
Message to Shareholders 
Second Quarter ended June 30, 2005 
 
Enclosed are our financial results for the second quarter of 2005.  CSI delivered good growth for the second 
quarter and for the year to date, with second quarter revenues up year-over-year by 27%, and year-to-date 
revenues up by 36% over 2004.  In addition, gross margins of $7.8 million represented a record level for CSI.  
However, in spite of this growth, our results were below our expectations for the quarter.   
 

In the second quarter of 2005 the global agricultural industry in aggregate demonstrated some unanticipated 
weakness, due primarily to regionalized drought conditions.  These conditions resulted in some softening of 
our GPS sales for precision agriculture applications.  In addition, required inventory accounting adjustments 
related to our April 2005 acquisition of the Outback Business from RHS Inc. had a negative impact on our 
bottom line performance.  
 
Hemisphere GPS Business Unit 
We added to our overall technology competence in the second quarter with the launch of our state-of-the-art 
GPS receiver technology, based on our own proprietary chipset, which we have branded as Crescent.  CSI has 
a significant core competency in its GPS markets and has very extensive technology and applications expertise 
in these areas.  We see our Crescent technology as a key platform, enabling new levels of performance and 
new applications in both our agricultural and non-Agricultural GPS markets. 
 

Based on two key accomplishments during the quarter – the Outback acquisition and the release of our 
Crescent technology –  our position in the GPS markets is stronger today than it has ever been.  In our core 
GPS market, precision guidance and steering, we have a leading market-share position in an early stage market, 
where overall penetration of the technology is in the low single digits.  With our new business model, and 
strengthened technology base, we are very well-positioned for solid growth. 
 
Wireless Business Unit 
In our Wireless markets, we have advanced our product portfolio, increased our investments in sales and 
marketing, and added significantly to our customer base.   
 

With the addition of our GSM-based Asset Link™ product and the anticipated release of our Location-Tag® 
platform, we are broadening our position in Telematics and increasing the number of addressable market 
segments.  We believe our unique competencies in both GPS and wireless position us strongly in a market 
that has the potential for substantial growth. 
 

In desktop cellular markets, we have grown our customer base incredibly through the first six months of the 
year, with shipments to over 20 different carriers in Q2, as compared with shipments to just one customer in 
the same quarter last year.  To support this growth, we now have sales representation in four key regions 
globally.  As a result, our addressable market has increased significantly, and our feedback loops for product 
improvements and new product ideas have been markedly enhanced.  For example, to date we have built 
three new value-added applications on top of our high-end GSM/GPRS desktop cellular phone.  These types of 
unique product applications will lead to business with superior margin performance relative to lower-end 
desktop cellular markets.  We believe in the long run, this element of our fixed wireless business is a more 
defensible and sustainable position, in a competitive GSM desktop cellular market. 
 
Summary 
We have achieved solid growth and strategic progress so far this year. We are continuing to focus on long-
term shareholder value by building our core competencies.  We have improved our position in key segments 
of the GPS and Wireless markets where we believe we can be leaders and where we see the potential for 
annual market growth.  If you look at CSI’s history, I think you’ll agree that it is the years of significant 
investment and change – years like 2005 – that have been the real drivers of value and growth in our 
Company. 
 

Thank you, on behalf of all CSI Wireless employees, for your continued support. 

 
 
 
Stephen Verhoeff 
President and Chief Executive Officer 
August 5, 2005 



Interim Management Discussion and Analysis 
 
The following discussion and analysis is effective as of August 5, 2005 and should be read together with the 
unaudited interim consolidated financial statements and the accompanying notes.  
 
Overview 
 
CSI Wireless Inc. (“CSI” or “the Company”) designs and manufactures innovative, cost-effective, Wireless and 
GPS products for mobile and fixed applications in the consumer, agriculture, marine, automotive and other 
related markets.  Through the integration of GPS and Wireless technologies, CSI serves several high-growth 
markets including precision guidance in agriculture, desktop cellular telephones and commercial and consumer 
telematics. 
 
Results of Operations 
 
Summary of Quarterly Results  
 (000’s) For the Quarters Ended 

  Sep 30 Dec 31 Mar 31 Jun 30 Sep 30 Dec 31 Mar 31 Jun 30 

  2003 2003 2004 2004 2004 2004 2005 2005 

          

Sales $ 15,134 $ 9,948 $ 15,146 $ 18,707 $ 23,181 $ 24,524 $ 22,198 $ 23,701 

Gross margin 4,839 3,555 5,575 6,672 7,328 6,640 7,279 7,758 

          

Expenses         

 Research & development  1,592 1,732 2,026 2,559 2,763 2,184 2,583 2,520 

 Selling 1,003 1,039 1,027 1,216 1,197 1,148 1,313 2,319 

 Dealer selling commissions - - - - - - - 1,485 

 General & administrative 980 952 1,128 1,160 1,257 924 1,378 1,556 

 Stock-based compensation - - 134 159 204 198 209 227 

 Depreciation & amortization 288 296 261  300 399 526 497 855 

  3,863 4,019 4,576 5,394 5,820 4,980 5,980 8,962 

          

Earnings (loss) before the following  976 (464) 999 1,278 1,508 1,660 1,299 (1,204) 

          

 Interest (income) expense 141 168 103 (52) (24) 11 (30) (1) 

 Foreign exchange (gain) loss 42 40 108 (294) 388 600 (33) (56) 

 Premium on preferred shares  51  52 62 64 41 - - - 

  742 (724) 726 1,560 1,103 1,049 1,362 (1,147) 

          

 Loss (recovery) from arbitration 1,154 (135)  - - - - - - 

 Restructuring costs 160 - - - - - - - 

  (572) (589) 726 1,560 1,103 1,049 1,362 (1,147) 
         
 Current tax (recovery) expense - - - - - 145 45 (45) 

Net income (loss) for the period  $ (572)  $ (589)  $ 726  $ 1,560 $ 1,103 $ 904 $ 1,317 $ (1,102) 

Income (loss) per common share*  $ (0.02)  $ (0.02)  $ 0.03  $ 0.05 $ 0.03 $ 0.03 $ 0.04 $ (0.03)  
*Calculated using quarterly weighted averages 
 

 
 



Outback Acquisition 
 
On April 8, 2005, the Company, through its wholly-owned subsidiary Satloc LLC (“Satloc”), completed the 
acquisition of certain sales, marketing and distribution assets relating to the Outback line of products (the 
“Outback Business”) from RHS Inc. (“RHS”).  Consideration paid was 4.4 million common shares and 
approximately $11.9 million in cash.  An additional 2.1 million common shares may be issued to RHS if the 
Outback Business achieves certain growth and profitability targets in 2005, 2006 and 2007. If such common 
shares become issuable, they will be accounted for as additional goodwill on the acquisition. 
 

As part of the acquisition, CSI acquired working capital of US $2.0 million representing inventory and current 
assets, net of accounts payable and other current liabilities associated with the Outback Business. In addition, 
CSI acquired certain tangible and intangible assets associated with the Outback Business and assumed debt of 
approximately $1.3 million. 
 
Quarter Ended June 30, 2005 versus Quarter Ended June 30, 2004 
 
Revenues 
On a year-over-year basis, second-quarter revenues increased to $23.7 million from $18.7 million in 2004, due 
to increased sales of CSI’s GSM desktop cellular phones and increased revenues from GPS guidance products, 
which include additional revenues from the Company’s recently acquired Outback Business.   
 

Revenues from CSI’s GPS Unit (“Hemisphere GPS”) were a record $11.6 million, up 38% from $8.4 million in 
the second quarter of 2004. Agriculture revenues from the Outback Business, GIS and marine markets drove 
Hemisphere GPS revenue growth in the second quarter.  Although revenues achieved a record level in the 
quarter, GPS revenues were below the Company’s expectations for the quarter as a result of lower sales in 
the southern hemisphere due to drought and economic conditions experienced in certain of the Company’s 
target markets.  In addition sales were affected by generally softer conditions in the agriculture market as 
illustrated by second quarter results reported by a number of suppliers to the agriculture markets and due to 
the timing of a significant product enhancement in the Company’s auto-steering products, which reached the 
market later than was originally planned. 
 

Wireless Unit revenues of $12.1 million were up 17% over revenues of $10.3 million in the second quarter of 
2004 due to increased demand for GSM desktop cellular telephones. 
 
Gross Margins 
Although gross margins of 33% in the second quarter of 2005 decreased slightly from margins of 36% in the 
second quarter of 2004, the gross margin dollar contribution of $7.8 million in the second quarter was a 
quarterly record for the Company.  Beginning in 2006, the acquisition of the Outback Business will result in a 
significant improvement in the margins realized on sales of the Company’s Outback GPS guidance products.  
However, as a result of the accounting treatment that must be applied to the acquired inventory that CSI had 
previously sold to RHS, margin improvement will not be seen until this acquired inventory has been sold.  
Until this time, percentage margins are slightly lower on Outback product sales compared to the percentage 
margins that CSI realized on sales of Outback products to RHS prior to the acquisition.   
 

Hemisphere GPS gross margins in the second quarter of 2005 were 47% compared to 53% in the second 
quarter of 2004.  The most significant driver of this reduction is the lower margins that are being realized on 
the acquired Outback inventory. 
 

Wireless gross margins in the second quarter of 2005 were 19% compared to 22% in the second quarter of 
2004.  Cost reductions in producing the GSM desktop cellular phones were achieved during the quarter which 
offset the much greater weighting of GSM phones compared to the higher-margin TDMA phones.  TDMA 
product sales accounted for 100% of desktop cellular sales in the second quarter of 2004.  Telematics margins 
were also stronger during the quarter than in the second quarter of 2004. 
 



Operating Expenses 
Primarily as a result of the acquisition of the Outback Business, operating costs in the second quarter of 2005 
increased by $3.6 million, or 66%, compared to the second quarter of 2004.  The consolidation of the 
Outback Business with CSI’s operations resulted in additional operating expenses of approximately $3.3 
million in the second quarter, in line with management’s expectations.  Because the Outback operations relate 
primarily to sales, marketing and distribution, selling expenses increased significantly as a result of the 
acquisition.  In addition, a new expense category has been included in the Company’s Statement of Operations 
and Deficit to disclose dealer selling commissions.  These commissions represent incentives paid to third-party 
dealers in the Outback North American distribution channel and vary directly with North American Outback 
product sales. 
 
Interest and Other 
The Company reported interest income, net of interest expense, of $1 thousand in the second quarter of 
2005, compared to interest income of $52 thousand in the second quarter of 2004.  The Company is earning 
interest income on its cash balance, offset by interest expense on capital leases and long-term debt, which 
increased in the quarter in connection with the acquisition of the Outback Business. 
 

The Company incurred a foreign exchange translation gain of $56 thousand in the second quarter of 2005 
compared to $294 thousand during the second quarter of 2004.  The Company’s foreign exchange hedging 
program served to mitigate the impact of foreign exchange fluctuations during the quarter. 
 
Net Income 
The Company incurred a net loss of $1.1 million, or $0.03 per share (basic and diluted), in the second quarter 
of 2005 compared to net income of $1.6 million, or $0.05 per share (basic) and $0.04 per share (diluted) in 
the second quarter of 2004. 
 
Quarter Ended June 30, 2005 versus Quarter Ended March 31, 2005 
 
Revenues 
Relative to the first quarter of 2005, consolidated revenues of $23.7 million were up by 7% from $22.2 million. 
Hemisphere GPS revenues of $11.6 million were up relative to Q1 revenues of $9.8 million, again as a result 
of agriculture sales from the Outback Business, as well as GIS sales.  Wireless revenues of $12.1 million were 
down from Q1 revenues of $12.4 million due to lower shipments of TDMA desktop cellular phones during 
the quarter, partially offset by increasing revenues from shipments of GSM desktop cellular phones.  The total 
volume of phones shipped in the second quarter increased from the first quarter and was the second-highest 
volume quarter in the Company’s history, however due to a higher weighting of GSM phones, which have a 
lower sales price than TDMA phones, fixed wireless revenues were lower in the second quarter. 
 
Gross Margins 
Gross margins in the second quarter of 2005 increased to $7.8 million from $7.3 million in the first quarter of 
2005.  The decrease in Hemisphere GPS gross margins to 47% from 52% in the first quarter is primarily a 
result of lower margins in percentage terms earned on sales of Outback products, when compared to the 
percentage margins earned on sales of Outback products to RHS prior to the acquisition.  The Wireless Unit 
experienced an improvement in gross margins to 19% in the second quarter of 2005 compared to 17% in the 
first quarter of 2005 due to cost reductions on GSM desktop cellular phones and stronger telematics margins. 
 
Operating Expenses 
Operating expenses for the second quarter of 2005 increased by $3.0 million to $9.0 million from the first 
quarter of 2005.  This increase was due to the addition of operating expenses of the Outback Business of 
approximately $3.3 million.  Selling expenses increased 77% to $2.3 million from the first quarter of 2005, 
while dealer selling commissions of $1.5 million were incurred during the quarter. 
 
Net Income 
In the second quarter of 2005, the Company incurred a net loss of $1.1 million, or $0.03 per share (basic and 
diluted), compared to net income of $1.3 million, or $0.04 per share (basic and diluted), in the first quarter of 
2005. 
 



Use of Non-GAAP Financial Measures 
 
Commencing this quarter, the Company will report non-GAAP (Generally Accepted Accounting Principles) 
financial measures called “Non-GAAP Earnings” and “Non-GAAP Diluted EPS” to supplement its consolidated 
financial statements presented in accordance with GAAP.  These non-GAAP financial measures are intended 
to supplement the user’s overall understanding of the Company’s current financial performance and its 
prospects for the future.  These non-GAAP financial measures are not intended to supercede or replace the 
Company’s GAAP financial results.  Non-GAAP Earnings and Non-GAAP Diluted EPS do not have any 
standardized meaning prescribed by GAAP and are therefore unlikely to be comparable to similar measures 
presented by other issuers. 
 

The following table presents the reconciliation of Non-GAAP Earnings to GAAP net income: 
 

(000’s) Three Months Ended Six Months Ended 
 Jun 30 

2005 
Jun 30 
2004 

Jun 30 
2005 

Jun 30 
2004 

GAAP net income (loss) 
 
Amortization of acquisition 
inventory step-up 

$ (1,102) 
 

1,596  
 
 

$ 1,560 
 

- 
 
 

$   215 
 

1,596 
 
 

$ 2,286 
 

- 
 
 

Non-GAAP Earnings $      494 $ 1,560 $ 1,811 $ 2,286 
Non-GAAP Diluted EPS $     0.01 $   0.04 $   0.05 $   0.07 

 
The Company excluded the amortization of acquisition inventory step-up charges from the calculation of its 
non-GAAP financial measures.  As previously disclosed, the inventory acquired as part of the acquisition of the 
Outback Business is recorded under GAAP at the carrying cost of the seller (RHS) at the time of the 
acquisition, which includes the margin that CSI earned on the sale of the product to RHS.  As a result, the 
gross margin earned on sales of the Outback product line will include only the share of margins previously 
earned by RHS until the inventory on hand at the date of the acquisition has been sold.  Thereafter, margins 
on Outback product sales will reflect the combined margins previously earned by both CSI and RHS. 
 

The total margin reflected in the purchased inventory is referred to as the “acquisition inventory step-up 
cost”.  In order to better understand the margins that are expected to be earned on this product line once 
this inventory has been sold, management will report the amount of “acquisition inventory step-up cost” that 
is amortized in the cost of sales each quarter until the purchased inventory has been sold.  As of April 8t, the 
date of closing of the Outback acquisition, the acquisition inventory step-up cost included in this inventory was 
approximately $4.3 million, of which $1.6 million was amortized through cost of sales during the second 
quarter. 
 
Liquidity and Capital Resources 
 
CSI Wireless held cash of $15.1 million at the end of the second quarter compared to $9.6 million at the end 
of the first quarter 2005.  Long-term debt of $1.2 million at June 30, 2005 was assumed in connection with the 
Outback acquisition.  The primary items impacting the cash balance in the second quarter were: 
 

• Accounts receivable decreased significantly from March 31 primarily due to the acquisition of the 
Outback Business and the elimination of amounts owing to CSI relating to the business. 
 

• Inventories increased by $7.4 million from March 31 due primarily to the acquisition of inventories 
associated with the Outback Business.  The amount of inventory purchased on the acquisition date was 
$9.7 million and Outback inventories were $7.5 million on June 30, 2005.  Although it was necessary for 
RHS to carry a large inventory of Outback product, as the manufacturer and distributor of the Outback 
products, CSI will carry a much lower level of inventory moving forward both because we will be able to 
better optimize the end-to-end chain as manufacturer and distributor, and because our carrying value will 
be dramatically lower than it was for RHS. 

 

Total capital spending, including assets acquired under capital lease, in the second quarter was approximately 
$1.2 million.  The majority of capital spending related to fees paid for GSM licenses, production and research 
and development equipment and information technology-related capital. 
 



 

CSI WIRELESS INC. 
Notes to Consolidated Financial Statements, page 2 
 
Periods ended June 30, 2005 and 2004 
(Unaudited) 
 

 
2. Business acquisition (continued): 

The note payable was settled on April 20, 2005 subsequent to the closing of the Company’s private 
placement of common shares. 

The 4,400,000 common shares issued are held in escrow with 1,000,000 to be released on each the first 
and second anniversary of the closing date and 1,950,000 to be released on the third anniversary of the 
closing date.  The remaining 450,000 shares are subject to holdback against certain claims that may arise 
for which the Company has been indemnified. 

An additional 2,100,000 Performance Warrants may be issued to RHS if the Outback Business achieves 
certain growth and profitability targets in fiscal 2005, 2006 and 2007.  Each Performance Warrant will 
entitle the holder to acquire, for no additional consideration, one common share of the Company.  If the 
Performance Warrants become issuable, they will be accounted for as additional goodwill on the 
acquisition. 

 
3. Long-term debt: 

 
  June 30, December 30, 
  2005 2004 
 
Term debt, with a principal of US $875,548, repayable in monthly 
 installments of US $37,465 with interest calculated at 8.0%, 
 maturing August 2007 and secured by the specific computer 
 equipment and software. $ 1,073,072 $ – 
 
Term debt, with aggregate principal value of US $99,211, 
 repayable in monthly installments ranging from US $497 to 
 US $880 with interest calculated rates from 0% to 6.5%, 
 maturing at various dates from August 2005 to July 2007. 121,594 – 
 
  1,194,666 – 
 
Less current portion (548,911) – 
 
  $ 645,755 $ – 
 

Estimated principal repayments are as follows: 
 
 
2005   $ 270,420 
2006  563,215 
2007  361,031 
 
    $ 1,194,666 
 



 

CSI WIRELESS INC. 
Notes to Consolidated Financial Statements, page 3 
 
Periods ended June 30, 2005 and 2004 
(Unaudited) 
 

 
4. Share capital: 

(a) Authorized: 

Unlimited number of common shares 

(b) Issued: 
 
  Number of 
  shares Amount 
 
Balance, December 31, 2004 33,441,152 $ 67,273,700 
  

Issued on exercise of stock options 199,527 431,215 
Exercise of share purchase warrants 89,000 178,000 
Transfer from contributed surplus on exercise of 
 stock options  86,618 

Balance, March 31, 2005  33,729,679  67,969,533 
 
Issued on exercise of stock options 753,665 1,696,934 
Issued on private placement 4,000,000 15,000,000 
Issued on business acquisition (note 2) 4,400,000 13,689,473 
Exercise of Bankers Warrants  250,000 625,000 
Exercise of share purchase warrants 49,100 98,200 
Transfer from contributed surplus on exercise of 
 stock options  59,005 
Share issue costs  (1,073,127) 
 

Balance, June 30, 2005  43,182,444 $ 98,065,018 
 

(c) At June 30, 2005 the following stock options and share purchase warrants are outstanding: 
 
 
Share Option Plan    3,242,489 
Wireless Link Acquisition Share Option Plan  29,000 
 
Total options outstanding    3,271,489 
 
Share Purchase Warrants – Exercise price of $2.00, expiring August 8, 2005  2,502,900 
Agents Warrants – Exercise price of $2.00, expiring August 8, 2005  53,719

 
Total warrants outstanding    2,556,619 
 



 

CSI WIRELESS INC. 
Notes to Consolidated Financial Statements, page 4 
 
Periods ended June 30, 2005 and 2004 
(Unaudited) 
 

 
4. Share capital (continued): 

(d) Stock based compensation: 

 The fair value of each stock option granted is estimated on the date of grant using the Black-Scholes 
option pricing model with the following weighted average assumptions used for options granted in 
the second quarter of 2005:  zero dividend yield; expected volatility of 45%; risk-free rates of 5.0%; 
and expected lives of 4 years.  For the quarter ended June 30, 2005, the Company recorded $226,933 
as compensation expense. 

 
5. Segmented information: 

(a) Operating segments: 

The Company determines the information to report about operating segments based upon the 
structure in which management has organized the operating segments within the Company for 
making operating decisions and assessing financial performance.  The Outback Business (note 2) has 
been included in the GPS Business Unit consistent with management’s organization of the operating 
segments. 

Three months ended June 30: 
 
      
  GPS Business Unit   Wireless Business Unit   Corporate   Total  
 2005 2004 2005 2004 2005 2004 2005 2004 

 
Sales $ 11,642,000 $ 8,415,000 $ 12,059,000 $ 10,292,000 $ – $ – $ 23,701,000 $ 18,707,000 
Interest (income) 
 expense – – – – (1,000) (52,000) (1,000) (52,000) 
Depreciation and 

amortization 499,000 191,000 356,000 109,000 – – 855,000 300,000 
Net earnings (loss) 249,000 2,408,000 (657,000) (266,000) (694,000) (582,000) (1,102,000) 1,560,000 
Property and equipment  5,551,000 3,236,000 5,391,000 1,711,000 – – 10,942,000 4,947,000 
Intangible assets and 
 goodwill 27,453,000 4,391,000 14,427,000 14,427,000 – – 41,880,000 18,818,000 
Total assets 61,633,000 34,685,000 32,918,000 23,709,000 – – 94,551,000 58,394,000 
Capital expenditures  317,000 494,000 885,000 68,000 – – 1,202,000 562,000 

 

Six months ended June 30: 
 
      
  GPS Business Unit   Wireless Business Unit   Corporate   Total  
 2005 2004 2005 2004 2005 2004 2005 2004 

 
Sales $ 21,416,000 $16,707,000  $ 24,484,000 $ 17,146,000 $ – $ – $ 45,900,000 $ 33,853,000 
Interest (income) 
 expense – – – – (25,000) 51,000 (25,000) 51,000 
Depreciation and 

amortization 697,000 362,000 656,000 199,000 – – 1,353,000 561,000 
Net earnings (loss) 3,221,000 4,917,000 (1,530,000) (1,256,000) (1,476,000) (1,375,000) 215,000 2,286,000 
Property and equipment 5,551,000 3,236,000 5,391,000 1,711,000 – – 10,942,000 4,947,000 
Intangible assets and 
 goodwill 27,453,000 4,391,000 14,427,000 14,427,000 – – 41,880,000 18,818,000 
Total assets 61,663,000 34,685,000 32,918,000 23,709,000 – – 94,551,000 58,394,000 
Capital expenditures  571,000 671,000 1,110,000 221,000 – – 1,681,000 892,000 

 



 

CSI WIRELESS INC. 
Notes to Consolidated Financial Statements, page 5 
 
Periods ended June 30, 2005 and 2004 
(Unaudited) 
 

 
5. Segmented information (continued): 

(b) Sales by geographic segment: 
 
   Three Months ended June 30,   Six Months ended June 30, 
  2005 2004 2005 2004 
 
US  $ 15,165,000 $ 16,035,000 $ 34,051,000 $ 28,520,000 
Canada 5,097,000 1,502,000 6,156,000 2,780,000 
Europe 2,222,000 346,000 2,947,000 734,000 
Other 1,217,000 824,000 2,746,000 1,819,000 
 

Sales are attributed to geographic segments based on the location of the customer. 

(c) Assets by geographic segment:  
 
  June 30, December 31, 
  2005 2004 
 
US $ 75,787,000 $ 38,466,000 
Canada 18,764,000 24,341,000 
 

(d) Major customers: 

During the six-month period ended June 30, 2005, the Wireless Business Unit had sales to one 
customer in the US totaling $21.0 million (2004 – $11.7 million), and the GPS Business Unit had sales 
to one customer totaling $4.3 million (2004 – $7.1 million).  These GPS Business Unit sales were to 
the Outback Business of RHS Inc. prior to the business acquisition (note 2).  Future sales of Outback 
products will be made directly to distributors and to end-user customers. 
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