


Defining data protection...

da-ta (da‘t,, dats, désty) pln. [Lat., pl. of datum. — see
DATUM.] (sing. or pl. in number). 1. Information, esp. infor-
mation organized for analysis or user as the basis for a
decision-making. 2. Numerical information suitable for
computer processing.

(Source: Webster’s Il New College Dictionary,
copyright 1995, Houghton Mifflin Company)

pro-tee-tion (pry-tekshgyn) n. 1.The act of protecting, or
the state of being protected; preservation from loss, injury,
or annoyance; defense; shelter; as, the weak need protec-
tion. 2. That which protects or preserves from injury; a
defense; a shield; a refuge.

(Source: www.brainydictionary.com
copyright 2004, BrainyMedia.com)

Redefining data protection...
the BakBone way

da-ta pro-tec-tion (dats, pry-teksshgn) n. 1. The act of
protecting business - critical data; lightning speed back-
ups, faster than light restores, and complete recovery over
the life of the data. 2. Reduced backup windows, transpar-
ent installation and deployment, cost effective, and break-
through management tools. 3. Excels in heterogeneous data
intensive environments. 4.The implementation of admin-
istrative, technical, or physical measures to guard against
natural or manmade disasters.

(Source: BakBone Software, Inc., 2004,
www.bakbone.com)



“As enterprises look to consolidate their
storage to efficiently handle the volume

and dwerszty of their data while improv-
protect valuable

ard-looking statements that involve risks,
s results to differ materially from historical results, or
of historical fact, are statements that could be deemed forward -looking sta
eves,” “strategy,” “projects,” “opportunity,” “anticipates,” and similar words. These statemen
of management for future operations; any statements regarding proposed new products, services or developments;
tations or projections; any statements regarding future economic conditions or performance; statements of belief and any statemen S
of assump 0 ing any of the foregoing. The potential risks and uncertainties may include, but are not limited to, competition in our target markets;
potential capita ds; management of future growth and expansion; risk of third party claims of infringement; protection of proprietary information, customer
acceptance of the"Company’s products and fee structures; the success of BakBone’s brand development efforts; risks associated with strategic alliances;
reliance on distribution channels; product concentration; need to develop new and enhanced products; potential product defects; our ability to hire and retain
qualified employees and key management personnel; risks associated with changes in domestic and international market conditions; and the entry into and devel-
opment of international markets for the Company’s products. Our forward-looking statements should be considered in the context of these and other risk factors
disclosed in our most recent report filed with the Canadian Securities Administrators, which is available on the SEDAR disclosure system at www.sedar.com
and/or those risk factors disclosed in the current report filed with the Securities and Exchange Commission, which may be found at www.sec.gov. All future
written and oral forward-looking statements made by us or on our behalf are also subject to these factors. BakBone assumes no obligation to update any
forward-looking statement to reflect events or circumstances arising after the date on which it was made.
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To call the growth of BakBone Software in fiscal 2004
exciting would be an understatement. What follows is
an overview of BakBone's landmark year, its accom-
plishments, its strategic vision, and what lies ahead for
BakBone in fiscal 2005 and beyond.

Reflecting on fiscal 2004, how would you
describe BakBone’s growth and development
over the past year?

Keith: In FYO4, BakBone continued building on the
accomplishments it achieved during the prior year. We
completed the transformation from a small, little-known
player in the data protection software market to a com-
pany known for its keen focus to develop and grow its
infrastructure and technology. We have become a glob-
al company and today deliver superior data protection
software to Fortune 1000 companies, small and medi-
um businesses, as well as international and domestic

A key measure of success was our solid quarter-
over-quarter revenue growth, tireless commitment to
expense controls, and management’s resolve to keep
the financial graph moving up and to the right. In addi-
tion, we continued our focus on the core strengths of the
organization — giving end-users the lowest total cost of
ownership, best network attached storage support,
strongest Linux support, a superior disk-to-disk solution
and a single product that is fully scalable in small, medi-
um and large IT environments.

BakBone’s competitive lead continued to advance
throughout the year. Two key drivers fostered this grow-
ing chasm—enthusiastic customer adoption and our
ability to execute on key technologies such as NetVault
7.0 and 7.1. Both 7.0 and 7.1 rapidly took hold in the
market. We are extremely pleased that, after years of
work and deploying less than 50 engineers, we have
become incredibly agile at giving our customers the

government entities. The infrastructure developed over
the past four years is serving us well as we add layer
upon layer to our technology foundation and manage-
ment leadership.

Describe the accomplishments of last year that
you feel will lead the Company into the future?

Keith: First, we must identify the foundation by which
these accomplishments were made possible —a
focused research and development effort, a talented
and motivated executive team, gifted and loyal employ-
ees, and the commitment and follow-through to execute
a well-defined strategy. Taking all of these factors into
consideration, we achieved a number of significant
milestones in FY 2004.

modularity, ease of use, and functionality they demand.
It goes without saying that we are very proud of our grow-
ing premiere customer base. Winning major Fortune 100
customers like the world’s largest retail organization,
Daimler Chrysler, Yahoo!, as well as government entities
such as NASA-Langley and its Mars mission, reinforces
the momentum we saw last year in customer adoption at
the enterprise level. As our global customer list increas-
es, we are making a name in the industry which points
directly to our ability to serve not only the small to
mid-size market, but also scale to large, diverse data
centers and complicated data applications which make
up today’s heterogeneous IT environments.

The strength of our VAR and OEM partnerships contin-
ues to prove valuable to our business globally. Today,
our strategic OEM partners include industry leaders
such as NCR Teradata, Sony Electronics, Network




Appliance, Snap Appliance and Certance. We work with
these partners to develop integrated data protection
solutions and products giving IT administrators best-
of-breed solutions that protect their data through the
whole information life cycle, from initial creation, to
active use, to recovery. As we look into FYO5 and
beyond, our sights are clearly set on expanding our list
of OEM partners worldwide.

Our capital structure improved substantially during the
year with the addition of VantagePoint Venture Partners
as a stakeholder in BakBone. The VantagePoint invest-
ment in July 2003 marked a turning point for us and
communicated a solid commitment by a respected
investor to the future of BakBone, the strength of our
NetVault offering, and the recognition of our manage-
ment team as leaders in this industry. In addition, our
institutional investor base expanded as the BakBone
growth story began to spread.

Looking ahead, we continue to seek ways to accelerate
our growth, post solid corporate results, both financial
and operational, and increase shareholder value. We
plan to accomplish these goals by focusing on our
stated go-to-market strategy:

- Continue developing our management team,
people, technology and infrastructure

- Continue growing market share in all
geographic regions

- Paying close attention to costs

- Leveraging existing strategic VAR partnerships

- Expanding current and establishing new
OEM relationships

We are advancing on many fronts — brand recognition,
customer adoption, technology wins and financial and
operational successes.

Inter /iaw with |

We have earned a reputation as one of the leaders in
the data protection space and are committed to reach-
ing greater heights in the coming year.

What is your vision for the future of BakBone?

Keith: In planning for the future, our commitment
is to focus on the expansion of BakBone’s share of the
data backup and recovery market globally. To do this,
we must increase our presence through top-tier OEM
partners and effectively leverage current and future
VAR alliances. Also, we anticipate expanding or acquir-
ing new technologies to enhance our position in other
markets such as mobile backup, enriched disaster
recovery technologies and data replication. Developing
these strategic product areas places us directly in front
of Fortune 100 accounts and creates the vehicle to
continue winning large customers.

O Keth R

| want to express my gratitude to our customers and
partners for their loyalty, as well as communicate my
appreciation to our dedicated team of employees and
board of directors. | also extend special thanks to
our shareholders for their support and confidence in
BakBone’s corporate development to date and look
forward to making further progress in FYO5.

\\J\E\?&‘\——\)

Keith Rickard
President and Chief Executive Officer
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ximizing staff resources and achieving
ossible performance. NetVault continues
at least a 30 percent total cost of
vantage (and in most cases more!)
leaders —a competitive edge that
h IT administrators and their senior

long-term strategy is to deliver trust-
tions. In late 2003 and early 2004,
rking with application vendors, solu-
inux distributors to launch its world-
wide Linux Advantage initia-
tive. Industry support included
HR Intel Corporation, Network
Appliance, Oracle Corporaton,
Silicon Graphics, StorageTek
and Fujitsu. Linux distributors
included Red Hat, Red Flag
(China), Suse Linux, Miracle
Linux (Japan),Conectiva (Latin
America) and Turbolinux (China
and Japan).

end our cover-
ux and the recently
nux distribution by Red Flag
e and Miracle Linux.”

Under the Linux Advantage
initiative, BakBone’s data
protection commitment pro-

s the globe. Its absolute advantages
ecture and the speed by which it can support
operating systems, database upgrades and
support keeps it squarely ahead of the compe-
The flexibility and modular architecture of
It gives customers extensive application sup-
ich equates to rapid time-to-market turn-
Throughout FYO4 NetVault was first to market
ounced support for a number of integrated
tection solutions including PostgreSQL, Red
terprise Linux AS for the Intel Itanium 2
, StorageTek’s full range of L-series libraries
eries tape drives, Silicon Graphics’ Altix
nning 64-bit Linux, Apple’s MAC OS X
erver, Oracle’s 10g and many more.

ownership continued to be a competitive
tVault in FYO4. The cost of acquiring,
, and operating a backup and recovery
balance with the benefits of ownership,

Martin Fink, vice president of Linux,
HP Enterprise Storage and Servers

motes work with each part-
ner’'s respective technical,
engineering and development
teams, enabling their customers to confidently inte-
grate Linux into the enterprise for their mission-critical
applications. BakBone now supports more Linux-
based applications and versions than any other data
protection company.

Earlier this year, BakBone joined the Open Source
Development Labs, an organization focused on
enterprise Linux data protection technologies. Data
storage and protection are recognized as key to the
acceleration of enterprise-wide adoption of Linux-
based applications.

Redefining data protection. BakBone has done it
and continues to do it. Keeping ahead of the data
protection demands of IT administrators is a challeng-
ing job, but by incorporating BakBone’s complete
end-to-end backup and recovery solution, the job
becomes easy.



We value our strategic and technical partnerships
with industry leaders, allowing us to offer our

customers seamlessly inte-
grated solutions on a mixture
of hardware and software
environments. We are redefin-
ing how strategic alliances
and partnerships work to ben-
efit everyone at the table.

VARs, Distributors and
Solution Providers

Our NetVault software is dis-

“BakBone’s strong support of heteroge-
neous storage networks is perfect for
our resellers. While traditional mono-
lithic backup software lacks the flexibil-
ity to quickly adapt to today’s changing
storage environments, NetVault features
a modular architecture designed to

provide the versatility needed today for

a wide range of server platforms and
storage systems — from small offices to
large enterprises.”

Gary Gammon, senior vice president of
Enterprise Storage Marketing, Bell Microproducts

petitors, BakBone is the only vendor to be completely
channel focused. Because of NetVault’'s modular

architecture and versatility,
our partners can focus on
the complete data protec-
tion solution versus spend-
ing hours or days with/imple-
mentation and deployment of
software programs.

Original Equipment
Manufacturers (OEMs)

Today, BakBone has strategic

tributed through a select glob-
al network of value-added resellers, distributors
and integrated solution providers such as Bell
Microproducts, one of the country’s premier storage
solution providers, as well as AMC, CDW, 4Front

OEM partnerships with NCR
Teradata, Network Appliance, Sony Electronics,
Certance and recently announced Snap Appliance.

Systems, Intervision and Dell’s Software and
Peripherals product list, just to name a few in
the North American region. In the Pacific Rim,
we have partnerships with companies such as
Nissho Electronics, NEC, Fujitsu, SinoSoft and
CMS Computer. In the Europe, East Africa and
Middle East (EMEA) region, our partnerships
extend to CMS Peripherals in the United Kingdom
and Ireland, TIM in Germany, D2B in France,
Transtec in Germany and many others.

Committed to a framework of an indirect sales chan-
nel, BakBone works closely with over 200 partners
throughout the world to offer NetVault to small,
medium and large enterprise customers. Of its com-

NCR Teradata

BakBone’s longest standing strategic alliance is
with NCR Teradata. Going back to late 1999,
BakBone and NCR Teradata joined together to
ensure 24/7 archival and retrieval of information
stored in Teradata-based warehouses. Over the past
several years, the two companies have refined
their alliance and technologies to give customers
a unique, high-performance, enterprise-class data
storage, backup and recovery solution.

Network Appliance

BakBone’s strategic partnership with Network
Appliance is two-fold. In late 2002, a strategic part-
nership between BakBone and Network Appliance
gave enterprise customers a cost-effective, easy-
to-manage, and reliable backup and recovery



Nearline solution that significantly improved back-
up performance and data availability for end-users.
In FYO3, a co-development agreement was signed
whereby BakBone supplies technology in support
of Network Appliance’s SnapVault product offering,
Open Systems SnapVault or OSSV. Network
Appliance’s ‘newest version of SnapVault 2.0 was
recently released and inecludes the enhanced
features of block level incremental transfer and
open file backup. With Network Appliance’s strong
position in iISCSI and its support of Linux, we are
well positioned for future opportunities with this
dynamic partnership.

Sony Electronics

BakBone is providing NetVault management soft-
ware for Sony’s StorStation bundled storage solu-
tion enabling customers to share and retrieve files
on the network, automatically archive files from disk

Snap Appliance

Recently announced Snap Appliance joins BakBone’s
growing list of industry-leading OEMs to deliver
NetVault 7.1 for GuardianOS v3.0 designed to back
up and restore data that resides on Snap Servers
to locally attached tape drives or libraries. This pow-
erful network attached storage solution combines
enhanced data protection and enterprise-class
functionality-that can scale to meet the demands
of any size IT environment.

The BakBone OEM and Strategic Alliance Vision

Leveraging current strategic alliances, as well as
expanding its global OEM community, is a primary
objective for BakBone in FYO5. Bringing together
the industry’s leading hardware and software giants
to offer customers premium products, services and
technical support will be instrumental in driving

CERTANCE

to tape, backup and restore networked files, and
centrally manage all functions. This turnkey storage
solution was designed for faster and more reliable
network file sharing and backup and recovery servic-
es. Originally developed for the retail vertical, this
solution is expected to expand to financial, educa-
tional, healthcare and governmental verticals.

Certance

Building on a two-year strategic partnership, Certance
and BakBone extended their OEM agreement in FYO4
to integrate BakBone’s NetVault with the full line of
Certance LTO Ultrium 2 family of data protection
solutions. This joint offering combines a full version of
NetVault 7.1 workgroup edition and provides a flexible
automated backup, restore, and archiving solution for
small-to-medium size businesses.

revenue growth. Customers are aligning their IT
resources to the changing needs of their business-
es, and BakBone, along with its partners, will contin-
ue to develop innovative ways to help customers
maximize existing investments, leverage heteroge-
neous technologies, lower operational costs and
increase employee productivity.



Redefining
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More than 8,000 global customers representing a
wide spectrum of industries, businesses and world-
wide governments have found that BakBone offers
the best data protection solution available today.
Using technology to extend our customer reach and
accessibility of the NetVault

infrastructure. BakBone designed a solution with
Yahoo!’'s mixed server environment in mind, com-
bined with unique industry support for MySQL and
FreeBSD, as well as direct access restore for stan-
dard NDMP backups.

product, we saw traffic to
our web site increase by 90
percent during the year. We
are the only leading data
protection provider to offer a
fully-functional version of our
NetVault backup software for
a 45-day test via a web down-
load. As end-users discovered
NetVault’'s ease of use, we saw

“BakBone Software offers an integrated
application that safeguards our data and
ensures 24/7 access to information integral
to our customers needs and our business.
NetVault provides exceptional scalability
across Yahoo!’s multiple platforms and
applications; tight integration with our
existing storage devices; and, high perform-
ance, fast data backup and restoration.”

Steve Simpson, director, engineering, Yahoo!

In India, NetVault successfully
backs up more than 120 het-
erogeneous servers for Sify
Hosting. Sify Hosting provides
hosting services, outsourcing,
system integration and software
development to its customers.
In addition, its Internet back-
bone reaches 55 points in India,
representing an estimated 90

web downloads increase more than 85 percent
year-over-year. BakBone is differentiating itself
from the competition with its ease of implementa-
tion and simplicity of use.

percent of the established PC base in the country. Sify
was looking for a backup and recovery software prod-
uct that 1) leveraged existing technology and provided
efficient backup services; 2) delivered the ability to
adapt to ever changing technologies, operating sys-

As quantities of data rapidly
increase, customers look for
reliable, efficient data backup
and recovery solutions. It's not
enough to securely store and
manage business-critical infor-
mation. The real decision factor
is recovery of the data - no mat-

“NetVault not only met all of our require-
ments, the solution provides greater
automation and flexibility at a lower
total cost of ownership. We have been
able to increase the reliability of backups
and reduce our backup window by five
hours after installing NetVault.”

tems, and applications; 3) pos-
sessed the capability of superi-
or reporting functions; and 4)
provided the ability to scale and
interoperate with new storage
technologies. Sify found its solu-
tion with NetVault.

ter when the customer needs it.
Backup and recovery software must also perform
across a variety of operating systems, as well as
devices and configurations, representing today’s com-
plex heterogeneous IT environments. However, guaran-
teeing continuous access to data is no easy task.

Customers Look for Solutions and Performance

As customers have commented

Avinash J., president, Sify Hosting

NetVault was selected by NASA
Langley Vehicle Analysis Branch to backup mission-
critical flight trajectory and atmospheric data from
NASA's January 2004 MER (Mars Exploration Rover)
Spirit and Opportunity entry, descent and landings
on Mars. Data recovered from this mission is being
used for future MER projects including the slated
2005 Mars Reconnaissance Orbitor and 2007 Phoenix
Lander missions. NetVault’s ability to rapidly re-

repeatedly, the features and
performance of NetVault 7.0
and 7.1 are superior to the
competition. And often there is
more than one deciding factor.

“The reliability of the data collected
Jfrom the Spirit landing was crucial as
it formed the basis for any decisions
made on adjustments to Opportunity’s
landing, The recovery of data through
the NetVault product was instrumental

store data and seamlessly sup-
port high production computing
environments offered NASA a
powerful combination for deliv-
ering what it wanted most in a
data protection solution.

With Yahoo!, it was the ability of L0 Our success.”

NetVault to self-install, deploy
on its own and support the NDMP (Network Data
Management Protocol) environment. NetVault man-
ages Yahoo!’'s network-attached storage (NAS)
systems, as well as Solaris and Microsoft Windows
servers which are used to control its information

Prasun Desai, Langley’s MER project lead

Whether discovered on our web
site, introduced by a knowledge-
able reseller or OEM partner, or exploited within
an organization already using NetVault, we are
redefining customer satisfaction. End-users today
increasingly see BakBone’s NetVault as their data
protection provider — completely.



Financial Highlights
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* Revenues for our Japanese operations were not consolidated in the first three quarters of FYO2. For comparative
purposes only, this graph reflects the revenues of our Japanese operations in all quarters presented.
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PART I

Item 1. BUSINESS

This Annual Report (including the following section regarding Management’s Discussion and Analysis of
Financial Condition and Results of Operations) contains forward-looking statements regarding our business,
financial condition, results of operations and prospects. Words such as “expects,” “anticipates,” “intends,”
“plans,” “believes,” “seeks,” “estimates” and similar expressions or variations of such words are intended to
identify forward-looking statements, but are not the exclusive means of identifying forward-looking statements in
this Annual Report. Additionally, statements concerning future matters such as the development of new products,
enhancements or technologies, sales levels, expense levels and other statements regarding matters that are not
historical are forward-looking statements.

9 <

Although forward-looking statements in this Annual Report reflect the good faith judgment of our
management, such statements can only be based on facts and factors currently known by us. Consequently,
forward-looking statements are inherently subject to risks and uncertainties and actual results and outcomes may
differ materially from the results and outcomes discussed in or anticipated by the forward-looking statements.
Factors that could cause or contribute to such differences in results and outcomes include without limitation those
discussed under the heading “Business Risks” in Item 7 below, as well as those discussed elsewhere in this
Annual Report. Readers are urged not to place undue reliance on these forward-looking statements, which speak
only as of the date of this Annual Report. We undertake no obligation to revise or update any forward-looking
statements in order to reflect any event or circumstance that may arise after the date of this Annual Report.
Readers are urged to carefully review and consider the various disclosures made in this Annual Report, which
attempt to advise interested parties of the risks and factors that may affect our business, financial condition,
results of operations and prospects.

Overview

The Company is currently incorporated under the federal jurisdiction of Canada. The Company originally
engaged in mineral exploration activities, but those activities ceased during 1999, leaving the Company as a
public shell corporation traded on the Toronto Stock Exchange. In March of 2000, the Company changed its
name from Net Resources, Inc. to BakBone Software Incorporated and began a series of transactions resulting in
its current corporate structure. The Company currently has three operating subsidiaries, BakBone Software, Inc.,
BakBone Software Ltd. and BakBone Software KK, and one non-operating subsidiary, BakBone Acquisition
Corp.

We are a global provider of data protection software that enables the effective backup and recovery of
business critical data and information. Our NetVault product allows organizations to efficiently and cost-
effectively protect data within heterogeneous storage environments. Our product is designed to be easy to install,
use, maintain and support, while providing our end-users with what we believe is a substantially lower total cost
of ownership than competitive products. We have also designed our product to be modular and to work within an
open standards environment, allowing NetVault to integrate easily with our end-users’ information technology
infrastructure and evolve with our end-users’ needs. We believe that NetVault is well positioned to satisfy the
needs of organizations seeking an affordable data protection solution.

We market and sell NetVault through an indirect global sales channel comprised of approximately 200
storage-focused resellers, distributors and original equipment manufacturers, or OEMs. We have developed OEM
relationships with companies such as NCR Teradata, Network Appliance and Sony Electronics, each of which
has integrated NetVault into certain product offerings. Our end-users consist of domestic and international
businesses and organizations of all sizes and across numerous industries. We operate in three primary regions:
North America; the Pacific Rim; and Europe, Middle East, and Africa, or EMEA.



Our business strategy is to gain significant market share in the data protection software market through
continued product innovation and sales channel expansion, while maintaining profitable growth. We intend to
achieve this strategy by:

e expanding our technology leadership in data protection;

e enhancing our relationships with OEMs;

e strengthening and growing our indirect distribution channels;
* increasing our penetration of large organizations; and

* ensuring the interoperability between our product and other information technology.

Our common shares trade on the Toronto Stock Exchange under the symbol “BKB” and on the over the
counter bulletin board market in the United States under the symbol “BKBOF.” We operate and report using a
fiscal year ending March 31. Our corporate headquarters is located at 10145 Pacific Heights Boulevard, Suite
500, San Diego, CA, 92121, and our telephone number is (858) 450-9009.

Our Product

Our product, NetVault, is data protection software that permits computer network administrators to maintain
“backup” or duplicate copies of documents, data, images and records. NetVault also enables the recovery of this
data if files are lost or corrupted in any way. NetVault utilizes a modular design to deliver maximum
performance while supporting flexible implementation strategies. This modular design is composed of two key
parts: our core product and application plug-in modules, or APMs. The core product contains key functionality
that manages fundamental backup and recovery processes, contains auto discovery features and interfaces with
specific operating systems. APMs attach to the core product to adapt it for backup and recovery within specific
network architectures and with numerous applications and databases. NetVault further allows end-users to
rapidly add and configure new servers, devices and clients, and controls them from a central location.
Additionally, NetVault enables end-users to customize a combination of recovery methods that meet specific
business needs. NetVault is designed to operate within a wide range of operating systems, applications, server
platforms and storage systems—all with a common user interface. The key benefits of our product include:

e Lower total cost of ownership: We believe NetVault provides end-users with a substantially lower total
cost of ownership than competitive products. NetVault’s advanced architecture allows for quick and
easy installation and on-going administration. NetVault typically requires little or no upfront or ongoing
professional services to implement and configure due to auto discovery, self-configuration and self-
installation features. NetVault’s modular design allows for faster adaptation within changing storage
architectures and more rapid support of new applications, databases, devices and operating systems.
This generally results in lower ongoing internal administration and support costs than competing
products. These attributes provide scalability of our solution as an organization grows in size and its
computing and storage environments evolve. We provide the option for end-users to download over the
Internet fully functioning versions of NetVault, upgrades and application plug-in modules at the initial
implementation and as their computing environments and data protection needs change. We believe no
competing product offers an equivalent download option. As a result of these factors, we believe that we
offer our end-users data protection at a more attractive price than competing solutions over the lifecycle
of the product.

e Strong support of network attached storage, or NAS: Our data protection solution allows backup and
recovery to occur between and among multiple NAS and other storage hardware devices in a quick and
cost-efficient manner. Our NetVault product has been designed to support and interoperate with the
Network Data Management Protocol, or NDMP, which is the industry standard protocol for moving data
within and among NAS devices. This allows us to deliver a higher level of support for the rapidly
growing NAS architecture. We believe we are the only data protection vendor to support all five backup
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implementations of NDMP in our product. Our in-depth understanding of NDMP has allowed NetVault
to achieve unique NAS backup capabilities. We believe NetVault is the only data protection product that
allows for the backup of NAS data from heterogeneous systems outside of NAS. Existing solutions
allow for homogeneous NAS to NAS backup. Our solution allows for backup between and among NAS
and other storage hardware devices, including both disk and tape systems. Due in part to our leadership
in NAS architecture, Network Appliance has chosen to integrate our solution into their product lines as
an OEM partner.

Extensive experience and capabilities in Linux: We support the rapidly growing Linux operating system
in addition to Unix, Windows 2000/NT, NetWare, Mac OS and numerous other operating systems. As
organizations increasingly utilize Linux for database and application deployment, there has also been an
increase in the demand for Linux-based backup server platforms. In 1997 we began developing
NetVault on the Linux operating system, as well as on the Windows 2000/NT and Unix operating
systems. We believe that NetVault offers superior functionality and integration with applications and
systems operating on Linux in comparison to data protection software solutions that were not developed
using Linux. Solutions not developed using Linux have to be converted, or ported, to Linux, and often
lose functionality in the process. Today, we support more than 35 Linux-based applications, including
the 10 leading Linux distributions, which we believe is more than any other data protection software
vendor.

Seamless backup and recovery for tape and disk: NetVault provides end-users the ability to backup to
both disk and tape and incorporates a multi-tier backup and recovery strategy. When backing up to disk,
NetVault creates a virtual tape library, with drives, slots and media on disk to take advantage of the
random access nature of disk-based devices to improve the performance of existing backup and
recovery processes. As the trend of backup to disk for near-term critical data has grown, the need to
further safeguard this data through subsequent backup to tape has also increased. This strategy of disk to
disk to tape backup provides for rapid recovery from disk of more critical data while allowing additional
protection of this data through the use of tape. Unlike our competitors’ products, NetVault writes
backup data identically to tape and disk. This allows NetVault to seamlessly recover this data directly
from tape with limited disruption and at high levels of performance. Competing products require
additional time for the staging process of recovered data from tape back to intermediary disk and then to
the original disk device.

Flexible architecture capable of supporting evolving computing environments: NetVault is based on a
modular architecture, which allows us to rapidly develop APMs for a variety of existing, as well as new
and diverse computing environments. We have developed APMs to provide integration and
interoperability with over 900 combinations of databases, applications and operating systems and their
various versions and releases. Furthermore, our modular architecture enables us to easily and cost
effectively develop new APMs, allowing us to more quickly respond to our end-users’ needs as
computing environments evolve. As a result, we provide long-term and rapid support to our end-users as
their computing environments and data protection needs evolve.

End-Users

Our sales and marketing strategy is focused on licensing our products and providing services to small and
medium-sized businesses and organizations, as well as large enterprise environments through a combination of
software, post-contract support and, to a lesser degree, professional services. We generally offer non-exclusive,
perpetual software licenses through our channel partners to end-users and do not offer term-based software
licenses. Maintenance contracts generally cover a period of one year, and after contract expiration, our customers
have the right to purchase maintenance contract renewals, which generally cover a period of one year. Our
product is used by end-user customers in a wide variety of industries, businesses, governments and applications.
Our end-user customers include, among others, financial service providers, retailers, insurance companies,
Internet service providers, law firms, real estate companies, educational institutions, science and biotech
organizations, healthcare institutions, and domestic and international government agencies.
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Product Distribution

We distribute our products to end-users primarily through a multi-tiered global network of resellers that
include value added resellers and value added distributors. We have an extensive network of resellers and
distributors in North America, the Pacific Rim and EMEA. Our partnerships with resellers and distributors allow
our products to reach end-users that we would not otherwise have the resources to identify. The reseller and
distributor partnerships are the primary means by which our products are distributed, and a majority of our
revenue is derived from our relationships with these resellers and distributors. We continually seek to partner
with the premier resellers and distributors available in our three geographic regions, and our strategy going
forward is to expand and improve the quality of our reseller and distributor partnerships. In addition, we intend to
add relationships with systems integrators.

We have also focused on the development and growth of our major OEM relationships with NCR Teradata,
Sony Electronics and Network Appliance. Members of our sales force work closely with our OEM partners to
define and customize products, conduct on-site testing and provide engineering and field application engineering
support. We derive, and believe we will continue to derive, a significant portion of our revenues from a limited
number of customers. For the fiscal year ended March 31, 2004, NCR Teradata accounted for approximately
12% of our consolidated revenues. We believe that our solutions significantly complement and expand the
solutions provided by our OEMs. In addition to maintaining and expanding our existing OEM relationships, our
strategy is to grow our business by adding new OEM partners.

Research and Development

Our industry is subject to rapid technological advancements, changes in customer requirements, developing
industry standards and new product introductions and enhancements. As a result, our success depends, in part, on
our ability to continue to improve our software solution in a cost-effective and timely manner to address
emerging customer and market needs. Our core development division is in Poole, United Kingdom, and our APM
development division is in San Diego, California. We also conduct development activities in Tokyo, Japan that
are focused on adapting our software for use in the Pacific Rim region.

Our research and development expenditures in fiscal 2002, 2003 and 2004 totaled $4.2 million, $5.0 million
and $4.8 million, respectively. Research and development expenditures in fiscal 2002, 2003 and 2004 were
primarily related to upgrading the existing NetVault core software and APMs, as well as to developing new
APMs. We also incurred research and development expenditures related to MagnaVault through November of
2002, when we made the decision to “end of life” the product. We focus our current research and development
efforts on new features and functionality for our NetVault product to address new market opportunities and to
meet changing customer needs. These projects include the continued introduction of new APMs, improvements
in the performance and functionality of NetVault, product adaptations to meet the needs of new hardware
offerings entering the market and the integration of new technologies to address the evolving data protection
marketplace. We anticipate that we will have significant future research and development expenses in order to
continue to provide a high quality product that enables us to maintain and enhance our competitive position while
increasing market share.

Intellectual Property

Our software products rely on our internally developed intellectual property and other proprietary rights. We
rely primarily on a combination of copyright, trade secret laws, confidentiality procedures, contractual provisions
and trademarks to protect our intellectual property and other proprietary rights. However, we believe that these
measures afford only limited protection of our intellectual property and other proprietary rights. We license our
software products primarily under shrink wrap licenses that are included as part of the product packaging. Shrink
wrap licenses are not negotiated with or signed by individual customers, and purport to take effect upon the
opening of the product package or use of the software license key. The legal enforceability of shrink wrap
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licenses is uncertain in many jurisdictions, including some of the foreign countries in which we sell our products.
We also generally enter into confidentiality agreements with our employees and technical consultants. Despite
our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects of our products or
obtain and use information that we regard as proprietary. Policing the unauthorized use of our products is
difficult and we are unable to determine the extent to which piracy of our software products exists. In addition,
the laws of some foreign countries, including those in which we sell our products, do not protect our proprietary
rights as fully as do the laws of the United States.

Competition

We operate in a segment of the intensely competitive storage management software market. This market is
characterized by rapidly changing technology and evolving standards. We have a number of competitors that
vary in size and scope and breadth of products offered. Many of our competitors have greater financial resources
than we do in the areas of sales, marketing, branding and product development, and we expect to face additional
competition from these competitors in the future. Our current competitors include, but are not limited to, Veritas
Software Corporation, EMC Corporation, IBM’s Tivoli division, Computer Associates and CommVault Systems,
Inc. Some of these companies compete against us by offering a full suite of storage management tools, including
software that addresses data protection. We also face competition from a number of smaller companies who, like
us, focus solely or primarily on the data protection software market. Furthermore, our OEM partners, who do not
currently compete with us, could decide to compete with us by offering their own data protection solutions that
exclude our software, and other storage equipment vendors may enter our market either through acquisition of
competing technologies or products, or through development of their own data protection software solutions.
Although many of our competitors may have significantly more financial and technical resources than we do, we
believe we compete favorably based on the technical strengths of our product offering relative to our
competitors.

Seasonality

Historically our business results have been generally weakest in our first quarter, primarily due to the
purchasing cycles exhibited by our customers. Our other three quarters have not shown any consistent
performance trends relative to each other.

Employees

As of March 31, 2004, we had 175 employees, including 44 in research and development, 76 in sales and
marketing, 24 in customer support, and 31 in general administration. None of our employees are represented by a
labor union. We have not experienced any work stoppages and consider our relations with our employees to be
good.

Executive Officers

Our executive officers and their ages as of March 31, 2004 are as follows:

Keith G. Rickard, age 57, has served as our President, Chief Executive Officer since June 2001.
Additionally, Mr. Rickard has served as a Director of BakBone since September 2001. Prior to joining BakBone,
Mr. Rickard was president of Sterling Software’s storage management division from February 1997 to October
1999 where he was responsible for all aspects of Sterling’s storage management software product suite, including
worldwide sales, marketing, engineering and business development. Prior to that, Mr. Rickard held various
positions at Sterling Software from June 1980 to February 1997. Mr. Rickard holds a B.S. in Mathematics from
the University of London.

John Fitzgerald, age 33, has served as our Chief Financial Officer since January 2002. Prior to becoming our
Chief Financial Officer, Mr. Fitzgerald served as our corporate controller from January 2001 to January 2002.
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Prior to joining BakBone, Mr. Fitzgerald consulted for high technology companies in the areas of SEC reporting,
initial public offerings and strategic planning from April 1999 to January 2001. From January 1996 to April
1999, Mr. Fitzgerald worked for the accounting firm of Arthur Andersen. Mr. Fitzgerald holds a B.S. in Business
Administration from San Diego State University.

Fabrice Helliker, age 36, has served as our Vice President, Engineering since March 2000. Since 1992, Mr.
Helliker has served in many capacities at BakBone, as well as its predecessor companies and has successfully led
several of our NetVault development teams and re-architecture efforts. Mr. Helliker holds a B.S. with Honors in
Computer Science from Brighton University, United Kingdom.

Scott Petersen, age 48, has served as our Vice President, North American Sales since August 2002. Prior to
joining BakBone, Mr. Petersen served as the Vice President of Sales at Actionpoint, Inc. (now known as Captiva
Software Corporation), a publicly-held provider of data management software, from June 2000 to August 2002
where he was responsible for Actionpoint’s sales efforts. Prior to joining Actionpoint, Mr. Petersen served as the
Vice President of Sales of the storage management division of Sterling Software, which was subsequently
acquired by Computer Associates, from May 1995 to June 2000. Mr. Petersen holds a B.S. with an emphasis in
Finance and Marketing from Old Dominion University.

Patrick Clarke, age 39, has served as our Vice President, Europe, Middle East, Africa since February 2004.
Prior to joining BakBone, Mr. Clarke was the Vice President, Europe, Middle East and Africa Operations for
Overland Storage, a publicly held company providing data storage management solutions, from April 2001 to
February 2004. Prior to joining Overland Storage, Mr. Clarke was the director of sales and a member of the
board of directors of Asbis Enterprises, a supplier of computer components, from May 1999 to February 2001.

Adrian Michael Jones, age 38, has served as our Senior Vice President, Worldwide Alliances and OEMs
since February 2004. Prior to joining BakBone, Mr. Jones was employed at Quantum Corporation, a provider of
data storage solutions, from November 1993 to February 2004, where he served in several capacities and most
recently held the position of Vice President of Worldwide Sales. Mr. Jones holds a Electronics Engineering
degree from Oxford College of Engineering, England.

Howard Weiss, age 36, has served as our Managing Director, Asian Operations since October 2000. Prior to
joining BakBone, Mr. Weiss served as a Director of Phoenix Technologies Japan, a global system-enabling
solutions provider for PCs and servers from December 1992 to July 2000. Prior to joining Phoenix Technologies,
Mr. Weiss was a sales manager at MCM Japan, a distributor of computer and network security equipment, from
May 1990 to December 1992. Mr. Weiss is fluent in Japanese and holds a Bachelor of Arts from the University
of Michigan.

Ken Hudak, age 46, has served as our Vice President, Customer Support since April 2004. Mr. Hudak joined
the Company in August of 2001 as our director of US sales support. Mr. Hudak brings 25 years of experience
and oversees all customer support for offices in San Diego and Poole, England. Prior to joining BakBone, Mr.
Hudak was vice president of technical support and services at Orchestria Corporation in Sacramento.
Additionally, Mr. Hudak has held director level positions in sales support at Action Point, Sterling Software, and
Landmark Systems.

Additional Information

We provide our Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form §8-K
and all amendments to those reports free of charge under “Investor Relations” on our website at
www.bakbone.com as soon as reasonably practicable after we electronically file this material with, or furnish this
material to, the United States Securities and Exchange Commission, or SEC. The information contained on our
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website is not part of this Annual Report. You may also read and copy the documents to which we refer at the
Public Reference Room maintained by the SEC at 450 Fifth Street, N.-W., Room 1024, Washington, D.C. 20549
and at certain of the SEC’s regional offices at 7 World Trade Center, Suite 1300, New York, NY 10048 and
Northwestern Atrium Center, 500 West Madison Street, Suite 1400, Chicago, IL 60661. In addition, the SEC
maintains a web site that contains reports, proxy and information statements and other information regarding
registrants that file electronically with the SEC at www.sec.gov. The public may obtain information on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330.

We are required to file reports and other information with the securities commission in each of the provinces
of Ontario, Alberta and British Columbia, Canada. You are invited to read and copy any reports, statements or
other information, other than confidential filings, that we file with the provincial securities commissions. These
filings are also electronically available from the Canadian System for Electronic Document Analysis and
Retrieval (SEDAR) (http://www.sedar.com), the Canadian equivalent of the SEC’s electronic document
gathering and retrieval system, as well as on our website at www.bakbone.com under “Investor Relations”.

Item 2.  Properties

We currently lease 25,000 square feet in San Diego, California, for our corporate headquarters and our
North American sales and development facility. We also lease approximately 7,850 square feet in Poole, United
Kingdom, for our EMEA sales and development facility and approximately 6,000 square feet in Tokyo, Japan,
for our Pacific Rim sales and development facility. In addition to these facilities, we also lease small sales offices
throughout the world. In order to accommodate expected growth in headcount, we plan on either expanding our
existing facilities in San Diego or locating new facilities that suit our needs. Our processes for production of
software units shipped to customers entail the assembly of the software CD, the manual and any additional
collateral material in product specific packaging and, as such, occupy minimal space.

Item 3.  Legal Proceedings

At March 31, 2004, there were no material pending legal proceedings to which the Company was a party or
of which any of its property was subject.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of fiscal year 2004.



PART II

Item 5. Market for Company’s Common Equity, Related Shareholder Matters and Issuer Purchases of
Equity Securities

Market Information.

Our common shares have been listed and posted for trading on the Over the Counter Bulletin Board in the
United States since November 2002, and on the Toronto Stock Exchange in Canada since March 2000. The
following table sets forth the high and low sales prices of the common shares as reported on the Over the Counter
Bulletin Board and the Toronto Stock Exchange during the periods indicated:

Over the

Counter Toronto Stock
Bulletin Board Exchange

(US. $) (Canadian $)

High Low High Low
Fiscal 2004 Fourth Quarter ...................oiuiirerurnan.. $3.29 $2.32 $4.38 $3.10
Third Quarter ............. ..ot iriiinennenan.. 384 142 501 190
Second Quarter .............iuiriiii 190 120 255 1.72
FirstQuarter .......... ...ttt 1.62 057 215 0.90
Fiscal 2003 Fourth Quarter ................c.oiiuiiirenenena.. 1.25 056 192 0.84
Third Quarter ........... ... .. ... ... 1.05 037 1.60 0.75
Second Quarter . ............... . ... ... — — 2.80 1.31
First Quarter . ........ ... ... ... . ... .. . .. ... — — 3.10 1.60

As of May 31, 2004, there were approximately 362 holders of record of our common shares. On May 28,
2004, the last reported sales price on the Over the Counter Bulletin Board was $1.48. On May 31, 2004, the last
reported sales price on the Toronto Stock Exchange was CDN $2.11. As May 31, 2004 was a trading holiday in
the United States, the closing price per the Over the Counter Bulletin Board on the immediately preceding
trading day is disclosed.

Dividends.

We have never declared or paid any cash dividends on our common shares and do not anticipate paying
such cash dividends in the foreseeable future. We currently anticipate that we will retain all of our future
earnings for use in the development and expansion of our business and for general corporate purposes. Any
determination to pay dividends in the future will be at the discretion of our board of directors and will depend
upon our results of operation, financial condition and other factors as the board of directors, in its discretion,
deems relevant.

Equity Compensation Plans.

Information about our equity compensation plans at March 31, 2004 that were either approved or not
approved by our shareholders was as follows:

Weighted
average
exercise Number of
Number of securities price of securities
to be issued upon outstanding  remaining
exercise of options, available
outstanding options, warrants for future
Plan Category warrants and rights  and rights issuance
Equity compensation plans approved by security
holders™) .. ... . . . . . 5,724,977 $1.62 4,141,063
Equity compensation plans not approved by security
holders . ... ... i — — —
Total ... 5,724,977 $1.62 4,141,063

(M Consists of three plans: our 2000 Stock Option Plan, 2002 Stock Option Plan and 2003 Stock Option Plan.
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Additional information regarding our stock option plans and plan activity for fiscal 2002, 2003 and 2004 is
provided in our consolidated financial statements. See “Notes to Consolidated Financial Statements, Note 8—
“Shareholders’ Equity”.

Recent Sales of Unregistered Securities.

In July 2003, we sold and issued 22,000,000 Series A convertible preferred shares in exchange for an
aggregate purchase price of CDN$22.0 million (US$15.7 million). In connection with the offering of the
convertible preferred shares, we paid an aggregate of $1.5 million in underwriting discounts and commissions to
Citigroup Capital Markets. The preferred shares were sold to accredited investors pursuant to a Series A
Preferred Share Purchase Agreement with the investors. The issuance of Series A convertible preferred shares
was deemed exempt from registration under the Securities Act of 1933, as amended, in reliance on Section 4(2)
of the Securities Act as transactions by an issuer not involving a public offering. The investors in this transaction
represented their intention to acquire the securities for investment only and not with a view to or for sale in
connection with any distribution thereof and appropriate legends were affixed to the preferred share certificates
issued in the transaction.

From April 1, 2003, through March 31, 2004, 14 option holders exercised options for an aggregate of
416,960 of our common shares pursuant to options granted under our 2002 Stock Option Plan and 2003 Stock
Option Plan. The exercise prices per share ranged from CDN$1.18 to CDN$2.27. No consideration was paid to
us by any recipient of any of the foregoing options for the initial grant of such options. We have received
aggregate consideration of approximately CDN$650,000 in connection with the exercise of these options. These
issuances were deemed exempt from registration under the Securities Act in reliance on Regulation S
promulgated thereunder as transactions involving the offer and sale of our securities outside the United States.

Purchases of Equity Securities by the Company and Affiliated Purchasers.

We did not repurchase any of our equity securities, nor were any equity securities purchased on our behalf
by any affiliated purchasers, during the quarter ended March 31, 2004. We have not publicly announced any
repurchase plan or program for our equity securities.



Item 6.  Selected Consolidated Financial Data (in thousands, except per share and share data)

Two months Two months Eleven months

Year ended ended ended ended
December 31, February 29, April 30, March 31, Year ended March 31,
1999 2000 2000 2001 2002@ 20032 2004
(restated) (restated)

Condensed Consolidated

Statements of Operations:
Revenues ................. $2,573 $384 $ 168 $ 3233 % 6,609 $ 17918 $ 27,107
Cost of revenues ........... 745 64 18 629 1,158 1,650 2,994
Gross profit ............... 1,828 320 150 2,604 5,451 16,268 24,113
Operating expenses (excluding

stock-based

compensation) ........... 1,577 247 541 25,419 25,108 24,411 25,604
Stock-based compensation . . . — — 32,241 18,563 21,219 11,641 347
Total operating expenses . . . . . 1,577 247 32,782 43,982 46,327 36,052 25,951
Operating income (loss) .. ... 251 73 (32,632) (41,378) (40,876) (19,784) (1,838)
Other (expense) income . . ... 2) 9) 221 302 (388) (260) (160)

Income (loss) before income
(AXES o vve s 249 64 (32,411) (41,076) (41,264) (20,044) (1,998)

Provision for income taxes . .. — — — — 510 951
Net income (loss) .......... $ 249 $ 64 (32,411) (41,076) (41,264) (20,554) (2,949)
Beneficial conversion feature
on preferred stock ........ — — — — 7,221
Net loss attributable to
common shareholders . . ... $ (32411) $ (41,076) $ (41,264) $ (20,554) $  (10,170)
Net loss per common share
Basic and diluted . . .. ... $ 346) $ (1.20) $ (0.90) $ 0.37) $ 0.17)
Weighted-average common
shares outstanding:
Basic and Diluted ... ... 9,372,655 34,246,961 45,697,111 55,536,923 60,882,811

(M The selected financial data for these periods reflects the operations of NetVault Holdings, Ltd. prior to its
acquisition by the Company in March of 2000.

@ The selected financial data for 2002 and 2003 has been restated to reflect the effect of the restatement
adjustments as described in Note 3 to the accompanying consolidated financial statements.

As of As of As of As of As of
Consolidated Balance Sheet Data: April 30,2000 March 31,2001 March 31,2002 March 31,2003 March 31, 2004
(restated) (restated)
Cash and cash equivalents . .. ... .. $20,511 $ 3,115 $ 5,502 $ 5,045 $19,399
Working capital ................ 19,895 (1,124) 6,439 2,644 16,187
Total assets ................... 27,065 19,778 18,868 18,035 35,177
Total shareholders’ equity .. ...... 25,681 14,188 10,243 7,056 20,324

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the consolidated financial statements and the
related notes included elsewhere in this Annual Report. In addition to historical information, the following
discussion contains forward-looking statements that are subject to risks and uncertainties. Actual results may
differ substantially from those referred to herein due to a number of factors, including but not limited to risks
described in the section entitled “Business Risks” and elsewhere in this Annual Report.
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Overview

We are a global provider of data protection software through our product, NetVault. We sell NetVault
through our indirect global sales channel comprised primarily of storage-focused resellers, distributors and
OEMs. Our channel customers remarket and distribute our product to end-users consisting of small and medium-
sized businesses and organizations, as well as large enterprises. Over the past few years, we have significantly
increased our revenues through a combination of factors, including enhancing the features of NetVault to address
the needs of larger organizations, expanding our relationships with existing channel partners and obtaining new
reseller and OEM customers. Although our revenues have increased substantially, we experienced continued net
losses through fiscal 2004. As a result, as of March 31, 2004, we had an accumulated deficit of $145.5 million.

We have derived the majority of our historical revenues from licenses of our NetVault product and related
maintenance contracts. We anticipate that NetVault will account for substantially all of our revenues for the
foreseeable future.

We currently operate in three primary regions: North America, the Pacific Rim and EMEA. For the year
ended March 31, 2004, our North American, Pacific Rim and EMEA operations contributed 39%, 37% and 24%
of our revenues, respectively, compared to 42%, 38% and 20% of our revenues, respectively, for the year ended
March 31, 2003. From a global perspective, we have focused on expanding our distribution channels and OEM
relationships. In particular, we have OEM relationships with NCR Teradata, Sony Electronics and Network
Appliance. We anticipate that these relationships will continue to be material to our business for the foreseeable
future. We also recently entered into an OEM arrangement with Snap Appliance. Although we did not procure
any license or maintenance sales through this arrangement in fiscal 2004, we expect to generate license and
maintenance sales from this contract in the foreseeable future. A significant component of our business strategy
is to increase our OEM revenues by expanding our existing relationships and establishing new OEM
relationships with hardware and software vendors.

We generate revenues primarily through a combination of software licenses and related maintenance
contracts. We generally offer non-exclusive, perpetual software licenses through our channel partners to end-
users and do not offer term-based software licenses. Maintenance contracts generally cover a period of one year,
and after contract expiration, our customers have the right to purchase maintenance contract renewals, which
generally cover a period of one year.

We license software to resellers in arrangements under which they purchase a combination of software,
post-contractual support and/or professional services (collectively “multiple element arrangements”). Post-
contractual support includes rights to unspecified upgrades and enhancements, and telephone support.
Professional services relate to implementation services and training. For each of these types of arrangements, we
have established vendor specific objective evidence, or VSOE, of fair value for all elements in the multiple
element arrangement, and thus, revenue is allocated to each element based on the relative fair value of each of
the elements. VSOE of fair value is established by the price charged when the same element is sold separately.
We determine VSOE of fair value of post-contractual support based on substantive renewal rates for the same
term post-contractual support.

We also license software under several OEM agreements, which are segregated into two categories for
revenue recognition purposes. Certain OEM arrangements involve multiple elements where VSOE of fair value
exists for all undelivered elements but VSOE of fair value does not exist for one or more delivered elements.
Under these arrangements revenue is recognized using the residual method, whereby, the fair value of
undelivered elements is deferred and the remaining portion of the arrangement fee is recognized as revenue,
assuming the price is fixed or determinable, delivery has occurred and collectibility is probable. Revenue
allocated to post-contractual support is recognized ratably over the arrangement period, which is generally one
year. One OEM customer has a specific right of return, whereby the customer is contractually permitted to return
our product during the arrangement period. We account for potential returns from this customer in accordance
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with Statement of Financial Accounting Standards, or SFAS, 48, “Revenue Recognition When Right of Return
Exists”. We use historical returns experience with this customer to estimate potential returns and to establish the
appropriate sales returns allowance.

We have also entered into multiple element arrangements with certain OEM customers under which, in
addition to providing software licenses and maintenance services, we make a commitment to the customer to
provide unspecified future software products. As VSOE of fair value cannot be determined for the unspecified
future software products, all sales amounts procured under these arrangements are initially deferred and
subsequently recognized ratably over the arrangement period. Revenue recognized under these arrangements is
included under “Development Software Solutions” in Note 15 to the consolidated financial statements.

Portions of our Pacific Rim revenues are currently denominated in U.S. dollars. As a result, an increase in
the value of the U.S. dollar relative to foreign currencies could make our product more expensive and, therefore,
potentially less competitive in those markets. A majority of our international business is presently conducted in
currencies other than the U.S. dollar. Foreign currency transaction gains and losses arising from normal business
operations are credited to or charged against earnings in the period incurred. As a result, fluctuations in the value
of the currencies in which we conduct our business relative to the U.S. dollar will cause currency transaction
gains and losses, which we have experienced in the past and continue to experience. Due to the substantial
volatility of currency exchange rates, among other factors, we cannot predict the effect of exchange rate
fluctuations upon future operating results. There can be no assurances that we will not experience currency losses
in the future. We have not previously undertaken hedging transactions to cover currency exposure, and we do not
currently intend to engage in hedging activities.

Cost of revenues consists of the direct cost of providing customer support, including salary and benefits of
staff working in our customer support departments, as well as associated costs of computer equipment, telephone
and other general costs necessary to maintain support for our end-users. Also included in cost of revenues are
third party software license royalties and the direct costs of raw materials and packaging for products shipped to
customers. The direct costs of raw materials and packaging are nominal as products shipped to customers consist
of a CD, manual, printed box and other media. Product costs for these items individually and in the aggregate are
minimal, and we have little risk of inventory obsolescence due to the small quantities of these items needed to fill
our customers’ orders and the short lead time to acquire additional materials. Raw material purchases are held in
inventory until the sale of the related software product, at which time the cost per unit sold is released to cost of
revenues.

Sales and marketing expenses consist primarily of payroll, commissions, participation at trade shows, web
advertising and travel costs for our worldwide sales and marketing staff. Commissions are part of our sales
personnel’s compensation package, which is based on the procurement of sales orders and subsequent collection
of customer receivables. As we expand our sales and marketing force, we expect sales and marketing expenses to
increase in absolute dollars, but to decrease as a percentage of revenues.

Research and development expenses consist primarily of salary and related costs for our worldwide
engineering staff. Our Poole, United Kingdom and San Diego, California offices include engineering personnel
responsible for the development effort of NetVault and our APMs, respectively. We expect to continue to devote
substantial additional resources to research and development such that these expenses will increase in absolute
dollars, but is expected to remain consistent as a percentage of revenues.

General and administrative expenses include salaries and benefits for our corporate personnel and other
expenses, such as facilities costs and professional services. We expect general and administrative expenses to
increase in the future on an absolute dollar basis, but to decrease as a percentage of revenues, reflecting growth in
operations and other factors.

Our provision for income taxes is comprised of two primary components: royalty withholding taxes and
federal, state, and foreign income taxes. Currently, BakBone, Inc., our U.S. operating subsidiary, and BakBone
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Ltd., our U.K. operating subsidiary, earn intercompany royalty revenues from BakBone KK, our Japanese
operating subsidiary, for NetVault license sales procured by BakBone KK. For every royalty dollar earned by
BakBone, Inc. and BakBone Ltd., 10% of the royalty amount must be withheld and remitted to the Japanese tax
authority. The withholding tax is generally recorded in the same period as the NetVault license transaction that
generates the tax. The United States and Japan recently ratified a treaty that, among other things, eliminated the
10% royalty withholding tax for transactions between U.S. and Japanese companies, effective July 1, 2004. We
expect the elimination of the withholding tax to have a positive impact on our results of operations and cash
flows.

We also recognize a provision for income taxes that relates to income generated. Historically, we have
accumulated losses from operations, but certain tax regulations in the state of California limit the usage of tax
loss carry forwards to offset income earned. The state regulations limiting the Company’s usage of tax loss carry
forwards expired, effective March 31, 2004. We expect that the expiration of these state regulations will have a
positive impact on our future results of operations and cash flows. In addition, we are subject to alternative
minimum tax (AMT) at the federal tax jurisdictional level. AMT creates a tax credit that is available to offset
regular federal income tax generated in the future, if any.

Conversion to U.S. GAAP

In connection with our past filings with securities regulators in Canada and the United States, we prepared
and presented our financial data in accordance with accounting principles generally accepted in Canada
(“Canadian GAAP”). The financial information presented in this Annual Report has been prepared in accordance
with accounting principles generally accepted in the United States (“U.S. GAAP”), and, accordingly, the
information in this Annual Report differs in certain material respects from the information previously published.
In particular, our historical financial statements published in accordance with Canadian GAAP for periods prior
to March 31, 2002 differ from those presented in this Annual Report in part because Canadian GAAP required
that we consolidate the results of operations of foreign subsidiaries that are not permitted to be consolidated
under U.S. GAAP. The treatment of stock-based compensation in fiscal 2000, 2001 and 2002 also differs
materially under U.S. GAAP and Canadian GAAP. As a result, the financial data included in this Annual Report
reflects changes to the previously reported stock-based compensation charges. In addition to these specific
differences, various other differences exist between U.S. and Canadian GAAP, all of which are discussed in
“Notes to Consolidated Financial Statements- Note 17, Differences Between Accounting Principles Generally
Accepted in the United States and in Canada.” We intend to continue to publish our financial information in the
future in accordance with U.S. GAAP in reports on Form 10-K, 10-Q and 8-K and otherwise. To the extent
required by securities regulations in Canada in order to maintain our listing on the Toronto Stock Exchange, we
will publish reconciliations to Canadian GAAP in our future filings with regulatory authorities in Canada.

Restatement of Prior Period Financial Statements

In connection with the preparation of this Annual Report, we determined that our previously published
financial statements reflected several errors in fiscal 2002 and 2003, and the first three quarters of fiscal 2004.
These financial statements did not properly reflect the treatment of certain deferred stock-based compensation
charges and the revenue recognition related to specific customer contracts. Several additional adjustments were
also identified. The financial statements included in this Annual Report for fiscal 2002 and 2003, and as of
March 31, 2002 and 2003 reflect the appropriate characterization of certain stock-based compensation charges
and other noted adjustments.

The financial statements for fiscal 2004 and as of March 31, 2004, including the quarterly results for fiscal
2004, reflect the appropriate revenue recognition for certain customer contracts and other noted adjustments.
Investors should rely solely on the financial statements in this Annual Report and not on the previously published
reconciliations from Canadian GAAP to U.S. GAAP, or on any other previously reported financial statements. A
complete discussion of the restated financial data is included in Note 3 to our consolidated financial statements
included in this Annual Report.
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Internal Controls Over Financial Reporting

Effective internal controls are necessary for us to provide reliable financial reports and effectively prevent
fraud. If we cannot provide reliable financial reports or prevent fraud, our operating results may be misstated, we
could fail to meet our public reporting obligations, our reputation may be harmed and investors may lose
confidence in our reported financial results.

In connection with the audit of our financial statements for the fiscal year ended March 31, 2004, our
independent auditors have issued a letter to our Audit Committee in which they noted certain matters involving
our internal controls and operation that they consider to be “reportable conditions”, as defined under standards
established by the American Institute of Certified Public Accountants, or AICPA, including our revenue
recognition practices for certain customer contracts and our accounting for domestic and international income
taxes. In addition, our independent auditors have advised us that they consider these matters to be “material
weaknesses” that, by themselves or in combination, result in a more than remote likelihood that a material
misstatement in our financial statements will not be prevented or detected by our employees in the normal course
of performing their assigned functions. See “Item 9A-Controls and Procedures.”

Application of Critical Accounting Policies

The preparation of our financial statements in accordance with U.S. GAAP requires us to make estimates
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our estimates, including those
related to revenue recognition, allowance for doubtful accounts, valuation allowance for deferred tax assets and
valuation of goodwill. We base our estimates on historical experience and on various other assumptions that we
believe to be reasonable under the circumstances, the results of which form the basis for making judgments about
the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions.

We believe there are several accounting policies that are critical to understanding our historical and future
performance. These policies affect the reported amounts of revenue and other significant areas that involve
management’s judgments and estimates. These significant accounting policies are:

e revenue recognition;
¢ allowance for doubtful accounts;
e valuation allowance for deferred tax assets; and

e valuation of goodwill.

These policies, and our procedures related to these policies, are described below.

Revenue recognition

We recognize software license revenue in accordance with AICPA Statement of Position 97-2, “Software
Revenue Recognition”. We derive revenues from licensing software and providing maintenance services to two
distinct groups of customers: resellers and OEMs.

For software license arrangements that do no require significant modifications or customization of the
software, and that do not contain commitments made by us to provide the customer with unspecified additional
software products, we recognize software license revenue when all of the following are met:

e Persuasive Evidence of an Arrangement Exists. It is our practice to require a purchase order signed by
the customer for arrangements involving resellers. For arrangements involving OEMs, we require a
contract signed by both the customer and BakBone.
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e Delivery Has Occurred. We deliver software by both physical and electronic means. Both means of
delivery transfer title and risk to the customer. Physical delivery terms are generally FOB shipping
point. For electronic delivery of the software, delivery is complete when the customer has been provided
electronic access to their software. Our arrangements do not generally contain customer acceptance
provisions.

* The Vendor’s Fee is Fixed or Determinable. Fees are generally considered fixed and determinable when
payment terms are within our standard payment terms. In general, we do not offer return rights or
customer acceptance provisions.

e Collectibility is Probable. Customers must meet collectibility requirements pursuant to our credit policy.
We perform a collectibility assessment for each new reseller and OEM partner. For contracts that do not
meet our collectibility criteria, revenue is recognized when cash is received.

We license software to resellers in arrangements under which they purchase a combination of software,
post-contractual support and/or professional services (collectively “multiple element arrangements”). Post-
contractual support includes rights to unspecified upgrades and enhancements, and telephone support.
Professional services relate to implementation services and training. For these types of arrangements, we have
established vendor specific objective evidence, or VSOE, of fair value for all elements in the multiple element
arrangement, and thus, revenue is allocated to each element based on the relative fair value of each of the
elements. VSOE of fair value is established by the price charged when the same element is sold separately. We
determine VSOE of fair value of post-contractual support based on substantive renewal rates for the same term
post-contractual support.

We also license software under several OEM agreements, which are segregated into two categories for
revenue recognition purposes. Certain OEM arrangements involve multiple elements where VSOE of fair value
exists for all undelivered elements, but VSOE of fair value does not exist for one or more delivered elements.
Under these arrangements revenue is recognized using the residual method, whereby, the fair value of
undelivered elements is deferred and the remaining portion of the arrangement fee is recognized as revenue,
assuming delivery has occurred and collectibility is probable. Revenue allocated to post-contractual support is
recognized ratably over the arrangement period, which is generally one year. One OEM customer has a specific
right of return, whereby the customer is contractually permitted to return our product during the arrangement
period. We account for potential returns from this customer in accordance with SFAS No. 48, “Revenue
Recognition When Right of Return Exists”. We use historical returns experience with this customer to estimate
potential returns and to establish the appropriate sales returns allowance.

We have also entered into multiple element arrangements with certain OEM customers under which, in
addition to providing software licenses and maintenance services, we make a commitment to the customer to
provide unspecified future software products. As VSOE of fair value cannot be determined for the unspecified
future software products, all sales amounts procured under these arrangements are initially deferred and
subsequently recognized ratably over the arrangement period. Revenue recognized under these arrangements is
included under “Development Software Solutions” in Note 15 to the consolidated financial statements.

Allowance for doubtful accounts

We maintain an allowance for doubtful accounts for estimated losses resulting from the inability of our
customers to make required payments, which results in a provision for bad debt expense. We determine the
adequacy of this allowance by evaluating individual customer accounts receivable, considering the customer’s
financial condition, credit history and current economic conditions. If the financial condition of our customers
were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances may be
required.
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Valuation allowance for deferred tax assets

In preparing our consolidated financial statements, we estimate our income tax liability in each of the
jurisdictions in which we operate by estimating our actual current tax exposure together with assessing temporary
differences resulting from differing treatment of items for tax and financial statement purposes. These differences
result in deferred tax assets and liabilities. Significant management judgment is required in assessing the
realizability of our deferred tax assets. In performing this assessment, we consider whether it is more likely than
not that some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax
assets is dependent upon the generation of future taxable income in each tax jurisdiction during the periods in
which those temporary differences become deductible. We consider the scheduled reversal of deferred tax
liabilities, projected future taxable income, and tax planning strategies in making this assessment. In the event
that actual results differ from our estimates or we adjust our estimates in future periods, we may need to reduce
our valuation allowance, which could materially impact our financial position and results of operations.

Valuation of goodwill

We have recorded goodwill in connection with the acquisitions we have completed in prior periods. In
accordance with the provisions of SFAS No. 142, Goodwill and Other Intangible Assets, we review our goodwill
for impairment as of April 15t of each fiscal year or when an event or a change in facts and circumstances
indicates the fair value of a reporting unit may be below its carrying amount. For segment reporting, we have
historically reported our results of operations based on our primary product offerings: NetVault and MagnaVault.
Subsequent to November 2002, when we decided to “end of life” the MagnaVault product, we operate in a single
business segment. SFAS No. 142 defines a reporting unit as an operating segment, or one unit below. For
purposes of its transitional and annual goodwill impairment analyses, we have divided our operating segment
into reporting units, which are based on our geographic reporting entities: North America, EMEA, and the Pacific
Rim. Events or changes in facts and circumstances that it considers as impairment indicators include the
following:

e significant underperformance of our business relative to expected operating results;
e significant adverse economic and industry trends;

e significant decline in our market capitalization for an extended period of time relative to net book value;
and

e expectations that a reporting unit will be sold or otherwise disposed.

The annual goodwill impairment test consists of a two-step process as follows:

Step 1. We compare the fair value of each reporting unit to its carrying amount, including the existing
goodwill. The fair value of each reporting unit is determined using a discounted cash flow valuation analysis. The
carrying value of each reporting unit is determined by specifically identifying and allocating the assets and
liabilities of BakBone to each reporting unit based on headcount, relative revenues, or other methods as deemed
appropriate by management. If the carrying amount of each reporting unit exceeds its fair value, an indication
exists that each reporting unit’s goodwill may be impaired and we then perform the second step of the
impairment test. If the fair value of each reporting unit exceeds its carrying amount, no further analysis is
required.

Step 2. We compare the implied fair value of each reporting unit’s goodwill, determined by allocating each
reporting unit’s fair value to all of its assets and its liabilities in a manner similar to a purchase price allocation,
to its carrying amount. The fair value of each reporting unit is determined using a discounted cash flow valuation
analysis. If the carrying amount of each reporting unit’s goodwill exceeds its fair value, an impairment loss will
be recognized in an amount equal to that excess.
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Results of Operations

Investors should rely solely on the financial statements in this Annual Report and not on the previously
published reconciliations from Canadian GAAP to U.S. GAAP, or on any other previously reported financial
statements.

Comparison of operating results for the years ended March 31, 2004 and 2003 (restated)
Revenues

Revenues increased 51% to $27.1 million for the year ended March 31, 2004, from $17.9 million for the
year ended March 31, 2003. Revenues for the year ended March 31, 2004 consisted of $21.2 million in licensing
revenues, $5.3 million in service revenues, and $589,000 in development software solutions revenues, compared
to revenues for the year ended March 31, 2003, which consisted of $15.3 million in licensing revenues and $2.6

million in service revenues. We generated no development software solutions revenue during the year ended
March 31, 2003.

In November 2002, we decided to “end of life” the MagnaVault product line, effective January 1, 2003.
During the year ended March 31, 2004, we entered into several MagnaVault license arrangements due to
customer demand for the product. Included in the revenues during the year ended March 31, 2004 was
MagnaVault licensing and service revenues of $566,000 and $204,000, respectively. During the year ended
March 31, 2003, MagnaVault licensing revenues were $905,000 and service revenues were $462,000. We do not
expect to continue to generate a consistent or material revenue stream from this product line.

Licensing revenues. During the year ended March 31, 2004, we generated significant OEM licensing
revenues through NCR Teradata. Our relationships with existing resellers and the establishment of new reseller
relationships led to significant licensing revenues growth. Furthermore, we continued the expansion of our
business into new territories, primarily within the Pacific Rim and EMEA regions, which led to licensing
revenues growth.

In North America, licensing revenues for the year ended March 31, 2004 increased 24% to $7.3 million,
from $5.9 million for the year ended March 31, 2003. Licensing revenues growth in North America was driven
by both the OEM and reseller channels. The increase in OEM-driven licensing revenues was due primarily to
increased sales activity through our relationship with NCR Teradata. During the year ended March 31, 2004, we
also continued to establish new reseller relationships, while leveraging existing relationships in North America,
to grow revenues through our reseller channel.

In the Pacific Rim, licensing revenues for the year ended March 31, 2004 increased 38% to $8.7 million,
from $6.3 million for the year ended March 31, 2003. The Pacific Rim grew licensing revenues through both the
reseller and OEM sales channels. During fiscal 2003 and 2004, we expanded our Pacific Rim operations,
particularly in China and Korea, and also strengthened existing operations. These expansion efforts contributed
to the increase in licensing revenues for the year ended March 31, 2004.

In EMEA, licensing revenues for the year ended March 31, 2004 increased 70% to $5.2 million, from $3.1
million for the year ended March 31, 2003. EMEA experienced increased licensing revenues from the reseller
and OEM channels. Increased sales to existing resellers, supplemented by sales to new resellers, helped to drive
licensing revenues higher. Furthermore, licensing revenues increased due to the geographic expansion of our
operations in EMEA, most notably in Germany and France. The growth in OEM licensing revenues was due to
the strength of our worldwide relationship with NCR Teradata, which accounted for all of EMEA’s OEM
licensing revenues during the year ended March 31, 2004.

Service revenues. In North America, service revenues for the year ended March 31, 2004 increased 75% to
$2.7 million, from $1.5 million for the year ended March 31, 2003. In the Pacific Rim, service revenues for the
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year ended March 31, 2004 grew 144% to $1.3 million, from $532,000 for the year ended March 31, 2003. In
EMEA, service revenues for the year ended March 31, 2004 increased 137% to $1.3 million, from $550,000 for
the year ended March 31, 2003. The worldwide growth in service revenues is directly related to increased
licensing revenues from sales to new customers and to maintenance contract renewals from existing customers.

Development Software Solutions revenues. During fiscal 2003 and 2004, we entered into OEM
arrangements, under which, we committed to provide unspecified additional software products to the OEM
partners during the respective arrangement periods. As such, revenue from the arrangements is classified as
“Development Software Solutions™ and is recognized ratably over the applicable arrangement period. Through
March 31, 2004, we had billed and collected $4.4 million under these arrangements, $589,000 of which was
recognized as revenue during fiscal 2004, resulting in $3.8 million of deferred revenue as of March 31, 2004. We
expect to recognize annual revenues of approximately $850,000 through fiscal 2008 from these arrangements.

Cost of revenues

Cost of revenues for the year ended March 31, 2004 totaled $3.0 million with a gross margin of 89%
compared with cost of revenues of $1.7 million with a gross margin of 91% for the year ended March 31, 2003.
The increase in cost of revenues in absolute dollars was due to increased product costs associated with the overall
increase in sales volume, additions in customer support headcount and increases in third party software license
royalties.

Sales and marketing expenses

Sales and marketing expenses increased $3.2 million, or 26%, to $15.3 million for the year ended March 31,
2004, from $12.1 million for the year ended March 31, 2003. The increase was attributable primarily to increases
in headcount, and commissions and bonuses, as well as to marketing costs associated with the release of a new
version of our product. Headcount increased primarily in the Pacific Rim and EMEA as we expanded our sales
operations in those regions. The increase in performance-based payments was a direct function of revenue
growth during the year ended March 31, 2004.

Research and development expenses

Research and development expenses decreased $151,000, or 3%, to $4.8 million for the year ended
March 31, 2004, from $5.0 million for the year ended March 31, 2003. The overall decrease was due primarily to
a reduction in headcount surrounding the November 2002 “end of life” of the MagnaVault product line. We have
made recent research and development hires, but, as of March 31, 2004, we had not reached the pre-November
2002 research and development headcount level. We expect that research and development expenses will
increase in fiscal 2005 due to planned headcount increases during the period.

General and administrative expenses

General and administrative expenses decreased $558,000, or 9%, to $5.4 million for the year ended
March 31, 2004, from $6.0 million for the year ended March 31, 2003. The decrease in general and
administrative expenses relates mainly to the decrease in professional service expenses. During the year ended
March 31, 2003, we incurred significant, non-recurring legal and accounting costs in conjunction with a
corporate restructuring, through which we reduced our subsidiaries from seven to four. Furthermore, we incurred
legal costs in connection with an external review of our intellectual property portfolio, which also took place
during the year ended March 31, 2003. This decrease was offset partially by increased legal and accounting costs
relating to corporate governance compliance and public reporting requirements, as well as to increased insurance
expenses during the year ended March 31, 2004.
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Stock-based compensation

During the years ended March 31, 2003 and 2004, we recorded stock-based compensation expense related to
the amortization of deferred stock-based compensation. From fiscal 2000 through fiscal 2003, we granted various
equity instruments to employees and non-employees that required us to recognize stock-based compensation
expense. The intrinsic value of these equity instruments granted to employees was recorded in accordance with
APB No. 25, which requires the excess of market price over the grant price, which is referred to as the intrinsic
value, to be recorded as stock-based compensation. In general, the intrinsic value is deferred and amortized over
the vesting period of the underlying equity instrument. Furthermore, we also recorded stock-based compensation
during the year ended March 31, 2003 in connection with the issuance of warrants to non-employees for services
rendered. The fair value of these equity issuances was calculated using the Black-Scholes option-pricing model
and was recorded as stock-based compensation during the year ended March 31, 2003. A complete discussion of
these equity transactions is included in Note 9 to our consolidated financial statements included in this Annual
Report. A summary of the stock-based compensation charges recorded during the years ended March 31, 2003
and 2004 is included below (in thousands):

Years ended

March 31,

2003 2004
Stock options issued with exercise prices less than fair market value . ............. $ 373 $—
Employee Benefit Trust (EBT) . ....... .. oo 9,116 85
Incentive shares . ... ...... ... . . . . e 1,519 262
AdVvisors’ Stock Warrants . ... ... .. ... 535 —
Employee option modifications . ............. ..ot 9% —
Total stock-based compensation . ............. ... $11,641 $347

Stock-based compensation decreased $11.3 million during the year ended March 31, 2004 from the year
ended March 31, 2003 primarily due to the timing of deferred stock-based compensation amortization. In
general, our stock-based compensation charges are recorded over the vesting period of the underlying equity
instrument. A majority of the deferred stock-based compensation charges recorded in prior periods had been
amortized fully as of March 31, 2003, thus resulting in a lesser charge incurred during the year ended March 31,
2004.

Special charges

In November 2002, we implemented a plan to “end of life” our MagnaVault product. During the year ended
March 31, 2003, and in connection with the MagnaVault exit activities, we recorded a charge of $415,000, which
was comprised of charges related to employee severance of $87,000, an idle facility of $192,000 and fixed asset
impairment and other exit costs of $136,000. We did not incur any special charges during the year ended
March 31, 2004.

Amortization of intangible assets

In connection with our acquisition of BakBone KK in March 2002, we recorded $221,000 in separately
identifiable intangible assets. These intangible assets are amortized over the estimated useful life, or four years.
Thus, we recognized $55,000 in amortization expense during each of the years ended March 31, 2003 and 2004.

Impairment of goodwill

In connection with our decision to “end of life” our MagnaVault product, we recorded a goodwill
impairment charge of $888,000, which represents the amount by which the carrying value of the MagnaVault-
related goodwill exceeded its estimated fair value as of March 31, 2003. We did not incur any goodwill
impairment charges during the year ended March 31, 2004.
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Provision for income taxes

During the years ended March 31, 2003 and 2004, we recorded provisions for income taxes of $510,000 and
$951,000, respectively. During the years ended March 31, 2003 and 2004, certain transactions between our
foreign subsidiaries triggered tax liabilities of $510,000 and $586,000, respectively, in certain jurisdictions in
which we do business. Furthermore, we recorded an aggregate provision for federal, state, and foreign income
taxes of $365,000 during the year ended March 31, 2004 related to taxable income generated during the period.
Although we generated losses during the year ended March 31, 2004, certain permanent and temporary revenue
and expense recognition differences exist between financial statement and tax reporting resulting in the tax
provision. Historically, we have accumulated net operating losses, but certain tax regulations limit the usage of
tax loss carry forwards to offset income earned. As we expand our business worldwide, we may become subject
to additional tax liabilities in new tax jurisdictions.

Comparison of operating results for the years ended March 31, 2003 (restated) and 2002 (restated)
Revenues

Revenues increased 171% to $17.9 million for the year ended March 31, 2003, from $6.6 million for the
year ended March 31, 2002. Revenues for the year ended March 31, 2003 consisted of $15.3 million in licensing
revenues and $2.6 million in service revenues, compared to revenues for the year ended March 31, 2002, which
consisted of $5.2 million in licensing revenues and $1.4 million in service revenues.

The year ended March 31, 2003 included $6.3 million and $532,000 in licensing and service revenues,
respectively, from our Japanese subsidiaries, compared to $812,000 and $7,000 in licensing and service revenues,
respectively, for the year ended March 31, 2002. The results of operations of our Japanese subsidiaries were not
consolidated until we acquired in excess of 50% ownership of each subsidiary in the fourth quarter of fiscal 2002.

Licensing revenues. Licensing revenues growth worldwide was driven by growth in both our OEM and
reseller sales channels, as well as by the consolidation of revenues generated by our Japanese subsidiaries.
During the year ended March 31, 2003, we generated significant OEM licensing revenues from NCR Teradata.
Our relationships with existing resellers and the establishment of new reseller relationships led to significant
licensing revenues growth through our reseller channel. Furthermore, we continued the expansion of our business
into new territories, which led to licensing revenues growth.

In North America, licensing revenues for the year ended March 31, 2003 increased 96% to $5.9 million,
compared to $3.0 million for the year ended March 31, 2002. Licensing revenues growth in North America was
driven by both the OEM and reseller channels. During the year ended March 31, 2003, we established many new
reseller relationships, while leveraging existing relationships, to grow revenues through the reseller channel.
Prior to fiscal 2003, North America OEM licensing revenues were relatively insignificant in terms of
consolidated revenues, but fiscal 2003 experienced significant OEM licensing revenues growth.

In the Pacific Rim, licensing revenues for the year ended March 31, 2003 were $6.3 million, compared to
$812,000 for the year ended March 31, 2002. The increase was due to the consolidation of our Japanese
subsidiaries and to organic revenue growth. Our Pacific Rim operations experienced success during the year
ended March 31, 2003 through both the reseller and OEM sales channels. During fiscal 2003, we expanded our
Pacific Rim business operations into new territories, including China and Korea, and strengthened existing
Pacific Rim operations.

In EMEA, licensing revenues for the year ended March 31, 2003 increased 125% to $3.1 million, compared
to $1.4 million for the year ended March 31, 2002. Increased sales to existing resellers, supplemented by sales to
new resellers, and the maturation of our relationship with NCR Teradata, helped to drive revenues higher.
Furthermore, licensing revenues increased as we expanded our operations in several territories, most notably
Germany, during the year ended March 31, 2003.
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Service revenues. In North America, service revenues for the year ended March 31, 2003 increased 49% to
$1.5 million, from $1.0 million for the year ended March 31, 2002. In the Pacific Rim, service revenues for the
year ended March 31, 2003 were $532,000, compared to $7,000 for the year ended March 31, 2002. In EMEA,
service revenues for the year ended March 31, 2003 increased 45% to $550,000, compared to $379,000 for the
year ended March 31, 2002. The worldwide growth in service revenues is directly related to the increased
licensing revenues from sales to new customers and to maintenance contract renewals from existing customers.
Additionally, the consolidation of our Japanese subsidiaries contributed to higher service revenues during the
year ended March 31, 2003.

Cost of revenues

Cost of revenues for the year ended March 31, 2003 totaled $1.7 million with a gross margin of 91%,
compared with cost of revenues of $1.2 million with a gross margin of 82% for the year ended March 31, 2002.
The decrease in cost of revenues as a percent of total revenues for the year ended March 31, 2003 compared to
the year ended March 31, 2002 was due primarily to the overall increase in service revenues and to the
consolidation of our Japanese subsidiaries.

Sales and marketing expenses

Sales and marketing expenses increased $3.8 million, or 46%, to $12.1 million for the year ended March 31,
2003, compared to $8.3 million for the year ended March 31, 2002. The increase was attributable primarily to an
increase in performance-based payments, commissions and bonuses, which were a result of increased revenues,
and to the consolidation of our Japanese subsidiaries’ sales and marketing expenses.

Research and development expenses

Research and development expenses increased $724,000, or 17%, to $5.0 million for the year ended
March 31, 2003, from $4.2 million for the year ended March 31, 2002. The overall increase was due primarily to
increased salaries and travel expenditures. In November 2002, headcount was reduced in conjunction with the
MagnaVault exit activities. Although headcount between March 31, 2002 and 2003 remained stable, year-over-
year salary expense increased due to the hiring that took place during the first half of fiscal 2003.

General and administrative expenses

General and administrative expenses increased $959,000, or 19%, to $6.0 million for the year ended
March 31, 2003, from $5.0 million for the year ended March 31, 2002. The increase in general and administrative
costs related primarily to increases in payroll expenses and insurance premiums, and to the consolidation of our
Japanese subsidiaries’ general and administrative expenses.

Stock-based compensation

During the years ended March 31, 2002 and 2003, we recorded stock-based compensation related to the
amortization of deferred stock-based compensation and to the issuance of various equity instruments. A summary
of the stock-based compensation charges recorded during the years ended March 31, 2002 and 2003 is included
below (in thousands):

Years ended March 31,

2002 2003
Stock options issued with exercise prices less than fair market value ........... $ 4820 $ 373
BB . 9,780 9,116
Incentive Shares . . ... ..o 6,548 1,519
AdVvisors’ Stock Warrants .. ........ .. 71 535
Modification of employee Options . ........ ...ttt — 98
Total stock-based compensation . . ..............oiiiininei. $21,219  $11,641




Stock-based compensation decreased $9.6 million during the year ended March 31, 2003 from the year
ended March 31, 2002 due in large part to the fully vested provisions of one incentive share grant made during
the year ended March 31, 2002. The fair value of $4.0 million was recognized during the year ended March 31,
2002. Furthermore, the decrease during the year ended March 31, 2003 was also due to the timing of equity
forfeitures. During the year ended March 31, 2002, the Company recorded a stock-based compensation charge of
$3.9 million related to the cancellation of certain employee options associated with the August 2001 voluntary
employee stock option cancel and regrant program.

Special charges

In November 2002, we implemented a plan to “end of life”” our MagnaVault product. In the third quarter of
fiscal 2003 and in connection with the MagnaVault exit activities, we recorded a charge of $415,000, which was
comprised of charges related to employee severance of $87,000, an idle facility of $192,000 and fixed asset
impairment and other exit costs of $136,000. We did not incur any special charges during the year ended
March 31, 2002.

Amortization of Intangible Assets

In connection with our acquisition of BakBone KK in March 2002, we recorded $221,000 in separately
identifiable intangible assets. These intangible assets are amortized over the estimated useful life, or four years.
Thus, we recognized $55,000 in amortization expense during the year ended March 31, 2003. We incurred no
such charge during the year ended March 31, 2002.

Amortization of investment in affiliate

During the year ended March 31, 2002, we incurred $854,000 in amortization expense related to our
purchase of a minority interest in BakBone KK in March of 2000. In March 2002, we acquired a majority interest
in BakBone KK and discontinued the usage of the equity method of accounting for this subsidiary. Accordingly,
the investment in affiliate balance was eliminated and, as such, we did not incur an amortization charge during
the year ended March 31, 2003.

Amortization of goodwill

Effective April 1, 2002 and pursuant to SFAS No. 142, goodwill is no longer amortized, but is reviewed
periodically for impairment. Therefore, we incurred no amortization expense during the year ended March 31,
2003 compared to $3.9 million of amortization expense during the year ended March 31, 2002.

Impairment of goodwill

We recorded goodwill impairment charges of $888,000 and $2.8 million for the years ended March 31, 2003
and 2002, respectively. The impairment charges in fiscal 2003 and 2002 relate to goodwill booked in connection
with our June 2000 acquisition of Tracer Technologies, Inc. (Tracer) and its MagnaVault product line.

In connection with our acquisition of Tracer, we acquired exclusive intellectual property rights to
MagnaVault. Since the initial acquisition date and through the MagnaVault “end of life”” in November 2002, we
marketed and sold MagnaVault as a stand-alone software product. MagnaVault revenues were flat during the first
three quarters of the year ended March 31, 2002, with a notable decrease during the fourth quarter of the year
ended March 31, 2002. Based on MagnaVault’s sales performance during the fourth quarter of the year ended
March 31, 2002, we performed an impairment analysis of the Tracer goodwill. As of March 31, 2002, we
determined that the carrying value of the Tracer goodwill exceeded its fair value as determined by the estimated
discounted cash flows expected to be generated by the underlying assets. Therefore, we recorded an impairment
charge of $2.8 million in the accompanying consolidated statement of operations for the year ended March 31,
2002, reflecting the difference between the carrying value and discounted projected future cash flows.
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During the first two quarters of fiscal 2003, total revenues generated by MagnaVault experienced a
continued decline. This trend continued into the third quarter of fiscal 2003, and in November 2002, management
decided to “end of life” the MagnaVault product, whereby all activities, with the exception of customer support,
related to MagnaVault would cease permanently, effective December 31, 2002. In connection with this decision,
we terminated several employees and closed our Maryland office facility. Based on this triggering event, in
accordance with SFAS No. 142, we were required to perform an impairment analysis on the MagnaVault-related
goodwill during the year ended March 31, 2003. The first step in the impairment analysis involved comparing the
carrying values of the MagnaVault reporting units to their fair values. It was determined that the carrying values
of the reporting units exceeded the estimated fair values, consequently, step two of the impairment test was
required. As a result of step two, the related goodwill was deemed impaired and we recognized charges of
$442,000 and $446,000 in the third and fourth quarters of fiscal 2003, respectively. These charges represented
the amount by which the goodwill’s carrying value exceeded its estimated fair value. As of March 31, 2003, all
MagnaVault-related goodwill had been amortized or written-off.

Provision for income taxes

During the year ended March 31, 2003, we recognized a provision for income taxes related to transactions
between our foreign subsidiaries. Certain transactions between our foreign subsidiaries trigger tax liabilities in
the respective jurisdictions in which we do business. Income taxes arising out of these transactions were
immaterial during the year ended March 31, 2002.

Quarterly Operating Results

The following tables set forth unaudited quarterly operating information and financial data for each of the
eight quarters beginning April 1, 2002 and ended March 31, 2004. This data has been prepared on the same basis
as the audited consolidated financial statements contained elsewhere in this Annual Report and, in the opinion of
management, includes all adjustments necessary for the fair presentation of the information for the periods
presented. This information should be read in conjunction with the consolidated financial statements and related
notes. The operating results and financial data in any quarter are not necessarily indicative of the results that may
be expected for any future period.

Throughout fiscal 2004, we publicly reported our quarterly results in Canada and the United States under
Canadian GAAP. As a part of the detailed review of our accounting practices discussed earlier, certain errors
were identified in the revenue recognition of certain customer contracts for each of the first three quarters of
fiscal 2004. Investors should rely solely on the U.S. GAAP quarterly financial data in this Annual Report which
reflects the appropriate revenue recognition for these contracts and not on any other previously published
quarterly results.

We believe that future operating results will be subject to quarterly fluctuations, and, as a result, we believe

that results of operations for interim periods should not be relied upon as any indication of the results to be
expected in any future period.
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Revenues ............. .. .. . .. ...
Costofrevenues ......................

Gross profit ......................

Operating expenses:

Sales and marketing . ...............
Research and development ..........
General and administrative ..........
Stock-based compensation . . .........
Special charges ...................
Amortization of intangible assets ... ..
Impairment of goodwill .............

Total operating expenses ............

Operating (loss) income . ............

Interest expense, net .. ..................
Foreign exchange gain (loss), net .........
Other expense, net .....................

(Loss) income before income taxes . . ..

Provision for income taxes ..............

Netloss ..o,

Beneficial conversion feature on preferred

StOCK .o

Net loss attributable to common
shareholders ....................

Revenues ......... ... ... ... ... ...
Costof revenues ......................

Gross profit ........... ... ... ...

Operating expenses:

Sales and marketing . ...............
Research and development ..........
General and administrative ..........
Stock-based compensation . . .........
Special charges ...................
Amortization of intangible assets .. ...
Impairment of goodwill .............

Total operating expenses ............

Operating (loss) income ............
Interest expense,net....................
Foreign exchange gain (loss), net .........
Other expense, net .....................

(Loss) income before income taxes . . ..

Provision for income taxes ..............

Netloss .........................
Beneficial conversion feature on preferred
stock ...

Net loss attributable to common
shareholders ....................

Fiscal Quarter Ended

(in thousands)

Jun-02 Sep-02 Dec-02 Mar-03  Jun-03  Sep-03 Dec-03 Mar-04
(restated) (restated) (restated) (restated)

$ 3,585 $ 3,980 $ 4,832 $ 5,521 $5517 $6333 $7,260 $7,997
321 390 405 534 796 683 759 756
3,264 3,590 4,427 4,987 4,721 5,650 6,501 7,241
3,139 2,893 3,025 3,068 3,563 3,506 3,899 4,362
1,241 1,343 1,233 1,146 1,126 1,079 1,171 1,436
1,479 1,542 1,407 1,537 1,457 1,010 1,203 1,737
3,605 3,262 3,004 1,770 153 90 90 14

— — 415 — — — — —

14 14 13 14 14 14 13 14

— — 442 446 — — — —
9,478 9,054 9,539 7,981 6,313 5,699 6,376 7,563
(6,214) (5,464) (5,112) (2,994) (1,592) (49) 125 (322)
29) (32) (38) (83) (38) ) 16 29
9 (15) (29) (24) (5) (18) (15) (40)
(1) (1) (10) (7 — (18) (48) (15)
(6,235) (5,512) (5,189) (3,108) (1,635) (93) 78 (348)
22 24 79 385 128 55 235 533
(6,257) (5,536) (5,268) (3,493) (1,763) (148) (157) (881)

— — — — — 7,221 — —
$(6,257) $(5,536) $(5,268) $(3,493)  $(1,763) $(7,369) $ (157) $ (881)
Fiscal Quarter Ended
Jun-02 Sep-02 Dec-02 Mar-03  Jun-03  Sep-03 Dec-03 Mar-04
(restated) (restated) (restated) (restated)

100% 100% 100% 100% 100% 100% 100% 100%
9% 10% 8% 10% 14% 11% 10% 9%
91% 90% 92% 90% 86% 89% 90% 91%
88% 73% 63% 56% 65% 56% 54% 55%
35% 34% 26% 21% 21% 17% 16% 18%
41% 39% 29% 28% 27% 16% 17% 22%
101% 82% 62% 32% 3% 1% 1% —
_ _ 9% _ _ _ _ _

— — 9% 8% — — — —
265% 228% 198% 145% 116% 90% 88% 95%
-174% -138% -106% -55% -30% -1% 2% -4%
-1% -1% -1% 2% — — — —

_ _ 1% _ _ _ _ _

_ _ _ _ _ _ 1% _
-175% -139% -108% -57% -30% -1% 1% -4%
— 1% 2% 7% 2% 1% 3% 7%
-175% -138% -110% -64% -32% -2% -2% -11%
- — — — — 114% — —
-175% -138% -110% -64% -32% -116% -2% -11%
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Liquidity and Capital Resources

We have financed our operations primarily through private placements and public offerings of equity
instruments in the Provinces of British Columbia, Alberta and Ontario, Canada, and through a private placement
of Series A convertible preferred shares in the United States. We have also financed our operations through
issuances of common shares upon exercise of warrants and stock options and, more recently, by generating cash
from operations.

We derive cash from operations primarily from cash collected on software license and software maintenance
contract sales. Net cash provided by operating activities was $841,000 during the year ended March 31, 2004, as
opposed to cash used in operating activities of $3.1 million for the year ended March 31, 2003. The shift from
negative to positive operating cash flows between the periods reflects the increase in sales volume, and correlated
cash collections, between the periods. The increase in sales during the year ended March 31, 2004 has also served
to increase our accounts receivable and deferred revenue balances. Based on the payment terms of our sales
arrangements, and the timing of revenue recognition under certain OEM contracts and service contracts, our cash
receipts frequently do not occur in the same period as the recognition of related revenue.

Net cash used in investing activities was $534,000 and $413,000 for the years ended March 31, 2004 and
2003, respectively, which consisted almost entirely of expenditures on capital equipment.

We generated significant cash from financing activities during the year ended March 31, 2004. In July 2003,
we raised proceeds of $13.6 million, net of $2.1 million in offering costs, through the issuance of Series A
convertible preferred shares. Furthermore, we generated financing cash flows of $1.2 million and $500,000 from
the exercise of warrants and stock options, respectively, during the year ended March 31, 2004. These cash
inflows were offset partially by a $1.7 million repayment of a term loan and $115,000 in payments on capital
lease obligations. Cash provided by financing activities of $2.7 million during the year ended March 31, 2003
consisted primarily of $1.3 million from the exercise of warrants associated with a fiscal 2002 private placement,
the release of $804,000 in restricted cash amounts, $1.0 million in proceeds, net of $75,000 in offering costs,
from a fiscal 2003 private placement, and $144,000 from the exercise of stock options. These cash inflows were
offset partially by payments of $298,000 and $202,000 related to a note payable and capital lease obligations,
respectively. As of March 31, 2004 we had no indebtedness outstanding other than $97,000 in capital lease
obligations.

Currently we have no material cash commitments other than our normal recurring trade payables, expense
accruals and operating and capital leases, all of which are currently expected to be funded through existing
working capital and future cash flows from operations. Aside from these recurring operating expenses, we expect
to expend $1.0 million on capital expenditures in fiscal 2005. We anticipate continued growth of our business in
existing territories and expansion of our business operations into new territories, as well as headcount additions
in both the sales, and the research and development functions in fiscal 2005.

We believe that our cash and cash equivalent balances will be sufficient to satisfy our cash requirements for
at least the next twelve months. Although we cannot accurately anticipate the effect of inflation or foreign
exchange markets on our operations, we do not believe these external economic forces have had, or are likely in
the foreseeable future to have, a material impact on our results of operations. We are focused on preserving and
improving cash and our overall liquidity position by growing revenues, managing our accounts receivable, and
continuously monitoring expenses.

At March 31, 2004, we did not have any relationships with unconsolidated entities or financial partnerships,
such as entities often referred to as structured finance, special purpose or variable interest entities, which would
have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow
or limited purposes. In addition, we did not engage in trading activities involving non-exchange traded contracts.
As a result, we are not exposed to any financing, liquidity, market or credit risk that could arise if we had
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engaged in such relationships. We do not have relationships and transactions with persons or entities that derive
benefits from their non-independent relationship with us or our related parties except as disclosed elsewhere in
this Annual Report.

At March 31, 2004, our outstanding commitments included (in thousands):

Payments due by period
More
Less than 1-3 3-5 than 5
Contractual Obligations Total 1 year years years  years
Capital lease obligations ............................. $ 97 § 55 $42 $— $—
Operating lease obligations . ......................... $2,016 $1,263 $753 $— $—
Total ... $2,113  $1,318 $795 $— $—

Recent Accounting Pronouncements

In June 2002, the Financial Accounting Standards Board, or FASB, issued SFAS No. 146, Accounting for
Costs Associated with Exit and Disposal Activities. SFAS No. 146 requires that a liability for costs associated
with an exit or disposal activity be recognized and measured initially at fair value only when the liability is
incurred. SFAS No. 146 was effective for exit or disposal activities initiated after December 31, 2002 and the
adoption of SFAS No. 146 did not have a material impact on our financial position, results of operations or cash
flows.

FASB Interpretation No. 45, or FIN 45, Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others, was issued in November 2002. FIN 45
requires that upon issuance of a guarantee, the guarantor must disclose and recognize a liability for the fair value
of the obligation it assumes under that guarantee. The initial recognition and measurement requirements of FIN
45 are effective for guarantees issued or modified after December 31, 2002. The disclosure requirements of FIN
45 are effective for interim and annual periods ending after December 15, 2002, and are applicable to certain
guarantees issued before December 31, 2002. We adopted FIN 45 disclosure requirements as of December 31,
2002. The adoption of the provisions for recognition and initial measurement did not have a material impact on
our financial position, results of operations or cash flows. See Note 14 “Guarantees” in the notes to the
consolidated financial statements contained in this Annual Report for more information.

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based Compensation, Transition
and Disclosure. SFAS No. 148 provides alternative methods of transition for a voluntary change to the fair value
based method of accounting for stock-based employee compensation. SFAS No. 148 also requires that
disclosures of the pro forma effect of using the fair value method of accounting for stock-based employee
compensation be displayed more prominently and in a tabular format. Additionally, SFAS No. 148 requires
disclosure of the pro forma effect in interim financial statements. We have adopted the transition and annual
disclosure requirements of SFAS No. 148 which are effective for fiscal years ending after December 15, 2002
and have elected to continue to account for employee stock options under APB No. 25. The interim disclosure
requirements are effective for interim periods commencing after December 15, 2002. The adoption of this
standard did not have a material effect on our financial position, results of operations or cash flows.

In November 2002, the EITF reached a consensus on Issue No. 00-21, Revenue Arrangements with Multiple
Deliverables. EITF Issue No. 00-21 provides guidance on how to account for arrangements that involve the
delivery or performance of multiple products, services and/or rights to use assets. The provisions of EITF Issue
No. 00-21 apply to revenue arrangements entered into in fiscal periods beginning after June 15, 2003. We do not
expect that EITF Issue No. 00-21 will have a material impact on our financial position, results of operations or
cash flows. In December 2003, the SEC published Staff Accounting Bulletin, or SAB, No. 104, Revenue
Recognition. This SAB updates portions of the SEC staff’s interpretive guidance provided in SAB 101. SAB 104
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deletes interpretive material no longer necessary, and conforms the interpretive material retained, because of
pronouncements issued by the FASB’s EITF on various revenue recognition topics. The adoption of SAB 104
did not have a material impact on our financial position, results of operations or cash flows.

In January 2003, the FASB issued Interpretation No. 46 (FIN 46), “Consolidation of Variable Interest
Entities.” FIN 46 requires an investor with a majority of the variable interests (primary beneficiary) in a variable
interest entity (VIE) to consolidate the entity and also requires majority and significant variable interest investors
to provide certain disclosures. A VIE is an entity in which the voting equity investors do not have a controlling
financial interest or the equity investment at risk is insufficient to finance the entity’s activities without receiving
additional subordinated financial support from the other parties. Development-stage entities that have sufficient
equity invested to finance the activities they are currently engaged in and entities that are businesses, as defined
in FIN 46, are not considered VIEs. The provisions of FIN 46 were effective immediately for all arrangements
entered into with new VIEs created after January 31, 2003. In October 2003, the FASB deferred the effective
date of FIN 46 for pre-existing VIEs to no later than February 2004. In December 2003, the FASB issued a
revision to FIN 46 (FIN 46-R), which incorporated the October 2003 deferral provisions and clarified and revised
the accounting guidance for VIEs. All VIEs, regardless of when created, are required to be evaluated under FIN
46-R no later than the quarter ended March 31, 2004. We adopted FIN 46-R, effective March 31, 2004, and the
adoption did not have a material effect on our financial condition, results of operations or cash flows. As of
March 31, 2004, we have not identified any VIEs that would require consolidation or any significant exposure to
VIEs that would require disclosure.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity” (SFAS No. 150), which requires that certain financial instruments
be presented as liabilities that were previously presented as equity or as temporary equity. Such instruments
include mandatory redeemable preferred and common stock, and certain options and warrants. SFAS No. 150 is
effective for financial instruments entered into or modified after May 31, 2003 and is generally effective at the
beginning of the first interim period beginning after June 15, 2003. The adoption of SFAS No. 150 had no
material impact on our financial position or results of operations.

In December 2003, the SEC published Staff Accounting Bulletin (SAB) No. 104, Revenue Recognition. This
SAB updates portions of the SEC staff’s interpretive guidance provided in SAB 101. SAB 104 deletes
interpretive material no longer necessary, and conforms the interpretive material retained, because of
pronouncements issued by the FASB’s EITF on various revenue recognition topics. The adoption of SAB 104
did not have a material impact on our financial position, results of operations or cash flows.

Impact of Inflation

The primary inflationary factor affecting our operations is labor costs and we do not believe that inflation
has materially affected earnings during the past four years. Substantial increases in costs and expenses,
particularly labor and operating expenses, could have a significant impact on our operating results to the extent
that such increases cannot be passed along to customers and end-users.
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BUSINESS RISKS

You should consider each of the following factors, as well as the other information in this Annual Report in
evaluating our business and our prospects. The risks and uncertainties described below are not the only ones we
face. Additional risks and uncertainties not presently known to us or that we currently consider immaterial may
also impair our business operations. If any of the following risks actually occur, our business and financial
results could be harmed. In that case, the trading price of our common shares could decline. You should also
refer to the other information set forth in this Annual Report, including our financial statements and the related
notes.

We have incurred substantial net losses since inception and we may not be able to maintain profitability.

We have incurred operating and net losses since inception of our operations in March 2000. Our net losses
were $41.3 million, $20.6 million and $2.9 million for the fiscal years ended March 31, 2002, 2003 and 2004,
respectively. As of March 31, 2004, our accumulated deficit was $145.5 million. We cannot assure you that we
will be able to achieve or maintain positive cash flow from operations in future periods. If we cannot achieve and
sustain operating profitability, we may not be able to meet our working capital requirements, which would have a
material adverse effect on our business, financial condition and results of operations.

Our short operating history makes it difficult to evaluate our business and prospects.

We began our current line of business with the acquisition of NetVault Holdings, Ltd. in March 2000. As a
company with a relatively short operating history, we face risks and uncertainties frequently encountered by
companies in new and rapidly evolving markets, including:

e the implementation and successful execution of our business strategy and our sales and marketing
initiatives;

e retention of current value-added resellers, distributors and original equipment manufacturers and
attraction of new value-added resellers, distributors and original equipment manufacturers;

e our ability to respond effectively to competitive and technological developments related to our product
and technologies;

e our ability to attract, retain and motivate qualified personnel; and

e our ability to effectively manage our anticipated growth.

If we fail to address any of these risks and uncertainties successfully, our business, results of operations,
financial condition and prospects may be materially adversely affected.

Competition in our target markets could reduce our sales.

We operate in a segment of the intensely competitive storage management software market. This market is
characterized by rapidly changing technology and evolving standards. We have a number of competitors that
vary in size and scope and breadth of products offered. Many of our competitors have greater financial resources
than we do in the areas of sales, marketing, branding and product development, and we expect to face additional
competition from these competitors in the future. Our current competitors include, but are not limited to, Veritas
Software Corporation, EMC Corporation, IBM’s Tivoli division, Computer Associates and CommVault Systems,
Inc. Some of these companies compete against us by offering a full suite of storage management tools, including
software that addresses data protection. We also face competition from a number of smaller companies who, like
us, focus solely or primarily on the data protection software market. Furthermore, our OEM partners, who do not
currently compete with us, could decide to compete with us by offering their own data protection solutions that
exclude our software, and other storage equipment vendors may enter our market either through acquisition of
competing technologies or products, or through development of their own data protection software solutions.
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Our existing and future competitors could introduce products with superior features, scalability and
functionality at lower prices than our product. Most of our competitors provide broad suites of storage
management software solutions and thus could gain market share by bundling existing or new data protection
products with other more established storage products or by acquiring or forming strategic alliances with our
other competitors. If our competitors are successful in gaining market share, our business, operating results, and
financial condition could be adversely affected.

Our future revenues depend upon continued market acceptance of our NetVault product.

We derive substantially all of our revenues from our NetVault product, and we expect that this concentration
of revenues will continue for the foreseeable future. If the market does not continue to accept this product, our
revenues will decline significantly, and this would negatively affect our operating results. Factors that may affect
the market acceptance of our NetVault product include the performance, price and total cost of ownership of our
product and the availability, functionality and price of competing products and technologies. Many of these
factors are beyond our control.

We derive a significant amount of revenues from only a few customers.

We have derived, and believe we will continue to derive, a significant portion of our revenues from a
limited number of customers. During the fiscal year ended March 31, 2004, one of our OEM customers, NCR
Teradata accounted for 12% of our revenues. If any of our largest customers were to reduce purchases from us,
our business would be adversely affected. In addition, we do not have contracts with our key customers that
require such customers to make any minimum purchases from us. Therefore, we cannot be sure that these
customers will continue to purchase our product at current levels, or at all. As a result, a significant customer in
one period may decide not to purchase our product in a subsequent period, which would have an adverse impact
on our revenues.

We rely on indirect sales channels such as value-added resellers, distributors and OEMs, and this makes it
difficult for us to predict our revenues.

We rely, and will continue to rely, on our indirect sales channel for the marketing and distribution of our
product. Our agreements with value-added resellers and distributors do not contain exclusivity provisions and in
most cases may be terminated by either party without cause and with limited or no notice. Many of our resellers
also carry other product lines that are competitive with ours. These resellers may not give a high priority to the
marketing of our product. Rather, they may give a higher priority to other products, including the products of
competitors, or may not continue to carry our product. Events or occurrences of this nature could seriously harm
our business, operating results and financial condition. In addition, we may not be able to retain our current
resellers or successfully recruit new resellers. Any such changes in our distribution channels could seriously
harm our business, operating results and financial condition.

Our strategy is also to develop significant partnerships with key hardware and software providers to
integrate NetVault into their offerings to support more robust data protection solutions. We may fail to
implement this strategy successfully. We are currently investing, and will continue to invest, resources to develop
this channel. Such investments, if not successful, could seriously harm our operating margins. Before we can sell
our product to an OEM, we must engage in a lengthy sales cycle and develop a version of our software
customized for and integrated with the hardware or software product of the OEM. This process, which can take
up to 12 months or more, requires the commitment of OEM personnel and resources, and we compete with other
suppliers for these resources. Any delays in completing this process or any failure to timely develop a customized
and integrated version of our software for an OEM would adversely affect our ability to sell our product.

Sales of our product through our OEMs depend on the success of our OEMs in developing and effectively
marketing new products, applications and product enhancements on a timely and cost-effective basis that meet
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changing customer needs and respond to emerging industry standards and other technological changes. If our
OEMs do not meet these challenges, then our revenues may not meet our expectations.

The OEMs that we partner with may incorporate the technologies of other companies in addition to, or to
the exclusion of, our technologies, and are not obligated to purchase our product from us and they may not
continue to include our product with their products. In addition, we have no control over the shipping dates or
volumes of systems the OEMs ship. Our OEM customers compete with one another. If one of our OEM
customers views the product we have developed for another OEM as competing with its products, it might decide
to stop doing business with us, which could adversely affect our business and operating results. The inability to
recruit, or the loss of, important OEMs could seriously harm our business, operating results and financial
condition. Finally, should one of our OEM partners acquire a competitive product to ours, our OEM revenues
would likely decline.

Failure to manage our growth could adversely affect our business.

If we fail to manage our growth effectively, our business and operating results could be adversely affected,
which could cause the market price of our stock to fall. We expect to continue to grow our operations
domestically and internationally, and to hire additional employees. The growth in our operations and staff has
placed, and will continue to place, a significant strain on our management systems and resources. If we fail to
manage our future anticipated growth, we may experience higher operating expenses, and we may be unable to
meet the expectations of securities analysts or investors with respect to future operating results. To manage this
growth we must continue to:

e improve our financial and management controls, reporting systems and procedures;
e add and integrate new employees;

* manage our relationship with our resellers, distributors and OEMs;

e control expenses; and

e expand geographically dispersed operations.

We may need to commit a significant amount of funds to obtain additional systems and facilities to
accommodate our current and future anticipated growth. To the extent this anticipated growth does not occur or
occurs more slowly than we anticipate, we may not be able to reduce expenses to the same degree. Any failure to
manage our growth effectively could seriously harm our business and operating results.

Because our intellectual property is critical to the success of our business, our operating results would
suffer if we are unable to adequately protect or enforce our intellectual property rights.

Our proprietary technologies are crucial to our success and ability to compete. We rely primarily on a
combination of copyrights, trade secret laws, contractual provisions and trademarks to establish and protect our
intellectual property rights in our proprietary technologies. Sometimes our product is licensed under “shrink
wrap” license agreements that do not require a physical signature by the end-user licensee and therefore may be
unenforceable under the laws in some jurisdictions. We presently have no patents pending or issued; however,
we are investing resources to attempt to gain patent protection for some of our proprietary technology. We cannot
assure you that any patents will be issued to us or that the benefit we derive from any patents, if and when issued,
will necessarily equal or exceed the costs of obtaining such patents. Our general practice is to enter into
confidentiality or license agreements with employees, consultants and customers and seek to control access to
and distribution of our source code, documentation and other proprietary information. Despite our efforts to
protect our proprietary rights, unauthorized parties may attempt to copy aspects of our product or to obtain and
use information that we regard as proprietary. Policing unauthorized use of our proprietary information is
difficult. Other parties also may independently develop or otherwise acquire equivalent or superior technology.
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In addition, the laws in some countries in which our product is or may be developed, manufactured or sold may
not protect our intellectual property rights to the same extent as the laws of the United States, or at all. Our
failure to protect our intellectual property rights could have a material adverse effect on our business.

We may become involved in costly and lengthy patent infringement or intellectual property litigation
which could seriously harm our business.

In recent years, there has been significant litigation in the United States and in foreign countries involving
patents and other intellectual property rights. We may become party to litigation in the future as a result of an
alleged infringement of others’ intellectual property. From time to time, we receive inquiries from other
companies concerning whether we used their proprietary information or technology. It also is possible that patent
holders will assert patent rights which apply broadly to our industry, and that such patent rights, if valid, may
apply to our product or technology. Any claims that we improperly use another party’s proprietary information or
technology or that we infringe another party’s intellectual property, with or without merit, could adversely affect
or delay sales of our product, result in costly and time-consuming litigation, divert our technical and management
personnel, or require us to develop non-infringing technology or enter into royalty or licensing arrangements, any
of which could adversely affect our business. We cannot be certain that the necessary licenses will be available
or that they can be obtained on commercially reasonable terms. If we were to fail to obtain such royalty or
licensing agreements in a timely manner or on reasonable terms, our business and our operating results could be
materially adversely affected.

Our foreign operations and international revenues create special challenges that could adversely affect our
operating results.

We have significant operations outside of the United States, including a significant portion of our
engineering and sales operations, and we generate a significant portion of our revenues from sales outside the
United States. It is our intention to expand our international operations in order to increase our revenues from
sales outside the United States. As of March 31, 2004, we had 47 employees in 