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Company Profile

Dynex is one of the world’s leading suppliers of
specialist, high power semiconductor products. Dynex
Semiconductor Ltd is its main operating business and
is based in Lincoln, England in a facility housing the
fully integrated silicon fabrication, assembly and test,
sales, design and development operations. Dynex
primarily designs and manufactures high power bipolar
discrete semiconductors, power modules, including
insulated-gate bipolar transistors (IGBTs), and high
power electronic assemblies. Dynex products are used
world wide in power electronic applications including
electric power generation, transmission and
distribution, marine and rail traction drives, aircraft,
electric vehicles, industrial automation and controls.
The Company continues to produce and sell certain
high reliability integrated circuits (IC’s) for use in
specialist applications

Company facts

� Dynex Semiconductor Ltd formed in January 2000
� Original business founded in Lincoln UK in 1957
� Prior trade names:

AEI Semiconductors Ltd (AEI)
Marconi Electronic Devices Ltd (MEDL)
GEC-Plessey Semiconductors Ltd. (GPS)

� 197 employees ( December 2004)
� ISO9001:2000 and ISO14001 approved
� URL at www.dynexsemi.com

Products

� High Power Bipolar Discrete Semiconductors
� High Power IGBT and Bipolar Modules
� High Power Electronic Assemblies and

components
� High reliability Silicon on Sapphire ICs and SAW

filters

Customers & markets

Our customers are electronic equipment manufacturers
and maintenance providers in the following sectors:

� Electric power transmission and distribution
� Alternative and distributed power generation
� Marine and rail propulsion and on board systems
� Heavy industries such as steel and mining
� Factory automation
� Aerospace
� Medical equipment
� Telecommunications and
� Electric vehicles

Highlights of 2004

Announcements and Highlights 2004

May Released first products in a new range of
high performance, high voltage thyristor
products (i2 thyristor range).

August Completed a private placement  with gross
proceeds of $2.5million

August Appointed Mr. Daniel Owen to the Board
as a non-executive director.

September Announced receipt of bookings to the
value of more than $2.0million from
Alstom Power Conversion Ltd. in the UK
and Alstom Transport Inc. in the USA.
The contracts are to supply components for
the UK type 45 destroyer programme and
the New York Metro System.

October Announced restructuring initiatives and
cost savings including 40 job losses and
short term management pay cut.

November Paul Taylor appointed as President and
CEO

December Received an incremental $1.5million in
debt and equity financing.

Selected Financial Information

All figures in millions of Dollars unless stated
otherwise

2004 2003
Revenue 23.9 23.6
Gross margin 2.4 0.8
Gross margin % 10.0% 3.6%
Net loss from continuing
operations (5.4) (7.5)
Total assets 14.7 14.9
Working capital 1.7 4.2
Debt  --Long term 0.3 0.0
          --Short term 5.3 4.0
Shareholders’  deficit (0.1) 2.6
Basic loss per share from
continuing operations
(cents)

(0.23) (0.38)

Basic loss earnings per
share (dollars) (0.23) (0.11)
Common shares issued
and outstanding 26,917,354 20,708,729
Weighted average number
of shares 23,336,696 19,714.917
Average number of
employees 225 253
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Letter to Shareholders

2004 at Dynex will be remembered as a year of
change: re-structuring our operations against a
backdrop of growing market opportunity, flat
revenues, the urgent need for liquidity and reductions
in our cost base. This was our first full year following
the sale of the microwave sensors business and the sale
and leaseback of our land and buildings. These
changes gave us the opportunity to reorganise the
factory workspace, operational management and
support functions, and thus to apply both greater focus
onto the high power semiconductor business and
remove redundant overhead costs.

My appointment in November 2004 as President and
Chief Executive marked the end of several years’
intensive design and development of a range of new
products, IGBT and diode modules, and the new range
of i2 thyristors, under my leadership as Chief
Technology Officer.  At the same time many of the
engineers previously working in our Research and
Development group were set new objectives within
newly defined Power Product Groups of Bipolar,
Electronic Assemblies and Modules. These objectives,
based on our high power semiconductor competence,
placed renewed emphasis on cost control and
production lead times, in addition to achieving
production ramp up for the range of new products.
This now sets a firm product foundation for our future
and gives us an opportunity to reap the benefits of our
excellent technologies.

The new product group structure, in contrast to the
previous functional organisation, also allowed us to
reduce head count, particularly in management and
support functions.  As a result we reduced our numbers
through the year by 33 employees (14%).  In parallel,
we have been reducing our office space, closing down
redundant manufacturing areas, leading to savings in
overhead costs, and working hard to secure new low
cost sources for many of our component piece parts.
The net effect of all these changes has been to create a
leaner, more efficient Dynex and this will facilitate our
return towards profitability in 2005. Particularly
encouraging was the fourth quarter of 2004, where we
successfully achieved a small profit, before the
exceptional restructuring costs. This was the first time
in recent quarters that we have delivered a profit from
on our continuing operations and it demonstrates the
potential of our new operating model.

Although the year began with strong revenues,
continuing working capital constraints and delayed or
lost orders for our Power Electronic Assemblies
product group combined to depress revenues below
expectations, particularly in the latter half of the year.
This in turn further limited cash availability and
resulted in significant problems with our suppliers. We
forecast that revenues will remain depressed through
the first half of 2005 until we recover our supply
chains and the confidence of our suppliers and our
customers. Nevertheless it is pleasing to report that the
revenue for the full year ended marginally ahead of
that for 2003 for continuing operations. It is even more
encouraging to see that core Bipolar and Power
Module Groups both reported solid revenue growth
over 2003, totalling 10%, and positive book to bill
ratios.

Market indicators remain positive. Data from IMS
(Intex Market Services Ltd) indicated a discrete power
semiconductor market of US$9.4million for 2004
growing at a compound annual growth rate of 10%
over the next 5 years, continuing the trend we have
seen over the past year. SIA (Semiconductor Industry
Association) data announced in January 2005 that the
world wide sales of semiconductors reached a record
US$213 billion in 2004 with an expected compound
annual growth rate of 11.7%. More importantly,
forecasts from our own customer base supports
continued growth due to demands for high power
semiconductor products in electric power transmission
and distribution, electric and hybrid vehicles (including
road, rail, marine and air) and factory automation of
heavy machines and high power factory power
supplies.

It is a pleasure to have the opportunity to lead the new
Dynex in such an exciting time. Our market sector is
growing and Dynex is making progress in responding
to the need to become more competitive. There is
much to do to build on the restructuring of recent
months and to recover the confidence of our
stakeholders. At Dynex we have the benefit of a
motivated and highly skilled group of employees, the
backing of our key customers and loyal suppliers and
we look forward to success in the coming year with
your continued support.

Paul D Taylor
President & CEO
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Description of Operations

During the last Quarter of 2004 we have significantly
restructured our operations. Prior to this Dynex was
organised into functional units: manufacturing,
marketing, sales, technology etc.  Subsequently the
organisation has been re-structured around product
groups. Each product group includes manufacturing,
engineering, research and development, and marketing
and has product gross margin responsibility. The three
main product groups are Bipolar Discrete Products,
Power Modules, and Power Electronic Assemblies.
The Integrated Circuit Product lines are retained as a
product group, but are now managed within the Power
Module Group.

The benefits of the new structure are only just
beginning to be seen. It is providing greater focus on
maintaining quality standards, improving product gross
margins and profitability and providing more rapid
response to our customers.

Bipolar Discrete Product Group

2004 Activities

The Bipolar Discrete Product Group includes all the
high power phase control thyristors, rectifier diodes,
fast thyristors, fast diodes, gate turn off thyristors
(GTOs) and transistors.

Billings for the Bipolar Discrete Product Group were
$14million, a steady growth of 5% on the figure for
2003. Material supply shortages limited the growth in
billings and led to an increase in delivery lead times to
our customers. Sales of GTOs and phase control
thyristors increased in excess of 15% over the year, but
this was offset by a decline in the sales of rectifier
diodes and transistors. A beneficial effect of the
change in product mix was a favourable enhancement
in gross margins for the group. Bookings also
improved compared to 2003, delivering a book to bill
ratio of 1.06, and reflecting steady growth in this
product group.

Key Issues

A number of key issues faced the Group during 2004
and some of them remain to be tackled as we enter

2005. The primary aim is to improve the working
relationships with our suppliers that will allow us to
improve on-time delivery and lead times.  Through
better lead times and greater control over incoming
materials we also anticipate improvements in stock
management and product availability. We further aim
to improve the cost competitiveness of all products by
focusing on lower component costs, lower overheads
and higher production yields. As the largest Product
Group, it has a strong part to play in reducing the
overall factory running costs and working with our
sub-contractors to find greater efficiencies and to
eliminate waste.

Business Development

The Group continues to explore areas where new
technology can enhance the performance and
manufacturing capability of our bipolar products.
Through 2004 the focus of R&D activity has been the
completion of the development phase of the new range
of aluminium ion implant (i2) converter thyristors, and
the transfer of the technology to production. This
technology offers the benefits of even higher power
from a given area of silicon. Product development will
not stop there. Plans are in place to enhance further the
capability of the i2 thyristor in 2005/6 by improved
contacting technology.

The market for Dynex Bipolar Discrete products is
predominantly industrial and includes industrial drives
and soft-start equipment, rectifier equipment for track-
side sub-stations, electrochemical plant and aluminium
smelting, High Voltage Direct Current (HVDC)
transmission, static compensators, static transfer
switches, aerospace systems and spares for traction
equipment.

The introduction of the new i2 product range
announced in May gives Dynex access to new markets
in medium voltage drives with the 6.5kV and 8.5kV
products, and to equipment for direct connection to
690V with the introduction of the 2200V range. The
rest of the i2 product range is designed to substitute
existing products with product of improved
performance, which on a size for size basis is as good
as, or better than our competitors.

Sales and Customer Services Bipolar Power Discrete
Product Group

Quality Assurance Power Module
Product Group

Finance and Administration Power Electronic Assemblies
 Product Group

Dynex Semiconductor Ltd
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The Group continued to supply a wide range of
products to the marketplace during 2004 with over 500
different bipolar product types sold. Our strategy
remains that of introducing new products and
extending our range while maintaining support for our
traction thyristor and GTO product ranges in order to
gain market share where other suppliers are
withdrawing products. The Group prides itself on
maintaining a high level of technical support to
customers and responding efficiently to any new
technical opportunity.

Power Module Product Group

2004 Activities

The Power Module Product Group includes the
insulated gate bipolar transistor modules (IGBTs), fast
diode and thyristor power modules, and the Integrated
Circuit (ICs) products that are reported separately
below.
 The total billings for this group, excluding ICs,
reached $3.3 million in 2004. At the start of the year
there was continuation in the steady growth in IGBT
and bipolar module revenues. The year ended with
billings 41% higher than the previous year, mainly
driven by improved performance for the IGBT product
lines.  Despite the strong growth, revenue was
constrained throughout the year by material supply
shortages. However the indications are that IGBTs will
continue to deliver improved revenues, at a steady
growth rate, as design wins for the new products turn
into production sales. Bookings were also up and
delivered a book to bill ratio of 1.10 that underpins the
anticipated growth in revenues.
A large range of new products, including the 1200V
and 1700V trench gate IGBTs, 3.3kV soft punch
through IGBTs and medium power modules (W and B
outlines), were transferred into full scale production
for the first time. These new products are a material
factor leading to improved customer bookings and
higher revenues. In addition, as announced in the press
in September 2004. a further major order for the high
voltage IGBT module requirements for the Type 45
destroyer programme was received.

Key Issues

During 2004, the Power Module product portfolio has
been focused onto high power and high voltage IGBT
and diode modules, reflecting the competence of the
business in high power and high reliability
components.  The move to high power modules was
also in response to price pressures on the lower power
product, where gross margins are low. The higher
power products, with lower volumes and greater
specialisation, not only deliver higher margins, but also
provide a better fit to our customer and market base.
The market continues to require keen pricing, high
product reliability and exacting technical performance.
Our engineering teams are now well placed, following

the completion of the product development
programmes, to focus on improvements in assembly
and test procedures which will increase our capacity,
improve quality, and reduce costs so that we can
present a more efficient power module capability to
our customers.

Business Development

The special strengths of the Group lie in high power,
high reliability, modules, and in its ability to offer a
flexible approach to our customers’  requirements.
Sales representatives and distributors act as a link
between customers and our UK based power module
technical support team, whose role is to facilitate
customers’  design and development processes. In 2004
the Group saw particular success in the Far East with a
strong up take of the latest IGBT products. Business
development has also been successful in Europe and
the USA with several new design wins and new
customers.

To ensure that the Group remains up to date with the
latest developments in power module technology we
maintain an active research and development
programme in power modules, and nurture strong links
to innovative research teams across UK and the rest of
Europe. Examples of this are the FSDG (Fan Shaft
Driven Generator) project that is in its final year
developing application specific IGBT modules for
aerospace and the completion of modules for the JSF
aircraft announced in April 2003.

A feature of the year was the completion of the major
IGBT module product developments and their transfer
to production. In addition the R&D group produced
sample types of 6.5kV IGBT modules and continued to
work under customer contracts on a range of
specialised modules. Examples of such custom
modules include modules for switch reluctance drives,
matrix converters, aerospace converters and silicon
carbide devices.

Integrated Circuit Products

Dynex continues to supply a number of Integrated
Circuit products to customers, although the
development of new products has ceased. These
include silicon-on-sapphire components for use in
space and other high radiation environments, motor
control circuits, and surface acoustic wave (SAW)
filters for telecommunications. Billings reached
$3.0million, 87% above the previous year. However
the book to bill ratio was 0.76 reflecting a slow decline
in demand for these older components.
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Power Electronic Assemblies Group

2004 Activities

In contrast to the other Groups, the Power Electronic
Assemblies Group (PEA) saw revenues down to 43%
of those in 2003. This was due to the lack of bookings
for project work on STATCOM and SVC assemblies
for power utility applications (these are flexible AC
transmission systems used to maintain power quality
and efficiency in both utility and factory electric power
supplies). This downturn largely reflected unforeseen
delays in receipt of major contracts by our primary
customer in this sector. However, the group remained
profitable, making a strong contribution of $3.6million
in billings to the business, with favourable margins
throughout the year. PEA successfully built on its
relationships with key customers to support them in
SVC and HVDC manufacture and test (HVDC
equipment is used to convert between AC and DC
electric power in utility power transmission systems).
This has enhanced the overall capability of the group
providing a strong platform for 2005. The book to bill
ratio remained positive at 1.08.

With a continuing background level of manufacturing
and designs incorporating Dynex Semiconductor
products, this 'added value' feature of the assemblies
business has continued to help in understanding the
applications and thermal management requirements of
our power semiconductors. A number of novel and
unique power assemblies have been produced for
several applications. These include emerging
opportunities in wind generation and motor drives as
well as the more traditional power semiconductor
applications.

Key Issues

The major challenge for 2004 was to remain profitable
despite the downturn in business. This was
successfully achieved through keeping costs at a
minimum by releasing manpower to support other
areas of the operation, whilst still providing essential
support for the remaining PEA business.
The engineering team changed significantly at the end
of 2004, due to restructuring and staff retirement.
However, action has been taken to replace the key
staff. Fresh approaches to new business that will build
on the strong foundations already in place will be seen
in 2005.

Business development

Looking forward, PEA will continue to act as a conduit
for semiconductor sales with added value products. In
addition, there are four key sectors where new business
development will take place in 2005:
• New designs in emerging sectors of the power

electronics industry (motor drive, alternative
energy and energy management).

• Contract support for key customers
• Refurbishment and replacement of existing

systems in the traction market
• Continued support for traditional power

electronics assemblies.

The injection of the new engineering team, the
development of strong links with Nottingham
University through the award of a Knowledge Transfer
Partnership by the UK Department of Trade and
Industry (DTI), and increasing levels of sub-contract
business from key customers are expected to build a
stronger PEA group for the future.

Global Sales and Distribution

During 2004, Dynex Semiconductor took the decision
to service a larger portion of its customer base, in areas
outside Europe, by the use of distributors, agents, and
sales representatives. Europe has always been the
major market for the company’s products, accounting
for around 70% of its sales in recent years, but
emerging markets in Asia and particularly China are
viewed to be essential for the company’s future growth
as OEMs increasingly look to off-shore manufacturing
sources in this region. As a result of this new strategy,
orders from Asia rose by 35% to 18% of the order
intake whilst those from the Americas rose by 20% to
account for 21% of the total. Of special note we
confirmed Sunny Electric Trading Co., Ltd., China as
our Top Distributor for 2004. To win this award Sunny
had contributed $2.0 million in new bookings in 2004
and a year on year growth of 100% compared to 2003.
China and Hong Kong now ranks as the fourth largest
market for the company behind the UK, France and the
United States, pushing Germany and Switzerland into
fifth place. During this same period the number of
active accounts rose by around 5% with the Americas
showing a 15% growth and Asia 23%.
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 These figures indicate that the distributors, agents and
representatives chosen by Dynex have had a significant
effect on the sales performance in the past year,
improving the proportion of goods exported and
reducing the dependency on our home markets.  The
focus for the coming year will be to strengthen further
these new relationships that have been forged, build
confidence in our ability to service their requirements,
grow the value per account and the number of
accounts.

This successful strategy of outsourcing the selling
effort has meant that, during the fourth quarter, the
company was able to reduce it’s own sales force by
three. The reduction in the headcount and travelling
costs has also made a significant reduction in the
overhead costs associated with the Sales & Marketing
activity, thus releasing resources into the
manufacturing heart of the operation

Quality and Environment
Dynex Semiconductor Ltd continues to hold and
maintain accreditation for the Quality Management
System (QMS) standard ISO9001:2000. In 2004 it
passed the required independent audits without any
noted nonconformity. The key elements of the QMS
are:
�  Understanding customer’s requirements and

expectations.
�  Business planning which defines objectives and

key performance indicators.
�  Working in close partnership with suppliers to

ensure requirements are fully understood and
achieved.

�  Participation of all employees in the process of
continually improving the effectiveness of the
management system.

�  Provide through training and motivation of
employees, a working environment that
understands the importance of quality and its
benefits in the growth and success of Dynex
Semiconductor

Dynex also continues to hold and maintain
accreditation for the Environmental Management
System (EMS) standard ISO14001: 1996 and agrees to
contribute to the preservation of the environment by
establishing, implementing and continually improving
this environmental management system as an integral
part of good business practice. As part of the
environmental policy, a general statement of
compliance to the European Union's directive on the
"Restriction of Hazardous Substances Directive"
(RoHS) was issued in 2004

Research and Development

Advancing with new materials

Following the restructuring of Dynex Semiconductor
Ltd into Product Groups, the Research and
Development activities are managed and reported
within the separate groups.
However a number of broader technology development
activities, where the outcomes are generic and may be
applied to any or all of the separate groups, are
maintained.

 2004 was the first year of work with Element 6 and
Cambridge University in applying diamond
semiconductor materials to power electronic devices.
The first successes of the project were to demonstrate
rectifying diode action in this new material, develop
processes and techniques for ohmic contacts and to
show compatibility with Dynex manufacturing
capabilities. This new electronic material shows great
promise for future products on the 5 to 10 year
horizons. This work was funded by the DTI under the
Basic Technologies for Industrial Applications (BTIA)
programme

Collaboration also took place on the ESCAPEE project
(Establish Silicon Carbide Applications for Power
Electronics in Europe) which is now in its penultimate
year. In this European Union funded programme,
Dynex is working with AREVA, ALSTOM, Semelab,
Ion Bean Services and a number of research groups
across Europe. A feature of the programme so far has
been the successful demonstration of high voltage
Schottky diodes.

Following growing world wide interest in the
applications of emerging nano-technology, a proposal
was submitted to the DTI for funding under their micro
and nano-technology manufacturing initiative. The
concept of this proposal is to apply nano-powder
technology to new methods for contacting power
devices, thus giving improvement in power handling
capability. In August 2004 it was announced by the
DTI that Dynex had been allocated a grant subject to
contract review. This award has since been confirmed.

Through silicon carbide, diamond and more recently
nano-technology, Dynex has sustained its commitment
to provide customers access to the latest developments
in new materials for power semiconductor
components.
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Management Discussion &
Analysis
The following discussion and analysis should be read in
conjunction with the audited Consolidated Financial
Statements and Notes of the Corporation for the year ended
December 31st, 2004.

This report may contain certain forward-looking
statements that involve a number of risks and
uncertainties, including statements regarding the
outlook for the Group’s business and results of
operation. By nature, these risks and uncertainties
could cause actual results to differ materially from
those indicated. Such factors include, without
limitation, the various factors set forth in the
Management Discussion & Analysis of this report as
discussed in public disclosure documents filed with
Canadian regulatory authorities.

Overview
The last year, and the fourth quarter in particular, has
proven to be extremely challenging. We started the
year with revenue running close to $7 million per
quarter. This was not sufficient to for us to be
profitable given the level of fixed operating costs at
that time. Our strategy was to grow the revenue during
the year and so return the business to profitability. We
recognised that a key requirement for success was to
maintain access to sufficient working capital to enable
the growth to be funded and to ensure that the supply
chain could operate efficiently.

First quarter revenue of $6.7 million was down
marginally from the level achieved in in the fourth
quarter of 2003, but not such that it invalidated the
basic strategy. What did become clear was that it
would be the third quarter if not the fourth quarter of
the year before the growth would begin to show itself
in the revenue figures.

In anticipation of the need for a longer period until the
benefits of growth came through, and the need to fund
that growth when it did come, we opened up a
relationship with a new financial institution that we
believed could support us through this period. The new
institution offered to replace our existing financier and
to provide an additional $1.2 million finance line.
However, delays by them in finalising the
documentation meant that the new funds could not be
accessed and the resulting shortage of working capital
meant customer orders could not be completed on
time. Second quarter revenue fell to $5.4 million, well
below our break-even level. Perhaps the most
disappointing aspect of these results was that there was
significantly more business there to be done had we
had the working capital available to be able to do it.

In order to provide additional funding, a private
placement of equity was arranged that closed in July
and August and which raised $2.3 million net of costs.
The improved liquidity position allowed revenue to
rise to $6.3 million in the third quarter, but again there
was more business that could have been done but for
the supply shortages resulting from the tight liquidity
position in the second quarter. Our production cycle is
several weeks and some key raw materials are on six to
ten week lead times, so it can take several months to
recover fully from a breakdown in the supply chain.

In late August and early September it became apparent
that the growth we had forecast for the fourth quarter
was not now going to take place. A number of major
customers informed us that because of delays in orders
being placed on them, they were delaying their orders
on us and we should not expect the orders before the
first or second quarters of 2005. In some cases this was
twelve months later than we had been first told to
expect the business. As a result of our continuing
losses and a change in strategy by the financial
institution, not only was their offer of an additional
$1.2 million of funding withdrawn, but they reduced
the existing funds availability. Consequently, the
fourth quarter proved difficult. The shortage of
liquidity meant that the supply chain was again
disrupted, revenue for the quarter fell to $5.5 million
and unfulfilled orders grew to nearly $2.5 million by
the year end.

Early in the fourth quarter it became clear that the
disruption to the supply chain would mean that the
growth we had forecast could not take place either in
the fourth quarters or even in the first two quarters of
2005. Furthermore, we did not have the resources to
finance continued losses nor to finance the growth
when it did come. A change in strategy was required.

A plan was developed and implemented in late
October and early November to eliminate forty indirect
positions from the organisation in order to save
approximately $2.4 million per year in payroll costs.
Changes were also introduced to save a further $1.5
million a year in non-payroll costs. As part of these
changes, Michael LeGoff resigned from his position as
President and CEO with Dr Paul Taylor succeeding
him in those roles.

The cost of implementing this restructuring plan,
approximately $1.5 million, added to our need at a
difficult time. A small group of our shareholders
provided medium term loans of $1.4 million to enable
the restructuring plan to be implemented. The UK
Government’s Department of Trade and Industry
provided a three year interest free loan of $420,000 to
help with the redundancy costs. The Directors, senior
managers and employees all provided direct support to
the restructuring: the Directors have waived their fees
for six months from October 2004 to March 2005,
senior managers agreed to a 20% pay cut for the last
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quarter of 2004; and indirect employees moved to a
four day week during November, December and
January 2005. In addition to the pay cuts and reduced
hours, the Corporation suspended its contributions to
the pension fund for six months from October 2004 to
March 2005.

As a result of these changes and cost savings, we were
able to record a small profit (before taking account of
the cost of the restructuring plan itself) in the fourth
quarter. More importantly, we ended the year with a
smaller fixed cost base and a much lower break-even
level for the future.

Change in Accounting Policy
With effect from January 1st, 2004, the Canadian
Institute of Chartered Accountants requires the
Corporation to account for the fair value of all stock
options issued since January 1st, 2002. The
Corporation has done this in respect of the options
issued in April 2003, which were the only options
issued since January 2002 that had not previously been
accounted for on the fair value method. The impact of
the change in accounting policy is insignificant.

Revenue
Revenue for the fourth quarter of 2004 was $5.5
million, down by $0.7 million or 12% from the third
quarter and down $1.4 million or 22% against the
corresponding quarter of last year. Our cash position
during the quarter impacted on our ability to bring raw
materials into the factory in a timely manner and
therefore our ability to meet customers’  delivery
requirements. At the end of the year there was nearly
$2.5 million of overdue deliveries. Had we been able
to deliver these on time, revenue in the fourth quarter
would have been significantly higher.

Revenue for the full year of $23.9 million was
$323,000 or 1.4% higher than in 2003 and would have
been significantly higher if liquidity shortages had not
compromised our ability to meet customer orders.
Despite our internal problems, the marketplace and
demand for our products remains relatively strong.

Gross Margin
Given the high fixed cost nature of the business, a fall
in revenue usually results in a disproportionally larger
fall in gross margin. However, due to tight financial
control, the first fruits of the restructuring exercise and
a large, high margin Silicon on Sapphire (SOS)
product, a gross margin of $1.1 million was recorded
in the fourth quarter. This was $845,000 or four times
higher than that reported in the preceding quarter and
$300,000 or 38% higher than in the corresponding
quarter of last year.

The gross margin for the year of $2.4 million was $1.5
million or nearly three times higher than in 2003. The
improvement came from better materials control,
increased sales of high margin SOS products and the
elimination of low margin products from our portfolio.

Expenses
Overhead expenses in the fourth quarter of $2.7
million included $1.5 million of restructuring costs.
Excluding this amount, overhead expenses were
$261,000 or 24% below the preceding quarter and
$241,000 or 17% below the corresponding quarter of
last year. The reduction reflects the first fruits of the
restructuring exercise and the impact of some of the
short term measures taken to save cash in the fourth
quarter.

Overhead expenses for the full year were $7.8 million,
some $259,000 or 3% below the figure for 2003. If the
cost of the restructuring exercise is excluded from the
2004 figure, the reduction is $1.8 million or 22%,
reflecting our continuing efforts to reduce the fixed
cost of operation. These costs will fall further in 2005
as a result of the actions already taken.

Interest & Other Income
Interest and other income was $94,000 in the fourth
quarter, up by $39,000 or 71% over the preceding
quarter. A small loss had been recorded in the
corresponding quarter of last year. The main
constituent of other income continues to be the
$45,000 quarterly release of deferred revenue.

For the full year, Interest and Other Income was
$264,000 some $103,000 or 64% higher than in 2003.
The main reason for the increase is that the release of
deferred revenue only started in April of 2003.

Foreign Exchange Loss
The foreign exchange gain in the quarter of $44,000
reversed a loss in the preceding quarter of  $199,000.
A gain of $105,000 had been recorded in the
corresponding quarter of last year. These gains and
losses arise primarily on the intercompany loan from
the Corporation to Dynex Semiconductor Limited, the
UK operating business.  By their nature, these gains
and losses are unpredictable.

The loss for the year of $207,000 is significantly lower
than the $824,000 recorded last year and reflects the
deliberate attempt by management to reduce our
exposure to such losses by capitalising the
intercompany loan.
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Income Taxes
In view of the losses in the quarter, neither the
Corporation nor any of its subsidiaries will be paying
any taxes in relation to the fourth quarter results. There
was no tax payable in the previous quarter or in the
corresponding quarter of last year.

During the year, the UK operating company finalised
its tax return for 2001, which resulted in the payment
of a small, unaccrued tax liability of $2,000. In 2003,
there had been a release of a tax accrual of $428,000
that was no longer required.

Net Loss
The net loss in the fourth quarter of $1.4 million was
identical to that recorded in the preceding quarter and
some $350,000 or 32% higher than in the
corresponding quarter of last year. However, if the cost
of the restructuring is excluded, a small profit of
$56,000 was recorded in the quarter.

The net loss for the year of $5.4 million is $2.1 million
or 28% lower than the loss from continuing operations
in 2003. If the cost of restructuring is excluded, the
loss of $3.9 million is $3.6 million or 48% lower than
the loss from continuing operations in 2003.

Segmental Analysis
Revenue for Power Units in the quarter of $3.1 million
was $1.6 million or 33% lower than the previous
quarter and $1.8 million or 36% lower than in the
corresponding quarter of last year. Our inability to
complete customer orders because of liquidity related
disruptions to our supply chain was the main reason for
the shortfall. For the year as a whole, revenue for
Power Units of $17.3 million was $1.6 million or 10%
higher than last year reflecting continuing strong
demand for our products.

Revenue for Power Assemblies of $648,000 was
$747,000 or 53% lower than in the preceding quarter
and $1.1 million or 62% below the corresponding
quarter of last year. The reduction was caused by order
postponements from our main customers. For the full
year revenue from Power Assemblies of $3.6 million
was $2.7 million or 43% down on 2003.  By its nature,
the Power Assemblies business is built around a small
number of large projects. Changes in the timing of
these projects can cause large swings in revenue from
one period or year to the next. The outlook for this
business remains good.

Revenue from Integrated Circuits for the quarter of
$1.8 million was up by $1.6 million or roughly ten
times larger than in the preceding quarter. Revenue
was up $1.5 million or roughly six times what it had
been in the corresponding quarter of last year. For the
full year revenue of  $3.0 million was up by $1.4
million or 87% over last year. The improvement
reflects continuing and improving demand for our
silicon on sapphire products.

Seasonality
Management does not regard the business as seasonal.
Significant changes in quarterly revenues in power
devices in the past have reflected internal operating
conditions. In the case of power assemblies and
integrated circuits, small numbers of large contracts
drive both these segments. The delivery of a large
contract in a particular quarter can cause revenue to
fluctuate significantly, giving the appearance of
seasonality.

Liquidity & Capital Resources
The Corporation raised $2.5 million of new equity
during the year net of costs. Over 90% of the new
equity raised was by way of a private placement which
closed in July and August.

A small strengthening of Sterling saw a positive
translation adjustment of $128,000.

However, as a result of the losses for the year,
shareholders’  funds have fallen, despite the new equity
and positive translation adjustment, by $2.7 million
and now stand in a deficit position at negative
$103,000.

The Corporation also raised $1.4 million of new loans
during the year to help fund losses and to provide
working capital.

Selected Financial Information
Selected quarterly financial information (taken from
the unaudited quarterly reports) and annual
information (taken from the annual reports) is
presented on the next page. All amounts are stated in
thousands of dollars except for earnings per share
figures (EPS) which are stated in dollars per share. The
figures for long term liabilities do not include deferred
revenues, as these are not a liability of the Corporation.
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2004 2004 2004 2004 2003 2003 2003 2003 2004 2003 2002
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1 FY FY FY

Revenue 5,543 6,266 5,363 6,714 6,903 7,077 5,261 4,348 23,886 23,563 30,581
Continuing operations:
    Net (loss) (1,442) (1,438) (1,924) (576) (548) (1,335) (2,813) (2,826) (5,380) (7,477) (2,531)
    Basic EPS (0.05) (0.06) (0.09) (0.03) (0.02) (0.07) (0.14) (0.18) (0.23) (0.38) (0.14)
    Diluted EPS (0.05) (0.06) (0.09) (0.03) (0.02) (0.07) (0.14) (0.18) (0.23) (0.38) (0.14)
Total operations:
    Net earnings/(loss) (1,442) (1,438) (1,924) (576) (650) 3,076 (1,762) (2,751) (5,380) (2,087) 448
    Basic EPS (0.05) (0.06) (0.09) (0.03) (0.04) 0.15 (0.09) (0.15) (0.23) (0.11) 0.03
    Diluted EPS (0.05) (0.06) (0.09) (0.03) (0.04) 0.15 (0.09) (0.15) (0.23) (0.11) 0.02
Total assets 14,669 14,916 15,004 16,680 14,862 15,116 16,363 17,581 14,669 14,862 24,391
Long term liabilities 271 0 4 9 13 18 22 433 271 13 3,006
Cash Dividends paid 0 0 0 0 0 0 0 0 0 0 0

The decline in revenue between 2002 and 2003 reflects
the closure of various business lines, such as
macrochip, and a recession in the demand for high
power semiconductors. Annual revenue has stabilised
in 2004 and is expected to grow in 2005. The quarterly
revenue figures show a steady recovery in revenue
throughout 2003. The fluctuating figures in 2004
primarily reflect liquidity problems within the
Corporation.

Changes in the loss from continuing operations follow
the changes in revenues but also show the impact of
long term cost reduction initiatives. Results from total
operations differ significantly from results from
continuing operations in Q2 of 2003 due to very high
volumes and good results in those quarters from the
microwave sensors business. The difference in Q3 of
2003 between the results from continuing operations
and the result from total operations reflects the profit
on the sale of the microwave sensors business.

The large reduction in total assets between 2002 and
Q1 of 2003 is a result of the sale and leaseback of the
site in Lincoln, England. A significant amount of the
proceeds from this transaction was used to reduce the
long-term debt of the Corporation.

Risk Management
The level of world-wide demand for power
semiconductors is one of the key uncertainties for the
Corporation. Demand was at a relatively low level
during 2002 and 2003. Recent power blackouts in both
North America and Europe have led to widespread
discussion of the need for significant investment in
power generation, transmission and distribution. Such
investment would benefit the Corporation and
management has already seen the first stages of
recovery in demand from such investment. The failure
to carry through this investment would be detrimental
to the future of the business.

As disclosed in the Financial Statements, the
Corporation has one major customer who accounted
for 18% of revenue in the year. Our relationship with
this customer remains good.

Although the Corporation buys some materials in
North America, continental Europe and the Far East,
the bulk of its costs are incurred in Sterling. However,
it sells into world markets with many sales
denominated in Euros and US dollars. As a
consequence, the Corporation’s results are affected by
changes in exchange rates between these currencies.
Management monitors these exposures but does not
undertaking hedging of these exposures. The need to
undertake such hedging is reviewed from time to time.
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The Corporation’s main operating business is in
Lincoln, England and so the majority of its assets,
liabilities, revenues, expenses and cash flows take
place and are recorded in Sterling. These values have
to be translated to Dollars for inclusion in the
consolidated financial statements of the Corporation.
Movements in the Dollar-Sterling exchange rate
directly affect such values. The Corporation does not
hedge such exposures.

The availability of cash to finance the working capital
needs of the business has been the source of problems
in the past. The need to obtain sufficient working
capital to enable the business to operate efficiently
remains a major task of management

Related Party Transactions
The Directors agreed to waive their fees for the last
quarter of the year. As at December 31st, 2004 a total
of $60,333 was payable to Directors in respect of their
fees. The Directors’  fees are recorded at negotiated
amounts.

The Corporation has a loan from a Director totalling
£600,000 ($1,390,020) which bear interest at 10% per
annum compounded monthly and which is repayable in
2006.

Business Development
Management is forecasting similar levels of revenue in
2005 to that reported in the 2004. Greater emphasis is
being placed by management on reducing costs to
enable the Corporation to be profitable at these lower
turnover levels rather than chasing growth to justify a
higher level of costs.

Subsequent Events
In early March the Corporation raised $1.6 million by
way of loans from two Directors. The loans are
secured on the assets of the Corporation. The loans are
repayable between March 2006 and March 2007.
Interest is set at 7% with an interest holiday until July
2005.

 Bob Lockwood. Director and Chief Financial Officer
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Management’s Responsibility for
Financial Reporting

Management is responsible for the preparation and
integrity of the financial statements as well as the
information contained in this report. The following
financial statements of Dynex have been prepared in
accordance with Canadian generally accepted
accounting principles which involve management’s
best estimates and judgement based on available
information

Dynex’s accounting procedures and related systems of
internal control are designed to provide reasonable
assurance that its assets are safeguarded and its
financial records are reliable. In recognising that the
Company is responsible for both the integrity and
objectivity of the financial statements, management is
satisfied that the financial statements have been
prepared according to and within reasonable limits of
materiality and that the financial information
throughout this report is consistent with these.

The Corporation has an Audit Committee made up of
outside directors which was set up after the Annual
General Meeting in June 2001. The Committee meets
periodically with management, as well as the external
auditors, to discuss internal controls over the financial
reporting process, auditing matters and financial
reporting issues, to satisfy itself that each party is
properly discharging its responsibilities, and to review
the annual report, the consolidated financial statements
and the external auditors report. The Committee
reports its findings to the Board for consideration when
approving the consolidated financial statements for
issuance to shareholders. The Committee also
recommends to the Board and the shareholders, the
engagement or reappointment of the external auditors.

Deloitte & Touche LLP, Chartered Accountants, serve
as Dynex’s auditors. The Board of Directors, along
with the management team, have reviewed and
approved the financial statements and information
contained within this report. Deloitte & Touche LLP’s
report on the accompanying financial statements
follows. Their report outlines the extent of their
examination as well as an opinion on the statements.

Paul Taylor                                      Bob Lockwood
President & CEO                             CFO

Auditors’ Report

To the Shareholders of

Dynex Power Inc.

We have audited the consolidated balance sheets of
Dynex Power Inc. as at December 31, 2004 and 2003
and the consolidated statements of loss and deficit and
of cash flows for each of the years then ended. These
financial statements are the responsibility of the
Corporation’s management. Our responsibility is to
express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with Canadian
generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain
reasonable assurance whether the financial statements
are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements.
An audit also includes assessing the accounting
principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation.

In our opinion, these consolidated financial statements
present fairly, in all material respects, the financial
position of the Corporation as at December 31, 2004
and 2003 and the results of its operations and its cash
flows for the years then ended in accordance with
Canadian generally accepted accounting principles.

Signed by Deloitte & Touche LLP

Chartered Accountants
Ottawa, Ontario
May 11, 2005
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