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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and Analydi§inancial Condition and Results of Operationd[P&A”")
should be read in conjunction with Chartwell Tedogy Inc.’'s (“Chartwell” or the “Company”) audited
consolidated financial statements and the acconipgmpotes for the year ended October 31, 2005, lwhave
been prepared in accordance with Canadian geneeabepted accounting principles (“Canadian GAAP”).
Additional information relating to the Company isadable on SEDAR atwww.sedar.comunder Chartwell
Technology Inc. and on the Company’s websitenatv.chartwelltechnology.com

Special Note Regarding Forward-Looking Statements

This MD&A contains certain forward-looking statentemwhich reflect Management’s expectations regardire
Company’s growth, results of operations, perfornesaued business prospects and opportunities.

Statements about the Company'’s future plans aedtions, results, levels of activity, performancechievements
or other future events constitute forward-lookingtements. Whenever possible, words such as “pat&]

“estimate”, “may”, “will", “should”, “could”, “expect”, “plan”, “intend”, “believe”, “estimate”, or “ptential” or
similar words, have been used to identify theseéod-looking statements.

Forward-looking statements involve significant riskcertainties and assumptions. Many factors coaltse actual
results to differ materially from the results dissed or implied in the forward-looking statemefiisese factors
should be considered carefully and readers shalglace undue reliance on the forward-lookingestegnts.

Factors which could cause results or events tedifiom current expectations include, among othargs: the
impact of government legislation; the impact ofcprcompetition; the ability of the Company to natand attract
qualified professionals; the impact of rapid tedbgacal and market change; loss of business oritcresik with

current and prospective major customers; genethlsiny and market conditions and growth rates;enay rate
fluctuations and the impact of consolidations ia tin-line gaming industry. Chartwell disclaims antention or
obligation to update or revise any forward-lookastgtements, whether as a result of new informafittaye events
or otherwise. No assurance can be given that actealts, performance or achievement expressext implied by,

forward-looking statements within this disclosur#él wccur, or if they do, that any benefits may derived from
them.

Past performance has been considered in drawingusions with respect to forward-looking statemergstained
in this MD&A.

EBITDA is defined as earnings before interest, $axiepreciation and amortization. EBITDA is nataognized
measure under Canadian generally accepted accgyiinmciples. Management believes however thaflE is

a useful supplementary measure as it providesatidit of how results of Chartwell's typical busiaesperations
without regard to how these activities were finahog how these results were taxed. Chartwell’'shoetof
calculating EBITDA may differ from that of other mpanies, and accordingly, EBITDA may not be dinectl
comparable to measures used by other companies.

OVERVIEW

Chartwell develops, markets, licenses, implements upports gaming applications and entertainmentent for
the internet and wireless platforms. Chartwell’'sV#dand Flash based software products and gamedesigned
for deployment in gaming, entertainment and proamati applications. Chartwell does not operate aiggusite nor
do we operate our clients’ gaming sites.



Business Plan

The Company’s business plan and objectives thrdisghl 2006 are to continue to increase our maskate in the
traditional internet casino market, with a contiduwemphasis on the European market, further dewtblpiquidity

of our poker community, establish liquidity in deingo community, commercially release our Flashgugkoduct
and further develop poker variants and establistketahare in these new market areas. We will oaetito focus
on product development and diversification of otoducts, customers and revenues.

Business Model

The majority of Chartwell’s revenue is in the foohsoftware license fees. License fees, includeesffrom master
license agreements, most of which are contingeoh wpistomer usage, are recognized on an accrualdsmsarned
over the life of the contract. Licensees pay anoamg fee for the licensing and support of the Conyp@software

under a software licensing agreement, which typidsds a three to five year term. The licenseideslculated as
a percentage of each licensee’s level of actiAgditional sales revenue is derived from softwagtup-fees and
software development fees. Software set-up feesmreeime fees for new customer installations. Tenpany’s

contractual agreements with licensees provideferprovision of graphics, web design, software enptntation

services, licensing of the software and provisibaaftware upgrades over the fixed term of the @it Set-up fee
revenue and related costs are recognized ratalelytbe term of the contract. Software developmeasfare fees
that the Company charges for software developnmemices relating to software programming servidésese fees
are recognized on a percentage-of-completion laeslgeported in other revenue.

Expenses are classified into six categories, softvdevelopment and support; sales and marketingerge and
administrative (“G&A”"); depreciation and amortizai, stock-based compensation expense and foreigancy
gains or losses. Software development and supqmorsists of personnel and related costs assocwitbdthe
design and development of new products, supporéxisting products, customer implementation and itual
assurance. Sales and marketing expenses conpistsminnel and related costs associated with thep@oy's sales,
marketing and business development activities. G&penses include the costs of all administrativeyricial and
IT personnel, investor relations and professiorsgsf relating to our public company listing. Stoelséd
compensation expense consists of the estimateddhie of options granted to employees and conssltduring
the year. Depreciation and amortization expensedased on the estimated useful life of our asseddnclude the
amortization of deferred software development castsintangible assets acquired in the acquisdfdviicropower
Corporation. The Company operates internationaltih w00% of its revenue derived from non-Canadianrees.
Under the Company’s licensing agreements, the ritajof the Company’s revenue is received in Eurod b.S.
dollars. Consequently, the Company is exposed teeay fluctuations, which result in foreign curegngains or
losses, which are reported in this expense category

FINANCIAL REVIEW

Chartwell realized strong top line growth and coudd profitability in 2005. Total revenue increassd46.3% to
$17,849K compared to $12,201K in 2004; net incorafofe taxes grew by 77.0% while net income remained
consistent with the prior year. The growth in tatavenue was attributable to both the organic dgnowithin our
installed base of clients and incremental reverareted from new clients.

In 2005, the majority of Chartwell’s total reverwas generated from long term licensing agreeméatsgenerally
extend from three to five years. In 2005, we added licensees and began to diversify our revenuadaode
revenue from other sources.

In 2005, the Company continued to invest in theaginoof its business. In May, the Company acquiradrépower
Corporation Limited. This acquisition gave the Camyp a significant technology boost in poker sofavand added
eighteen technologists to our poker developmemhidde Company also extended the capabilities apdaity of
the development teams in other product areas, ptodeployment, and customer support through a dtage
investment program which added technical resourteds and supporting infrastructure throughout flear.
Capital expenditures were approximately $1.0 millin 2005 and total headcount, including part-tiemeployees



and consultants, increased to one hundred and yient from seventy-seven in 2004. These investsevdre
necessary to continue to deliver on our produsgmae and customer support initiatives.

Increased expenditures will continue to be necgdsa2006 to sustain and build for long-term growth

Chartwell continued to strengthen its balance slee2005. Cash and short-term investments incrkdee
$19,122K compared to $9,314K in 2004. The Compahglance sheet was further strengthened by the letionp
of a private placement of $11.0 million in the figgiarter of 2005. The Company’s strong cash amdkiwg capital
positions will allow us to continue to pursue figwrowth without the need for additional financing.

Chartwell's internal control systems continue tmlge as the Company grows. We believe these sgstmm
sufficient to execute our business plan and toigdmmeaningful results upon which to manage ouiress.



SELECTED ANNUAL FINANCIAL DATA

Comparison of the years ended October 31, 2005 a2@04:

Consolidated Statement of Operations & Deficit

Year ended October 31,
(Amounts in Thousands, Except per Share
Data)
Revenue
Software license fees
Software set-up fees
Interest and other

Expenses

Software development & support

Sales and marketing

General and administrative

Amortization of intangible assets

Amortization of deferred software development
costs

Stock-based compensation

Depreciation & amortization

Foreign currency loss

Net income before taxes
Income taxes

Net Income
EBITDA

Net income per share
Basic
Diluted

October 31,
(Amounts in Thousands)
Consolidated Balance Sheet Data
Cash & short-term investments
Working capital
Total assets
Deferred revenue
Total shareholders equity

% Of % Of % Of

2005 Revenue 2004 Revenue 2003 Revenue

$16,393 91.8 | $ 11,268 92.4 $6,300 86.0

657 3.7 798 6.5 920 12.6

799 4.5 135 1.1 109 1.5

17,849 100.0% 12,201 100.0% 7,329 100.0%

6,037 33.8 4,418 36.2 3,288 44.9

2,194 12.3 1,320 10.8 878 12.0

1,625 9.1 2,179 17.9 1,069 14.6

105 0.6 - - - -

235 1.3 98 0.8 110 1.5

637 3.6 103 0.8 - 0.0

260 1.5 244 2.0 137 1.9

376 2.1 233 1.9 795 10.8

11,469 64.3% 8,595 70.4% 6,278 85.7%

6,380 35.7% 3,606 29.6% 1,051 14.3%

2,382 13.3% (415) -3.4% (630) -8.6%

$ 3,998 22.4% | $ 4,021 33.0% $ 1,681 22.9%

6,535 36.6% 3,815 31.3% 1,189 16.2%
$ 022 $ 0.28 $ 0.12
$ 0.2 $ 024 $ 0.12
2005 2004 2003
19,122 $ 9,314 $ 5,178
20,933 10,549 6,545
32,753 14,962 9,219
473 1,095 1,688
28,847 13,122 7,305




RESULTS OF OPERATIONS
YEAR ENDED OCTOBER 31, 2005 COMPARED TO YEAR ENDEDOCTOBER 31, 2004.

REVENUE
Compared to 20Q4otal revenue in 2005 increased by 46.3%.

Total revenues increased to $17,849K for the yealeé October 31, 2005 compared to $12,201K foryte

ended October 31, 2004. Revenue growth is prignatttibutable to the significant growth in softwdicense fees
which increased 45.5% to $16,393K for the year dridetober 31, 2005 compared to $11,268K in the geded

October 31, 2004. License fees remain the biggmsributor to revenue and represented 91.8% af tetenue in
fiscal 2005 which is consistent with 92.4% of rewerin fiscal 2004. Looking forward, we expect tlieénse fees
as a percentage of revenue will remain consistégjly.

Set-up fee revenue decreased 17.7% to $657K iggheended October 31, 2005 compared to $798Keirydar
ended October 31, 2004. The decrease is primdtifpatable to smaller set-up fees from new client§e expect
set-up fees to continue to decrease as a percenitageenue in the future.

Interest and other revenues increased 491.9 %98kKsih the year ended October 31, 2005 comparé&i 85K in
the year ended October 31, 2004. In fiscal 200%r8lell entered into a software development ses/agreement
with one customer to provide software developmentises, which resulted in $353K of other revendeciv was
not present in 2004. In addition, interest incowas higher in 2005 due to the short-term investméaiance
significantly increasing to $15.2 million in 200®Mm $3.3 million in 2004.

We anticipate that revenues will continue to inseeduring our fiscal year 2006, as we enter intw seftware
licensing agreements, software development senagesements and as we continue to earn increaswenues
from our installed base of customers.

OPERATING EXPENSES
Compared to 2004, total expenses in 2005 increlapa3.4%.

Total expenses increased to $11,469K in the yeded®ctober 31, 2005 compared to $8,595K in the grded
October 31, 2004. The increase in operating expens@nly reflects the Company’s investment programich
began in fiscal 2004 and continued in 2005. Duthng year the Company acquired Micropower Corponasind
added technical resources, tools, and infrastractwhich contributed to increased salary, depremiatand
amortization expenses. In addition the 2005 reswfiect the impact of expensing of employee stopkions
commencing November 1, 2004.

As a percentage of total revenue, total operatxgerses decreased to 64.3 % in the current yeaparemh to
70.4% in the prior year. Operating margins (defias the difference between total revenue and ¢ésfadnses as a
percentage of revenue) have increased to 35.7%90B6 2ersus 29.6% in 2004. As Chartwell continwesuild
efficiencies in our cost structure, we expect ofiegamargins to increase accordingly.

SOFTWARE DEVELOPMENT & SUPPORT

Software development and support costs includestiary and benefit costs of software developmeuality
assurance and customer implementation and suppesbqmel working on the continuing enhancement wf o
products as well as quality assurance and testitigitees. These expenses also include indepermiaritactors and
consultants, recruitment costs, deferred set-upresgs and allocated operating expenses.

Software development and support costs continueepoesent the Company’s largest expenditure are2005,
software development and support costs, net ofrigafesoftware development costs, increased by 3a®%
$6,037K compared to $4,418K in 2004. Costs relatmghe development of software are expensed asred
unless they meet the criteria for deferral and a@ation under generally accepting accounting ppies. In 2005,



the Company deferred costs of $662K compared t&17 2004. This deferral had the effect of redgcioftware
development and support costs by the equivalentiatrin the respective years.

The Company’'s product development focus continuesbé reflected in its employee demographics as
approximately 83% of the total employee populatieere dedicated to product planning, design, deveéoy,
deployment and support. Salaries and benefitsumted for 86.8% of software development costs 0520
compared 82.8% in 2004. The increased salary ceflect the addition of approximately 34 develommand
technology related employees since November 1, 20@vhich 18 are the result of the acquisition atMpower

in May 2005.

As a percentage of revenue, software developmehsapport expenses, net of deferred software demeat costs
of $662K, decreased to 33.8% in 2005 compared ta%36n 2004, reflecting increased efficiencies ur cost
structure.

Due to the increasing demands for new gaming pitsdand the Company's product development and stppor
initiatives, we anticipate adding technical resesrin fiscal 2006 which will result in a corresporglincrease in
software development expenses, consistent witlymwth strategy.

SALESAND MARKETING

Sales and marketing expenses include the salarybandfit costs of sales and marketing personneferéiding,
trade shows, travel, marketing materials and tyd#iase costs.

Sales and marketing expenses increased by 66.3%2,194K in 2005 versus $1,320K in 2004. The inseea
reflects a full year of costs associated with oondlon, U.K sales and marketing team. In additadvertising,
trade shows and travel costs have increased ttodugr increased marketing activities.

As a percentage of revenue, sales and marketing base increased to 12.3% in 2005 versus 10.8Z00%,
reflecting Chartwell’s increased investment in engiag our European presence.

GENERAL AND ADMINISTRATIVE

General and administrative (G&A) expenses inclute salary and benefit costs of corporate persotegd) and
professional fees associated with the Company’digtitings, annual audit and quarterly review fedad debt
expenses and all costs associated with investatiors. Our corporate staff includes finance andoanting,
investor relations, IT support and corporate adstiative staff.

G&A expenses decreased by 25.4% to $1,625 from7®K Tor the year ended October 31, 2005 compardteo
same period of 2004. The reason for this decrisaseofold. Firstly, there was a partial recoverfya $225K bad
debt which was expensed in 2004. In addition, cedecretionary compensation was reduced in 200Fsetting
these decreases, other G&A expenses increasedodagditional infrastructure costs required to supgoowth
including professional fees, office expenses, adtration, etc.

As a percentage of revenue, G&A expenses decrdased % in 2005 from 17.9% in 2004. The reasondtese
changes are explained above.

AMORTIZATION OF INTANGIBLE ASSETS

Amortization of intangible assets is related to gimation charges on the customer contracts anelléctual
property acquired in the acquisition of Micropoweilhe expense for 2005 was $105K, with no comparati
expense in 2004. The expense recorded at Octdhb&0B5 relates to the amortization of the acquingaingibles
from the acquisition date to October 31, 2005. Valele recorded for customer contracts is beingrtépeal over
the contract period for each acquired contract @i cash flows are being generated for Chartwellhe value
recorded for intellectual property is being amatizstraight-line over five years, which is Managatize best
estimate of the time period that the acquired ie¢tlial property will provide future value to Chaetl.



AMORTIZATION OF DEFERRED SOFTWARE DEVELOPMENT COSTS

Amortization of deferred software development cdets2005 was $235K compared to $98K for 2004. itedl
2003 and fiscal 2004 the Company deferred $531K$MGK, respectively, of software development costating
to the development of the Company’s community pgkaduct. Management has estimated that the apptepr
amortization period would be three years. The Camgsegan amortizing these costs on a straightdass in the
third quarter of fiscal 2004. Therefore, the irmse in amortization in 2005 is due to a full yehamortization in
2005 versus only six months of amortization in 2004 fiscal 2005, the Company deferred an additi&®62K of
software development costs related to the developwfeversion 2.0 of the Company’s community pogesduct,
which builds on the intellectual property acquiiedhe acquisition of Micropower Corporation. Thessts have
not been amortized to date, given that this protlastnot yet been launched.

STOCK- BASED COMPENSATION

The Company recorded $637K of stock-based compensatpense for 2005 versus $103K for 2004. Staded
compensation expense relates to the amortizatidheofair value of stock options granted to empésyalirectors
and consultants. Expenses are amortized over gtegeperiod of three to five years. The increiasthis expense
over the prior year is due to the prior year expemdy including the expense associated with tlaatgef options to
consultants in the fourth quarter of 2004. The @any retroactively adopted, without restatemerg, Ganadian
accounting standards for stock based compensadicgmployees effective November 1, 2004. Thereface,
associated expense related to employees is record#D4. The Company had issuances of optionk gaarter
throughout 2005, which increased the expense quavir-quarter throughout the fiscal year.

DEPRECIATION & AMORTIZATION

Depreciation and amortization expenses remainedy fabnsistent at $260K in 2005 versus $244K in 200
Although net book values have increased at Oct8tie2005 versus October 31, 2004, additions inttirel and
fourth quarters of 2005 were significant, resultindower depreciation costs in 2005 relative te thcrease in net
book value.

As a percentage of revenue, depreciation and aratidh expenses decreased to 1.5% in 2005 ver8@s fr
2004. It is expected that continued investmentoimguter hardware and software will be requirechasGompany
continues to grow but that depreciation and amatitn should remain fairly constant as a percentdgevenue.

FOREIGN CURRENCY LOSS

The Company incurred a foreign currency loss of6k3%or 2005 compared to a foreign currency los$283K for
2004. The increased foreign currency losses eapeed in 2005 were due to the weakening of the Bndothe US
dollar in comparison to the Canadian dollar, whiesulted in losses in the value of the Company'si¢m cash and
receivables. The Company does not utilize hedgésreard contracts to mitigate foreign currencgkri

PROVISION FOR INCOME TAXES

Income tax assets relate to the Company’s futwdéaefits which arose from loss carry-forwards easkarch and
development costs. The valuation of tax assdtased on the amount of tax benefits available coetbivith the
determination as to when the tax benefits will alized and the tax rate in effect at that timéwe Tax assets are
based on Management’s best estimates of the tiofitige recovery of these assets.

Income taxes for 2005 were $2,382K versus an expatovery of ($415K) in 2004. Tax expense in 2i30due to
the Company no longer having any valuation allovearemaining and is taxable in 2005. The 2005 tgpeprse
reflects the non-deductibility of stock based congation and increased income from operations f@520ersus
the recognition of a net tax recovery due to woiteef valuation allowance in 2004.



EBITDA

EBITDA (defined as net income less interest, ples, depreciation and amortization), increased hy% to
$6,535K in 2005 from $3,815K for 2004. Chartwedishshown strong growth in revenues and operatinginsg
which has positively impacted the EBITDA positiointtee Company for the year ended October 31, 2005.

Net Income

Net income decreased by 0.6% to $3,997K for the gaded October 31, 2005 versus $4,022K for the grded
October 31, 2004. Although revenues and operatiaggins showed growth in 2005 over 2004, the Compan
incurred significant stock-based compensation es@atue to the adoption of the accounting standardstock-
based compensation to employees in fiscal 2005vélk the Company incurred tax expense in 2005 @b to
2004 when the Company recorded a tax recoveryalthetpreviously unused valuation allowance.

Diluted earnings per share were $0.20 for the gaded October 31, 2005 compared to $0.24 in the gariod of
2004. The decrease in the diluted earnings peeshahe current year reflects the impact of thditawhal shares
issued in the private placement financing in Deocena 2004.

Liquidity and Capital Resources

Positive cash generation continued to add to agtbalance sheet. At October 31, 2005 the Compadynb debt,
$19,122K in cash and short term investments andkingrcapital (defined as current assets less cutiailities)
of $20,933K.

Operating Activities

Operating cash flow for the year ended October2B05 was $3,522K compared to $4,032K for the yealed

October 31, 2004. The decrease is mainly attribeitédr a smaller reduction in the change in workoagpital

balances resulting from an increase in the accoredsivable balance due to slower collections froentain

customers. In addition, in October 2005, a softwhreelopment services contract was completed ihange for a
demand promissory note of $647K which decreaseld tam operating activities in 2005. This decresseffset

by increases non-cash expenditures (i.e. stockdbesmpensation, amortization of deferred develofnoests,

amortization of intangible assets, future incomeegpense, depreciation and amortization) whichadded back to
the net income figure to arrive at cash from openat

Financing Activities

Cash flows from financing activities were $10,52f¢ 2005 versus $883K for 2004. The Company'’s faiag
activities consisted primarily of the issuance lodires for cash resulting from the exercise of styuions and the
issuance of shares from a private placement fimgnitci December of 2004, offset by cash used torohaise the
Company’s shares through the Normal Course IssigeraB well as cash used to repay a portion oatheunt due
to Honeycomb Holdings Limited recorded on the asitjon of Micropower Corporation. For the year etide
October 31, 2005, the Company realized net procek#i$,370K from the exercise of 1,051,379 stockarms at an
average price of $1.30, compared to net proceedd866K from the exercise of stock options in 2004e
December 2004 private placement provided cash HjOPDK for 2,365,592 shares from treasury at agpoic4.65
per share. Cash from financing activities decredge$787K in 2005 due to the repurchase of 192d@0es at an
average cost of $4.09 under the Normal Course iBigedated September 26, 2005. An additional elese in
cash from financing activities was due to a paynmeatle to Honeycomb Holdings Limited resulting fraertain
milestones being met under the purchase agreemehti€ropower Corporation, which required Chartwellmake
a payment of approx. $294K in Canadian equivalentnicy. There were no other significant finagcactivities
in 2005.



I nvesting Activities

The Company’s investing activities consisted maoflyhe acquisition of Micropower on May 20, 2008hwother
investments in the purchase of short term investspehe increase in deferred development costdfangurchase
of property and equipment which include computerd software for internal use and furniture anduiigs. Total
cash used in investing activities was $16,141K $2@85K for the fiscal years ended October 31, 2805 2004,
respectively. Cash used in investing activitiestfar year ended October 31, 2005 was attributabtee business
acquisition of Micropower, which was a cash outtdy$2,602K). In addition, the Company purchaséd,$02K

of short-term investments in 2005 compared to thehmse of $1,605K in short term investments du#i®g4, and
purchased $959K of property and equipment in 208&sus the purchase of $604K in property and equipme
during 2004. Deferred software development costsried in 2005 were $662K versus $175K in 2004rasgnting
increased investment in development of our Flas®epproduct and poker community products.
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SELECTED QUARTERLY FINANCIAL DATA

The following table sets out selected unauditedrfaial information of the Company on a consoliddiasdis for the last eight
quarters.

Fis@05 Quarters
(In Thousands except per share data)

Q1 Q2 Q3 Q4 Annual
Revenue
Software license fees $ 4,622 $ 3,630 $ 4,028 $ 4,113 $ 16,393
Software set-up fees 115 125 348 69 657
Interest & other 78 122 132 467 799
4,815 3,877 4,508 4,649 17,849
Expenses
Software development & support 1,325 1,319 1,754 1,639 6,037
Sales & marketing 600 551 488 555 2,194
General & administrative 458 227 418 522 1,625
Amortization of intangible assets - - 19 86 105
Amortization of deferred software
development costs 59 59 59 58 235
Stock-based compensation 118 91 198 230 637
Depreciation & amortization 36 68 54 102 260
Foreign currency loss (gain) (20) (15) 338 72 375
2,576 2,300 3,328 3,265 11,469
Net income before taxes 2,239 1,577 1,180 1,384 6,380
Income taxes 753 643 452 534 82,3
Net Income $ 1,486 $ 934 $ 728 $ 850 $ 3,998
Basic earnings per share $ 0.09 $ 0.05 $ 0.04 $ 0.04 $ 022
Diluted earnings per share $ 0.08 $ 0.05 $ 0.04 $ 0.04 $ 020
Fis@004 Quarters
(In Thousands except per share data)
Q1 Q2 Q3 Q4 Annual
Revenue
Software license fees $ 1,939 $ 2,699 $ 3,393 $ 3,237 $ 11,268
Software set-up 215 191 184 208 798
Interest & other 44 26 21 44 135
2,198 2,916 3,598 3,489 12,201
Expenses
Software development & support 1,002 1,006 1,172 1,238 184
Sales & marketing 291 289 437 303 1,320
General & administrative 480 715 327 657 2,179
Amortization of deferred software
development costs - - 39 59 98
Stock-based compensation - - - 103 103
Depreciation & amortization 35 53 103 53 244
Foreign currency loss (gain) (41) (78) 105 247 233
1,767 1,985 2,183 2,660 8,595
Net Income before taxes 431 931 1,415 829 3,606
Income taxes 45 (33) 204 {631 (415)
Net Income $ 386 $ 964 $ 1,211 $ 1,460 $ 4,021
Basic earnings per share $ 0.03 $ 0.07 $ 0.08 $ 0.10 $ 028
Diluted earnings per share $ 0.03 $ 0.06 $ 0.07 $ 0.08 $ 024
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QUARTERLY RESULTS

FOR THE THREE MONTHS ENDED OCTOBER 31, 2005 COMPARED TO THE THREE MONTHS
ENDED OCTOBER 31, 2004.

REVENUE

In the three months ended October 31, 2005, tetanue increased by 33.2% to $4,649K compared 488K in
the same period of 2004. The growth in total reeemas mainly attributable to both the growth inuroés from
existing major licensees and revenue from new costs, resulting in an increase in software licefless in the
fourth quarter of 2005 compared to the comparativarter of 2004. Software license fees increasedmy% to
$4,113K in the fourth quarter of 2005 from $3,23%kKhe fourth quarter of 2004.

Software set-up fees decreased by 66.8% to $69 8208K for the three months ended October 31, 204b
2004, respectively. Software set-up fees, as eeptaige of total sales revenue, decreased to Td@#06.0% for the
three months ended October 31, 2005 and 2004. iF Hise to smaller set-up fees from new clientse &¥pect that
software set-up fees will represent a progressighaller percentage of the Company’s sales revasuge
continue to build our license fee component of nexe

Interest and other income increased to $467K frddk$for the three months ended October 31, 200528,
respectively. The increase was attributable tofawsoe development services agreement complete§368K in
the fourth quarter of 2005, to which there is nmparative revenue item in the fourth quarter of200h addition,
the Company had significantly higher cash and itnmest balances resulting from increased cash floomf
operations and the private placement in Decemb@4, 2@sulting in higher interest income.

Operating Expenses

Total operating expenses increased by 22.7% td$8,2or the three months ended October 31, 2005pened to
$2,660K for the same period of 2004.

The increase in operating expenses mainly refigetsmpact of the Company’s investment program.ifi@uthe
three months ended October 31, 2005, increasechsepavere incurred for continued development of casino
and soft games and our poker community, enhancentemmiur back-office system, project managementcaadity
assurance and testing. This increased expendéuetik expected to continue in order to sustadwgn.

SOFTWARE DEVELOPMENT & SUPPORT

Software development and support costs, net ofrdefesoftware development expenses of $550K, iseckdy
32.4% to $1,639K for the three months ended Oct8tie2005 compared to $1,238K for the same perf@2D64.

Salary and consulting expenses increased 93.6%hddahree months ended October 31, 2005 comparte ttame
period of 2004. The increased salary expensescidfie addition of approximately 34 development tathnology
related staff since November 1, 2004, of which f6the result of the acquisition of Micropower iraj12005.

As a percentage of revenue, software developmethitsapport expenses were 35.3% and 35.5% for thee thr
months ended October 31, 2005 and 2004, respectiSeftware development and support expenses areasing
in line with increased revenues and are consistéhtthe Company’s growth strategies.

SALESAND MARKETING

Sales and marketing expenses increased by 83.2856K from $303K for the three months ended Octdier
2005 compared the same period of 2004. The incrésasdtributable to the additional sales and manket
headcount, which has grown from 3 to 5 over thegamative periods.

As a percentage of revenue, sales and marketingnegg increased to 11.9% from 8.7% for the thresthmsceended

October 31, 2005 and 2004, respectively. Thiseiase is due to Chartwell’'s increased investmegtaming our
business and, thus, increased travel and trade sbst& being incurred in fiscal 2005 versus fi&04.
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GENERAL AND ADMINISTRATIVE

G&A expenses decreased by 20.5% to $522K from $6@®T1Kkhe three months ended October 31, 2005 cozdpar
to the same period of 2004. The reason for thisedese is due to an accrual for year-end bonus$22ifk which
was provided for in the fourth quarter of 2004, vetmry similar bonuses were not accrued for 2005seftfng these
decreases, other G&A expenses increased due ttoaddliinfrastructure costs required to supportwghoincluding
professional fees, office expenses, administragomn,

As a percentage of revenue, G&A expenses decréaskt2% for the three months ended October 315 Z@n
18.8% for the same period of 2004. As revenuesimomtto increase, we expect this percentage toiragntto
decrease.

AMORTIZATION OF INTANGIBLE ASSETS

Amortization of intangible assets is related to gimation charges on the customer contracts anelléctual

property acquired in the acquisition of MicropoweFhe expense for the three months ended Octohe2(® is

$86K, with no comparative expense in 2004. Theeakcorded for customer contracts is being anegttaver the
contract period for each acquired contract (i.ecaesh flows are being generated for Chartwell)e Value recorded
for intellectual property is being amortized ovimefyears, which is Management's best estimatéetime period
that the acquired intellectual property will progituture value to Chartwell.

AMORTIZATION OF DEFERRED SOFTWARE DEVELOPMENT COSTS

Amortization of deferred software development cdsisthe three months ended October 31, 2005 waK $5
compared to $59K for 2004. In fiscal 2003 and fi204 the Company deferred $531K and $175K, rebmy,

of software development costs relating to the dgwelent of the Company’'s Community Poker product.
Management has estimated that the appropriate aatish period would be three years. The Companyabe
amortizing these costs on a straight line basithenthird quarter of fiscal 2004. As the amoriizatis being
recorded on a straight-line basis, the amortizatigpense is consistent for these periods.

STOCK- BASED COMPENSATION

The Company recorded $230K of stock-based compensexpense for the three months ended Octobe?2(®15
versus $103K for the three months ended October28@4. Stock-based compensation expense relatéseto
amortization of the fair value of stock options mjed to employees, directors and consultants. Bqmemre
amortized over the vesting period of three to fiears. The increase in this expense in the twagpeoative periods
is due to the prior year expense only includingagkpense associated with the grant of options tewtants in the
fourth quarter of 2004. The Company retroactivalyopted, without restatement, the Canadian acamynti
standards for stock based compensation to emplogBestive November 1, 2004. Therefore, no assedia
expense related to employees is recorded in 20b#% company had issuances of options each quarughout
2005, which increased the expense quarter-oveteuairoughout the fiscal year.

DEPRECIATION & AMORTIZATION

Depreciation and amortization expenses increasei?lBfo to $102K for the three months ended Oct8lie2005
versus $53K for the similar period of 2004. Thisreased depreciation expense is due to increagdibok values
of property and equipment at October 31, 2005 we@atober 31, 2004. Significant hardware additioese
required in the fourth quarter of 2005 to integrthie Micropower staff into the Chartwell environnhand to build
up their infrastructure. It is expected that conéid investment in computer hardware and softwéidg/required
as the Company continues to grow.
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FOREIGN CURRENCY LOSS

The Company incurred a foreign currency loss ofk$#i the three months ended October 31, 2005 coadpim a
foreign currency loss of $247K for the comparatieriod of 2004. The decreased foreign currencyekss
experienced in the fourth quarter of 2005 were tdug smaller relative increase in the value of@lamadian dollar
in Q4 2005 versus Q4 2004. The Company does ilizeutedges or forward contracts to mitigate fgrecurrency
risk.

PROVISION FOR INCOME TAXES

Income taxes for the three months ended Octobe2@15 were $534K versus an expense recovery ofL{$6B

2004. Tax expense in the fourth quarter of 2008uis to the Company no longer having any valuatiowance
remaining and was therefore fully taxable in fisg@D5. The 2005 tax expense reflects the non-diditg of

stock-based compensation expense and increaseménitom operations for 2005, versus the recognitiba net
tax recovery due to the realization of a valuatiowance in 2004.

EBITDA

EBITDA (defined as net income less interest, plees, depreciation and amortization), increase®h9% to
$1,516K for the three months ended October 31, 2606 $897K for the comparative period of 2004. a@tvell
has shown strong growth in revenues and operatargims, which has positively impacted the EBITD/Asipion of
the Company for the quarter ended October 31, 2005.

Net Income

Net income decreased by 41.8% to $850K for thesthmenths ended October 31, 2005 versus $1,460théathree
months ended October 31, 2004. Although revenodsoaerating margins showed growth in 2005 over2@te
Company’s tax expense has increased significamggngthat the Company was taxable in 2005 whileeiveas a
tax recovery in 2004 due to unused valuation allmeabeing used for losses carried forward to 2004.

Diluted earnings per share were $0.04 for the thmeath period ended October 31, 2005 compared 2836 the
same period of 2004. The decrease in the dilutedregs per share in the fourth quarter of 2005 the impact
of the additional shares issued in the privategatant financing in December of 2004.

Liquidity and Capital Resources
Operating Activities

Operating cash flow for the three months ended @ot@1, 2005 was $592K compared to $1,313K fortlinee
months ended October 31, 2004. The decrease idynadiributable to a smaller reduction in the chamgworking
capital resulting from an increase in the balant@arounts receivable due to slower collectionsnfroertain
customers. As well, the Company issued a promissgoty to a customer, drawing on cash in the fogudrter of
2005 in comparison to the fourth quarter of 2004.

Financing Activities

Cash flows used in financing activities were ($638% the three months ended October 31, 2005 serash flows
provided by financing activities for the three muwtended October 31, 2004 of $126K. The Compairyan€ing
activities in the fourth quarter of 2005 consisfgimarily of the issuance of shares for cash resylfrom the
exercise of stock options, offset by cash use@painrchase the Company’s shares through the Normais€ Issuer
Bid, as well as cash used to repay a portion ofXhe to Honeycomb Holdings Limited recorded on dsitian of
Micropower Corporation. There were no other siguaifit financing activities in the fourth quarter2®05.
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I nvesting Activities

Cash flows used in investing activities were ($77¢f)the three months ended October 31, 2005 verasis flows
used in investing activities for the three montinsledd October 31, 2004 of ($57K). The Company’s sting

activities in the fourth quarter of 2005 consistadinly of the purchase of short term investmertts,ibcrease in
deferred development costs and the purchase oepyoand equipment which include computers andasott for

internal use and furniture and fixtures.

Contractual Obligations

The Company’s future minimum annual payments uogerating and capital leases are the following:

2006 $605,837
2007 $562,099
2008 $512,898
2009 $ 85,498
Thereafter $ NIL

Related Party Transactions

SG&A expenses for the year ended October 31, 26€lGde legal fees of $60K and consulting fees @5kl paid
to certain officers of the Company in the normalirse of business. Amounts due from related padiekl58K
consist of amounts due from certain Company offiGard directors. The balance bears 6% interesgdsred by
189 thousand common shares of the Company andohset terms of repayment.

Accounting Policies and Estimates

Critical accounting policies and methods used ia fireparation of the Company’s financial statemearts
described in note 1 to the consolidated finandatesnents of the Company for the year ended Oct®he2005.

The preparation of the consolidated financial statiets in accordance with Canadian generally acdegteounting
principles requires Management to make estimatdsagaumptions that affect the reported amountsséta and
liabilities and the disclosure of contingent assetd liabilities at the date of the consolidatethficial statements
and the reported amounts of revenue and expensieg dloe reporting period. Areas of significantiesttes include
the recoverability of deferred software developmeasts, amortization periods for property and eopgipt,
amortization of intangible assets, revenue recagnifprovision for doubtful accounts, the realieatiof future tax
assets, deferred set-up fee expenses and stoak t@aspensation. Actual results could differ fromrdgement’s
best estimates and underlying assumptions as adalitihnformation becomes available in the future.

The significant accounting policies which the Comp&elieves are most critical to aid in fully unskanding and
evaluating its reported financial results include following:

Deferred Software Development Costs

Research costs are expensed as incurred. Codisdrétathe development of software are expenseddcasred.
Costs related to the development of software apemsed as incurred unless such costs meet thaacfde deferral
and amortization under Canadian generally accogmimciples. The criteria include identifiable toattributable
to a clearly defined product, the establishmerieohnical feasibility, identification of a marketrfthe software, the
Company’s intent to market the software and thsterce of adequate resources to complete the pr&jeftware
development costs are amortized over an estimasefululife of three years, commencing in the yedrew
commercial sales of the products commence. Camthlsoftware development costs are evaluated oh ea
reporting period to determine whether it continteemeet the criteria for continued deferral and dization.
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Revenue Recognition

The Company enters into contractual agreements heigmsees that provide for the provision of graghiweb
design and software implementation services, ttenfing of software, and the provision of unspedifsoftware
upgrades over the fixed term of the contract. Rageunder such contractual arrangements is nognézed before
there exists persuasive evidence that an arrangearists, delivery has occurred, the fee is fixad determinable,
and the collectibility of outstanding amounts isisiolered probable. As the Company’s contractualingements
provide for the delivery of multiple elements, tGempany evaluates whether vendor-specific objeaiidence
(“WVSOE") exists to allow for the allocation of the&rrangement fee between the undelivered elementsthan
delivered elements for revenue recognition purposeBo date, as the period provided for in contraktu
arrangements for the provision of unspecified uggsais consistent with the license period, the Gowighas not
been able to identify VSOE and allocate revenuevéetn delivered and undelivered elements. Accotgirsgt-up
fees are recognized ratably over the term of thatreot, commencing upon completed delivery of the
implementation and integration services. Direa Brcremental costs incurred with respect to theupecontractual
arrangements have been deferred as deferred sefpepse and are recognized ratably over the tetimeafontract
consistent with that for the related revenue reiam

License fees, including fees from master licenge@gents, most of which are contingent upon custusege, are
recognized on an accrual basis as earned oveifataf the contract.

Fees for software development services are recedrmn a percentage-of-completion basis over tha t&rthe
contract and are recorded to other revenue.

Accounts Receivable

The Company carries its accounts receivable atlessta reserve for unrealized foreign exchangeekand less an
allowance for doubtful accounts. On a periodic fatsie Company evaluates its accounts receivalblestablishes
an allowance for doubtful accounts. The allowaredased on the circumstances of each customeiorelaip
together with an assessment of the history of waige-offs and collections. The allowance for ddubaiccounts
generally relates to unpaid license fees includingpunts that may be owed under minimum licensegatiins
pursuant to the Company’s license agreements.

Goodwill

The valuation of goodwill is based on the valuehe reporting unit to which goodwill is attributetio the extent
that the valuation exceeds the net book value efé¢tated reporting unit, no write-down is necegsadsoodwill is
tested for impairment annually or more frequentlyevents or circumstances indicate that the assghtnbe
impaired.

Stock-based Compensation

Effective November 1, 2002, the Company adopted @amadian standards for accounting for stock-based
compensation and other stock-based payments. @lWerécommendations require equity instruments ageatd
employees and non-employees and the cost of thsaeceived as consideration to be measured eqanized
based on the fair value of the equity instrumesssied. Compensation expense is recognized overetlied of
related employee service, usually the vesting penb the equity instrument awarded. In additiome hew
standards require that equity instruments issuateemployees be recorded at their fair valubatdate they are
earned. Prior to November 1, 2004, the Companstedeto follow an alternative method of accountiog stock
options awarded to employees and recognized no eosapion expense when stock options were gran€d.
November 1, 2004, the Company elected to adopnthis policy retroactively without restatement oibpmperiods.
As a result, $351,646, representing the estimaahkevof stock options issued to employees in 20@B2D04, was
charged to deficit and credited to contributed kigen November 1, 2004.
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Risks and Uncertainties
General

The Company and its subsidiaries operate in a agidanging environment that involves numerous siskd
uncertainties, many of which are beyond our con&madl which could have a material effect on our hess,
revenue, operating results and financial conditiarhe following highlights some of these risks amtertainties

Government Regulation

The Company and our software licensees are sutgjempplicable laws in the jurisdictions in whictethoperate,
such as Belize, Malta, Gibraltar, Netherlands Aediland others. Some jurisdictions have introddegiglation and
rules attempting to restrict or prohibit online gag) while other jurisdictions have taken the positthat online
gaming is legal and have adopted (or are in thega®of considering) legislation to regulate ongjaening.

The UK intends to establish a regulated marketofdine gaming. The Isle of Man and Alderney, boththe

British Isles, are already regulated environmeatdiiternet gaming, based on standards consistigmiand-based
gaming. The British government has enacted leipsldo create a regulated and licensed jurisdicfar Internet
gaming. Compliance with that legislation may résulincreased costs that could have a materia¢@aveffect on
the Company’s revenue, results of operations arahfiial condition.

Existing legislation in some jurisdictions, incladi US federal and state statutes, has been and continue to be
construed to prohibit or restrict gaming througle thise of the Internet and there is a risk that gowental

authorities may view the Company and/or our licessas having violated such statutes. Therefoegetis a risk
that legal proceedings could be initiated agairsstawr licensees, Internet Service Providers (“IsBad others
involved in the Internet gaming industry. This wbpotentially result in our incurring substantldgigation and

legal expenses, penalties, fines, injunctions bewtemedies or restrictions being imposed upoorusir licensees
while diverting the attention of Management. Suymoceedings could have a material adverse effecthen
Company’s revenue, results of operations and fiakcondition.

As companies and consumers involved in online ggnimcluding our licensees and their players, acated in
different jurisdictions around the world, thereuiscertainty regarding the future regulatory framegwfor online
gaming. There is a risk that proposed legislasapporting online gaming may not be passed andekiating
legislation supporting online gaming may be chang€tianges to the regulatory framework could haveaterial
adverse effect on the Company'’s revenue, resulbperfations and financial condition.

E-Commerce Law

In addition to laws pertaining specifically to ardi gaming, Chartwell may become subject to any ruroblaws
and regulations that may be adopted with respett@dnternet and electronic commerce. As wellyenir laws,
which predate or are incompatible with Internet omance, may be enforced in a manner that resttietglkectronic
commerce market. The application of such pre-edgstCanadian, US and international laws regulating
communications or commerce in the context of therfret and electronic commerce is uncertain.

Moreover, it may take years to determine the extenwhich existing laws relating to issues suchndsllectual
property ownership and infringement, libel and pess privacy are applicable to the Internet.

New laws and regulations that address issues ssialser privacy, pricing, online content regulatitexation,
advertising, intellectual property, information saty, and the characteristics and quality of oaliproducts and
services may be enacted.

The adoption of new laws or regulations relatingthie Internet, or particular applications or intetptions of
existing laws, could decrease the growth in the afséhe Internet, decrease the demand for our mtsdand
services, increase our cost of doing business vldaotherwise have a material adverse affect onCbmpany’s
revenue, results of operations and financial comit
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Payment Processing

Commencing in December 2001, certain financialtusons in the US ceased to accept online ganmagsactions
through their credit cards due to the uncertaietyarding the legality of Internet gaming in the UShis event
negatively impacted the online gaming industry asvteole, our licensees and Chartwell. If other ficial

institutions or credit card issuers in the US dreotcountries implement similar or additional riesions, this would
have a material adverse effect on the Company’'smeéw, results of operations and financial conditidiis risk
has been partially mitigated, however, with Chalteengoing focus on the European market

Competition

Some of Chartwell’'s competitors have significarghgater financial, technical, marketing and satsources and
may be able to respond more quickly to changesigtomer needs. Additionally, these competitors tmayble to
devote a greater number of resources to the entramte promotion and sale of their games and garsystems.
Our future success is dependent upon our abilitwitoour share of sales (in the form of new lice@®eagainst
these larger competitors. Failure to do so coeddilt in a material adverse effect on the Compargyenue, results
of operations and financial condition.

Industry Consolidation

Recently, there has been a significant amount p$aldation in the industry in which we operatehefe exists the
potential that such consolidation could shrink fie of prospective customers for our services digto a
rationalization of preferred software vendor suppi This factor could have a material adversecefbn the
Company’s business, revenues, results of operatiodginancial condition.

Renewal of Software License Agreements

The majority of the Company’s revenue is in therfaf software license fees. Licensees pay an oggdeie for the
licensing and support of the Company’s softwareearalsoftware licensing agreement, which typichHdg a three
to five year term. The license fee, or royaltycédculated as a percentage of each licensee’sdéeetivity. There
is no assurance that Chartwell will be able to weagreements with existing clients or that the Campwill be

able to renew agreements under similar financidl@ther terms. The failure to renew agreementiefailure to
renew agreements under similar financial and ottens could have a material adverse effect on th@pgany’'s

revenue, results of operations and financial coomlit

Dependence on Market Growth

The online gaming market has experienced and ieat&d to continue to experience significant growtthere can
be no assurance that the market for the Compararising solutions will continue to grow, that consusnwill

continue to adapt Chartwell’s solutions or that ®@hall will be successful in selling into new anxisting markets.
If the markets in which our products compete faigtow, or if the business of the licensees whoaiseproducts
fails to grow, or grows more slowly than Chartwelrrently anticipates, the Company’s business, li®saf

operations and financial condition may be matsriativersely affected.

Internet Viability and System I nfrastructure and Reliability

The growth of Internet usage has caused intermptind delays in processing and transmitting de&a the
Internet. There can be no assurance that the btténfrastructure or the Company's own network esyst will
continue to be able to support the demands planagsdy the continued growth of the Internet, thierall online
gaming industry or that of our customers.

The Internet's viability could be affected by daldy the development or adoption of new standandspeotocols to
handle increased levels of Internet activity or tluéncreased government regulation. If criticaluss concerning
the commercial use of the Internet are not favgrabkolved (including security, reliability, costase of use,
accessibility and quality of service), if the nesay infrastructure is not sufficient, or if othixchnologies and
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technological devices eclipse the Internet as aleighannel, this may negatively affect Internedges and our
business, revenues, financial condition and opega®sults will be materially adversely affected.

End-users of our software depend on ISPs, onlingicge providers, gaming site operators and our esgst
infrastructure for access to the sites operatedylicensees. Many of these services have expesikbservice
outages in the past and could experience servitages, delays and other difficulties due to sysfaitures,
instability and interruption. Our licensees mayelosustomers as a result of delays or interruptiorservice,
including delays or interruptions relating to highlumes of traffic or technological problems. Aseasult, we may
not be able to meet the level of service that weehaontracted for, and we may be in breach of amtrectual
commitments, which could have a material adverdecefon the Company’s business, revenues, restlts o
operations and financial condition.

Also, the increasing presence of viruses and cgttacks may affect the viability and infrastructofethe Internet
and could materially adversely affect our business.

Security

The Company’s Internet gaming software is reliant technologies and network systems to securely lband
transactions and user information over the Interméiich may be vulnerable to system intrusions,utimarized
access or manipulation. As users become incregssaphisticated and devise new ways to commit fraua
security and network systems may be tested anccuty attack. There is no assurance that suchsiohs or
attacks will or can be prevented in the future ang system intrusion or attack may cause a detgrruption or
financial loss, which could have a material advezffect on our business, results of operations famahcial
condition.

Reliance on Other Parties

The Company’s products rely on ISPs to allow ouerisees’ customers and servers to communicate eaith
other. If ISPs experience service interruptiohgyduld prevent communication over the Internet amadild impair
our ability to carry on our business.

The ability of our customers to process e-comméraesactions depends on banking processing andt cad
systems. Any system failure, including networkitware or hardware failure that causes a delay@riuption in
e-commerce services could have a material advdfset ®n the business of our licensees and accgiidirthis
could have a material adverse effect on the Conipdusiness, results of operations and financiatldmn.

Failure to Manage Growth Successfully

The Company’s business has grown rapidly in theftag years. The accelerated growth of our bissindaces a
strain on managerial and financial resources. Tn@nth, our expansion and the acquisition of Mpower

Corporation have resulted in substantial growttheonumber of our employees, the scope of our strinature and
the geographic area of our operations, resultingnaneased responsibilities for existing and newnaggement
personnel. Our ability to successfully manage thisvth depends, in large part, upon our ability retain and
attract qualified management; retain and attraitiesktechnical personnel to continue to develdmbde solutions
that respond to the evolving needs of our custonaa retain and attract sales and marketing peedda create an
expanding presence in the rapidly growing marketpléor our products. The inability to achieve afythese

objectives could harm the Company’s business, tesfioperations and financial condition.

Dependence on Key Personnel
The Company’'s success is largely dependant uporpén®rmance of its key management, technical aid s
personnel. Completion for highly skilled manageméathnical and sales personnel is intense. Tability to

retain keep employees and to attract and retaiitiadal key employees who have the necessary gkifly have a
material adverse effect upon the Company’s growthgofitability.
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Risks Associated with Currency Fluctuations

The majority of Chartwell’s revenue is realizedaneign currencies, while the majority of the Compa expenses
are incurred in Canadian Dollars. Fluctuationsthie exchange rate between the Canadian Dollar émer o
currencies, particularly the US Dollar and the Eunay have a material adverse effect on the Conipaegults of
operations and financial condition.

Chargebacks

As a result of increased player deposit levels,austomers are subject to higher exposure to chaoys, which
may also result in possible penalties. Chargebaoksleposit transactions credited to an end uaecsunt that is
later reversed or repudiated. This factor couldeha material adverse effect on the business oficemsees and
accordingly, a material adverse effect on the Camisebusiness, results of operations and finarcoalition.

Lengthy Sales Cycle

The Company’s sales cycle (beginning with an irger@ customer and culminating in the entering iotoa
commercial agreement with a customer) typicallygemnfrom six to twelve months and may be longehis T
lengthy sales cycle limits Chartwell’s ability torécast the timing of new sales in a specific folaihquarter. Any
extension in the length of our sales cycle may hawmaterial adverse effect on the Company’s reveraresl
financial condition.

I ntellectual Property Protection

The Company relies on a combination of laws andrectual provisions to establish and protect oghts in our
software and proprietary technology. Our abiliyprotect our proprietary information is crucialtt® success of
our business. We do not currently possess anypatecopyright registrations in Canada, the Unigdtes or any
other jurisdiction. There can be no assurancettieasteps we have taken to protect our proprieights will be
adequate to deter misappropriation of our technologny such misappropriation could have a mateaidverse
effect on the Company’s business, revenues, resiutigerations and financial condition.

Similarly, given the nature of the business envinent in which we operate, other parties have threst to issue
legal proceedings against the Company based ogedllmfringement of intellectual property rightsione of these
threats has yet resulted in legal proceedings, Wiexyeghere can be no assurance that such threatkl wever
materialize into actual litigation or that the Caamy would prevail in such litigation. An adversetetrmination in
legal proceedings, a costly litigation process aroatly settlement could have a material adverfecebn the
Company’s business, revenues, results of operatidrfinancial condition.

Proposed Transactions

There is no proposed asset or business acquisitidisposition transactions pending as at OctothePB05.

Off Balance Sheet Arrangements

As at October 31, 2005, the Company has not entatecny off balance sheet arrangements

Financial Instruments and Other Instruments

The Company’s financial instruments consist of ¢cablort term investments, accounts receivable snateeivable,
amounts due from related parties, accounts payaideaccrued liabilities, income taxes payable aapital lease
obligations. The fair value of these financial ingtents approximates their carrying values, exaspioted below.
It is management’s opinion that the Company is exgposed to significant interest and or credit riskhe

Company’s credit risk lies in its accounts recelgealvhere the balance is due from a small numberustomers.

The Company’s short term investments consist oéstments in low risk, fixed interest, corporate gogernment
bonds. A substantial portion of the Company’s nexeis exposed to currency fluctuations.
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The Company’s notes receivable consists of a twamsory notes. The first is a US $500,000 noeradt bearing
note due on demand from a customer under a Magtense Agreement expected to be repaid within @ae.yThe
fair value, based on market interest rates, is @B53,411 versus the carrying value recorded of GB588,550. In
addition, a promissory note in the amount of CDN8%957 bearing interest at 12% is due from ano#ner's
length party. The terms of the promissory note iregpayments of CDN $20,000 to be made for theopefiom
November 30, 2006 to July 31, 2007 and a lump sagment of the remaining outstanding balance, irinlyd
accrued interest, to be made on August 31, 2007.O¢&ober 31, 2005, the fair value of the promigsoote
approximates its carrying value.

The Company does not use financial derivativesotner financial instruments”.
Other MD&A Requirements

The Company has 19,169,371 common shares outstpatilanuary 28, 2006. If all of the Company’s apsi were
exercised, the Company would have 20,846,991 conshares outstanding.

Management believes that the disclosure contralspaocedures that are currently in place are atffect

The Company’s 2005 Annual Information Form is aafalé orwww.sedar.com
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