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FIRST QUARTERLY REPORT

RESULTS FOR Q1’03 RELATIVE TO GUIDANCE
ISSUED AUGUST 14, 2002:

In reporting fourth quarter fiscal 2002 results, Absolute
provided guidance of 35% to 50% growth in sales
contracts for fiscal 2003 over fiscal 2002. With Q1'03
sales contracts at the highest level in Company history
at $2.31 million, a 111% increase over the same
period last year and 34% increase over the prior
quarter, Absolute is reaffirming fiscal 2003 guidance of
35% to 50% growth. Sales contracts for Q2°03 are
expected to meet the levels obtained in Q1'03 as the
Absolute team continues to build key reseller channels
and enhance existing services and software.

HIGHLIGHTS:

e Q1'03 sales contracts grew by 1119% to $2.31 million from $1.09 million in Q1'02, while operating
revenue grew over the same period by 13% to $1.36 million. When compared to the prior quarter,
sales contracts grew 34% and operating revenue grew 8%.

e The Company reported a net loss for Q1’08 of $1.79 million ($0.09 per share), a 52% increase over
the net loss of $1.18 million ($0.06 per share) for Q1’02 and a 2% increase over the prior quarter net
loss of $1.76 million ($0.09 per share).

e Cash used in operations for Q1’03 was $0.10 million compared to $1.16 million for the same period
in fiscal 2001 and $1.14 million in the prior quarter.

e Absolute continued to focus on its reseller channel, generating 62% of Q1’03 sales contracts through
Dell Computer Corporation (“Dell”), and 11% through other resellers. This compares to 30% through
Dell and 23% through other resellers for the same period last year, and 33% and 33% respectively for
the prior quarter.

e On August 21, 2002, Absolute announced and began purchases under a Normal Course Issuer Bid
that expires on August 20, 2003 or upon purchase of a maximum of 1,314,487 common shares. A
total of 147,500 shares have been purchased at an average price of $0.30 per share.

e Service development milestones during Q1'03, included the enhancement of the ComputracePlus
service with Data Delete functionality and the completion of the enterprise software version of both
ComputracePlus and AbsoluteTrack.
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DEVELOPMENT AND OPERATIONS:

Development and operational activities in the quarter focused on releasing feature improvements for
AbsoluteTrack, launching the Data Delete feature enhancement to ComputracePlus, completing enterprise
software versions of ComputracePlus and AbsoluteTrack, developing a new encryption service and other
computer security and asset management services, and optimizing customer service processes by
integrating them with Absolute's customer relationship management (CRM) system.

Development efforts on the next AbsoluteTrack maintenance release commenced during the quarter. It
improves efficiency in tracking hardware and software assets with particular emphasis on hardware and
software configuration change tracking. The Company’s objective is to deliver monthly maintenance
releases through the second quarter of fiscal 2003. Customer feedback continues to be positive to date,
providing input to drive prioritization of enhanced features and functionality.

Significant progress was achieved in Q1’03 on the next evolution of the online Absolute Customer Center,
which is integral to incorporating encryption technology licensed from PC Dynamics into an Absolute
branded new data security service. Alpha software releases have been completed and are now being
demonstrated to customers for the purpose of qualifying beta customer participation. Absolute anticipates
that the new encryption service will be launched in early Q3'03.

Continuing development efforts from Q3’02 and Q4'02, Absolute completed the productization of
ComputracePlus and AbsoluteTrack enterprise systems as announced on October 16, 2002. The
enterprise systems enable customers to manage Absolute’s client/server architecture and communications
in-house. Absolute continues to provide recovery services for ComputracePlus customers under the
model.

During the quarter, Absolute completed trials for Data Delete which provides ComputracePlus customers
with a method of deleting sensitive data from lost or stolen computers. Formally announced on August 14,
2002, Data Delete is available on a “purchase on demand” basis. Data Delete broadens the value of
ComputracePlus by providing a method for protecting data in addition to hardware.

During the quarter, Absolute completed the conversion of all operational reporting requirements to
streamline the customer service department'’s use of our CRM system. This continues the implementation
of this key management system providing the organization with a common, consolidated view of customer
information. The CRM system has already enabled significant improvements in operational efficiency with
continued effort this quarter focusing on integrating the software with other company operational systems.
This project will result in improved levels of support service to our customer base and will allow the
operation to effectively scale to meet anticipated increases in demand from new services and software.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIRST QUARTER FISCAL 2003 RESULTS:

Sales contracts and operating revenue

% Increase Q1'03 Q1'02

(000’s)  (000’s)

Sales contracts 111% $2,306 $1,093
Operating revenue 13% $1,363 $1,210

Sales contracts and operating revenue are key measures for Absolute. Sales contracts are a non-GAAP
measure and do not have a standardized meaning prescribed by GAAP and as such a reconciliation to
GAAP measures is provided with the discussion of deferred revenue below.
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The increase in sales contracts over the prior period reflects increased penetration in Absolute’s reseller
channels. At the beginning of the year, Absolute set a goal that at least 60% of sales are obtained through
resellers. For the first quarter of this year, reseller sales are ahead of that pace accounting for 73% of
sales contracts, which is up from 53% for the same quarter a year ago and 66% for the immediately
preceding quarter. Sales through Dell increased substantially through the quarter accounting for 62% of
sales contracts, which is up from 30% a year ago and 33% for the immediately preceding quarter. The
success with Dell is encouraging, as the sales team has increased efforts to build up this relationship.
Absolute is working toward taking its success with Dell to other resellers as the Company continues to
focus on building reseller channels as part of its growth strategy.

The Q1’03 increase in operating revenue is consistent with the 9% sales contract growth in fiscal 2002,
raised slightly to 13% on the strength of Q1'03 sales contracts. Sales contract terms have traditionally
averaged in the range of 25 to 29 months, and as such, fiscal 2003 operating revenue is directly related to
the deferred revenue balances built up from sales contracts over the past three fiscal years, plus a portion
of current year sales contracts. Contract terms for Q1'03 were consistent with recent experience
averaging 28 months.

Cost of goods sold and gross margin

The gross margin of 59% for Q1’03 improved over the 51% level in the prior quarter, but has decreased
relative to the 70% gross margin in Q1'02. The variance in the gross margin is largely determined by the
level of maintenance and improvement work on existing services and processes versus research and
development work on new services and software undertaken by the development and support team. As
expected, the gross margin increased relative to Q4’02 as the development and support team increased
efforts on development projects. However, the gross margin remained below the level attained in Q1’02 as
increases in operating revenue were not sufficient to offset resources required for completing the first
AbsoluteTrack maintenance release, enhancing existing services and integrating back end systems with a
CRM system. Contract employees have been used for much of the integration work, resulting in increased
consulting expenses, as opposed to permanently increasing the support team cost structure.

Operating expenses

Selling and marketing costs rose to $1.29 million in Q1'03, a 27% increase over the Q1’02 expense level
of $1.02 million. The increase is primarily due to increased commissions and travel, promotion and
marketing costs associated with increasing the sales contract volume. Through leveraging reseller
channels, Absolute was able to increase sales contracts without a corresponding increase in sales and
marketing employees; employees numbered 35 at September 30, 2001 and 33 at September 30, 2002.

Research and development (R&D) costs of $0.68 million for Q1’03 were 11% higher than the
corresponding quarter last year. The increase relates to payroll and consulting costs associated with
upgrading existing services and developing new services for computer security and asset management. In
order to support the development initiatives, the number of R&D employees increased from 18 at
September 30, 2001 to 24 at September 30, 2002. In addition, more consultants were utilized for specific
projects such as the new encryption service. In the corresponding quarter of the prior year, a majority of
the development efforts was focused on the AbsoluteTrack service for which Absolute had the expertise
in-house.

General and administrative (G&A) costs increased to $0.48 million, a 5% increase over the $0.46 million
incurred in the same quarter last year. Amortization expense accounts for a majority of the increase,
increasing from $0.06 million in Q1’02 to $0.08 million in Q1’03 following the purchase of the CRM
system last fiscal year.
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Interest and other income has decreased 61% to $0.09 million in Q1’03 from $0.22 million in the first
quarter of fiscal 2002. The decrease is consistent with the decline in the average cash balance for the
period and the period over period decline in interest rates. Interest rates in the Q1'02 quarter benefited
from bonds purchased in fiscal 2001 that carried a yield in excess of 5%.

The foreign exchange loss increased 62% to $0.22 million in Q1’03 from $0.14 million in Q1'02. The
increased loss is primarily due to translation of Absolute’s growing US dollar deferred revenue balances
during a period where there was a decline in the value of the Canadian dollar from US$0.66 at June 30,
2002 to US$0.63 at September 30, 2002.

The loss for the period of $1.79 million ($0.09 per share) is 52% higher than the $1.18 million ($0.06 per
share) loss realized in the first quarter of fiscal 2001. The increased loss was expected in light of the
declining interest rates, changes in the value of the Canadian dollar, and increased operational costs
associated with servicing higher sales contract volumes and developing additional services.

Liquidity and Financial Resources

Cash used in operations improved to $0.10 million in Q1’03 from $1.16 million in Q1'02. The increase is
a result of focusing on Dell's July 31, 2002 quarter end to provide early quarter sales success, and prompt
receivable collection to convert sales contracts to cash in a timely manner.

Absolute continues to maintain a strong balance sheet and is well positioned to finance its growth and
development objectives. As at September 30, 2002, Absolute had cash, cash equivalent, and short-term
investment balances totaling $11.90 million ($0.61 per share), compared to $12.09 million ($0.62 per
share) at June 30, 2002. Absolute continues to hold excess cash resources in investment grade bonds
and investment certificates.

Absolute’s deferred revenue balance has grown on the strength of Q1’03 sales contracts. With an
average term of 28 months, the Q1'03 sales contracts will be recognized as monitoring revenue on a
straight-line basis and, together with sales contracts from prior periods, will determine the rate of increase
in monitoring revenue. The change in the deferred revenue balance for the period is explained in the
following table.

Deferred Revenue (000's):

Open balance, June 30, 2002 $7,375
Q1’03 sales contracts 2,306
Q1'03 operating revenue (1,363)
Foreign exchange and other adjustments 253
Closing balance, September 30, 2002 $8,571
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OUTLOOK:

Absolute has just completed a strong quarter with a record level of sales contracts, reduced cash burn
rate and increased reseller sales. The Company is still on track to meet its sales growth target of 35% to
50% for fiscal 2003. The development team is making solid progress on new service offerings, which are
expected to be released early in the new year. The cash burn rate is likely to increase, as the receivable
balance is not as high coming into the quarter. Overall expenditures are expected to be in line with first
quarter levels and as a result the net loss should be lower provided there are no material foreign exchange
losses.

Regards,

John Livingston

Chief Executive Officer

FORWARD-LOOKING STATEMENTS

This quarterly report contains forward-looking statements that involve risks and uncertainties. These forward-looking
statements relate to, among other things, plans and timing for the introduction or enhancement of our services and
products, and other expectations, intentions and plans contained in this quarterly report that are not historical fact. When
used in this quarterly report, the words “plan,” “expect,” “believe,” and similar expressions generally identify forward-looking
statements. These statements reflect our current expectations. They are subject to a number of risks and uncertainties,
including, but not limited to, changes in technology and general market conditions. In light of the many risks and
uncertainties you should understand that we cannot assure you that the forward-looking statements contained in this
quarterly report will be realized.

© 2002 Absolute Software Corp. All rights reserved.

Computrace® is a registered trademark of Absolute Software Corp. Other product or company names are the registered trademarks or
trademarks of their respective owners. Computrace US Patents #5,715,174, #5,764,892, #5,802,280, #6,244,758 and UK Patent
#GB2338101.

The TSX Venture Exchange has neither approved nor disapproved of the information contained in this news release.
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