2004 FIRST QUARTER REPORT

RESULTS RELATIVE TO FISCAL 2004 GUIDANCE:

Absolute’s guidance issued for fiscal 2004 is for year-on-year sales
contract growth between 25% and 50%, and for positive cash from
operations for the year as a whole. On a quarterly basis, Absolute’s
guidance was that cash would continue to be used in operations for
the first quarter. In addition, it was iterated that an appreciating
Canadian dollar relative to the U.S. dollar could impact Absolute’s
ability to meet this guidance. Despite the impact of the appreciating
Canadian dollar, the overall results for the first quarter of fiscal 2004
(“Q1°04”) are in line with Absolute’s expectations, and the Company
is maintaining its guidance for fiscal 2004.

FIRST QUARTER 2004 HIGHLIGHTS:

e  Operating revenue of $1.75 million is up 29% from Q1°03 and down 4% from Q4’03
e Net loss for Q1°04 of $0.92 million declined 49% from Q1°03 and increased 152% from Q4’03
e  (Cash used in operations of $0.69 million increased from $0.10 million in Q1°03, but declined from $0.97 million in
Q403
e Sales contracts of $2.44 million (U.S.$1.78 million) grew 6% (21% in U.S. dollars) over the same quarter last year
and 11% (12% in U.S. dollars) over the prior quarter.
e Operational achievements in the quarter include:
e Controlling costs and growing sales contracts, resulting in a reduction in the amount by which total expenses
exceed sales contracts to $0.26 million in Q1°04, compared to $0.71 million in Q1’03 and $0.55 million in
Q#403.
e Continuing to expand reseller channels, generating 71% of first quarter sales contracts through OEM partners
and 17% through other resellers.
e Focusing technical resources on operational excellence and enhancement of Absolute’s products and
technology platform.
e Commencing development efforts on new products to add to Absolute’s security and asset management
portfolio, and create OEM-specific solutions.
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DEVELOPMENT AND OPERATIONS:

During the first quarter of fiscal year 2004 the development and operations teams were focused on operational
activities to update and enhance Absolute’s current products and platform, and on development activities to extend
product functionality and create new products. Relative to the prior quarter, an increased proportion of technical
resources were assigned to operational activities in Q1°04.

The operational activities were undertaken to ensure Absolute’s products and platform continue to address customers’
dynamic computer security and asset management needs and expectations. The increased focus for Q1’04 reflects
efforts to update and enhance the firewall and encryption products released during fiscal 2003 following customer

feedback and knowledgebase gains.

The result of these efforts included product update releases for ComputracePlus, AbsoluteTrack and AbsoluteEncrypt.
For example, an update to AbsoluteTrack increased the number of software titles tracked in the software compliance
module from 500 to over 1,000. Updates to Absolute’s platform were also undertaken to ensure service levels are
maintained as business volume continues to grow, and to ready the platform for continued development of new
products.

Development activities for the quarter continued to focus on upgrades to existing products and creation of new
products that address customer needs and support Absolute’s growth objectives. Progress was made during the quarter
on designing new OEM-specific solutions, and increasing platform scalability.

In designing new OEM-specific solutions, the research and development team worked closely with a major OEM
partner in a proof-of-concept activity to define two new private label products based on Absolute’s technology
platform. Development activity is expected to complete during the second quarter of fiscal 2004. If Absolute is
successful at winning this business, the OEM partner will sell the private label products as part of a computer life-cycle
management solution.

In anticipation of future sales growth, resources were also assigned to enhance the scalability of the Absolute
technology platform. This included design, implementation and testing of enhancements in a contained environment,
with a view to rolling out these capabilities in the second quarter of fiscal 2004.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIRST QUARTER FISCAL 2004 RESULTS:

Operating revenne and sales contracts
Three Months Ended

% Increase  Sep’03  Sep’02
(000’ (000’s)
Operating revenue 29%  $1,753  $1,363

Sales contracts * 6%  $2,443  $2,306

* Sales contracts are a non-GAAP measure withont a standardiged meaning prescribed by GAAP, and represent customer subscription
contracts for periods of 1 to 4 years, and customer purchases of license software and annunal maintenance. Reconciliation to GAAP measures
is provided with the discussion of deferred revenue belosw.

The increase in Q1°04 operating revenue over Q1’03 reflects the increase in sales contracts during the current and prior
periods. The rate of increase over Q1’03 was negatively impacted by the appreciating Canadian dollar relative to the
U.S. dollar. Had the exchange rate remained consistent with Q1°03, Q1°04 revenue would have increased 44% over
Q1°03. Revenue is recognized upon meeting sales contract performance criteria, which occurs on straight-line basis
over the contract term for subscription and maintenance contracts, and on delivery for license software sales. The
following table details the build up of Q1’04 and Q1’03 operating revenue:



Three Months Ended

Sep’03 Sep’02

(000%) (000’s)
Revenue from prior period subscriptions $ 1,656 $1,253
Revenue form new subscriptions in current period 50 80
Revenue from license software and other 47 30
Total operating revenue for the period $1,753 $1,363

The rate of amortization of revenue from sales contracts for any given period will depend upon the average contract
term for the period. The average term has increased in Q1’04 to 33 months from 28 months in Q1’03 and 29 months
in Q4°03.

Revenue for Q1’04 of $1.75 million declined 4% from $1.83 million in the prior quarter primarily due to a decline in
license software revenue from $0.24 million in Q4’03 to $0.05 million in Q1°04. License software sales tend to have a
longer sales cycle than Absolute’s subscription based sales and are expected to be less predictable in terms of the
periods in which the sales will close. Consistent with industry outsourcing trends, Absolute expects a majority of sales
contracts for any given period to be in the form of subscription contracts.

Q1°04 sales contracts of $2.44 million increased 6% from $2.31 million in Q1°03 and 11% from $2.20 million in Q4°03.
With a majority of sales contracts denominated in U.S. dollars, the recent appreciation in the Canadian dollar relative to
the U.S. dollar has had a significant impact on Q1’04 sales contract growth relative to Q1°03. Removing the impact of
the strengthening Canadian dollar, Q1°04 sales contracts grew 21% over Q1°03.

The sales contract increase in the current period is primarily due to expansion of Absolute’s reseller channel through
continued efforts to build status as a trusted vendor and to provide customer-centric solutions. Absolute has achieved
this with Dell, its largest OEM partner, and is executing on programs to replicate this success with other top tier OEMs
such as IBM, Toshiba, Hewlett Packard and Gateway. In addition, Absolute is pursuing new strategies with key OEM
partners, such as private label and OEM-specific products, to accelerate the rate of sales contract growth and increase
loyalty. These strategies are expected to lead to higher sales contract performance through the remainder of fiscal 2004.
Sales by channel are detailed in the following table:
Three Months Ended

Sep’03 Sep’02
Dell 42% 62%
Other OEMs 29% 1%
Other Resellers 17% 10%
Total 88% 73%

A key success factor for channel expansion and sales contract growth is Absolute’s ability to meet customer
expectations and to develop solutions that meet customer security and asset management needs. For example, two
education customers signed new contracts through OEM partners in Q1’04 following successful computer recoveties.
In addition, in excess of 50% of sales contracts for Q1’04 were from contract renewals and new products sold to
existing customers. Absolute’s development and operations teams are focused on building upon this success though
further enhancement to Absolute’s existing products and development of new products.

Sales contracts are a key metric for Absolute as they determine both the company’s incoming cash flow and current
and future revenue streams. In addition, while the revenue from subscription sales is deferred evenly over the contract
term, a majority of the costs associated with securing and delivering on the contracts are incurred at the beginning of
the term.
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Cost of goods sold and gross margin

Q1°04 cost of goods sold of $0.63 million increased 13% from $0.56 million in Q1°03. The increase is primarily due to
allocating a larger proportion of Absolute’s technical resources to maintenance and operational projects in order to
optimize performance of new products released in fiscal 2003 and ready the technology platform for increased new
product development in future quarters. With the increase in operating revenue for Q1’04 over Q1°03, the gross
margin improved to 64% from 59% in Q1°03. However, primarily due to the decline in license software sales in Q1’04
relative to Q4°03, the gross margin in Q1’04 declined from the 73% margin attained in Q4°03.

Operating expenses

Sales and marketing costs of $1.06 million in Q1’04 declined 18% from $1.29 million in Q1°03. The decline reflects a
reduction in marketing development fund, promotional and advertising expenditures following efforts to streamline
marketing strategies.

Research and development (“R&D”) expense for the first quarter of fiscal 2004 declined 26% to $0.50 million from
$0.68 million in the same quarter last year. The reduction is aligned with the increased cost of goods sold, reflecting an
increase in the proportion of technical resources allocated to maintenance and operational initiatives. In addition, third
party consulting expenses decreased in Q1°04, consistent with the reduction in new product development.

General and administrative (“G&A”) costs of $0.52 million for Q1’04 increased 7% from $0.48 million in Q1°03. The
increase is primarily due to professional fees associated with technology patent projects and costs related to staff
changes made during the end of fiscal 2003.

Interest and other income decreased 28% to $0.06 million for Q1°04 compared to $0.09 million for the same period
last year. The decrease is consistent with the decline in the average cash balance for the period and the period over
period decline in interest rates. In addition, as higher yield short-term investments have matured, they have been
replaced with lower yield cash equivalents.

The foreign exchange loss for Q1’04 of $0.02 million reduced 91% from $0.22 million in Q1°03, primarily due to
translation of U.S. denominated balance sheet amounts. The variance in the Q1’04 and Q1’03 losses reflects a relatively
consistent Canadian dollar value between Q1’04 and Q4°03, compared to a significant depreciation in the Canadian
dollar value between Q1°03 and Q4°02.

The Q1°04 net loss of $0.92 million ($0.06 per share) declined 49% from $1.79 million ($0.09 per share) for Q1°03.
Revenue growth and cost control have been the primary drivers of the reduced loss. The revenue growth is a direct
result of the increasing deferred revenue balances from sales contracts won during the current and prior quarters. At
the same time, cost control initiatives have resulted in a 10% decrease in total operating costs to $2.71 million in Q1°04
compared to $3.01 million in Q1°03. On a net loss per share basis, the current period amount reflects a reduction in the
weighted average number of shares outstanding following the repurchase and cancellation of 3,700,132 common shares
completed during the first six months of fiscal 2003.

Cash used in operating activities of $0.69 million for Q1’04 increased from $0.10 million used in Q1°03. The increase is
consistent with increased accounts receivable balances at the end of Q1’04 due to the timing of sales and receivable
collections relative to that of Q1°03. Removing the timing of receivable collections, Absolute made progress toward
generating positive cash from operations as the amount by which total expenses exceed sales contracts was reduced to
$0.26 million in Q1°04 from $0.71 million in Q1°03.

Liguidity and Financial Resources

Absolute continues to maintain a strong balance sheet and is well positioned to finance its growth and development
objectives. As at September 30, 2003, Absolute had cash, cash equivalent, and short-term investment balances totaling
$8.05 million ($0.50 per shatre), compared to $8.77 million ($0.55 per share) at June 30, 2003. Absolute continues to
hold excess cash resources in investment grade banker’s acceptances, bonds and certificates.

Accounts receivable balances have climbed to $1.91 million at September 30, 2003 from $1.58 million at June 30, 2003.
Q1°04 sales contracts were concentrated at the end of the quarter, resulting in the increased receivable balances.



Collection risk on the receivable balances is mitigated as a majority of the underlying sales contracts are generated
through top tier OEM partners.

Deferred revenue increased to $10.38 million at September 30, 2003 from $9.68 million at June 30, 2003. Deferred
revenue tepresents sales contracts invoiced and/or paid, but not yet recognized as revenue. The current quarter change
in deferred revenue is detailed in the following table.

Deferred Revenue (000s):

Open balance, June 30, 2003 $9,683
Sales contracts for the period 2,443
Operating revenue for the period (1,753)
Foreign exchange and other adjustments 11
Closing balance, September 30, 2003 $10,384

The closing deferred revenue balances provide visibility into Absolute’s future revenue stream. The current portion of
deferred revenue at September 30, 2003 of $5.50 million will be recognized as revenue over the next twelve months,
and the remainder in following periods. This balance will continue to grow as new sales contracts are added in future
periods, and will also increase or decrease with fluctuations in the value of the Canadian dollar relative to the U.S.

dollar.
OUTLOOK

For the coming quarter, Absolute expects current strategic programs and initiatives to accelerate sales contract growth
beyond first quarter results. At the same time, cost control initiatives will be continued, though operating expenses for
the second quarter of 2004 are expected to tend toward Absolute’s historic $3 million level.

However, continued appreciation of the Canadian dollar relative to the U.S. dollar may impact Absolute’s ability to
meet these expectations for 2’04, and the guidance for fiscal 2004 as a whole. If the average Canadian dollar value of
U.S.80.73 experienced in Q1’04 continues through fiscal 2004, Absolute will require U.S. dollar sales contracts growth
in the range of 37% to 64% over fiscal 2003 in order to meet the 25% to 50% Canadian dollar sales contract growth
guidance for fiscal 2004. Nonetheless, following the 21% increase in U.S. dollar sales contracts achieved in Q1’04 over
Q1°03, Absolute is confirming the fiscal 2004 guidance.

Regards,

T

John Livingston
Chief Executive Officer

Risks and Uncertainties
Absolute’s risks and uncertainties continne to be the same as those set ont in the management discussion and analysis section of the Company’s fiscal 2003 annnal
report. This quarterly report attached financial statements should be read in conjunction with Absolute’s fiscal 2003 annual report.

Forward-Looking Statements

This quarterly report contains forward-looking statements that involve risks and uncertainties. These forward-looking statements relate to, g other things, plans
and timing for the introduction or enbancement of our services and products, and other expectations, intentions and plans contained in this guarterly 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.
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