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Message to Shareholders
I am pleased to report to you for the first time since being appointed the new President & CEO of CSI Wireless in
September. I joined CSI after reviewing the Company and recognizing the enormous potential that it holds. My
first initiative is to lead CSI through its transition into a leading pure-play GPS company. It was immediately clear to
me how strong the Company’s GPS market position is. CSI has developed very deep technology strength in its
GPS business and the amount of intellectual property is impressive. CSI is already the dominant market leader in
an emerging and growing market. In my new role I believe that I will be able to leverage my business experience
within the high-tech sector, particularly in the areas of business strategy, marketing, business development and
team building.
In addition to its outstanding engineering strength, CSI has a fantastic team of employees, strong management and
an impressive Board of Directors. I was attracted to the opportunity to lead a high-growth technology leader, and
the orientation of CSI as an applications company versus a strictly hardware company. This is a significant factor
which distinguishes CSI from other GPS companies.
Since joining the Company, I’ve had the pleasure of visiting all of our offices and a number of major customers and
partners, and have confirmed our fantastic growth prospects in such markets as ground agriculture and marine
navigation. We are executing key initiatives required to maximize our success in pursuit of these opportunities.
Some of our current key objectives include having the discontinued Wireless operations transitioned and
eliminated before the end of the year so that we can enter 2007 on a clean and efficient basis. CSI’s GPS business
has evolved over time through valuable strategic acquisitions and there are opportunities for higher corporate
integration and efficiency. We are now improving the integration of these acquisitions and pulling the team
together to more effectively maximize our performance.
Since joining CSI, some of the decisions and recent initiatives we have been making great progress on include:
•
•
•

developing new processes – such as strategic planning and product development;
developing a very important level load manufacturing plan and supply chain management strategy to
future proof our delivery capabilities for the busy first half of 2007; and.
implementing a new ERP system to help us manage our business and our business unit structure more
effectively.

On a more strategic basis, we are orienting ourselves around a number of key objectives, including:
•
•
•

increasing market share in existing verticals;
expanding business to new verticals and new applications, and
streamlining operations to maturity and achieving sustained profitability.

These objectives fit well into the strategic decisions made earlier in the year. We have made excellent progress refocusing CSI into a pure-play GPS company. We have restructured and streamlined several items in the business
during the third quarter (both in continuing and discontinued operations) and will complete the transition by the
end of this year.
We will be well positioned as we approach the stronger selling seasons in agriculture. Overall, we are seeing good
prospects in increased technology adoption in the mid-market agriculture sector and positive macro agriculture
economic trends. We are also very encouraged by some of our growth prospects outside of agriculture in areas
such as marine, GIS, and air. These prospects all translate into an indication of stronger sales in the coming
quarters.
Recently, Rick Heiniger, CSI Vice Chairman and founder of the Outback product line was named President of the
Farm Equipment Manufacturers Association, which boasts members representing more than 600 manufacturers or
manufacturer related companies across the US and Canada. It is this type of deep involvement with our largest
target market that adds to CSI’s competitive edge. Issues addressed by the Association include supply chains,

marketing, legislative affairs, and market outlook and statistical analysis. We are more effectively able to keep the
pulse on our core markets through these types of relationships.
We are receiving encouraging signals for 2007 on all fronts – customers, distributors and product development.
We will enter 2007 with adequate inventory for all of our products, including our industry leading Outback
portfolio, where demand exceeded our ability to supply in the first half of 2006.
For the remainder of the year, the priority areas of management focus will be to continue our transition to a pureplay GPS business and to drive Hemisphere GPS revenue growth, margin improvement and cost structure
optimization so as to enter 2007 with a profitable business model.
I look forward to reporting to you on our progress in the coming quarters.
Thank you for your continued support.

Steven Koles
President & CEO
November 10, 2006

Interim Management Discussion and Analysis
The following discussion and analysis is effective as of November 10, 2006 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 and cost-effective GPS products
for applications in the ground and aerial agriculture, marine, geographic information systems (“GIS”) and other
related markets. The Company owns leading brand names including Hemisphere GPS, Outback, Satloc and Del
Norte, and has numerous patents and other intellectual property.
Results of Operations
Summary of Quarterly Results
For the Quarter Ended
Dec 31
2004

(000’s)
Sales
Gross margin

$

Expenses:
Research and development
Sales and marketing
General and administrative
Stock-based compensation
Amortization

Earnings (loss) before
undernoted items
Restructuring costs
Foreign exchange (gain)
loss
Interest income
Earnings (loss) before income
tax

Earnings (loss) from
discontinued operations

9,773
5,116
52%

$ 11,642
4,020
35%

Sep 30
2005
$

933
1,727
1,295
170
499
4,624

Dec 31
2005

Mar 31
2006

Jun 30
2006

5,625
1,943
35%

$ 15,514
6,202
40%

$ 16,907
8,379
50%

1,094
1,626
1,537
244
565
5,066

990
1,818
1,387
211
592
4,998

1,170
2,819
1,330
143
587
6,049

1,227
2,342
1,532
186
619
5,906

1,134
1,772
1,347
215
638
5,106

(2,960)

(3,055)

153

2,473

(4,051)

–

–

–

1,043

5,637
2,106
37%

$

Sep 30
2006
$

5,617
1,055
19%

933
661
1,049
145
197
2,985

1,184

2,131

–

–

–

(33)
(42)

(56)
(16)

733
(43)

145
(38)

67
(16)

762
(94)

(133)
(84)
(3,834)

(604)

604

2,206

(532)

(3,650)

(3,162)

102

762

145

45

(45)

–

–

–

–

459

2,161

(487)

(3,650)

(3,162)

102

762

445
$

$

Jun 30
2005

921
690
693
129
237
2,670

600
(20)

Current income tax
Earnings (loss) from continuing
operations

Net earnings (loss)

7,836
3,854
49%

Mar 31
2005

904

(844)
$ 1,317

–

–
(3,834)

(615)

(2,139)

(3,302)

(9,257)

(2,929)

(1,978)

$ (1,102)

$ (5,788)

$ (6,464)

$ (9,155)

$ (2,167)

$ (5,812)

$

(0.08)

$

(0.07)

$

0.00

$

0.02

$

(0.08)

$

(0.13)

$

(0.15)

$

(0.20)

$

(0.05)

$

(0.13)

Earnings (loss) per common share from continuing operations *:
Basic and diluted
$
0.01 $
0.06 $ (0.01)
Net earnings (loss) per common share *:
Basic and diluted
$
0.03 $
0.04 $ (0.03)
* Calculated using quarterly weighted average number of shares outstanding.

Quarter Ended September 30, 2006 versus Quarter Ended September 30, 2005
Discontinued Operations
As previously disclosed, the Company has made the strategic determination to focus its resources on its GPS
product lines, where it views itself as a market leader with significant competitive advantages and intellectual
property. In February 2006, the Company announced that it was in the process of finding buyers for its Telematics
product line. On May 8, 2006, the Company closed the sale of its Fixed Wireless Telephone (“FWT”) product line.
On July 28, 2006, the Company announced it had signed a definitive agreement to sell the Location Tag product
line of its Telematics business to Trace Technologies, LLC (“Trace”) and continues to work with Trace at closing
this transaction. The Company is also in discussions with a third party regarding the sale of certain of its other
Telematics assets.
As a result of these actions, the financial components associated with the FWT and Telematics product lines have
been presented as discontinued operations in the Company’s financial statements. The primary implications of this
treatment are:
•
•
•
•

The results of operations of these product lines are removed from revenues and expenses and reported
as a separate line in the statement of operations.
The assets and liabilities of these product lines are presented separately in the appropriate sections of
the balance sheet.
The statement of operations and balance sheet treatment is applied retroactively for all periods
presented.
The assets of these product lines are measured at the lower of their carrying amount or their fair value
less the expected costs to sell.

The results of operations reported in this MD&A have been presented with the revenues and expenses in the line
item “loss from discontinued operations”. The analysis of the results of operations and balance sheet components
in this MD&A also reflect this accounting treatment. The results of operations reflect the continuing operations of
the Hemisphere GPS product lines. Greater detail relating to discontinued operations is included in note 5 of the
consolidated financial statements for the period ended September 30, 2006.
Revenue
For the three months ended September 30, 2006, revenue was $5.6 million, flat compared to revenues of $5.6
million for the same period of 2005. Substantially all of the Company’s revenues are US dollar denominated. In US
dollars, revenues increased during the quarter, however, Canadian dollar revenue has been tempered by the
continued decline in the US dollar which weakened by 7% compared to the average rate for the three month
period ended September 30, 2005. Revenues, in US dollars, increased for all Hemisphere GPS product lines except
Air products where higher fuel costs and drought conditions, particularly in South America, negatively impacted
sales relative to the prior year. In addition, the Company experienced product delays, including the Baseline
product, which negatively impacted sales in the third quarter.
Gross Margin
Gross margins for the quarter of $1.1 million have decreased from $2.1 million for the same quarter of 2005. In
percentage terms, gross margins have decreased to 19% from 37% in 2005.
During the quarter, a detailed assessment of the salability of both raw materials and finished product was
conducted in connection with the Hemisphere GPS restructuring and the planning and implementation of the new
ERP system. Based upon this assessment, Management determined that an additional reserve in the amount of
$280 thousand was required. An additional write-down of approximately $720 thousand is an adjustment related
to inventory costs included in warranty pool inventory that was originally purchased in the Outback Business
acquisition in April 2005.

Adjusting for the impact of these inventory write-downs, normalized gross margins for Q3 would have remained
flat year-over-year at 37%.
Expenses
Total operating expenses of $5.1 million increased by $40 thousand, or 1% compared to the same period in 2005.
Research and development expenses have increased by $41 thousand relative to the third quarter of 2005 as a
result of continued investment in new product development to support the increasing focus on the GPS business.
Sales and marketing expenses increased by $146 thousand compared to the third quarter of 2005 due primarily to
the acquisition of the Del Norte business at the beginning of 2006. General and administrative expenses decreased
by $191 thousand primarily resulting from improved operating efficiencies and the Hemisphere GPS restructuring
activities initiated during the second quarter of 2006.
Other
The Company realized a foreign exchange gain of $133 thousand during the third quarter of 2006 compared to a
foreign exchange loss of $733 thousand in 2005.
Discontinued Operations
The Company recorded a loss from discontinued operations of $2.0 million for the quarter ended September 30,
2006 compared to a loss of $2.1 million in 2005. As previously described, these amounts represent the results of
operations of the FWT and Telematics product lines.
Summarized results for the FWT and Telematics product lines are as follows:
Quarter Ended
Sep 30
2006

(000’s)

Sales
Gross margin

$

Operating expenses
Loss before undernoted items
Interest income
Loss from discontinued operations

$

4,894
930
19%

$

Sep 30
2005
6,504
870
13%

2,913
(1,983)

3,021
(2,151)

(5)

(12)

(1,978)

$

(2,139)

Revenues for these product lines in the third quarter declined by 25% to $4.9 million from $6.5 million in the same
quarter of 2005, due to the sale of the FWT product line as well as the continuing efforts to sell the Telematics
product line and become a pure-play GPS company. Revenues are primarily comprised of the final shipments on
fixed wireless telephone purchase orders that were not transferable in the sale of the FWT business in May 2006.
Operating expenses for the FWT and Telematics product lines of $2.9 million, were down from $3.0 million in
third quarter of 2005. During the quarter, the Company recorded incremental provisions for bad debts of $2.5
million related to Wireless accounts receivable. The most significant component of this provision relates to
accounts receivable for sales of fixed wireless telephones to India in the first quarter of 2006. The Company is
aggressively pursuing collection of this account, however, believe collection is now uncertain.

Net Loss
The Company realized a loss from continuing operations of $3.8 million, or $0.08 per share (basic and diluted) in
the third quarter of 2006, compared to a loss from continuing operations of $3.6 million, or $0.08 per share (basic
and diluted) in the third quarter of 2005.
The consolidated net loss for the third quarter of both 2006 and 2005 was $5.8 million or $0.13 per share (basic
and diluted).

Quarter Ended September 30, 2006 versus Quarter Ended June 30, 2006
Revenue
Revenue in the quarter was $5.6 million, a 67% decrease from revenue of $16.9 million in the second quarter of
2006. The decrease quarter-over-quarter is a result of the seasonality of the Company’s agriculture business, with
the lowest sales in the third and fourth quarters and the first and second quarters being the strongest.
Gross Margin
Gross margins of $1.0 million were down by 87% from $8.4 million in the second quarter. In percentage terms,
gross margins of 19% in the third quarter were down from 50% in the second quarter. As discussed previously,
gross margins in the quarter were negatively affected by one-time inventory cost adjustments of approximately
$1.0 million. Without this write-down, normalized Q3 gross margins would have been 37%. The reduction in
margin is also a result of product mix and the impact of allocating fixed costs across a lower revenue level in the
third quarter relative to the second quarter.
Expenses
Operating expenses of $5.1 million for the three months ended September 30, 2006 were down from $5.9 million
in the second quarter. Sales and marketing expenses of $1.8 million in the third quarter declined by $569 thousand
primarily as a result of lower commissions expenses in the third quarter. General and administrative expenses
decreased in the third quarter by $185 thousand due to the Company starting to see the effect of the Hemisphere
GPS restructuring and management changes initiated in the second quarter of 2006.
Other
Restructuring costs of $1.0 million were recorded in the second quarter of 2006 associated with senior
management changes and corporate restructuring activities related to the transition of the Company to a pure-play
GPS company. No similar costs were incurred during the third quarter.
The Company earned interest income, net of interest expense, of $84 thousand in the third quarter, compared to
$94 thousand for the second quarter. The Company is earning interest income on its cash balance, offset by
interest expense on capital leases and long-term debt assumed with the Outback Business.
The Company recorded a foreign exchange gain of $133 thousand in the third quarter of 2006 versus a loss of
$762 thousand during the second quarter.
Discontinued Operations
The Company recorded a loss from discontinued operations of $2.0 million for the quarter ended September 30,
2006 compared to a loss of $2.9 million in the second quarter. As previously described, these amounts represent
the results of operations of the FWT and Telematics product lines.

Summarized results for the FWT and Telematics product lines are as follows:
Quarter Ended
Sep 30
2006

(000’s)

Sales
Gross margin

$

Operating expenses
Loss before undernoted items
Gain on sale of product line
Severance and wind-down provisions
Interest income
Loss from discontinued operations

$

4,894
930
19%

$

June 30
2006
2,515
422
17%

2,913
(1,983)

1,528
(1,106)

–
–
(5)

(190)
2,021
(8)

(1,978)

$

(2,929)

Prior to gain on sale, severance and wind-down provisions and interest, these product lines incurred an operating
loss of $2.0 million in the third quarter of 2006, compared to $1.1 million in the second quarter.
Revenues for these product lines increased by 95% to $4.9 million from $2.5 million in the second quarter
primarily as a result of completing shipments of fixed wireless telephones relating to an order that was not
transferable on the sale of the FWT business in the second quarter.
Operating expenses increased to $2.9 million in the third quarter from $1.5 million in the second quarter as a
result of the recognizing incremental bad debt reserves of $2.5 million as previously discussed, net of the reduction
in operating costs due to the divestiture of the FWT business.
The Company recorded severance and wind-down provisions of $2.0 million in the second quarter – no similar
costs were incurred in the third quarter.
A gain of $190 thousand was realized on the sale of the FWT product line during the second quarter. The amount
of the gain represents the difference between the determination of the actual sale proceeds and costs compared to
the estimated amounts used to determine the amount of goodwill impairment in the first quarter.
Net Earnings (Loss)
The loss from continuing operations was $3.8 million in the third quarter of 2006 compared to earnings of $762
thousand in the second quarter.
The Company realized a consolidated loss in the third quarter of 2006 of $5.8 million, or $0.13 per share (basic
and diluted), compared to a net loss of $2.2 million, or $0.05 per share (basic and diluted) in the second quarter.

Liquidity and Capital Resources
During the quarter, the cash balance decreased by $5.8 million to $6.6 million at the end of the third quarter
compared from $12.4 million at June 30, 2006. The primary items impacting the cash balance during the third
quarter were:
• Cash used in continuing operations, prior to working capital changes, was $3.0 million.
• Inventories increased to $10.9 million at September 30, 2006 from $10.7 million at the end of June 2006.
Prior to the impact of $1.0 million write-downs described previously, inventory increased by $1.2 million

•
•
•

due to the Company’s focus on building product in preparation for expected increased customer
demand as the Company enters the strongest selling season for agricultural products in the first half of
2007.
Total capital spending related to continuing operations in the third quarter of 2006 was approximately
$745 thousand relating primarily to costs incurred in the renovation of a distribution facility for the
Company’s agricultural products in Hiawatha, Kansas.
Cash of $1.9 million was used in operating activities of the discontinued operations. This related
primarily to the timing of payments against accounts payable relative to the collection of accounts
receivable.
During the second quarter 41,600 stock options were exercised for proceeds of $67 thousand.

CSI has an unused operating line of credit with its bank with a maximum borrowing limit of $7.0 million. The
available borrowing limit under this operating line is determined based on trade receivables and inventory levels.
The Company has entered into a general security agreement with its bank to secure such indebtedness.
The table below sets forth the repayment schedule of CSI’s long-term debt and capital lease obligations at
September 30, 2006:
Payments Due by Period
Total
less than 1-year
Long-term debt
Capital lease obligations
Total

$
$

406,782
481,212
887,994

$
$

406,782
288,275
695,057

1 to 3 years
$
$

–
192,937
192,937

Critical Accounting Policies and Estimates
CSI prepares its consolidated financial statements in Canadian dollars and in accordance with accounting principles
generally accepted in Canada. There were no changes in accounting policies or significant estimates in the quarter.
In connection with the sale of the FWT business in the second quarter, the Company received 1,931,745 common
shares of Telular Corporation. These marketable securities are accounted for using the cost method and are
carried on the balance sheet at $6.2 million based on their value at the date of the sale of the FWT business.
Declines in value that are other than temporary will result in a write-down of the asset to net realizable value. The
market value of these shares at September 30, 2006 was $4.7 million (US $2.17 per share) and at November 9,
2006 was $5.3 million (US $2.44 per share).
Contingencies
As disclosed in note 6 of the September 30, 2006 financial statements, the Company was served with a statement
of claim from Longview Advantage, Inc., a private Canadian company, relating to the Telematics activities of the
Company. The Company believes the lawsuit claiming damages of $35 million is without merit and will vigorously
defend its position, including the filing of a counterclaim against Longview.

The information in the Management's Discussion and Analysis (MD&A) contains certain forward-looking statements. These statements relate to future
events or our future performance. All statements other than statements of historical fact may be forward-looking statements. Forward-looking
statements are often, but not always, identified by the use of words such as "seek", "anticipate", "plan", "continue", "estimate", "expect", "may", "will",
"project", "predict", "potential", "targeting", "intend", "could", "might", "should", "believe", "would" and similar expressions. These statements involve
substantial known and unknown risks and uncertainties, certain of which are beyond the Company's control, including: the impact of general economic
conditions; industry conditions; changes in laws and regulations and changes in how they are interpreted and enforced; fluctuations in foreign exchange
and interest rates; stock market volatility and market valuations; competition for, among other things, capital and skilled personnel; incorrect assessments
of the value of acquisitions; stock market volatility and market valuations and changes in income tax laws. The Company's actual results, performance or
achievement could differ materially from those expressed in, or implied by, such forward-looking statements and, accordingly, no assurances can be given
that any of the events anticipated by the forward-looking statements will transpire or occur or, if any of them do, what benefits the Company will derive
from them. Except as required by law, the Company undertakes no obligation to publicly update or revise any forward-looking statement.

CSI WIRELESS INC.
Consolidated Balance Sheets
(unaudited)

September 30,
2006

December 31,
2005

Assets
Current assets:
Cash
Accounts receivable
Inventories
Prepaid expenses and deposits
Marketable securities (notes 1 and 5)
Current assets of discontinued operations (note 5)

$

Deferred commissions
Property and equipment
Intangible assets
Goodwill
Assets of discontinued operations (note 5)

6,569,021
3,888,864
10,853,584
598,411
6,159,692
5,831,448
33,901,020

$

301,863
6,391,446
4,501,350
22,961,432
493,852

12,595,354
3,400,719
11,030,410
550,621
–
11,045,664
38,622,768
24,472
6,189,739
4,727,733
22,394,799
18,229,059

$ 68,550,963

$

90,188,570

$

$

2,999,227
–
483,134
284,922
10,969,890
14,737,173

Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable and accrued liabilities
Deferred revenue
Current portion of long-term debt
Current portion of capital lease obligations
Current liabilities of discontinued operations (note 5)

Deferred revenue
Long-term debt
Capital lease obligations
Shareholders’ equity:
Share capital (note 3)
Contributed surplus
Deficit

3,950,109
489,878
406,782
288,275
3,172,647
8,307,691
1,579,211
–
192,937

103,996,951
2,588,578
(48,114,405)
58,471,124
$ 68,550,963

See accompanying notes to consolidated financial statements.

222,413
300,672
408,411

103,463,383
2,036,664
(30,980,146)
74,519,901
$

90,188,570

CSI WIRELESS INC.
Consolidated Statements of Operations and Deficit
(unaudited)
Three months ended
September 30,
2006
2005
Sales

$

5,636,521

$ 38,037,987

$ 27,051,950

4,562,414
1,055,016

3,530,206
2,106,315

22,401,843
15,636,144

15,810,404
11,241,546

1,134,299
1,772,476
1,346,509

1,093,520
1,626,253
1,537,276

3,531,915
6,933,442
4,208,062

2,959,690
4,014,233
3,880,778

215,168
637,533
5,105,985

243,797
565,306
5,066,152

544,285
1,843,437
17,061,141

558,123
1,261,746
12,674,570

Loss before undernoted items

(4,050,969)

(2,959,837)

(1,424,997)

(1,433,024)

Restructuring costs
Foreign exchange (gain) loss
Interest income
Loss from continuing operations

–
(132,998)
(84,005)
(3,833,966)

–
732,889
(43,217)
(3,649,509)

1,043,000
695,376
(193,781)
(2,969,592)

–
644,293
(101,254)
(1,976,063)

Loss from discontinued
operations (note 5)
Net loss

(1,978,404)
(5,812,370)

(2,138,834)
(5,788,343)

(14,164,667)
(17,134,259)

(3,597,673)
(5,573,736)

(42,302,035)

(18,728,051)

(30,980,146)

(18,942,658)

$ (48,114,405)

$ (24,516,394)

$ (48,114,405)

$ (24,516,394)

Loss per common share from continuing operations:
Basic and diluted
$
(0.08)

$

(0.08)

$

(0.06)

$

(0.05)

Loss per common share:
Basic and diluted

$

(0.13)

$

(0.37)

$

(0.14)

Cost of sales

Expenses:
Research and development
Sales and marketing
General and administrative
Stock-based compensation
(note 3(c))
Amortization

Deficit, beginning of period
Deficit, end of period

Weighted average shares outstanding:
Basic
Diluted

$

5,617,430

(0.13)

$

Nine months ended
September 30,
2006
2005

46,086,642
49,340,921

See accompanying notes to consolidated financial statements.

43,332,724
43,563,001

45,992,887
49,340,921

38,539,245
39,007,166

CSI WIRELESS INC.
Consolidated Statements of Cash Flows
(unaudited)
Three months ended
September 30,
2006
2005
Cash flows from (used in) operating activities:
Loss from continuing operations
Items not involving cash:
Amortization
Stock-based compensation
Unrealized foreign exchange loss

$

Change in non-cash operating working capital:
Accounts receivable
Inventories
Prepaid expenses and deposits
Deferred commissions
Accounts payable and
accrued liabilities
Deferred revenue
Cash used in discontinued
operations (note 5)

Cash flows from (used in) financing activities:
Long-term debt
Capital lease obligations
Issue of share capital,
net of share issue costs
Cash from (used in) discontinued
operations (note 5)

(3,833,966)

$

(3,649,509)

Nine months ended
September 30,
2006
2005

$

(2,969,592)

$

(1,976,063)

637,533
215,168
8,855
(2,972,410)

565,306
243,797
(153,476)
(2,993,882)

1,843,437
544,285
4,748
(577,122)

1,261,746
558,123
(153,516)
(309,710)

(118,395)
(179,430)
(270,458)
(17,952)

587,531
1,795,255
(117,949)
–

(467,047)
304,107
(47,790)
(277,391)

(383,984)
4,181,257
(37,855)
–

380,024
119,699
(3,058,922)

(2,086,399)
–
(2,815,444)

822,322
1,846,676
1,603,755

(1,694,774)
–
1,754,934

(1,875,884)
(4,934,806)

(3,654,152)
(6,469,596)

(7,888,870)
(6,285,115)

(4,860,464)
(3,105,530)

(125,884)
(45,734)

(136,749)
(97,193)

(381,772)
(212,121)

(275,933)
(78,715)

66,560

5,355,164

–
(105,058)

(327,937)
4,793,285

2,977,665
2,781,031

(1,288,181)
20,668,557

(745,821)
–

(710,352)
–

(1,445,911)
(959,303)

(1,252,560)
(12,754,510)

–
(745,821)

(173,597)
(883,949)

(117,035)
(2,522,249)

(1,312,694)
(15,319,764)

Increase (decrease) in cash position

(5,785,685)

(2,560,260)

(6,026,333)

2,243,263

Cash, beginning of period

12,354,706

15,056,963

12,595,354

10,253,440

Cash flows used in investing activities:
Purchase of property
and equipment
Business acquisition, net
Cash used in discontinued
operations (note 5)

397,259

22,311,386

Cash, end of period

$

6,569,021

$

12,496,703

$

6,569,021

$

12,496,703

Supplemental disclosure:
Interest paid
Interest received

$
$

16,448
98,542

$
$

32,145
75,598

$
$

71,059
298,118

$
$

159,575
122,622

See accompanying notes to consolidated financial statements.

CSI WIRELESS INC.
Notes to Consolidated Financial Statements
Periods ended September 30, 2006 and 2005
(unaudited)

1. Basis of presentation:
The accompanying unaudited consolidated financial statements for CSI Wireless Inc. (the “Company”) have
been prepared in accordance with Canadian generally accepted accounting principles for interim financial
statements. The financial information included herein is unaudited. These interim financial statements follow
the same accounting policies and methods of application as the most recent annual audited financial statements
dated December 31, 2005 except for the following:


Marketable securities – The Company’s marketable securities are accounted for using the cost
method. Declines in value that are other than temporary result in a write-down of the carrying value
to estimated realizable value. At September 30, 2006, the market value of the securities was
$4,675,000. The decrease in value has been assessed as temporary and, accordingly, no write-down
has been recorded at period end.

The disclosures herein are incremental to those included within the annual financial statements and,
accordingly, these interim financial statements should be read in conjunction with the annual statements.
2. Business acquisition:
On January 3, 2006, the Company, through its wholly-owned subsidiary Hemisphere GPS LLC, completed the
acquisition of the business assets of Del Norte Technology, Inc. The acquisition has been accounted for using
the purchase method and the allocation of the purchase price based on fair values was as follows:

Cash
Current assets
Property and equipment
Intangible assets
Goodwill
Current liabilities

$

157,659
148,379
95,146
277,704
566,634
(128,560)

$

1,116,962

$

1,087,674
29,288

$

1,116,962

Consideration paid consisted of:
Cash
Transaction costs

-1-
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Notes to Consolidated Financial Statements, page 2
Periods ended September 30, 2006 and 2005
(unaudited)

3. Share capital:
(a) Authorized:
Unlimited number of common shares
(b) Issued:
Number of
shares

Amount

Balance, December 31, 2005
Issued on exercise of stock options
Share issue costs
Transfer from contributed surplus on exercise
of stock options

45,856,449
69,629

–

10,148

Balance, March 31, 2006

45,926,078

103,566,255

147,250

237,975

–

95,785

46,073,328

103,900,015

41,600

66,560

–

30,376

46,114,928

$ 103,996,951

Issued on exercise of stock options
Transfer from contributed surplus on exercise
of stock options
Balance, June 30, 2006
Issued on exercise of stock options
Transfer from contributed surplus on exercise
of stock options
Balance, September 30, 2006

$ 103,463,383
108,227
(15,503)

(c) Stock options:
At September 30, 2006 there were 3,225,993 stock options outstanding, with 100,000 options granted in
the current quarter. 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 third quarter of 2006: zero dividend yield; expected volatility of 83%; risk-free rate of 5%;
and expected lives of 2.5 years. For the quarter ended September 30, 2006, the weighted average fair
value of stock options granted was $1.75. The Company recorded $256,006 (2005 – $301,665) as
compensation expense during the quarter, including the amount that is attributable to, and included in,
the loss from discontinued operations.

CSI WIRELESS INC.
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4. Segmented information:
(a) Sales by geographic segment:
Three months ended
September 30,
2006
2005
United States
Canada
Europe
Other

$

2,995,000
730,000
904,000
988,000

$

3,103,000
1,266,000
546,000
722,000

Nine months ended
September 30,
2006
$ 20,558,000
10,394,000
3,145,000
3,941,000

2005

$ 14,891,000
6,077,000
2,619,000
3,465,000

Sales are attributed to geographic segments based on the location of the customer.
(b) Assets by geographic segment:
September 30,
2006
United States
Canada

$ 40,707,000
27,844,000

December 31,
2005
$

72,988,000
17,201,000

5. Discontinued operations:
In the fourth quarter of 2005, the Company commenced activities to restructure and dispose of its Telematics
product line, which was a component of the Wireless Business Unit. On July 28, 2006, the Company
announced it had signed a definitive agreement to sell a portion of its Telematics product line to Trace
Technologies, LLC (“Trace”) and is continuing to work at closing this transaction. Proceeds include cash of US
$450,000, promissory notes of US $375,000 payable within 180 days after closing, and restricted common
shares of Trace’s parent company, Gabriel Technologies Corp. with a value of US $145,000. The Company is
in discussions with potential buyers with respect to the remainder of the Telematics product line.
On April 24, 2006, the Company announced it had signed a definitive agreement to sell its Fixed Wireless
Telephone product line to Telular Corporation. The transaction closed on May 8, 2006.
As a result of the above circumstances, the Telematics and the Fixed Wireless Telephone product lines of the
Wireless Business Unit have been classified as discontinued operations in these financial statements, with the
comparative information being restated to conform to this disclosure.
As a result of an assessment of the fair value of the Wireless Business Unit compared to the anticipated net
proceeds of sale, an impairment of goodwill attributed to the discontinued operations was recorded during
the first quarter of 2006 totaling $8,000,000.

CSI WIRELESS INC.
Notes to Consolidated Financial Statements, page 4
Periods ended September 30, 2006 and 2005
(unaudited)

5. Discontinued operations (continued):
Proceeds on the disposition of the Fixed Wireless product line were as follows:

Cash
Accounts receivable
1,931,745 common shares of Telular Corporation

$

Less: disposition costs

3,179,005
577,102
6,159,692
(431,630)

$

9,484,169

In addition, the Company received a cash payment of $178,000 for working capital items acquired by Telular
Corporation.
The Company may earn 1,159,047 additional common shares of Telular Corporation based on the revenues
earned by Telular Corporation on GSM and TDMA fixed wireless telephone sales in specific markets during
defined periods which will end no later than June 30, 2007. The number of contingently issuable shares was
fixed based on the average closing share price for the 25 days prior to the signing of the definitive agreement.
At September 30, 2006, no additional common shares are due under this agreement.
The results of discontinued operations are as follows:
Three months ended
September 30,
2006
2005
Sales
Cost of sales
Expenses:
Research and development
Sales and marketing
General and administrative
Stock-based compensation
Amortization

Loss before undernoted items
Gain on sale of product line
Severance and wind-down costs
Interest (income) expense
Goodwill impairment
Loss from discontinued operations

Nine months ended
September 30,
2006
2005

$ 4,893,581

$ 6,504,277

$ 16,359,883

$ 30,988,492

3,963,980
929,601

5,633,789
870,488

13,736,281
2,623,602

25,700,854
5,287,638

132,994
84,393
2,628,877
40,838
25,398
2,912,500

1,725,722
623,864
220,616
57,868
393,319
3,021,389

2,231,151
1,081,336
3,078,275
143,939
448,320
6,983,021

4,962,447
1,867,923
811,519
179,219
1,049,563
8,870,671

(1,982,899)

(2,150,901)

(4,359,419)

(3,583,033)

–
–
(4,495)
–

–
–
(12,067)
–

(190,000)
2,021,000
(25,752)
8,000,000

$ (1,978,404)

$ (2,138,834)

$ (14,164,667)

–
–
14,640
–
$ (3,597,673)
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5. Discontinued operations (continued):
Assets and liabilities presented in the consolidated balance sheet are recorded at fair value and include the
following assets and liabilities of discontinued operations:

Current assets

September 30,
2006

December 31,
2005

$ 5,831,448

$ 11,045,664

493,852
–
493,852

4,701,725
13,527,334
18,229,059

Assets:
Property and equipment
Goodwill

Current liabilities

(3,172,647)
$

3,152,653

(10,969,890)
$

18,304,833

The cash flows from discontinued operations are as follows:
Three months ended
September 30,
2006
2005
Cash flows used in operating activities:
Loss from discontinued operations
Items not involving cash:
Amortization
Stock-based compensation
Goodwill impairment
Gain on sale of product line

$

Change in non-cash operating working capital:
Accounts receivable
Inventories
Prepaid expenses and deposits
Accounts payable and accrued liabilities

Cash flows from (used in) financing activities:
Capital lease obligations
Proceeds on sale of product line,
net of disposition costs
Cash flows used in investing activities:
Purchase of property and equipment

(1,978,404)

$

$

(14,164,667)

$

(3,597,673)

25,398
40,838
–
–
(1,912,168)

393,319
57,868
–
–
(1,687,647)

448,320
143,939
8,000,000
(190,000)
(5,762,408)

1,049,563
179,219
–
–
(2,368,891)

(725,100)
136,182
74,406
550,796
(1,875,884)

1,043,364
(607,573)
(91,213)
(2,311,083)
(3,654,152)

4,709,564
329,633
175,019
(7,340,678)
(7,888,870)

3,669,915
(1,382,740)
(75,189)
(4,703,559)
(4,860,464)

–

(327,937)

(346,812)

(1,288,181)

–
–

–
(327,937)

–
$

(2,138,834)

Nine months ended
September 30,
2006
2005

(1,875,884)

3,324,477
2,977,665

(173,597)
$

(4,155,686)

–
(1,288,181)

(117,035)
$

(5,028,240)

(1,312,694)
$

(7,461,339)
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6. Contingencies:
Subsequent to quarter-end, the Company was served with a statement of claim from Longview Advantage, Inc.
The statement of claim relates to the Telematics activities of the Company, which is disclosed as discontinued
operations in these financial statements. The Company will vigorously defend its position and, although the
Company believes the lawsuit claiming damages of $35 million is without merit, the loss, if any, is not
determinable at this time.
7. Comparative figures:
Effective in 2006, the Company has changed the accounting categorization of dealer selling commissions in the
Statement of Operations. As these costs vary directly with sales of the Outback product line, the Company
has determined that inclusion in determination of gross margin is a more meaningful presentation. This
presentation has been applied in the current and comparative periods.
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