






Management Discussion & Analysis

The following discussion and analysis should be
read in conjunction with the unaudited
Consolidated Financial statements for the
Corporation for the quarter ended 30th June 2002.
This quarterly report may contain certain forward
looking statements that involve a number of risks
and uncertainties, including statements regarding
the outlook for the Company’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 and Analysis
of this report as discussed in public disclosure
documents filed with Canadian regulatory
authorities.  Dynex disclaims any intention or
obligation to update or revise any forward looking
statements whether as a result of new information,
future events or otherwise.

Overview

Revenues for the quarter of $9.99 million is a
reduction of 12% from revenues in quarter 2 2001,
but it is an increase of 16% on the previous
quarter.  There were net earnings for the quarter of
$334,000.
Market conditions remain difficult.. Customers are
demanding short lead times and only placing
short-term orders. The demand for shorter lead
times is placing a premium on strategic stocks
with opportunity business available to suppliers
capable of investing in part finished inventory.
Revenues are being missed due to lack of
sufficient working capital.

Results of Operation

Revenues for the second quarter of fiscal 2002
were $9.99 million compared with $11.4 million
for the same period in 2001 and $8.65 million for
the first quarter 2002. Both the revenues and net
earnings for the quarter of $334,000 were in line
with internal plans and market expectation.

The earnings figure includes the following charges
for the quarter: -

 i. Interest payments of $217,000
 ii. Amortization of $193,000
 iii. Foreign exchange, non cash profit on  re-

statement of the inter company loans of GBP
111,000

 iv. Financial restructuring charges of $130,000

The Company reported a normalized EBITDA
therefore, slightly ahead of market and internal
forecast expectations.

Sales

Sales for the quarter at $9.99 million were
$100,000 ahead of internal forecasts made in Q1
and the order book going into Q 3 was in line with
the full year forecast. Achievement of Quarter 3
revenue is highly dependent on strict working
capital control and the continued ability of raw
material suppliers to provide appropriate cycle
times in order to fully exploit market
opportunities.

Gross Margin

Gross margins of 22% for the Quarter compare
with 12% for the previous quarter and 1%
negative margins for the same period last year.
The major reasons for the improved margins are:

 i. Vastly improved material usage both in
terms of favorable process yields and in
more efficient material usage.

 ii. There was a greatly improved mix of
product sold during the quarter with
relatively high silicon on sapphire sales at
higher than average margins.

The significant reduction in the company break
even point is reflected in the fact that margins in
Q1 2002 are significantly better, at lower
volumes, than those reported in Q1, 2001.
Furthermore incremental revenues Q2vsQ1 2002
of $1.35 million results in $700,000 incremental
margins at current 50% contribution levels.



General & Administration

General and administration costs continue to be
reduced in both absolute cost and as a percentage
of revenues ( 10.3% for the Quarter) despite
financial restructuring costs ( $130,000 or
approximately 1.3% of revenues.

Sales and marketing

Sales and marketing costs continue to be below
the 5% of revenues target and are reduced from
2001 levels.

Research and Development

Net research and development costs at $398,000
or 4% of revenues compare with $639,000 or
5.6% for the same period in 2001.  The reduction
is a result not only of maximizing short-term grant
income but also controlling external expenditure.
Both these actions are short-term measures
designed to protect earnings while minimizing the
impact on product development activities.

Foreign Exchange Gain

The majority of the Corporation costs are incurred
in Sterling with the majority of revenues received
in US dollars, Sterling and Euros. The Company
has not used hedging as an instrument but
constantly monitors the possible need.   The
weakness of the US Dollar resulted in a
transactional loss in the period of $118,000
although year to date there is still a transactional
gain.  The strength of Sterling resulted in a
translational (non-cash) $111,000 gain on the re-
statement of the inter-company loans, giving an
over all foreign exchange gain of $7,000 for the
quarter.

Earnings before Income Taxes

As highlighted in the Q1 report, actions taken to
reduce the Company’s break- even point have
enabled delivery of positive net earnings in Q2
and a normalised EBITDA of $767,000.

Outlook

The market for the Company’s products remains
very competitive. In such an environment, Dynex
must be able to support customers with short lead
times and keen prices.  Actions taken during the
past 12 months have enabled Dynex to reduce its
break even level, and vastly streamline the
organization. One bi-product of these actions is
that improved cycle times are now being achieved
in all areas of the manufacturing operation. The
lack of adequate working capital is the primary
concern of the business.  Short term opportunities
are being lost because of it and therefore
budgeting and financial control is difficult and
inefficient.

The forecast for the next six months to the end of
FY2002 is unclear.  The longer term outlook looks
robust with markets recovering and Dynex’s cash
position improving over time.

Bernard Gallagher
Chief Financial Officer
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001,2000 and Quarter ended June 30th, 2002

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash and cash equivalents

Cash and cash equivalents include investments that have terms of three months or less at the time of
acquisition.  Cash equivalents consist primarily of term deposits.  The carrying amounts of cash and cash
equivalents are stated at cost plus accrued interest, which approximates their fair market value.

Stock options

The Corporation has a stock option plan as described in Note 9.  No compensation expense is recognized when
stock options are issued to employees.  Any consideration paid by employees on exercise of stock options or
purchase of stock is credited to share capital.

Cash flows

During the year ended December 31, 1999, the Corporation adopted the Canadian Institute of Chartered
Accountants new accounting recommendations for cash flow statements.  These recommendations have been
applied retroactively to all periods reflected.  The adoption of the new recommendations has not resulted in any
material changes to balances or presentation as shown in previously issued financial statements.

3. INVENTORIES

June 30th, 2002 June 30th, 2001

Raw materials 2,816,202 4,951,838
Work in progress 4,839,308 6,817,589
Finished goods 1,356,290 1,442,345

$          9,011,801 $       13,211,772

Inventory is presented net of a provision of $ (11,202,636) [2001 – (10,318,186)].

4. DUE FROM SHAREHOLDERS

The amounts due from shareholders are non-interest bearing and have no fixed terms of repayment.

5. CAPITAL ASSETS

June 30th, 2002 June 30th, 2001
Accumulated Net Book Net Book

Cost Amortization Value Value

Land $         474,706 0 474,706 489,550
Buildings 3,305,533 238,309 3,067,224 3,211,468
Equipment 4,616,298 1,451,854 3,164,444 3,924,061
Leasehold improvements 0 0 0 0

$       8,396,537 1,690,163 6,706,374 $          7,625,079



DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001, 2000 and Quarter ended June 30th, 2002

6. SHORT TERM LOAN

In connection with the acquisition of the Lincoln Business Unit, the Corporation obtained from GMAC
Commercial Credit Limited a long-term credit facility (as described in Note 8), a short term loan and an
inventory loan.

The loans are secured by a first charge on all capital assets, inventory, cash and cash equivalents and accounts
receivable.

At June 30th, 2002, the short-term loan had a balance of  $4,463,368. The short-term loan is repayable on
demand with interest at a rate of 2% above the Lloyds Bank TSB Plc’s base rate and an administrative charge
of 0.45% and is secured by accounts receivable.

At June 30th, 2002, the inventory loan had a balance of $1,250,950.  The inventory loan is repayable on
demand with interest payable monthly at the rate of 2.25% per annum above the Lloyds TSB Bank Plc’s base
rate and is secured by inventory.

7. LONG-TERM DEBT

Long-term debt outstanding
June 30th, 2002 June 30th, 2001

GMAC Commercial Credit Limited facility $         4,851,219 5,817,331

Small business loan, payable in monthly instalments
of $3,964 plus interest at prime plus 2 _%, due
May 24, 2003 and secured under a general security  agreement

67,392 114,964

Loan payable in monthly installments of $1,470 to
August 2004, bearing interest at 13.7%, and secured
under a general security agreement

47,040 55,860

4,965,651 5,988,155

Current portion 1,649,341 1,340,146

3,316,310 $4,648,009

GMAC Commercial Credit Limited

The GMAC Commercial Credit Limited facility consists of a property loan repayable in monthly payments of
£31,898 (principal and interest) at the rate of 2.25% above the Lloyds TSB Bank Plc’s (the “bank”) base rate,
due January, 2007; and a plant and machinery loan repayable in monthly payments of £41,779 (principal and
interest) at the rate of 12.0% per annum above the bank’s base rate. In the event the Corporation is in default on
the loans, interest is charged at the above rates plus 2.0% (the “default interest rate”).



DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001, 2000 and Quarter ended June 30th, 2002

7. LONG-TERM DEBT (Continued)

Principal payments

Principal payments required in each of the next five fiscal years are:

2002 ( July to December) 818,636
2003 1,760,552
2004 738,687
2005 798,218
2006 858,558

Thereafter 0

$         4,965,561

Bank covenants

At June 30th ,2002, Dynex Semiconductor Ltd. was in breach of its earnings covenant with GMAC.
For the years ended 2001 and 2000, the Corporation was in default of the financial covenants governing the
small business loan.

8. SHARE CAPITAL

Authorized:

  An unlimited number of common shares
  An unlimited number of preferred shares issuable in series

Issued:

  The Corporation’s issued and outstanding share capital is as follows:

June 30, 2002 June 30, 2001

Common shares/ Warrants - amount 8,755,385 7,063,334
    - number 17,232,718 13,937,260

There are no issued and outstanding preferred shares.

Common share and special warrant transactions

In May, 2002, the TSX Venture Exchange authorised the issue of 1,500,000 Common Shares at an issue price of
$0.65. 450,000 shares were issued at $0.65 under a private placement with cash received by the Company in
2002. 1,050,000 shares are to be issued as compensation for the loss of salary incurred by employees in Quarter 1
of 2002.

In December 2001, the CDNX authorized the issue of 6,666,667 shares at an issue price of $0.45.  2,154,558
common shares and 1,000,000 special warrants were issued at $0.45 under a private placement to board
members, insiders and employees and the cash was received by the Company during December 2001.  Total
proceeds, net of $20,000 legal expense, were $1,419,551.  The special warrants are exercisable into one common
share of the Corporation for no additional consideration.



DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001, 2000 and Quarter ended June 30th, 2002

8. SHARE CAPITAL (Continued)

Dynex Power Inc. issued 2,750,000 special warrants on December 15, 2000 at a price of $2.00/warrant.  Total
proceeds, net of $426,250 commission expense and $145,000 other expenses, were $4,928,750.  Each warrant
entitles the holder to one common share of the Corporation.  The Corporation also issued to the Agent 192,500
compensation options, each of which  entitles the Agent to purchase one common share at a price of $2.00 at any
time prior to December 31, 2002.  $2,516,875 of the proceeds were held in escrow at December 31, 2000, until a
receipt was received in February 2001 from the Ontario Securities Commission.

Dynex Power Inc. issued 1,666,667 special warrants (the “first units”) on February 24, 2000 at a price of
$0.60/warrant.  Total proceeds, net of $100,000 commission expense and $184,783 of other expenses, were
$715,217.  Each unit entitles the holder to one common share of the Corporation and one half of one purchase
warrant for no additional consideration.  Each whole purchase warrant entitles the holder to acquire one common
share for a period of two years from February 29, 2000 at a price of $2.95.  Because a final receipt for a
prospectus was not issued by the Ontario Securities Commission within 120 days of the private placement
closing, on or before June 28, 2000 each holder of a Special Warrant became entitled to receive upon exercise of
the Special Warrant, 1.1 Common Shares and 0.55 Common Share purchase warrants. A prospectus receipt was
issued in the Province of Ontario on October 27, 2000.  In addition to the commission expense, the Corporation
issued to the agent 166,667 compensation warrants.  Each compensation warrant is exercisable without additional
compensation into one compensation option.  83,333 compensation options were exchangeable into one first unit
at a price of $0.60/unit and were exercised by the agent in fiscal 2000.

In addition, the Corporation issued 833,334 special warrants on March 3, 2000 at a price of $0.60/warrant.  Total
proceeds, net of $40,000 commission expense and $2,500 agent legal fees, were $457,500.  The special warrants
were exercisable into one common share of the Corporation for no additional consideration. During December
2000, all such special warrants were deemed to be exercised into an aggregate of 833,334 Common Shares as a
result of the Corporation filing its annual information pursuant to Alberta Securities Commission Rule 45-501.
In addition to the commission expense, the Corporation issued to the agent warrants that are exercisable into
83,334 broker warrants for no additional consideration.  The first 41,667 broker warrants entitled the agent to
purchase one unit (the “second units”) consisting of one common share of the Corporation and one half of one
warrant (“broker purchase warrant”) at an exercise price of $0.60/second unit and have been exercised by the
agent subsequent to September 30, 2000.

On May 28, 1999, the Corporation filed an information circular in connection with the acquisition of all the
shares of GLG Dynex Power Inc. (“GLG Dynex”), the amalgamation of the two companies and the change of the
Corporation’s name from DPI Technologies Inc. to Dynex Power Inc.  The Corporation issued 4,000,000 shares
to the former owners of the common shares of GLG Dynex.
The amalgamation has been accounted for as though it were a continuity of interests and, accordingly, the
Corporation’s financial statements have been restated to combine the financial statements of GLG Dynex.  The
acquisition of GLG Dynex was a non arm’s length transaction as certain shareholders, officers and directors of
the Corporation were beneficial shareholders of GLG Dynex.



DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001, 2000 and Quarter ended June 30th,2002

8. SHARE CAPITAL (Continued)

Stock option plan

A total of 2,657,316 of the common shares of the Corporation outstanding from time to time are reserved for
the issuance of stock options pursuant to the Corporation’s stock option plan. The increase of 907,316 shares
was approved at the Annual General Meeting held June 4th. Generally, options granted under the plan will
expire 5 years from the date of the grant.  Options are not assignable.

Stock options activity  summarised below:

Number of
Weighted
Average

Options Exercise
Price

Outstanding at December 31, 1999 625,000 $ 0.24
Granted 450,000 $ 0.60
Exercised (80,000) $ 0.21
Canceled (39,000) $ 0.30

Outstanding at December 31, 2000 956,000 $ 0.42
Granted 653,000 $ 1.92
Exercised (173,000) $ 0.21
Canceled (134,000) $ 0.87

Outstanding at December 31, 2001  1,302,000 $ 1.15
Granted            330,000      $     0.50
Canceled (7,500)      $     0.83

Outstanding at March 31st, 2002 1,624,500 $   1.02
Granted 400,000 $   0.50
Canceled  (36,500) $   1.23
Outstanding at June 30th, 2002 1,988,000 $   0.90

At June 30th, 2002, the following stock options are outstanding:

Number of Exercise Grant Expiry
Options Price Date Date

Officers 127,000 0.30 Jun 2,1999 Jun 2, 2004
260,000 0.60 Jan 19, 2000 Jan 19, 2005
121,500 2.00 Jan 1, 2001 Jan 1, 2006
330,000 0.50 Jan 1,2002 Jan 1, 2004

Directors who are not officers 50,000 0.20 Aug 21, 1998 Aug 21, 2003
50,000 0.30 Jun 2, 1999 Jun 2, 2004

400,000 0.50 Jan  1, 2002 Jan 2, 2007
New directors 100,000 1.59 Jun 6, 2001 Jun 6, 2006
Employees 56,000 0.30 Jun 2, 1999 Jun 2, 2004

Employees 130,000 0.60 Jan 19, 2000 Jan 19, 2005

Employees 363,500 2.00 Jan 1, 2001 Jan 1, 2006

Total 1,988,00



0

DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001, 2000 and Quarter ended June 30th, 2002

9. RESEARCH AND DEVELOPMENT

June 30, 2002 June 30, 2001

Gross research and development $             398,061 $              638,710
Less: Investment tax credits 0 0

Net research and development $            398,061 $              638,710

10. COMMITMENTS

Minimum operating lease commitments over the next five years are as follows:

2002 $     78,948
2003 43,649
2004 12,102
2005 680
2006  0

$ 135,379

11. CHANGES IN NON-CASH OPERATING WORKING CAPITAL ITEMS

June 30,2002 June 30, 2001

Accounts receivable $
(1,159,111)

$
2,134,408

Refundable investment tax credits 0 0
Inventories 470,336 (994,030)
Prepaid expenses and deposits 75,929 (206,125)
Accounts payable and accrued liabilities (103,413) 3,177,636
Income tax payable (8,471) (62,891)

$               (724,730) $       4,061,169

12. EARNINGS (LOSS) PER SHARE AND FULLY DILUTED EARNINGS (LOSS)
PER SHARE

During the current year, the Corporation adopted the recommendations of the Canadian Institute of Chartered
Accountants Handbook, section 3500, earnings per share.  The recommendations were applied retroactively.

13. ECONOMIC SIGNIFICANCE

For the quarter ended June 30th, 2002, the Corporation had one customer that represented more than 10% of
total revenue.



DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001, 2000 and Quarter ended June 30th, 2002

14. FINANCIAL INSTRUMENTS

There is financial risk to the Corporation’s earnings that arises from fluctuations in foreign exchange rates, and
the degree of volatility of these rates.  The Corporation has not used derivative instruments to hedge its
exposure to foreign currency risk.  The exposure to foreign currency risk is primarily limited to that of the
United States Dollar, the United Kingdom Pound and the French Franc. In addition, the Corporation is exposed
to credit risk from customers.  The Corporation’s business is mostly with large corporations and governments.
The Corporation has credit evaluation, approval and monitoring processes intended to mitigate potential credit
risk. The carrying amounts for cash, trade receivables and accounts payable approximate fair market value
because of the short maturity of these instruments.

15. BUSINESS SEGMENT INFORMATION

Business area

As of January 19, 2000, the business operates in three distinct customer areas - Power (design and manufacture
of power semiconductors), Automotive (microwave and millimetre wave board level products for sensor
applications) and Integrated Circuits.  The customers serviced by these business areas require different
marketing strategies but the product manufacturing is supported by common infrastructure at the Corporation’s
Lincoln, UK facility.  As of September 30, 2001 the Corporation does not segregate assets or other balance
sheet accounts by business area nor does the Corporation measure operating profits by these areas.  The
Corporation evaluates performance and allocates resources based on revenue by business area.  Prior to the
acquisition of the Lincoln Business of Mitel Semiconductor Limited (refer to Note 1), the Corporation operated
in one segment in North America.

Geographic area

The destination of sale (the location of the customer) of revenues and the location of tangible assets determine
the geographic areas.

Revenue:
Business segment      Power $          6,442,355

                                                 Automotive 1,767,674
 Integrated Circuits    1,783,579

$          9,993,608
                                       Europe 6,200,240

 North America 3,221,900
 Far East and other 571,468

$          9,993,608



DYNEX POWER INC.
Notes to the Consolidated Financial Statements
years ended December 31, 2001, 2000 and Quarter ended June 30th, 2002

15. BUSINESS SEGMENT INFORMATION(continued)

Capital Assets

                                                Europe $    6,681686
North America    24,688
Far East and other             0

$   6,706,374

16. CONTINGENCIES

The GMAC facility provides for the Corporation to pay a success fee to GMAC on the earliest of:  (a) sale of
share capital of Dynex Semiconductor Limited; (b) flotation of Dynex Semiconductor Limited stock on any
recognized stock exchange; (c) default under the terms of the facility; (d) prepayment of whole facility; (e)
January 19, 2005.  The fee is calculated at 12.5% of the Fair Price of Dynex Semiconductor Limited as defined
in the agreement.

An action against the Corporation was commenced by a former employee of the Corporation in the Ontario
Superior Court of Justice on October 6, 2000 for payment of approximately $600,000 and 9.9% of the common
shares of the Corporation in respect of employment and incentive compensation arrangements.  The
Corporation has defended this action and believes there is a reasonable prospect of a settlement of this matter
that will not have a material adverse effect on the operating results and financial condition of the Corporation.
However, the outcome is not determinable at this time.

17. PENSION PLAN

For the quarter ended June 30th, 2002 the Corporation made provision in the accounts for an expense of
$158,254 (March 31, 2001: $ 186,441) with respect to a defined contribution pension plan in place at Dynex
Semiconductor Ltd.
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