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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

The following Management’s Discussion and Analysis of farel Condition and Results of Operations should beiread
conjunction with Mamma.com Inc.’s (the “Company”) unauditederim consolidated financial statements and
accompanying notes for the three and six month periods ended3ly 2005 and the annual audited consolidated
financial statements, accompanying notes and ManagemeiscsidSion and Analysis included in the 2004 Annual
Report. The interim consolidated financial statemamd$ Management’s Discussion and Analysis have beenveie
by the Company’s Audit Committee and approved by the Boardretrs.

The Company’s interim consolidated financial statememnés raported in U.S. dollars and have been prepared in
accordance with generally accepted accounting princgdespplied in Canada (“Canadian GAAP”). As a registnatfit

the Securities and Exchange Commission in the United Stage€ompany is required to reconcile its financial result
for significant measurement differences between Can&i#ekP and generally accepted accounting principles aseappl

in the United States (“U.S. GAAP”) as they specifizaklate to the Company as described in note 9 to itsirimte
consolidated financial statements.

The Company’s functional currency is the U.S. dollarl afhounts included herein are expressed in U.S. doliaftess
specified otherwise.

Business Overview

Mamma.com provides information retrieval on the Interhetugh its metasearch engine, Mamma.com, “The Mother of
All Search Engines”"®The Company also provides advertising solutions to online advertiseugh keyword search
listings, numerous sizes of graphic ad units and e-aoliértising. The ad solutions are distributed on a publisteorie
maintained by Mamma.com Inc. The Company provides three tfssvices: Search advertising, Graphic advertising
and Email advertising to customers mainly located in thitgedrStates and Canada. The Company also holds minority
interests in companies which develop and market analog atéegrcircuit products, and in the new media and
telecommunication sectors through LTRIM Technologies Ing:Lifik Technologies Inc. and TECE, Inc.

Search

Approximately 45% of Mamma.com Inc.’s revenues come from earch base business in the first six months of 2005
compared to 69% for the same period of 2004. The revenue nmotte$ isector is a pay-per-click fee charged to the
advertiser when a user clicks on a sponsored link. Thedasimodel consists of advertisers buying keywords. When
these keywords are searched by a user, the advertiser'siteretill be listed in a premium position in the s#aresults,
identified as sponsored results. The Company aggregatesisehgeitom other search-based businesses and from its own
direct sales efforts (through direct sales and automatédeomarketing initiatives). The Company then distributesehes
search advertisements onto its search publisher network wbidists of its own search property (Mamma.com “The
Mother of All Search Engines”) and third party search prisps. Advertising revenues generated through third party
search properties have associated payout costs; theadt gagts represent a percentage of the revenues gerfevated
the distribution of search advertisements onto third paggcheproperty. Higher margins are obtained through our own
property because there are no payout costs associatethegthrevenues.

Ad Network

Approximately 49% of our revenues come from our ad network busgiméss first six months of 2005 compared to 29%
for the same period of 2004. The revenue model is CPM basstl fer one thousand impressions published). The
business model is based on advertisers buying impressions fcanguhigns (these are creative based campaigns:
different size banners, pop-ups, rich media advertising) anditeggleem through our network of publishers. Campaigns
can be targeted in several ways: geo-targeting (by redigrite category (ex: travel, entertainment, finamte,). The
publisher network consists of approximately 4,400 small to medinea web sites that subscribe to our service through
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an on-line or direct representation contract and give cssado their advertising inventory. Mamma.com Inc. recruits
publishers through a direct sales force and through onrliigtives. Publishers receive payouts for campaigns published
on their websites; these payouts are based on a percentage@ienues generated from the campaigns.

Email advertising services

Approximately 6% of our revenues in the first six months of 20@%e from our email advertising service business
compared to 2% for the same period of 2004. The Company begeeridgl this type of service in June 2004. The
revenue model is either CPM based (cost per one thousanesisions published) or CPA based (cost per valid leads to
our advertisers). The business model is based on performaiydrops of our advertisers products based on our business
or consumer emails lists. The lists can target aisp@iche or have a broad scope approach. All of @is kre 100%
opt-in. Businesses and consumers must sign-in throughetsite in order to receive our client’s offer. We glaotner

with other list owners where we exclusively assist witltkeidng and managing data that has been compiled through an
extensive opt-in process.

Recent Events
Normal Course Issuer Bid

On September 7, 2004, the Company filed a notice of intentitntlaé Ontario Securities Commission to make a normal
course issuer bid, to repurchase up to a maximum of 600,000 corhares,sepresenting less than 5% of the issued and
outstanding common shares of the Company. According to thed\tlie normal course issuer bid is scheduled to take
place over a twelve-month period ending on theddy of September 2005. Since the filed notice, the Company has
purchased 304,665 during its quarter ended June 30, 2005. The Compargsrdeerright to discontinue the normal
course issuer bid at any time.

Copernic Technologies Inc.

On November 25, 2004, the Company announced the execution of afléttent to acquire Copernic Technologies Inc.
(“Copernic”). On April 14, 2005, Copernic advised the Company ithaad decided not to pursue the sale transaction.
The Company, which had expected to sign definitive agreeraadtslose before May 31, 2005, may be entitled to break
fees under the letter of intent of up to $1.5 million andratbigef may be available.

Restructuring of Digital Arrow

On June 27, 2005, following the poor performance of Digital Arlmvated in Florida, management decided to reduce
operational costs by relocating the sales and operdtiangons to the Montreal head office. The Company hasftere
not renewed the lease in Florida. The restructuringteeButhe termination of all but one employee. Restructuwosgs
were recorded in the second quarter of 2005 for a total of 127,

Result of Operations

Revenue

Revenue for the three months ended June 30, 2005 totalled $2,590,220ecoto#8,957,428 for the same period in
2004. The decrease of $1,367,208 or 35% is mainly due to the sighdiaine in business with a major customer of the
Company in the search revenue category. Revenues froraustismer totalled more than $1.4 million in Q2 2004
compared to approximately $146,000 in Q2 2005. The decrease in reiealsgsexplained by our automated auction
system due to a reduction in both the average costlipkrand the volume; and finally, revenues from Digitairodv

have also decreased in the current quarter as comparee $arne quarter of the previous year although the subsidiary
was acquired in June 2004. These decreases were partisdy loy the addition of new customers in the ad network
revenue category. Revenue for the six months ended June 30p208%5,835,534, a decrease of $2,334,374 or 29% as
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compared to the corresponding period of the previous year.dé&tisase is mainly explained by the significant reduction
in business with a major customer, as noted above, which tetpacr revenues unfavourably by more than $3.3 million.
This decrease was partially offset by the addition of newomess in the search and ad network categories andbalso
the revenue generated by Digital Arrow.

For the six-month period ended June 30, 2005, the Company had avecosipmer from which 10% or more of total
revenue is derived. Revenues from this customer represksftedf the Company’s revenue as compared to 10 % for the
same period last year. There can be no assurandbeél@dmpany will be able to retain this customer in the future.

Expenses
Search, graphic ad and email serving

Search, graphic ad and email serving, which represenisixely the bandwidth costs to deliver our services, stand at
$64,050 in Q2 2005, or 2.5% over revenue, compared to $50,399 for the saterp2004, or 1.3% over revenue. For
the six months ended June 30, 2005, these costs represented $1@854% over revenue, compared to $104,954, or
1.3% over revenue. The increase in the percentage of espevsr revenue for 2005 is mainly due to an increase in the
bandwidth used for our meta-search engine and to deliveentices.

Marketing, sales and services

Marketing, sales and services consist primarily of partngoyia and media purchases, salaries, commissions and related
personnel expenses of our sales force, advertising and poaaiaxpenses as well as the provision for doubtful account

For the quarter ended June 30, 2005, marketing, sales and seatetreased to $1,811,514 or 69.9% over revenue,
compared to $2,318,989 or 58.6% over revenue for the same period in @d@$enting a decrease of $507,474 or
21.9%. These expenses for the six months ended June 30, 20G8 $@y@28,433, or 65.6% over revenue, compared to
$4,698,891, or 57.5% over revenue, for the same period last Peaimer payouts and media purchases, which are the
most significant variable costs, represented 41% of revianube three months ended June 30, 2005 compared to 44.9%
for the same period last year. For the six months ended3lYy 2005, payout represented 42.4% of revenue compared to
44.9% during the same period last year. The decreasetsfaa percentage of revenue is mainly due to a decirea

the percentage paid to partners combined with an inchreasgenue generated from our Meta Search Engine for which
no payout costs are incurred. However, the media purchagesadling services of Digital Arrow are also included in
payout costs. These costs as a percentage of saléglagedue to the outsourcing of email marketing campaigns.

For the quarter ended June 30, 2005, marketing, sales and seexidesling partner payouts and media purchases
totalled $749,234 or 28.9% of revenue compared to $542,130 or 13.7% ofeemdie corresponding quarter of the
previous year. These expenses, for the six months ended Ju20080,total $1,356,622, or 23.2% compared to
$1,031,454 or 12.6% for the same period last year. The se&ia$207,104 for the quarter ended June 30, 2005, as
compared to the previous quarter, reflects primarily arease of approximately $125,000 in the allowance for bad debt,
approximately $66,000 in salaries and related employment doststo an increase in headcount and stock-based
compensation costs, and finally approximately $24,000 forgelsapaid for algorithmic content from other search
engines. For the six-month period ended June 30, 2005, theetaments as above mainly explain the increase of
$325,168 as compared to the same period of 2004. These eleneeditadlied as follows: increase of approximately
$95,000 in the allowance for bad debt, approximately $159,000 in sadawieselated employment costs due to an
increase in headcount and stock-based compensation apstdjnally approximately $74,000 for charges paid for
algorithmic content from other search engines.



General and administration

General and administrative expenses increased to $1,915,222002ompared to $1,109,280 for the same period last
year. The increase of $805,947 is mainly explained by approxinti&k,000 of professional fees in relation to the
purported securities class action lawsuits and SEC invéstigan increase of approximately $165,000 of directors and
officers insurance due to higher risks for the Company, appately $60,000 related to Digital Arrow which included
three months of operations in the current quarter apa@@d to one month for the second quarter of 2004, approximately
$62,000 in investor relations and public reporting expenses dinereased fees for SEDAR filings and the use of a
public relations firm and finally approximately $38,000 for rétenbonuses. These increases have been offset by the
recording in the second quarter of 2004, $210,000 of non-cash explatse @ issued warrants to an investment banker
following the conclusion of the private placement on June 30, 2004 aledrease of approximately $141,000 in audit
fees due to additional expenses incurred in 2004 followin§H@ informal investigation. For the six months ended June
30, 2005, expenses increased to $3,612,071 compared to $1,760,315 for thpesadén 2004. The main items
explaining the variance of $1,851,756 are approximately $1,610,000 otgimofal fees in relation to the purported
securities class action lawsuits and SEC investigadiorincrease of approximately $215,000 of Directors and ®dfice
insurance, approximately $111,000 of professional fees relatingpe acquisition process of Copernic which was
terminated in the current quarter, approximately $59,000 sf flethe Special Independent Committee supervising the
investigation in relation to allegations in press repatsl finally approximately $28,000 for consulting fees relatong t
SOX 404 compliance requirements. These increases havediiset by investment banking fees of approximately
$210,000 recorded in the second quarter of 2004 as noted above.

Product development and technical support

Product development and technical support expenses were $370,1262008 compared to $159,527 for the same
period last year. The increase of $210,669 is explained by aag®f approximately $136,000 in salaries and related
employment costs due to an increase in headcountigitaDArrow which included three months of operationgtie
current quarter as compared to one month for the secondrqoa@04; stock-based compensation costs following the
grant of employee stock options in the first quarter of 20@bratention bonus as well as approximately $77,000 due to
the recording of additional tax credits in the second quaft@004. For the six months ended June 30, 2005, these
expenses represented $698,997 compared to $380,871 for the saméapesiedr. The increase of $318,126 is mainly
explained by an increase of approximately $231,000 in salariesetatdd employment costs due to an increase in
headcount; to Digital Arrow which included three month®pérations in the current quarter as compared to one month
for the second quarter of 2004; stock-based compensatiorfatsigng the grant of employee stock options in the first
guarter of 2005 and retention bonus as well as approxin86élY00 due to the recording of additional tax credits in the
second quarter of 2004.

Amortization of property, plant and equipment

Amortization of property, plant and equipment totalled $29,6232 2005 compared to a similar expense amount for the
same period in 2004 of $32,722. For the six months ended June 30, 288%xpenses stand at $59,734 as compared to
$62,681 for the same period last year.

Amortization of intangible assets

Amortization of intangible assets increased to $139,697 in Q2 20@pared to $69,172 for the same period last year.

For the six months ended June 30, 2005, this expense stands @432&compared to $116,952 for the same period of
2004. This increase is mainly due to the amortizatiorcgfiised intangible assets related to Digital Arrow.

Interest income

Interest income increased in the second quarter of 2005 to $1688%$21,486 for the same period in 2004. For the
six-month period ended June 30, 2005, interest income stai8& Bil56 as compared to $29,218 for the same period in



2004. The increase reflects the interest earned on cakshash equivalent and temporary investments following the
issuance of capital stock through a private placemealized in June 2004, amounting to a net proceeds of $15,541,162.

Restructuring charges

As discussed above, in June 2005, following the poor performante @igital Arrow subsidiary located in Florida,
management decided to reduce operational costs by ialpthé sales and operations functions to the Montreal head
office. Restructuring costs were recorded in the secoader of 2005 for a total of $127,874.

Write-down of property, plant and equipment, intangibletssand goodwill

For the three and six month periods ended June 30, 2005 the Coraparded $794,092 of write-down of property,
plant and equipment, intangible assets and goodwill comparei for the corresponding periods of the previous year.
For the six months ended June 30, 2005, Digital Arrow did not coeporate objectives in terms of both revenue and
contribution. In June 2005, management decided to reduce DAgital’s operating expenses by transferring business
activities to Montreal and by retaining the services single employee. The lease of the Florida facility wik be
renewed and the facility will be closed in the third geradf 2005. Sales and operations will be managed from the
Montreal head office. Due to these significant changesiagement decided to evaluate for impairment the long-lived
assets and goodwill related to Digital Arrow. Managernasgessed the carrying value of the mentioned assets and
concluded that an impairment existed as at June 30, 2005wrikealown is detailed as follows: write-down of property,
plant and equipment $15,000, write-down of intangible assets4&88nd write-down of goodwill $393,638.

Income taxes

No provision for current and future income taxes for the tlare#® six-month period ended June 30, 2005 has been
recorded. Management is not satisfied that it is mikisdyl than not that the future income tax assets would bzeda
due to significant costs incurred and to be incurredlatiom to the SEC investigation and class action lawskits. the
guarter and six-month period ended June 30, 2004, the provisieurfent and future income taxes totalled $121,240
and $556,499, respectively.

Result of operations and earnings (loss) per share

The Company reported a loss from continuing operation$2p£99,253 ($0.20 per share), in Q2 2005, compared to
earnings of $116,094 ($0.01 per share) for the same period last fearthe six months ended June 30, 2005, the
Company reported a loss from continuing operations of $3,390,072(ffér share), compared to earnings of $525,203
($0.06 per share) for the same period last year. Disceatioperations, as a result of the conclusion of the adeatfsa
Intasys Billing Technologies (“IBT”), contributed to earninigsthe amount of $966,862 ($0.10 per share) for the six-
month period ended June 30, 2004.

Net loss for the three and six month periods ended June 30t@a08&d $2,499,253 ($0.20 per share) and $3,390,075
($0.28 per share) respectively, compared to a net earni§g98f387 ($0.01 per share) and $1,492,065 ($0.16 per share)
respectively for the same periods last year.



Selected annual information

(unaudited) (In thousands of US dollars, except par share data)

For the six months ended Jun&0,

For the three months ended June 30,

2005 2004 2005 2004
$ $ $ $
Revenue 5,835 8,170 2,590 3,957
Earnings (loss) from
continuing operations (3,390) 525 (2,499) 116
Net earnings (loss) (3,390) 1,492 (2,499) 108
Total assets 30,495 35,587 30,495 35,587
Net earnings (loss) per
common share - basic
Earnings (loss) from
continuing operations (0.28) 0.06 (0.20) 0.01
Result of discontinued
operations - 0.10 - 0.00
Net earnings (loss) (0.28) 0.16 (0.20) 0.01
Net earnings (loss) per
common share - diluted
Earnings (loss) from
continuing operations (0.28) 0.05 (0.20) 0.01
Result of discontinued
operations - 0.09 - 0.00
Net earnings (loss) (0.28) 0.14 (0.20) 0.01
Selected Quarterly Information
(Unaudited) (In thousands of US dollars, except par sharg data
Q22005| Q12005 Q42004 Q32004] Q22004 Q12004] Q42003] Q32003
$ $ $ $ $ $ $ $
Revenue 2,590 3,245 3,869 3,764 3,957 4,212 3,057 1,083
Earnings (loss) from continuing
operations (2,499 (891) (705 240 114 408 855 (143)
Results of discontinued
operations, net of income taxes 33 44 B) 975 (701) 328
Net earnings (loss) for the periog (2,499) (891) (672) 284 108 41,38 154 185
Earnings (loss) per share from
continuing operations
Basic (0.20 (0.07) (0.06 0.02 0.01 0.05 0.10 (0.02)
Diluted (0.20) (0.07) (0.06 0.02 0.01 0.04 0.10 (0.02)
Net earnings (loss) per share
Basic (0.20 (0.07) (0.05 0.02 0.01 0.1f 0.02 0.03
Diluted (0.20) (0.07) (0.05 0.02 0.01 0.14 0.02 0.03




Concentration of credit risk with customers

As at June 30, 2005, three customers represented 32% of netdcadata receivable compared to 33% for the same
period last year resulting in a significant concentratiocredlit risk. Management monitors more closely the evolwfon
these customers in order to rapidly identify any potentidblpms. These customers have paid receivables as per the
commercial agreement. The Company also monitors the atbeurats receivable and there is no indication of credit risk
deterioration.

Liquidity and Capital Resources
Operating activities

As at June 30, 2005, the Company had $23,999,936 of liquidities and wospitgl ©f $24,081,754 compared to
$27,631,244 and $27,528,003 for the period ended December 31, 2004, regpectivel

In Q2 2005, operating activities from continuing operations usesth totalling $2,347,713 compared to cash provided
amounting to $1,372,155 for the same period in 2004. The dedseasenly due to a reduction in the net earnings as
compared to the corresponding quarter of the previous year, cahwitiea decrease in non-cash working capital items
mainly due to the reduction in accounts payable andiaddiabilities of $622,684 which mainly reflects the payments of
professional fees for the purported securities class a@iwsuits and SEC investigation and the increase in prepaid
expenses of $537,439 mainly relating to the payment of the Biseghd Officers insurance. These decreases have been
partially offset by non-cash items mainly composed ofwhte-down of property, plant and equipment, intangibketss

and goodwiill.

Investing activities

Investing activities from continuing operations provided aafs$6,855,160 for the first quarter of 2005 as compared to
requiring cash of $1,278,443 for the corresponding quarter of 2004.in€rease in 2005 is mainly due to temporary
investments which matured in the current quarter providing a&$6,912,561. This increase was partially offset by the
purchase of property, plant and equipment and intangisiets of $24,684 and $32,717, respectively. The use of cash for
the second quarter of 2004 is mainly due to the purchase of IDigitav in June 2004 for $1,264,210, and the purchase
of property, plant and equipment and intangible assetslf®, 722 and $1,511, respectively.

Financing activities

In Q2 2005, financing activities required cash of $1,053,155 foratiemption of common shares as per the Normal
Course Issuer. For the corresponding quarter of 2004, fmgragtivities provided cash of $15,700,576, due to the
private placement closed on June 30, 2004 and the exerciséoolautd warrants during the quarter.

The Company considers that the cash and cash equivalentsewsllifficient to meet normal operating requirements
throughout fiscal 2005 and Q2 of 2006. In the long term, the Compagyequire additional liquidity to fund growth,
which could include additional equity offerings or debt firiag.

As at August 9, 2005, the Company has no line of credit &lila

Dividend policy

The Company has never paid dividends on any class of its Co®tock The Company’s management anticipates that
earnings generated from the Company’s operations will be tostadance the Company’s working capital and market

expansion opportunities and that, for the foreseeable futash, dividends will not be paid to holders of the Company’s
Common Stock.



Contingencies and commitments
a) Informal SEC inquiry to formal investigation

On March 18, 2004, the United States Securities and Exchange i€om{*SEC”) notified the Company that the SEC
had begun an informal inquiry relating to trading\dttiin the Company’s securities. During March of 2004, trading
the Company’s common stock had been intense and the madesbptihe common stock had risen sharply.

The SEC has since issued a formal order of investigatidhis matter. As a part of its investigation, thentpany
believes the SEC may consider matters related to traditige Company’'s securities and whether an individual and
persons acting jointly or in concert with him may have haid@ifieant influence on the Company in the past as a result
of undisclosed shareholdings. (Segpécial Investigation of Independent Committeelow.) The Company also
believes that the Commission’s staff may consider matedasing to the Company’s financial reporting and internal
controls. The scope, focus and subject matter of thei®¥Stigation may change from time to time and the Company
may be unaware of matters under consideration by the SBE€ Cadmpany intends to continue cooperating with the SEC
in its investigation.

b) Purported Securities Class Action Lawsuits

On February 22, 2005, the first of several purported secucitiss action lawsuits was filed in the United St&tissrict

Court, Southern District of New York against the Compamg certain of the Company’s current officers and directo
The plaintiffs allege, among other things, violations of tkeuBities Exchange Act of 1934 for purportedly failing to
disclose and misrepresenting certain allegedly materad felative to the market for and trading in the Coryigastock,

and seek unspecified damages. All of these lawsuite baen consolidated. The purported class actions appear to be
based on unsubstantiated rumours and newspaper reports.offipary denies the allegations against it, believes that the
purported claims are without merit, and intends to deitsietf vigorously.

c) Special Investigation of Independent Committee

Following press reports in January 2005 and in responsedmmeendations made by the Company’s former independent
auditor, the Company’s Board of Directors initiated an stigation under the supervision of a Special Independent
Committee consisting of independent directors of the Audit iB@ittee with independent legal counsel to investigate the
allegations in the press reports. Those press repaitsed! that Irving Kott and persons acting jointly wrconcert with

him may have had a controlling influence on the Company irpds as a result of undisclosed shareholdings. The
Special Committee and its independent counsel have revidwedelevant information available at the time of the
investigation relating to the period from January 1, 1999 webeer 31, 2004. While the Special Committee did note
some evidence of contacts with and involvement by Mr. Kottpardons with whom he may have had an association,
based on its review, the Special Committee has not found evidstadgdishing that Mr. Kott had a controlling influence
on the Corporation during such period.



d) Commitments

The following table summarizes our contractual obligatiols@mmitments as at June 30, 2005, and the effect such
obligations and commitments are expected to have onquidity and cash flows in future periods:

Operating leases

Years: $
2005 77,000
2006 114,000
2007 114,000
2008 114,000
2009 114,000
Thereafter 19,000
Total 552,000

e) Agreement for financial advisory services

On March 16, 2004, the Company retained Merriman Curhan &dt. (“MCF”) as a financial advisor and as an
investment banking advisor. On July 16, 2004, the Company renegotiatagréement for financial services. The
Company has committed to pay MCF a monthly fee of $5,000 ¢t enonths from July 16, 2004. The agreement for
investment banking services was also amended on July 16, 2004 aegusubly amended on September 8, 2004. The
Company is then committed to pay a monthly fee of $5,000 anccassufee upon closing equal to the sum of 3% up to
$20,000,000 transaction value, and 1.5% of the excess of $20,000,080.adfjuisition transaction is less than 50%
interest in the Company or the target, a fee shall bebpaya cash for 7% of the transaction value. If the taaten is

not consummated and the Company is entitled to receive brefdesand other form of compensation, the Company
will then pay 30% of Company’s entire entitlement to MCF.

Critical Accounting Policies and Estimates

The Company prepares its consolidated financial statemreatscordance with accounting principles generally acdepte

in Canada. In doing so, management has to make estiamradeassumptions that affect reported amounts ofsasset
liabilities, revenues and expenses, as well as relasadodure of contingent assets and liabilities. In marsessa
management reasonably has used different accounting paliziesstimates. In some cases, changes in the accounting
estimates are reasonably likely to occur from perioget@aod. Accordingly, actual results could differ matiéyifrom

our estimates. To the extent that there are materigreiifces between these estimates and actual resultBnanacial
condition or results of operations will be affected. Kigament bases its estimates on past experience and other
assumptions that it believes are reasonable under the ciecw®st and it evaluates these estimates on an ongoing basis.
Management refers to accounting estimates of thisagpaitical accounting policies and estimates, whichds®issed
further below. Management has reviewed its critical aoting policies and estimates with its board of directo

Use of estimates

Significant estimates in these interim financial staats include the allowance for doubtful accounts, recovieiyture
income taxes, goodwill and annual goodwill impairment test, uslefas and impairment of long-lived assets,
stock-based compensation costs, valuation of investmenernilestion of the fair value of the intangible assets,
determination of the fair value of the warrants issuetherprivate placement and the resulting impact on the albocati
of the proceeds between the shares and warrants. E#uobse critical accounting policies is described in naetail
below.
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Allowance for doubtful accounts

We make judgments as to our ability to collect outstandamgivables and provide allowances for the portion of
receivables when collection becomes doubtful. Provisionsmer@e based upon a specific review of all significant
outstanding invoices. The allowance provided for doubtful aceodoes not reflect the future ability to collect
outstanding receivables, additional provisions for doubtful wasomay be needed and our future results of operations
could be adversely impacted.

We also record a provision for revenue adjustments inséime period as the related revenues are recorded. These
estimates are based on historical analysis of creditoydata and other factors. If the historical datause to calculate
these estimates does not properly reflect future uncolleativienue, then a change in the allowances would be made in
the period in which such a determination is made and regeantuhat period could be impacted.

For this item, actual results could differ from thostinestes.
Recovery of future income taxes

We use significant judgment in determining our consolidagedvery of future income taxes. Uncertainties may arise
with respect to the tax treatment of certain tramsast Although we believe our estimates are reasonableametbe
certain that the final tax outcome of these matters motl be different than that which is reflected in dwmancial
statements. Such differences could have a materiattetin our future income taxes in the period in which such
determination is made.

For this item, actual results could differ from thostinestes.
Goodwill and annual goodwill impairment test

Goodwill is evaluated for impairment annually, or when eve@ntchanged circumstances indicate impairment may have
occurred. In connection with the goodwill impairment teshef carrying value of the Company's reporting unit to which
goodwill relates exceeds its estimated fair value, the golaldlted to that reporting unit is tested for impaininelf the
carrying value of such goodwill is determined to be in sxa#f its fair value, an impairment loss is recognirethe
amount of the excess of the carrying value over the fdireva Management monitors goodwill for impairment by
considering estimates including discount rate, future groafis, amounts and timing of estimated future cash flows,
general economic, industry conditions and competition. Futuresedebanges in these factors could result in losses or
inability to recover the carrying value of the goodwill, thgrpbssibly requiring an impairment charge in the future.

For this item, actual results could differ from thostinestes.
Useful lives and impairment of long-lived assets

The Company assesses the carrying value of its long-ligeetss which include property, plant and equipment and
intangible assets, for future recoverability when eventshanged circumstances indicate that the carrying vatenot

be recoverable. Useful lives of long-lived assets are adguleviewed for their appropriateness. An impairment i®ss
recognized if the carrying value of a long-lived asseeeds the sum of its estimated undiscounted future ¢ash f
expected from its use. The amount of impairment libs®yy, is determined as the excess of the carrying waflube
assets over their fair value. Management monitors long-assets for impairment by considering estimates inofudi
discount rate, future growth rates, general economic, indastigitions and competition. Future adverse changes in
these factors could result in losses or inability@oover the carrying value of the long-lived assets, thepelsgibly
requiring an impairment charge in the future.

For this item, actual results could differ from thostingstes.
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Stock-based compensation costs

In the fourth quarter of 2003, the Company adopted, retroactidanieary 1, 2003, the fair value method of accounting
for stock options granted to employees. Under this methedair value of options granted to employees is chaimged
expense over the future vesting period. In accordance thathtransitional provisions of the Canadian Institute of
Chartered Accountants (“CICA”) Handbook Section 3870, “Based Compensation and Other Stock-Based
Payments”, the Company has elected to apply this new methqaeptiogly to options granted to employees on or after
January 1, 2003.

Valuation of investments

The Company holds interests in various companies. Marmageracords an investment impairment charge when it
believes an investment has experienced a decline in valuestiizdged to be other than temporary. Management
monitors its investments for impairment by considering crfactors including economic environment, market
conditions and operational performance and other spedifioréarelating to the business underlying the investment, and
records reductions in carrying values when necessalg. fdir value for privately held securities is esti@thtising the
best available information as of the valuation date, dgiolythe quoted market prices of comparable public companies,
recent financing rounds of the investee and other inveptasfic information.

For this item, actual results could differ from thostnestes.

Determination of the fair value of the intangible assets

The determination of the fair value of the acquired igitale assets and goodwill requires management to estim@te th
discount rate to be used in the calculations, the amaunatsiming of estimated future net cash flows, royalty rabe,
rate, weighted average cost of capital, residual growt general economic and industry conditions. If any of these
estimates change, the results could be materially difter

Revenue recognition

Search advertising, graphic advertising and e-mail advegtistvenues are recognized when services are rendered,
provided there is persuasive evidence of an arrangement, éhis fixed or determinable, collection is considered
probable and fees are not subject to forfeiture, refundher abncessions.

With respect to search advertising, graphic advertising eenthil advertising revenues, insertion orders or signed
contracts are generally used as evidence of an arrangement.

Collection is based on a number of factors, including passaction history with the customer and the credit-wuoets

of the customer. If it is determined that collection dea is not probable, management defers the fee and recognizes
revenues at the time collection becomes probable, whigdmisrally upon receipt of cash.

Off balance sheet arrangements

As at June 30, 2005, the Company has no off balance shegjesments.

Financial instruments

As at June 30, 2005, the Company has no derivative finandialrimsnts.
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Related Party transactions

The Company entered into a consulting agreement with a cgngwamed by a current director pursuant to which he
provides services to the Company as an Executive Chairmarse Ta@sactions are in the normal course of operations
and are measured at the exchange amount which reprdserisiount of consideration establish and agreed to by the
related parties.

June 30, June 30,
2005 2004
$ $
Company owned by a current director 101,658 85,898
Capital Stock information
The following table discloses the Company’s outstanding sladae d
Number of issued and Book value
outstanding shares as at $
August 9, 2005 as at June 30, 2005
Common shares 11,958,364 88,247,786

As at August 9, 2005, the Company had 646,392 warrants and 259,260tonk outstanding.
Period-to-Period Comparisons

A variety of factors may cause period-to-period fludaret in the Company’s operating results, including business
acquisitions, revenues and expenses related to the intimdoftnew products and services or new versions of existing
products, new or stronger competitors in the marketplaeeethsis currency fluctuations. Historical operating ressate

not indicative of future results and performance.

Risks and uncertainties

While Mamma.com’s Management has confidence in the Companystéom performance prospects, the following
factors, among others, should be considered in evalutgifigure results of operations.

Our revenues depend to a high degree on our relationship with one customesstbéwhich would adversely affect our
business and results of operations.

For the six-month periods ended June 30, 2005 and June 30, 2004esevenuthis customer represented 16% and 10%
respectively. Although we monitor our accounts receivaiierfedit risk deterioration and this customer has begimga
Mamma.com in accordance with the terms of its agreemih the Company, there can be no assurance thatlit wil
continue to do so or that it will continue to do salet volume of business it has done historically. Our losthisf
customer’s business would adversely affect our businessaumitisrof operations.

We are the subject of an SEC investigation which may depress the mrdckefor our Common Shares, reduce the
liquidity of the Common Shares’ trading market and negatively affecesults of operations.

We are the subject of an SEC investigation. The scope, &omlisubject matter of the SEC investigation may change
from time to time. Adverse developments in connection thighinvestigation or our internal fact finding could have a
13



negative impact on our Company and on how it is perceived by angesmtd potential investors and negatively impact
our results of operations. In addition, the manageméait efind attention required to respond to the investigadnd

any such developments could have a negative impact on our Bugjpregations. An adverse determination by the SEC in
its investigation could result in negative consequences faCdigpany, including initiation of enforcement proceedings,
fines, penalties and possibly other sanctions that doailch the Company’s business, reduce the market value of its
Common Shares and negatively affect its results of apesat

Expenses relating to the SEC investigation and the activities of ouraSpetependent Committee could negatively
affect our results of operations.

Our legal, public relations and accounting expenses hareaised considerably. While we are not able to estimiatigisa
time, the amount of the expenses that we will incur inritonnection with the investigation, we expect that they may
continue to be significant.

Adverse results in purported securities class action lawsuits ¢esldt in significant damages and adversely affect the
Company’s financial condition and results of operation.

On February 22, 2005, the first of several purported secucitiss action lawsuits was filed in the United St&tissrict

Court, Southern District of New York against the Compamg certain of the Company’s current officers and directo
The plaintiffs allege, among other things, violations of tkeuBities Exchange Act of 1934 for purportedly failing to
disclose and misrepresenting certain allegedly materad felative to the market for and trading in the Coryigastock,

and seek unspecified damages. The purported classsagpipaar to be based on unsubstantiated rumours and newspape
reports. The Company denies the allegations againsligyé® that the purported claims are without merit, atehids

to defend itself vigorously. Nevertheless, a finding of lighof the Company in any of these class action lawswitsdc

result in significant damages and materially adverdéégtathe Company’s financial condition and results of ojpana.

We rely on our co-branded web site partners for a significant porti@uiohet revenues, and otherwise benefit from our
association with them. The loss of these co-branded web site pastnddsprevent us from receiving the benefits we
receive from our association with them, which could adverselyt affedusiness.

We provide advertising, web search and other services tdensrof our co-branded partner web sites. We expect the
percentage of our net revenues generated from this netwankrease in the future. We consider this network to be
critical in the future growth of our net revenues. Howeseme of the participants in this network may compete wgth

in one or more areas. Therefore, they may decide ifutbee to terminate their agreements with us. If oubi@nrded

web site partners decide to use a competitor’s or theirwegmnsearch or advertising services, our net revenues would
decline.

We face competition from other Internet companies, including webhspeotiders, Internet advertising companies and
destination web sites that may also bundle their services wittméttaccess.

In addition to Microsoft, Yahoo and Google, we face comipetiirom other web search providers, including companies
that are not yet known to us. We compete with Internetréisivgg companies, particularly in the areas of pay-for-
performance and keyword-targeted Internet advertisingso,Ake may compete with companies that sell products and
services online because these companies, like us, are tioyattyact users to their web sites to search for indbion
about products and services.

We also compete with destination web sites that se@ictease their search-related traffic. These degimaveb sites

may include those operated by Internet access provisiech, as cable and DSL service providers. Because our users
need to access our services through Internet access protiwsrdiave direct relationships with these providers. If an
access provider or a computer or computing device manufactfees ofiline services that compete with ours, the user
may find it more convenient to use the services of the apcesiler or manufacturer. In addition, the access proaider
manufacturer may make it hard to access our servicesthisting them in the access provider’'s or manufactui@s's

menu of offerings. Also, because the access provider gaitifersnation from the user in connection with the
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establishment of a billing relationship, the access provider beayore effective than we are in tailoring services and
advertisements to the specific tastes of the user.

There has been a trend toward industry consolidation amongoogpetitors, and so smaller competitors today may
become larger competitors in the future. If our competitwes more successful than we are at generating traffic and
advertising, our revenues may decline.

We face competition from traditional media companies, and we may notlbded in the advertising budgets of large
advertisers, which could harm our operating results.

In addition to Internet companies, we face competition frammpanies that offer traditional media advertising
opportunities. Most large advertisers have set advertigidgets, a very small portion of which is allocated to haer
advertising. We expect that large advertisers will comtito focus most of their advertising efforts on traditionatlia.

If we fail to convince these companies to spend a portidmedf advertising budgets with us, or if our existing advesiser
reduce the amount they spend on our programs, our operegirtsrwould be harmed.

We expect our growth rates to decline and anticipate downward pressung operating margin in the future.

We expect that in the future our revenue growth ratedeitline and anticipate that there will be downward pressure o
our operating margin. We believe our revenue growth walledecline as a result of anticipated changes to our
advertising program revenue mix, increasing competitionthednevitable decline in growth rates as our net revenues
increase to higher levels. We believe our operating maviidecline as a result of increasing competition anoddased
expenditures for all aspects of our business as a percentage rgt revenues, including product development and sales
and marketing expenses. We also expect that our operadirginnmay decline as a result of increases in the prioport

of our net revenues generated from our co-branded partner tegb $he margin on revenues we generate from our co-
branded partner web sites is generally significantly less the margin on revenues we generate from advertising on our
web sites. Additionally, the margin we earn on revenuesrgetefrom our co-branded partner web sites could decrease
in the future if our co-branded partners require a grgateion of the advertising fees.

If we do not continue to innovate and provide products and services that eftd tes users, we may not remain
competitive, and our revenues and operating results could suffer.

Our success depends on providing products and services that peepier a high quality Internet experience. Our
competitors are constantly developing innovations in weltlseanline advertising and providing information to people.
As a result, we must continue to invest significant wueses in research and development in order to enhance our web
search technology and our existing products and services anduicgrmew high-quality products and services that
people will use. If we are unable to predict user pesiges or industry changes, or if we are unable to modify our
products and services on a timely basis, we may lose askrartisers and co-branded web site partners. Our operati
results would also suffer if our innovations were not redperts the needs of our users, advertisers and co-braveled
site partners are not appropriately timed with market oppibtyt effectively brought to market or well received et
market place. As search technology continues to developpoysatitors may be able to offer search results tregtaar
that are perceived to be, substantially similar or bétn those generated by our search services. Thigamyus to
compete on bases in addition to quality of search resmits to expend significant resources in order to remain
competitive.

We generate all of our revenues from advertising, and the reduction of spdrydor loss of advertisers could seriously
harm our business.

We generated all of our revenues from our advertisers.a@uertisers can generally terminate their contradts wg at

any time. Advertisers will not continue to do business witlif their investment in advertising with us does not generate
sales leads, and ultimately customers, or if we do notedéheir advertisements in an appropriate and effectizener.

If we are unable to remain competitive and provide valueutoadvertisers, they may stop placing ads with us, which
could negatively affect our net revenues and business.
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Our operating results may be subject to fluctuations.

Our operating results may fluctuate as a result of manypricelated to our business, including the competitive
conditions in the industry, loss of significant customers,ydela the development of new services and usage of the
internet, as described in more detail below, and genar@r§asuch as size and timing of orders and general economic
conditions.

We face significant competition from Microsoft, Yahoo and Google.

We face formidable competition in every aspect of our busireess$ particularly from other companies that seek to
connect people with information on the web and provide them neldvant advertising. Currently, we consider our
primary competitors to be Microsoft, Yahoo and Google. d4ioft has announced plans to develop a new web search
technology that may make web search a more integratedfpghe Windows operating system. We expect that Mictosof
will increasingly use its financial and engineering resoutoesompete with us. Yahoo has become an increasingly
significant competitor, having acquired Overture Serviedsch offers Internet advertising solutions that compete with
our advertising programs.

Microsoft, Yahoo and Google have more employees and caslirces than we do. These companies also have longer
operating histories and more established relationships auskomers. They can use their experience and resources
against us in a variety of competitive ways, includingriaking acquisitions, investing more aggressively in rebeand
development and competing more aggressively for advertisers @mdites. Microsoft and Yahoo also may have a
greater ability to attract and retain users than wbatmuse they operate Internet portals with a broad @ng@ducts

and services. If Microsoft, Yahoo or Google are sucaéssproviding similar or better web search results conppawe

ours or leverage their platforms to make their web seawhicses easier to access than ours, we could experience a
significant decline in user traffic. Any such decline aiffic could negatively affect our net revenues.

Volatility of stock price and trading volume could adversely affectrtheket price and liquidity of the market for our
Common Shares.

Our Common Shares are subject to significant price and vdlucteations, some of which result from various factors
including (a) changes in our business, operations, and fotaspects, (b) general market and economic conditions, and
(c) other factors affecting the perceived value of oam@on Shares. Significant price and volume fluctuationg ha
particularly impacted the market prices of equity se@sribf many technology companies including without limitation
those providing communications software or Internet-relatedupte@nd services. Some of these fluctuations appear to
be unrelated or disproportionate to the operating perfocenaf such companies. The market price and trading volume of
our Common Shares have been, and may likely continue,tadbatile, experiencing wide fluctuations. Future market
conditions may adversely affect the market price and traddhgne of our Common Shares. Furthermore, should the
market price of our Common Shares drop below the $1.00 perrslraneum bid price requirement, our Common Shares
risk being delisted from the NASDAQ SmallCap Market®, whigould have an adverse effect on our business and
liquidity of our Common Shares. Brokerage firms may nowigie a market for low-priced stock, may not recommend
low-priced stock to their clients and may charge a grgmmrentage commission on low-priced stock than that which
they would charge on a transaction of a similar dolfaount but fewer shares. These circumstances may agversel
impact trading in our Common Shares and may also adyeffett our ability to access capital.

Infringement and liability claims could damage our business.

We and our operating companies may be subject to infringemdiabiity claims. From time to time, we have been,
and expect to continue to be, subject to third party sldmthe ordinary course of business. Any such claims may
damage our business, including by (i) subjecting us to signifiidnility for damages, (ii) resulting in invalidation ofir
proprietary rights, (iii) being time-consuming and expensivddfend even if such claims are not meritorious; and (iv)
resulting in the diversion of management’s time and attentioability claims may also arise in relation to busges
conducted via and information retrieved from the Intermsiuding claims for defamation, negligence, copyright or
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trademark infringement, personal injury or other theories basethe nature, content, publication and distribution of
materials or the transaction of business via the Interlibough we, via their contractual arrangements, sedknibthe
scope of potential claims, there can be no assurdateahy such contractual arrangements will adequatelycprase
against such claims.

Historical net results include net losses for the years endedniiese31, 1999 to December 31, 2003. Working capital
may be inadequate.

Prior to December 31, 2004 and in the six months ended June 30vw20B8ye reported net losses and net losses per
share in each of the previous five years. We have besmciing operations mainly from funds obtained in severahf®i
placements, and from exercised warrants and optionsJu@e 30, 2004, we sold in a $16.6 million private placement an
aggregate of 1,515,980 Common Shares. Investors alseegogarrants to purchase an additional 606,392 shares of
common stock at a price of $15.82 per share. The warralhtseméxercisable beginning six months after the closing
date, and will have a term of five years from the closiage. Management considers that cash and cash eqtsvadest
June 30, 2005 will be sufficient to meet normal operatingiirements throughout 2005. In the long term, we may
require additional liquidity to fund growth, which could indduadditional equity offerings or debt finance. No ass#anc
can be given that we will be successful in getting regliinancing in the future.

Goodwill may be written-down in the future.

Goodwill is evaluated for impairment annually, or when evemntchanged circumstances indicate impairment may have
occurred. Management monitors goodwill for impairment bysictaning estimates including discount rate, future growth
rates, amounts and timing of estimated future cash flgerseral economic, industry conditions and competition. Future
adverse changes in these factors could result in lossasallity to recover the carrying value of the goodwill
consequently, our goodwill, which has been written dowénstecond quarter of 2005 to approximately $1.0 million as
at June 30, 2005, may be written-down in the future which calvdraely effect our financial position.

Long-lived assets may be written-down in the future.

The Company assesses the carrying value of its long-liseetsas which include property, plant and equipment and
intangible assets, for future recoverability when eventshanged circumstances indicate that the carrying vatenot

be recoverable. Management monitors long-lived assets fairiment by considering estimates including discount rate,
future growth rates, general economic, industry conditions angetiian. Future adverse changes in these factors could
result in losses or inability to recover the carryingueabf the long-lived assets. Consequently, our long-lassets,
which have been written down in the second quarter of 2005 to appteyn$1.8 million as at June 30, 2005, may be
written-down in the future.

Minority interest in LTRIM may be written-down in the future.

During the past years, we acquired minority interestsompanies that develop and market analog integrated circuit
products, new media and telecommunications sectors awsokegy incubator. In February 2001, we announced a
moratorium on new incubator activities. On a regular bagsreassess our minority interests to determine ietrse
other than temporary decline in its value. All our mityointerests, except the investment in LTRIM Technologies
(“LTRIM"), have been written-down to nil as of December 3002. LTRIM is a corporation in the development stage
and there is no assurance that it will become profitablée future or that we will be able to recover the coghisf
minority interest. Consequently, our investment in LWMRWhich has been written-down to $720,000 in 2004, may be
written-down again in the future.

Reduced Internet use may adversely affect our results.
Our business is based on Internet driven products and seivateding direct on-line Internet marketing. The emerging
nature of the commercial uses of the Internet makes pr@iotoncerning a significant portion of our future revenues

difficult. As the industry is subject to rapid changes, velieve that period-to-period comparisons of its resofits
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operations will not necessarily be meaningful and shoatde relied upon as indicative of our future performantes

also possible that in some fiscal quarters, our opgrasults will be below the expectations of securitiedyatsaand
investors. In such circumstances, the price of our CommareSimay decline. The success of a significant portion of
our operations depends greatly on increased use of #ra@éhtoy businesses and individuals as well as increased use o
the Internet for sales, advertising and marketing. It i<heeatr how effective Internet related advertising is of lvél or

how successful Internet-based sales will be. Our resilltsuffer if commercial use of the Internet, includitige areas

of sales, advertising and marketing, fails to grow irftitare.

Security breaches and privacy concerns may negatively impact our lsusines

Consumer concerns about the security of transmission®rdgfdential information over public telecommunications
facilities is a significant barrier to increased eleacarommerce and communications on the Internet that arsssege

for growth of the Company’s business. Many factors may caus@romises or breaches of the security systems we use
or other Internet sites use to protect proprietary inftonaincluding advances in computer and software funditgra

new discoveries in the fields of cryptography and processardes compromise of security on the Internet would have
a negative effect on the use of the Internet for commercecaminunications and negatively impact our business.
Security breaches of their activities or the activitidstieeir customers and sponsors involving the storage and
transmission of proprietary information, such as credid numbers, may expose our operating business tk af lisss

or litigation and possible liability. We cannot assugd the measures in place are adequate to prevent séceethes.

Increased regulation of the Internet may adversely affect our business.

If the Internet becomes more strongly regulated, a sigmifiportion of our operating business may be adverselyedtec
For example, there is increased pressure to adopt lawseguathtions relating to Internet unsolicited advertisements
privacy, pricing, taxation and content. In particulae United States government recently enacted the CAN SP&M A
of 2003 that, among other matters, regulates certain aggeetsail marketing, such as the opt-in email marketing our
Digital Arrow subsidiary engages in. Among other things, @& SPAM Act requires email marketers to maintain
specific procedures as to who can be sent email stibicisaand what must be done when an Internet user “opts out” of
further emailings. The enactment of any additional lawsegulations in Canada or the United States, orstatg or
province of either of them may impede the growth of thermeteand our Internet-related business, and could place
additional financial burdens on us and our Internet-relatsthess.

Changes in key personnel, labour availability and employee relations caulghdour business.

Our success is dependent upon the experience and abilities sérdor management and our ability to attract, train,
retain and motivate other high-quality personnel, in padictdr our technical and sales teams. There is significa
competition in our industries for qualified personnel. Labmarket conditions generally and additional companies
entering industries which require similar labour pools @aignificantly affect the availability and cost of dtiatl
personnel required to meet our business objectives and dlaese can be no assurance that we will be able toretai
existing personnel or that we will be able to recruit m@rsonnel to support our business objectives and plans. We
believe our employee relations are good. Currently, none ofroplogees are unionized. There can be no assurance,
however, that a collective bargaining unit will not be orpash and certified in the future. If certified in the fidua

work stoppage by a collective bargaining unit could be disre@nd have a material adverse effect on us until normal
operations resume.

Possible future exercise of warrants and options could dilute exetidduture shareholders.

As at June 30, 2005, we had 646,392 warrants and 259,260 stock optgiaading. As at June 30, 2005, the exercise
prices of some of our outstanding options, but none of our outstawdimgnts, issued pursuant to our stock option plan
are lower than the market price of our Common Shares. WHelenarket value of the Common Shares is above the
respective exercise prices of some or all the warmdsoptions, their exercise could result in the issuahcg to an
additional 905,652 Common Shares. To the extent such shaissue®@, the percentage of our Common Shares held by
our existing stockholders will be reduced. Under certatumstances the conversion or exercise of any or alleof th
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warrants or stock options might result in dilution of thetaagible book value of the shares held by existing Company
stockholders. For the life of the warrants and stocloogt the holders are given, at prices that may be lessfaira
market value, the opportunity to profit from a rise in tharket price of the shares of Common Shares, if any. The
holders of the warrants and stock options may be expextexktcise them at a time when the Company may be able to
obtain needed capital on more favourable terms. In additioneseeve the right to issue additional shares of Common
Shares or securities convertible into or exercisabletfares of Common Shares, at prices, or subject to conversion and
exercise terms, resulting in reduction of the percentdgetstanding Common Shares held by existing stockholders and,
under certain circumstances, a reduction in the net tariglole value of existing stockholders’ Common Shares.

Strategic acquisitions and market expansion present special risks.

A future decision to expand our business through acquisitiorthef businesses and technologies presents special risks.
Acquisitions entail a number of particular problems, idiig (i) difficulty integrating acquired technologies, ofienas,

and personnel with the existing businesses, (ii) diversionamlagement’s attention in connection with both negotiating
the acquisitions and integrating the assets as weleasttain on managerial and operational resources asgeraent

tries to oversee larger operations, (iii) exposure tiwreseen liabilities relating to acquired assets, @vidpotential
issuance of debt instruments or securities in connectionamiicquisition possessing rights that are superior toghts

of holders of our currently outstanding securities, any ontoth would reduce the benefits expected from such
acquisition and/or might negatively affect our results ofraji@ns. We may not be able to successfully address these
problems. We also face competition from other acquirenghamay prevent us from realizing certain desirable stiategi
opportunities.

We do not plan to pay dividends on the Common Shares.

We have never paid dividends on any class of our shares. @agement anticipates that any earnings generated from
our operations will be used to finance our working capital potential market expansion opportunities and thathéor
foreseeable future cash dividends will not be paid to holfdtee Common Shares.

Rapidly evolving marketplace and competition may adversely impact our Isusines

The markets for our products and services are charmuteoy (i) rapidly changing technology, (ii) evolving industry
standards, (iii) frequent new product and service dhtcdons, (iv) shifting distribution channels, and (v) changing
customer demands. The success of the Company will dependatnilitisto adapt to its rapidly evolving marketplaces.
There can be no assurance that the introduction of nesugts and services by others will not render our produrats
services less competitive or obsolete. We expect to mentspending funds in an effort to enhance already
technologically complex products and services and develop or acgir products and services. Failure to develop and
introduce new or enhanced products and services on a timgly tméght have an adverse impact on our results of
operations, financial condition and cash flows. Unexpectstls and delays are often associated with the profess
designing, developing and marketing enhanced versions of exgtidgcts and services and new products and services.
The market for our products and services is highly competipadicularly the market for Internet products and services
which lacks significant barriers to entry, enabling newiriesses to enter this market relatively easily. Competit our
markets may intensify in the future. Numerous wellddighed companies and smaller entrepreneurial companies are
focusing significant resources on developing and marketing prododtservices that will compete with the Company’s
products and services. Many of our current and potergiapetitors have greater financial, technical, operatiand
marketing resources. We may not be able to compete stulbeagainst these competitors. Competitive pressuisss

also force prices for products and services down and sigehrpductions may reduce our revenues.

An inability to protect our intellectual property rights could damagelmusginess.

We rely upon a combination of trade secret, copyrighdetrark and other laws to protect our intellectual propessets.

We have entered into confidentiality agreements with eamagement and key employees with respect to such assets anc
limit access to, and distribution of, these and other prepyiebformation. However, the steps we take to protect our
intellectual property assets may not be adequate t@ detprevent misappropriation. We may be unable to detect
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unauthorized uses of and take appropriate steps to enforceatact ur intellectual property rights. Although senior
management believes that our services and products do nogéiin the intellectual property rights of others, we
nevertheless are subject to the risk that such a claimbmagserted in the future. Any such claims could damage
business.

To the extent our net revenues are paid in foreign currencies, and cyegcdcange rates become unfavourable, we may
lose some of the economic value of the net revenues in U.S. dofiar te

Although we currently transact a majority of our businesd&JiS. dollars, as we expand our operations more of our
customers may pay us in foreign currencies. Conducting businessrémcies other than U.S. dollars subjects us to
fluctuations in currency exchange rates. If the currencyaggehrates were to change unfavourably, the value of net
receivables we receive in foreign currencies and laievart to U.S. dollars after the unfavourable change would be
diminished. This could have a negative impact on our repogerating results. We do not currently engage in hedging
strategies, such as forward contracts, options and foegigimange swaps related to transaction exposures to teitigs

risk. If we determine to initiate such hedging activiiieshe future, there is no assurance these activitieeffdttively
mitigate or eliminate our exposure to foreign exchangeuhions. Additionally, such hedging programs would expose
us to risks that could adversely affect our operatirsglt® because we have limited experience in implementing or
operating hedging programs. Hedging programs are inherehjyang we could lose money as a result of poor trades.

Higher inflation could adversely affect our results of operatiams fenancial condition.

We do not believe that the relatively moderate rates &itioh experienced in the United States and Canadecent
years have had a significant effect on our revenues oitghitifty. Although higher rates of inflation have been
experienced in a number of foreign countries in whiehmight transact business, we do not believe that suchhatve
had a material effect on our results of operationsnéiizh condition and cash flows. Nevertheless, in the futiicd
inflation could have a material, adverse effect on the@any’s results of operations, financial condition anth fiasvs.
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Forward-Looking Statements

Information contained in this Management’s Discussion analysis of Financial Condition and Results of Operations
includes forward-looking statements, which can be idextifby the use of forward-looking terminology such as
“believes,” “expects,” “may,” “desires,” “will,” “should, “projects,” "estimates,” “contemplates,” “anticipaté
“intends,” or any negative such as “does not believe” berowariations thereof or comparable terminology. No
assurance can be given that potential future resultscomtstances described in the forward-looking statemeititbe
achieved or occur. Such information may also includeiaaany statements identifying important factors witbpect to
such forward-looking statements, including certain risks andertainties that could cause actual results to vary
materially from the projections and other expectations destrin such forward-looking statements. Prospective
investors, customers, vendors and all other persons aliensalthat forward-looking statements are not assurances,
forecasts or guarantees of future performance duelated risks and uncertainties, and that actual remadis differ
materially from those projected. Factors which couldsearesults or events to differ from current expectatiocisde,
among other things: the severity and duration of the adjut¢me our business segments; the effectiveness of our
restructuring activities, including the validity of the asptions underlying our restructuring efforts; fluctuations in
operating results; the impact of general economic, industrynaemtket conditions; the ability to recruit and retain
gualified employees; fluctuations in cash flow; increasagels of outstanding debt; expectations regarding market
demand for particular products and services and the dependenew gnoduct/service development; the ability to make
acquisitions and/or integrate the operations and technologxjuired businesses in an effective manner; the ingbact
rapid technological and market change; the impact of price and promimpetition; the uncertainties in the market for
Internet-based products and services; stock market vetattieg trading volume of our stock; the possibility that tock

may not satisfy our requirements for continued listimg tbe NASDAQ SmallCap Market including whether the
minimum bid price for the stock falls below $1; and the eslveesolution of litigation. Developments in the SEqQuiry,
purported class action litigation or related events couic te negative impact on the Company, increase Company
expenses or cause events or results to differ from cuexgrctations. For additional information with resgecthese
and certain other factors that may affect actual resa#te the reports and other information filed or furcidhe the
Company with the United States Securities and Exchange Coimmi$$SEC”) and/or the Ontario Securities
Commission (“OSC”) respectively accessible on the inteanetww.sec.govand www.sedar.comor the Company’s
website atwww.mammainc.com All information contained in these interim consolidatinancial statements and
Management’'s Discussion and Analysis of Financial Camd#ind Results of Operations is qualified in its entibgtyhe
foregoing and reference to the other information the Compkesywith the OSC and SEC. Unless otherwise requbsed
applicable securities laws, the Company disclaims any ioteot obligation to update or revise any forward-looking
statements, whether as a result of new information, fewesats or otherwise.

On behalf of Management,

Montreal, Canada
August 9, 2005
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Mamma.com Inc.
Consolidated Balance Sheets

(unaudited) (expressed in U.S. dollars)

As at As at
June 30, December 31,
2005 2004
$ $
Assets
Current assets
Cash and cash equivalents 23,999,936 20,609,089
Restricted cash - 148,000
Temporary investments - 6,874,155
Accounts receivable 2,232,084 2,689,540
Income taxes receivable 71,920 120,590
Prepaid expenses 663,392 135,110
Assets of discontinued operations 35,180 82,045
27,002,512 30,658,529
Investments 720,000 720,000
Property, plant and equipment 373,619 374,819
Intangible assets 1,390,242 2,010,244
Goodwill 1,008,868 1,402,506
30,495,241 35,166,098
Liabilities
Current liabilities
Accounts payable and accrued liabilities 2,542,710 2,646,316
Deferred revenue 289,466 256,984
Liabilities of discontinued operations 88,582 227,226
2,920,758 3,130,526
Shareholders’ Equity
Capital stock (note 2)
Authorized
Unlimited common shares, no par value
Issued and outstanding 11,958,364 common sha2e263,029 in 2004) 88,247,786 90,496,088
Additional paid-in capital 5,495,206 5,255,249
Deferred stock-based compensation (396,112) (1,333,443)
Cumulative translation adjustment 360,884 360,884

Accumulated deficit

(66,133,281)

(62,743,206)

27,574,483

32,035,572

30,495,241

35,166,098

The accompanying notes are an integral part of thesenntensolidated financial statements.
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Mamma.com Inc.

Interim Consolidated Statements of Operations

(unaudited) (expressed in U.S. dollars)

For the six months ended

For the three months eed

June 30 June 30
2005 2004 2005 2004
$ $ $ $
Revenue(note 3) 5,835,534 8,169,908 2,590,220 3,957,428
Expenses
Search, graphic ad and email serving 138,545 104,954 64,050 50,399
Marketing, sales and services 3,828,433 4,698,891 1,811,514 2,318,989
General and administration 3,612,071 1,760,315 1,915,227 1,109,280
Product development and technical support 698,997 380,871 370,196 159,527
Amortization of property, plant and equipment 59,734 62,681 29,627 32,722
Amortization of intangible assets 276,743 116,952 139,697 69,172
Interest income (311,156) (29,218) (160,385) (21,486)
Loss (gain) on foreign exchange 276 (7,240) (2,419) 1,491
Restructuring charges (note 4) 127,874 - 127,874 -
Write-down of property, plant and equipment, intidiey
assets and goodwill (note 5) 794,092 - 794,092 -
9,225,609 7,088,206 5,089,473 3,720,094
Earnings (loss) from continuing operations
before income taxes (3,390,075) 1,081,702 (2,499,253) 237,334
Provision for (recovery of) current income taxes - 168,299 - (138,244)
Provision for future income taxes - 388,200 - 259,484
Earnings (loss) from continuing operations (3,390,075) 525,203 (2,499,253) 116,094
Results of discontinued operations - 966,862 - (7,707)
Net earnings (loss) for the period (3,390,075) 1,492,065 (2,499,253) 108,387
Net earnings (loss) per common share — basic
Earnings (loss) from continuing operations (0.28) 0.06 (0.20) 0.01
Results of discontinued operations - 0.10 - 0.00
Net earnings (loss) per common share — basic (0.28) 0.16 (0.20) 0.01
Net earnings (loss) per common share — diluted
Earnings (loss) from continuing operations (0.28) 0.05 (0.20) 0.01
Results of discontinued operations - 0.09 - 0.00
Net earnings (loss) per common share — diluted (0.28) 0.14 (0.20) 0.01
Weighted average number of shares outstandingc bas 12,261,346 9,275,229 12,259,681 10,542,582
Additions to reflect the impact of:
Exercise of stock options - 195,791 - 126,630
Exercise of warrants - 885,330 - 84,525
Weighted average number of shares outstandingtedil 12,261,346 10,356,350 12,259,681 10,753,737

The accompanying notes are an integral part of thesenntensolidated financial statements.
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Mamma.com Inc.
Interim Consolidated Statements of Shareholders’ Equity

(unaudited) (expressed in U.S. dollars)

Number of Additional Deferred Cumulative
common Common paid-in stock-based translation Accumulated
shares shares capital compensation adjustment deficit
$ $ $ $ $
Balance, December 31, 2004 12,263,029 90,496,088 5,255,249 (1,333,443) 360,884 (62,743,206)
Redemption of common shares (304,665) (2,248,302) ,1951147 - - -
Options granted - - 414,693 (414,693) - -
Amortization of deferred stock-based
compensation - - - (17,859) - -
Options forfeited - - (1,369,883) 1,369,883 - -
Net loss for the period - - - - - (3,390,075)
Balance, June 30, 2005 11,958,364 88,247,786 5,495,206 (396,112) 360,884 66,183,281)
Number of Additional Deferred Cumulative
common Common paid-in stock-based translation Accumulated
shares shares capital compensation adjustment deficit
$ $ $ $ $
Balance, December 31, 2003 6,508,610 70,522,179 1,166,814 (262,806) 441564  3,8(6,613)
Options granted - - 20,014 (20,014) - -
Amortization of deferred stock-based
compensation - - - 92,064 - -
Options exercised 255,561 483,593 (82,127) - - -
Options forfeited - - (18,967) 6,206 - -
Business combination 90,000 740,782 - - - -
Private placement of shares and
warrants 1,515,980 13,158,329 3,441,652 - - -
Share issue costs - (839,295) (219,524) - - -
Warrants issued for financial services - - 210,392 - - -
Warrants exercised 3,787,878 6,079,544 (587,121) - - -
Translation adjustment for the period - - - - (BDP -
Loss for the period - - - - - 1,492,065
Balance, June 30, 2004 12,158,029 90,145,132 3,931,133 (184,550) 360,884 62,365,548)

The accompanying notes are an integral part of thesenntensolidated financial statements.
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Mamma.com Inc.

Interim Consolidated Statements of Cash Flows

(unaudited) (expressed in U.S. dollars)

For the six months ended

For the three months erd

June 30 June 30
2005 2004 2005 2004
$ $ $ $
Cash flows from
Operating activities
Earnings (loss) from continuing operations (3,390,075) 525,203 (2,499,253) 116,094
Adjustments for
Amortization of property, plant and equipment 59,734 62,681 29,627 32,722
Amortization of intangible assets 276,743 116,952 139,697 69,172
Employee stock-based compensation (17,859) 71,486 74,649 35,743
Tax credits - 81,505 - 91,379
Future income taxes - 388,200 - 259,484
Unrealized loss on foreign exchange - 13,362 - 6,095
Financial fees paid by issuance of capital stoak
warrants - 210,392 - 210,392
Write-down of property, plant and equipment,
intangible assets and goodwill (note 5) 794,092 - 794,092 -
Net change in non-cash working capital items (93,280) 333,233 (886,525) 551,074
Cash from (used for) operating activities from @aming
operations (2,370,645) 1,803,014 (2,347,713) 1,372,155
Cash from (used for) operating activities from
discontinued operations (91,779) (869,119) (30,280) 5,383
(2,462,424) 933,895 (2,377,993) 1,377,538
Investing activities
Business combination, net of cash acquired - (1,264,210) - (1,264,210)
Purchase of property, plant and equipment (73,534) (31,990) (24,684) (12,722)
Purchase of intangible assets (42,195) (1,511) (32,717) (1,511)
Net decrease in temporary investments 6,874,155 - 6,912,561 -
Cash from (used for) investing activities from éoning
operations 6,758,426 (1,297,711) 6,855,160 (1,278,443)
Cash from investing activities from discontinued
operations - 1,744,185 - 287,228
6,758,426 446,474 6,855,160 (991,215)
Financing activities
Issuance of capital stock and warrants - 22,493,871 - 16,735,575
Share issue costs - (1,034,999) - (1,034,999)
Redemption of common shares (1,053,155) - (1,053,155) -
Cash from (used for) financing activities (1,053,155) 21,458,872 (1,053,155) 15,700,576
Effect of foreign exchange rate changes on cash
and cash equivalents - 79,375 - -
Net change in cash and cash equivalents and restecl
cash during the period 3,242,847 22,873,616 3,424,012 16,086,899
Cash and cash equivalents and restricted cash —
Beginning of period 20,757,089 4,489,077 20,575,924 11,275,794
Cash and cash equivalents and restricted cash — End
of period 23,999,936 27,362,693 23,999,936 27,362,693
Cash and cash equivalents comprise:
Cash 1,494,165 27,193,347 1,494,165 27,193,347
Short-term investments 22,505,771 21,346 22,505,771 21,346
23,999,936 27,214,693 23,999,936 27,214,693
Restricted cash - 148,000 - 148,000
23,999,936 27,362,693 23,999,936 27,362,693

25



Mamma.com Inc.
Interim Consolidated Statements of Cash Flows

(unaudited) (expressed in U.S. dollars)

For the six months ended

For the three months

June 30 June 30
2005 2004 2005 2004
$ $ $ $
Supplemental cash flow information
Cash paid for interest 4,689 478 84 142
Cash paid for income taxes 44,216 288,147 - 168,305
Change in non-cash working capital items:
Decrease (increase) in assets
Accounts receivable 457,456 313,267 306,588 851,818
Income taxes receivable 48,670 (166,411) 363 (166,411)
Prepaid expenses (528,282) (67,503) (537,439) 31,515
Increase (decrease) in liabilities:
Accounts payable and accrued liabilities (103,606) 31,072 (622,684) (27,240)
Income taxes payable - 168,299 - (138,244)
Deferred revenue 32,482 54,509 (33,353) (364)
Net change in non-cash working capital items (93,280) 333,233 (886,525) 551,074

The accompanying notes are an integral part of thesenntensolidated financial statements.
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Mamma.com Inc.
Notes to Interim Consolidated Financial Statements

(unaudited) (expressed in US dollars)
1. Interim financial information

The financial information as at June 30, 2005 and for thes thnel six month periods ended June 30,
2005 are unaudited. In the opinion of management, all adjas$mecessary to present fairly the results
of this period have been included. The adjustments made efea normal-recurring nature. These
consolidated financial statements have been prepareshformity with Canadian Generally Accepted
Accounting Principles (“Canadian GAAP”). The reswatperations for the three and six month periods
ended June 30, 2005 are not necessarily indicative of the opemgints anticipated for the full year.
The financial statements follow the same accounting psliai®d methods of their application as the
audited financial statements for the year ended Decedih@004.

The disclosures in these interim financial statemédataot conform in all respects to the requirements of
generally accepted accounting principles for annual finast@sééments; therefore, these interim financial
statements should be read in conjunction with the anfioahcial statements for the year ended
December 31, 2004.

2. Capital stock
a) Notice of Intention to Make a Normal Course Isdidr

On September 7, 2004, the Company filed a Notice of Intemtitnthe Ontario Securities Commission
to Make a Normal Course Issuer Bid (“the Notice”). the Notice, the Company stated its intention to
purchase on the open market at prevailing market pricemjghrthe facilities of the NASDAQ stock
market, up to a maximum of 600,000 of its common shares, beingxapptely 5% of the outstanding
common shares. The Company may purchase common shares ahemndi from time to time until
September 7, 2005. The common shares will be purchaseaniceliation.

During the period from June 8 to June 20, 2005, the Company redeemed 304t666romon shares at
a weighted average purchase price of $3.46, for a total arob$ht053,155. The $1,195,147 excess of
stated capital value over the redemption amount has bedited to additional paid-in capital.

b) Stock options and warrants

Information with respect to stock option activity andrmnts for the period ended June 30, 2005 is as
follows:

Options Warrants
Weighted
Number average Weighted
of exercise Number of average
options price warrants exercise price
$ $
Outstanding as of December 31, 2004 461,334 5.60 646,392 15.60
Granted 94,996 6.28 - -
Forfeited (297,070) 7.07 - -
Outstanding as of June 30, 2005 259,260 416 646,392 15.60
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c) Cancellation of stock options

On November 2, 2004, the Company granted to officers and Msnabéhe Board of the Company,
295,000 stock options at an exercise price of $7.08. The fai @hthe options granted were estimated
as of the date of grant using the Black-Scholes option priciadel with the following assumptions:
expected option life 4 years, volatility 88%, risk-fretenest rate 3.70% and dividend yield nil. During
the second quarter the Company also cancelled 2,070 stock agitemexercise price of $6.28.

On February 7, 2005, the officers and Members of the Bodbirettors of the Company to whom stock
options had been granted on November 2, 2004, waived and red@mcand all rights that each had or
may have had on the options. Consequently, the optiorescaacelled as of that date and the previously
recognized expense pertaining to these grants was réverse

d) Grant of stock options
On February 15, 2005 the Company granted 55,800 and 39,196 optionsdwsatfid employees of the

Company, respectively. The fair values of the optionstgcawere estimated as of the date of grant
using the Black-Scholes option pricing model with the followirgighted average assumptions:

Expected option life (years) 5.17
Volatility 85.72%
Risk-free interest 3.54%
Dividend yield nil

The weighted average grant date fair value is $4.37 pamopti
e) Stock-based compensation costs

For the six-month period ended June 30, 2005, the Company recordedeverstal of stock-based
compensation charges of $17,859. This reversal of chargesstson$ $138,395 of stock-based
compensation costs relating to the cancellation oR8%000 stock options, net of $120,536 charges for
the period. The net reversal of expense for six-montrogpernded June 30, 2005 were recorded as
follows: ($58,718) was included in general and administration egser$23,212 was included in
marketing, sales and services and $17,647 was included incpoEltelopment and technical support.

3. Revenue
For the six months ended For the three months ended
June 30, 2005  June 30, 2004 June 30, 2005 June 30, 2004
$ $ $ $
Search advertising 2,642,916 5,683,040 1,104,265 2,488,826
Graphic advertising 2,828,745 2,344,069 1,350,489 1,325,803
E-mail advertising 363,873 142,799 135,466 142,799
5,835,534 8,169,908 2,590,220 3,957,428

4. Restructuring charges

In June 2005, following the poor performance of Digital Arroealted in Florida, management decided
to reduce operational costs by relocating the salesp@dtions functions to the Montreal head office.
The Company has therefore not renewed the lease in Fldtidarestructuring results in the termination
of all but one employee. Restructuring costs totalling $127,&%4 vecorded in the second quarter of
2005.
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5. Write-down of property, plant and equipment, intangibleassets and goodwiill

During the quarter ended June 30, 2005, the Company conducted an impa@sher the long-lived
assets and goodwill of Digital Arrow due to its poor perfance and restructuring measures undertaken
in the month of June 2005. Accordingly, a write-down totall§94,092 was recorded during the
quarter.

The write-down is detailed as follows:

$

Write-down of property, plant and equipment 15,000
Write-down of intangible assets 385,454
Write-down of goodwiill 393,638
794,092

6. Major customers

Customers from which 10% or more of revenue is derived dimsgeriods, are summarized as follows:

For the six months ended For the three months ended

June 30, 2005 June 30, 2004 June 30, 2005 June 30, 2004

% of revenue % of revenue % of revenue % of revenue
Customer A 16% 10% 13% 10%
Customer B - - 12% -
Customer C 7% 45% 6% 35%
23% 55% 31% 45%

Major customers comprises approximately 32% of net tradeuatsoeceivable, as at June 30, 2005 as
compared to 33% for the corresponding period of the previars ye

7. Contingencies

a) Informal SEC inquiry to formal investigation

On March 18, 2004, the United States Securities and Exchange i€sorm(“SEC”) notified the
Company that the SEC had begun an informal inquiry relatntrading activity in the Company’s
securities. During March of 2004, trading in the Company’s comstock had been intense and the
market price of the common stock had risen sharply.

The SEC has since issued a formal order of investigidti this matter. As a part of its investigation, the
Company believes the SEC may consider matters relatéédimg in the Company’s securities and
whether an individual and persons acting jointly or in eonevith him may have had a significant
influence on the Company in the past as a result of undisclebareholdings. (SeeSpecial
Investigation of Independent Committéelow.) The Company also believes that the Commissioh staf
may consider matters relating to the Company’s finanejbnting and internal controls. The scope,
focus and subject matter of the SEC investigation may chaogetime to time and the Company may
be unaware of matters under consideration by the SEC.Ca@tmgpany intends to continue cooperating
with the SEC in its investigation.

b) Purported Securities Class Action Lawsulits

On February 22, 2005, the first of several purported securitiss action lawsuits was filed in the
United States District Court, Southern District of N&ark against the Company, and certain of the
Company’s current officers and directors. The plaintffiege, among other things, violations of the
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Securities Exchange Act of 1934 for purportedly failing to dseland misrepresenting certain allegedly
material facts relative the market for and trading inGloenpany’s stock, and seek unspecified damages.
All of these lawsuits have been consolidated. The purportess @ctions appear to be based on
unsubstantiated rumours and newspaper reports. The Compaey ttenallegations against it, believes
that the purported claims are without merit, and intéadtefend itself vigorously.

c) Special Investigation of Independent Committee

Following press reports in January 2005 and in responsectommendations made by the Company’s
former independent auditor, the Company’s Board of Direcimitted an investigation under the
supervision of a Special Independent Committee consistinghagpendent directors of the Audit
Committee with independent legal counsel to investigataltbgations in the press reports. Those press
reports claimed that Irving Kott and persons acting jointlyimoconcert with him may have had a
controlling influence on the Company in the past as a resulhdiclosed shareholdings. The Special
Committee and its independent counsel have reviewed thamnelmformation available at the time of
the investigation relating to the period from January 1, 1999ettember 31, 2004. While the Special
Committee did note some evidence of contacts with and involvdmgevit. Kott and persons with whom
he may have had an association, based on its reviewspbeial Committee has not found evidence
establishing that Mr. Kott had a controlling influencetlom Corporation during such period.

8. Comparative figures

Certain comparative figures have been reclassified timorwith the current periods’ presentation.

9. United States generally accepted accounting princgs (“U.S. GAAP”)

As a registrant with the Securities and Exchange CommissidheirUnited States, the Company is
required to reconcile its financial results for sigrdfic measurement differences between Canadian
GAAP and U.S. GAAP as they specifically relate to@unpany.

For the three and six-month periods ended June 30, 2005 and 2004ntpany does not have any

significant adjustments to record in order to reconitiereported net earnings (loss) under Canadian
GAAP to U.S. GAAP.

For the six months ended For the three months ended
June 30, June 30, June 30, June 30,
2005 2004 2005 2004
$ $ $ $
Other comprehensive income
(loss) (a)
Foreign currency translation
adjustments - (80,680) - -
Net earnings (loss) in
accordance with U.S. GAAP (3,390,075) 1,492,065 (2,499,253) 108,387
Comprehensive income (loss) (3,390,075) 1,411,385 (2,499,253) 108,387
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The effects of the cumulative adjustments on the intednsolidated balance sheets of the Company are
as follows :

June 30, December 31,

2005 2004
$ $
Capital Stock
Capital stock in accordance with Canadian GAAP 88,247,786 90,496,088
Reduction of stated capital (b) 16,769,570 16,769,570
Capital stock in accordance with U.S. GAAP 105,017,356 107,265,658
Additional paid-in capital
Additional paid-in capital in accordance with CanadisfAP 5,495,206 5,255,249
Stock-based compensation cost (c) - -
Cumulative effect of prior years 1,037,690 1,037,690
Additional paid-in capital in accordance with U.S. GAA 6,532,896 6,292,939
Deferred stock-based compensation costs in accordanceitiw
Canadian and U.S. GAAP (396,112) (1,333,443)
Accumulated other comprehensive gain
Cumulative translation adjustment in accordance with Giana
GAAP 360,884 360,884
Accumulated deficit
In accordance with Canadian GAAP (66,133,281) (62,743,206)
Reduction of stated capital to deficit (b) (16,769,570) (16,769,570)
Stock-based compensation costs (c) - -
Cumulative effect of prior years (1,037,690) (1,037,690)
Accumulated deficit in accordance with U.S. GAAP (83,940,541) (80,550,466)
Total shareholders’ equity in accordance with U.S. GAAP 27,574,483 32,035,572

(&) Comprehensive income (loss)

U.S. GAAP requires disclosures of comprehensive income) fidsish comprises any charges or credits
to shareholders’ equity not related to investments drildigions to shareholders and not otherwise
classified in the consolidated statements of operat@rguarterly periods. Under Canadian GAAP, there
is no requirement to report comprehensive income (loss).

(b) Reduction of stated capital
Under U.S. GAAP, the reduction of stated capital in thewrh of $16,769,570 undertaken by the
Company on June 28, 1995 would not be permitted.

(c) Stock-based compensation costs

As described in the Annual Report of 2004, the Company prospgciiglepted the fair value method of
accounting for stock options granted to employees. Fesalt of this change, there are no differences
between the Company’s net earnings (loss) for the firssaoond quarters of 2005 and 2004 under U.S.
GAAP as compared to Canadian GAAP.
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d) Non-refundable tax credits

Under U.S. GAAP, non-refundable tax credits must be preserstea reduction of the provision for
income taxes. Under Canadian GAAP, these tax credits asenqied as a reduction of the related
research and development expenses. Under U.S. GAAPwbele be no change in earnings (loss) from
continuing operations and net earnings (loss) for thegerihowever, earnings (loss) from continuing
operations before income taxes and recovery of income taxesWt8leGAAP would be as follows:

For the six months ended

For the three months ended

June 30, June 30, June 30, June 30,
2005 2004 2005 2004
$ $ $ $
Earnings (loss) from continuing
operations before income taxes (3,390,075) 1,027,980 (2,499,253) 193,486
Provision for (recovery of)
current income taxes - 168,299 - (138,244)
Provision for future income
taxes - 334,478 - 215,636
Earnings (loss) from
continuing operations (3,390,075) 525,203 (2,499,253) 116,094
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