to approve recommended accounting
policy changes and training programs for the Comjsafinance and other staff, as necessary. It will
culminate in the collection of financial informaticnecessary to compile IFRS compliant financial
statements, embedding IFRS into business processkaudit committee approval of IFRS financial
statements.

The Company completed the diagnostic phase in Maf@009 and is progressing through the secondephas
and preparing for the third phase. The currentysimlof IFRS and comparison with currently applied
accounting principles has identified a number ffedences, however many of the differences ideadifare not
expected to have a material impact on the repamedits and financial position. However, there nhay
significant changes resulting from the implementatof IFRS accounting principles that could resaolt
adjustments as the result of first-time adoptionlfRS on certain areas. The Company has not yét ful
guantified the impact of adopting IFRS.

However, we do not expect the adoption of IFRSmpact the underlying cash flows of the Company.
Adjustments required on transition to IFRS will ibade, retrospectively and/or in accordance withSFR
guidelines as outlined below, against opening methiearnings as at January 1, 2010. The diagridstitified
several key areas that are most likely to be ingzhby the adoption of IFRS and these are as follows

First-Time Adoption of IFRS 1

IFRS 1, provides the framework for the first-tinrgoption of IFRS and outlines that, in general atityeshall
apply the principles under IFRS retrospectively &mat adjustments arising on conversion from GAAP t
IFRS shall be directly recognized in retained easgsai However, IFRS 1 also provides a number ofoogti
exemptions from retrospective application of cert&RS requirements as well as mandatory exceptidnich
prohibit retrospective application of standardseTBompany has analyzed the various accounting ypolic
choices available and will implement those deteadito be most appropriate in the circumstances tree
Board of Directors approval is received during iimeperiods of 2010. At that time, the Company wailéo
communicate those adjustments through its interiD&¥'’s.

Functional Currency Translation

Canadian GAAP does not provide guidance as to #termhination of functional currency for a reporting
domestic entity. It assumes that the functionatemey of an entity is the currency of the entitgsuntry of
domicile (e.g. CAD for a Canadian location). Unlikanadian GAAP, International Accounting Standard
(IAS) 21, “The Effects of Changes in Foreign Exdapamates”, defines functional currency as the cuyeof
the primary economic environment in which the gntperates. Each individual entity must determitse i
functional currency and measure its results amehfiral position in that currency.

IAS 21 established a set of guidelines in detemgrthe functional currency of an entity includingnpary
indicators such as economic environment, salescas inflows, expenses and cash outflows and sacgpnd
indicators such as financing activities and retamtf operating income. The Company, in order togly
with IAS 21, did an analysis applying the primandaecondary indicators in the standard and detexdhrtihat
the functional currency of each of its entities chas the currency of the country of domicile fa éntity. The
Company’s presentation currency will remain Canadixmllars. IAS 21 also indicates that for financial
statements of entities whose functional currencyds the presentation currency of the group, asaets
liabilities are translated at the rates prevailorgthe balance sheet date. Revenue and expensksling
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depreciation and amortization, are translated atame rates throughout the year. Exchange gaindoasds
are included in the accumulated other comprehensivzeme. Under Canadian GAAP, the Company has
translated the accounts of its integrated forejgerations where monetary assets and liabilitiesrarnslated at
the rates prevailing on the balance sheet datenandmonetary assets and liabilities are translatdustoric
rates. Revenue and expenses are translated atetighted average rates throughout the year other tha
depreciation and amortization which are translatethe same rates as the related assets. Trangigiiios and
losses are included in income. The translatiomes$é¢ integrated operations will be carried outitbedance to
IFRS upon transition. On transition to IFRS, IFR8llbws the Company to take an exemption on apgliAs

21 retrospectively by clearing all past cumulatianslation adjustments to zero through retainediegs. The
Company will use this exemption.

Stock Based Compensation

The guidance provided by IFRS 2, “Share Based Patghes largely consistent with Canadian GAAP and
requires estimates of the fair value of stock amito be made at the date of the grant and redogrif the
related expense in income as the options vestusheof the Black-Scholes model is an acceptabléadei
estimate the fair value of the options at the digrant, and is consistent with the Company’s entrpractice.
For share options that vest in installments, IFR@duires the use of the attribution method, whietjires
that the Company treat each installment as a sepahare option grant with a different fair vallnlike
Canadian GAAP, IFRS 2 does not include the strdigetmethod as an alternative to the attributicethd
for awards with a service condition and gradedimgsteatures. The Company will need to accountit®r
awards using the attribution method. Currently @mmpany records forfeitures as they occur, howepen
transition to IFRS, the Company will be requiredmake an estimate of the forfeiture rates for us¢hée
determination of the total share based compensatxpense. These changes will result in a differance
valuation of the stock based awards and timingedifices for the recognition of compensation exgense

I mpairment of Assets

Canadian GAAP generally uses a two-step approadmpairment testing: first comparing asset carrying
values with undiscounted future cash flows to detee whether impairment exists; and then measuaimg
impairment by comparing asset carrying values fathvalues. IAS 36, “Impairment of Assets”, useeree-
step approach testing for and measurement of imeair, with asset carrying values compared direetti

the higher of fair value less costs to sell andu@ah use (which uses discounted future cash flowsg
Company will be required to assess for indicatdrenpairment assessment upon transition to IFRSthisd
may potentially result in more write-downs wherergimg values of assets were previously supporiadkeu
Canadian GAAP on an undiscounted cash flow basiscbuld not be supported on a discounted cash flow
basis. Also, as allowed under IFRS, the Companye&spto remain with the cost model for its accowgti
policy for property, plant and equipment and inialeassets.

Business Combinations

Canadian GAAP Section 1581 differs from IFRS 3, sBiess Combinations” as IFRS 3 accounts for busines
combinations using the acquisition method, whicly mesult in transactions being recognized as anessi
combination under IFRS 3 that would not be recogphiander Section 1581; requires that acquisititated
costs, such as finders’ fees and legal fees, berseaul; requires that acquisition date to be the datwhich
the acquirer obtains control over the acquiredtemr business; requires that contingent consiaerabe
recognized when it can be reliably measured; andires that any gain on bargain purchase or negativ
goodwill be recognized immediately in net incombeTCompany has made prior acquisitions and expects
apply the IFRS exemption for business combinatiand will not restate the accounting for past bussne
combinations.

Convertible Debentures

Under IAS 32 “Financial Instruments: Presentatithé Company will be required to change the method
currently used under Canadian GAAP for calculating fair value of debt and equity components. Also
related debt issuance costs are required undeBgAS-inancial instruments: Recognition and Measumath

Management’s Discussion and Analysis
For the Year Ended December 31, 2009

Page 16 of 20



to be offset against the fair value of the debtirgtial recognition whereas the Company currentipense
these debt issuance costs.

Other

Many other areas of IFRS will impact the Compargei to a lesser extent and based on the work tategh

to date, the Company does not anticipate that rénesition to IFRS will have a significant impact @s
information systems or internal controls. Howewsnce all potential changes to IFRS that will Heative as

at December 31, 2011 are not yet known, the impacthe Company of adopting IFRS cannot be fully
determined.

FINANCIAL INSTRUMENTS

Under Canadian generally accepted accounting ptesi financial instruments are classified into ofi¢he
following categories: held for trading, held-to-mmaty investments, available-for-sale, loans anckeneables
and other financial liabilities. The following t@bsummarizes information regarding the carryiniyies of the
Company'’s financial instruments:

December 31, December 31,
2009 2008
Held for trading1) $ 1,873,268 $ 4,371,557
Loans and receivable¢® 1,095,136 852,539
Other financial liabilitieg3) 10,391,145 7,151,520

(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 cag@mounts
due to their short maturities.

Based on current interest rates for loans withlaimerms to similar companies, the fair valueref preferred
shares is estimated to be $5,112,000.

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 ogyitable financial institutions and investing irogherm
money market investments. The Company minimizesrislit risk related to accounts receivable ancakmoth
receivables through credit review and on-going nawimg of accounts and as at December 31, 2009 five
customers represented approximately 68% (2008 -) 7&R4he total accounts receivable. The maximum
exposure to loss arising from accounts receivabégjual to the total carrying 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 netormiess and of current customers on an on-goings lveigh
regular reviews of the collectability of each cuér’s accounts receivable including the reviewhef aging of
accounts receivable with a focus on past due a¢soMihen collection is not reasonably assuredtheunt is
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written off. As at December 31, 2009, approximatl% of accounts receivable were current with 45%e
1 to 90 days past due and 11% 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, 2009, the Company recordecemyfioexchange loss of $200,476 compared to a gain i
2008 of $218,4209.

The Company’s financial instruments could be exddedoreign currency risk as follows:

Canada United States South Africa Other Total

% % % % %
Cash and cash equivalents 48 46 4 2 100
Accounts and other receivables 1 28 5 66 100
Accounts payable and accrued liabilities 35 7 35 23 100

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 $14,500 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 inerand the Company’s interest bearing debt instnigne

which include the preferred shares, have fixed@sterates.

SUMMARY OF OUTSTANDING SHARE DATA

April 28, December 31, December 31,
2010 2009 2008
Number of common shares 55,571,165 55,571,165 3458
Number of preferred Shares 5,000,000 5,000,000 5,000,000
Closing common share price $ 0.09 $ 0.23 $ 0.075

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

As of April 28, 2010, the Company has 55,571,165won shares outstanding, 14,350,000 of warrants
outstanding and 4,649,164 stock options outstandiing Company also has 5,000,000 of 5% cumulative
redeemable convertible Class A preferred shares.
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Prior to the year ended December 31, 2009, the aonshares issued included 3,249,000 common shal@s h
by a trust set up by IPICO to provide incentivekeg employees. During the second quarter of 20971537
shares were released from the trust and the Compmooyded a stock based compensation expense in the
amount of $313,960 (2008 - $0) in accordance witllCAC Handbook Section 3870 — Stock Based
Compensation and Other-Stock-Based Payments, 886,463 were forfeited, returned to treasury and
cancelled. The remaining 185,000 common sharesimemathe trust and will not be voted until theyear
allocated and transferred to the employees. Dutiegyear ended December 31, 2009 all of the remgini
2,309,106 of exchangeable shares were exchang@¢3fa®,106 common shares of the Company. Alsonduri
the year ended December 31, 2009, 1,750,000 spakne were granted and 527,501 options were tedei

During the year ended December 31, 2009, the Compampleted a non-brokered private placement of
convertible secured debentures (the “Debenturesf)gross proceeds of $3,500,000. Each purchaser of
debentures received on closing a commitment f&@ofogether with four warrants for each dollar ohpipal
purchased. The debentures are secured by a geeeraity agreement over assets, bear interestate af
12% per annum, payable upon maturity or earlieayepent, mature on the second anniversary of clpsing
are convertible at the option of the holder intoncoon shares of IPICO at a price of $0.25 per shaaeh
warrant entitles the holder to purchase one comshane of IPICO for a period of 24 months from aigsat a
price of $0.25 per share. In addition, a furthed,BB0 common share warrants with the same terms issued

to the sole holder of the Class A Preferred ShaféBICO in consideration of certain concessiorsnggd in
support of the placement. The Company incurredeDglye issuance costs of $437,688 of which $256,380
been expensed in the quarter as per company pdlityof the securities issued in connection witte th
placement are restricted from resale for a peribtbar months and one day from closing. The delest
include various clauses which restrict the acegitof the Company in some cases. Accordingly, gemant
has included the debentures as part of its maneaygithl, and will adjust its management of capgitalcess to
reflect these restrictions. Subsequent to the drileoyear, 5,212,633 warrants issued on Februéyy2@08
expired without exercise on February 26, 2010.

The Company also adopted a Shareholder Rights d@laigned to ensure that all shareholders receival eq
treatment and to maximize shareholder value iretient of a take-over bid or other acquisition twild lead
to the change in control of the Company. The Stadeh Rights Plan was ratified by the shareholdeis will
continue in effect until the earlier of the termtina time, as defined in the Shareholder Rights Ria the date
upon which the annual meeting of the shareholdettseorCompany terminates in 2012.

During the year ended December 31, 2008 1,125 @08 sptions were granted and 513,335 options itede
In addition during the year ended December 31, 2088 ompany issued a total of 13,266,961 commaresh
for net proceeds of $11,614,476.

Internal Controls Over Financial Reporting

There have been no substantive changes in the Gugrspaternal controls over financial reporting ohg the
year ended December 31, 2009 that have materififlgtad, or are reasonably likely to materiallyeaff the
Company'’s internal controls over financial repagtin
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OUTLOOK

During 2009, the Company progressed several kdiatines within each of its key target markets wogk
closely with strategic partners including importandnd owners in these markets. The Company slirezin

its operations and implemented cost savings measoctiding staff retrenchments that reduced itsrafing
costs in 2009 and are expected to reduce quaredyating costs by in excess of one million doliarshe
coming quarters. Despite the continued difficultsibess and economic climate the Company remains
confident in the value of its leading RFID techrgylaand products. Several important initiativeseraly
announced in the Asset and People tracking magahaemonstrate the competitive and compellingneadf

the Company’s solutions for its core targeted migtk€he Company’s priorities, on securing the nezgs
funding to support its growth plan, will be to cionie to support key customer initiatives and daeatinued
sales growth while enhancing stakeholder value.
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