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MESSAGE TO SHAREHOLDERS
Dear Shareholders,

The second quarter of Fiscal 2005 was an
exciting time for Atlantis, and we are very
pleased to report such good news to our
shareholders.

The past year has gone well.  Since last
September progress has exceeded expectations
to the point that the business plan can be
accelerated by about two years. There have
been dramatic improvements to the Atlantis
balance sheet; the order book has reached a
historic high; the company has taken significant
steps towards diversifying its products and
services; and we are well under way in our
evolution into a training integrator. Finally, the
Company is on the best financial and
organizational footing in years, and is well
positioned to execute its growth plan.

The highlight is the Contracted Flying Training
and Support (CFTS) project, part of a trend
towards turn-key, privately-funded initiatives
supplying crucial services to the military sector.
Atlantis is one of five industry-leading
companies comprising the Allied Wings
consortium that was awarded a $1.77 billion
CFTS contract for the Canadian Department of
National Defence (DND) in March 2005. Atlantis
is responsible for the design, development,
installation, operation, and support of the CFTS
Ground Based Training System for a twenty-
year period.

Atlantis’ part of the bid will yield approximately
$65 million in revenues over the first 30 months
of the project and another $15 million in support
services during the remainder of the project.
Further, the DND budget has set aside $1
million per year, or $20 million in total, for
upgrades that are an addition to the terms of
the contract.

Finally, Atlantis was selected to be the
marketing lead for the Allied Wings team.
This distinctive relationship with the Canadian
Forces has already led to first-round meetings
with military leaders in several countries as the
CF uses its contacts to help Atlantis open

discussions and then sell the CFTS programme
around the world.

As you know, the Company’s operating entity,
Atlantis Systems International Inc. (ASI)
contributes 100% of the consolidated revenues.
For the three months ended June 30, 2005
these were $12,799,000 versus $4,871,000
for the three months ended June 30, 2004;
an increase of 266 percent. Some $8,774,000
came from the start of work on the CFTS
programme for the Canadian DND.  We
recommend that you read the MD&A notes
carefully; you will see that contract terms
precluded us from recognizing CFTS earnings
in this quarter.  This means that margins are
under-stated this quarter and, provided the
final contracting process is completed, which
we expect to occur in Q3, margins will be
over-stated in the next.

The gross margin for the second quarter of 2005
was $1,512,000 (11.8%) versus $1,609,000
(33.0%) for the three months ended June 30,
2004. The gross margin will return to normal in
Q3 when we expect to begin recording earnings
on the CFTS contract. For the three months
ended June 30, 2005 the Company earned net
income of $426,000 compared to net income of
$388,000 in 2004.

During the quarter the Company commenced
work on upgrades to the Royal Australian Air
Force’s F/A-18 Integrated Maintenance Training
System, an $8,800,000 contract starting in April,
2005, that added $2,589,000. In revenues in the
quarter

Work continued on the Student Aircraft Interface
Trainer Stations for the U.S. Navy’s F/A-18
Visual Environment Maintenance Trainers,
yielding $891,000 in revenues during the second
quarter. It is anticipated that this programme will
be completed during fiscal year 2005.

As you will see from the financial statements,
the Company is running smoothly. We are
investing in research and development while
general and administration (G&A) expenses
are well below the same period last year and we
continue to expand our investment in sales and
marketing.



Finally, we want you to know that we are as
concerned as you are that the capital market
has yet to recognize the true value of our
stock. We are putting in the effort, but the
results are disappointing, so we must work

both harder and smarter. We have a great story
to tell: the fundamentals are all in place and we
exit the second quarter of 2005 with an order
backlog of $27.7 million, over two and one-half
times greater that this time last year.

Donald B. Hathaway
Chairman of the Board
May, 2005

Andrew Day
President and Chief Executive Officer
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MANAGEMENT'S DISCUSSION AND
ANALYSIS

This discussion and analysis contains forward-
looking statements about Atlantis’ objectives,
strategies, financial condition, results of
operations, and cash flows. Forward-looking
statements are not guarantees of future
performance and involve risks, uncertainties
and assumptions, which could cause actual
results to differ materially from those anticipated
in these forward-looking statements. These
risks are discussed throughout this document,
and in particular in the “Business Risk Factors”
section.

O VE RV I E W

The following is a discussion of the material
factors influencing the operating results and
financial condition of Atlantis Systems Corp.
(“Atlantis” or the "Company"), as at and for
the six months ended June 30, 2005.  All
figures are in Canadian dollars unless
otherwise specified.  This document should
be read in conjunction with the Interim
Consolidated Financial Statements of the
Company and notes thereto as at and for
the six months ended June 30, 2005 and
Management’s Discussion and Analysis of
Financial Condition and Operating Results as
at and for the year ended December 31, 2004.

T HE  C F T S PR O J EC T

The Contracted Flying Training and Support
(CFTS) project reflects a trend towards
turn-key, privately-funded initiatives supplying
key services to the military sector. Atlantis
is one of five industry-leading companies
comprising the Allied Wings consortium
that was awarded a $1.77 billion, twenty-two
year contract for CFTS to the Canadian

Department of National Defence (DND) in
March, 2005. As part of the Allied Wings
team, Atlantis is responsible for the design,
development, installation, operation, and
support of the CFTS Ground Based Training
System (GBTS) for a twenty-year period.
The GBTS courseware includes academic
presentation materials, tutorial-style computer-
based training (CBT), interactive simulation
CBT, Flight Training Device (FTD) briefings
and flight training briefings. A suite of flight
training equipment, ranging from desktop
trainers to fixed-base flight simulators will
support the courseware. The administration
of this training suite will be managed by a
state-of-the-art Training Information
Management System (TIMS).

Atlantis used both sub-contractors and
in-house capabilities to develop its training
solution, which will yield approximately $65
million in revenues over the first 30 months
of the project and $15 million in support
services during the remainder of the project.
Further, the DND budget has set aside $1
million per year, or $20 million in total, for
upgrades that are considered highly likely
but are an addition to the terms of the
contract.

Finally, Atlantis was selected to be the
marketing lead for the Allied Wings team.
This distinctive relationship will allow the
Canadian Forces to use its contacts in other
militaries to help Atlantis open discussions
and then sell the CFTS programme around
the world.



During the second quarter, Atlantis was
awarded a $30 million contract by the prime
contractor of the CFTS program. The company
commenced work on the program during the
second quarter. It is anticipated that the final
contract award will occur during the third
quarter.

R ES UL T S  O F  O P ER AT I O NS

The Consolidated Statements of Operations
and Deficit for the six months ended June 30,
2005 with the comparative numbers for 2004,
reflect the operations of the Company’s sole
remaining operating entity, Atlantis Systems
International Inc. (ASI) along with corporate
overheads.

ASI’s operations represent 100% of the
consolidated revenues. Revenues for the
three months ended June 30, 2005 were
$12,799,000 versus $4,871,000 for the three
months ended June 30, 2004; an increase
of 266 percent. During the second quarter of
2005, Atlantis commenced work on the CFTS
programme for the Canadian DND. Operating
under agreements with the CFTS prime
contractor as well as the Company’s major
sub-contractors, the Company recognized
revenues of $8,774,000. Of this amount,
$8,373,000 resulted from subcontract work
and the Atlantis “in-house” portion of the
contract led to revenues of $401,000.

The Company recognized revenue upon
commencement of work under the terms
of the agreement with the CFTS prime
contractor. The agreement allows for the
Company to be reimbursed for all costs
incurred until the final contract is signed.
Accordingly no profit was recognized on
the CFTS programme during the second
quarter of 2005.  It is expected that the
prime contractor and DND will detail the
final portion of the CFTS contract during
the third quarter.

During the quarter the Company also
commenced work on upgrades to the
Royal Australian Air Force’s F/A-18
Integrated Maintenance Training System
(IMTS) to maintain currency with required
aircraft modifications. The $8,800,000
contract was awarded to Atlantis in April,
2005. Revenues recognized during the
second quarter under this contract were
$2,589,000.

Work also continued on the Student Aircraft
Interface Trainer Stations (SAITS) for the U.S.
Navy’s F/A-18 Visual Environment
Maintenance Trainers. Revenues recognized
on this programme were $891,000 during the
second quarter of 2005. It is anticipated that
this programme will be completed during fiscal
year 2005.

The gross margin for the three months ended
June 30, 2005 was $1,512,000 (11.8%) versus
$1,609,000 (33.0%) for the three months
ended June 30, 2004. No gross margin was
recorded on the CFTS contract as the interim
contract only permits reimbursement of costs
incurred with no profit element. In addition,
the gross margin reflects continued investment
in the development of proprietary Intellectual
Property. Spending on these activities during
the second quarter of 2005 amounted to
$250,000.

General and administration (G&A) expenses
for the three months ended June 30, 2005
were $585,000 (2004 - $705,000). Year to
date G&A expenses of $1,528,000 (2004 -
$1,258,000) include $462,000 of expenses
incurred as a result of the issuance of stock
options in the first quarter. Of this amount,
$416,000 was expensed during the first
quarter of 2005, and $46,000 was expensed
during the second quarter of 2005. The
remaining costs of issuing the stock options
will be expensed over a three-year period at
a cost of approximately $45,000 per quarter.
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Selling and marketing expenses for the three
months ended June 30, 2005 were $352,000
(2004 - $238,000). The Company remains
committed to further investment in sales and
marketing resources. During the latter half
of 2004 Atlantis increased its presence in the
American military aviation market and
re-entered the commercial aircraft market.
The Company continues to commit resources
to develop opportunities in the nuclear power
simulation market and other training markets.

Research and development (R&D) expenses
in the amount of approximately $250,000 for
the three months ended June 30, 2005 were
included in cost of sales. These expenses
represented an investment in the development
of simulation-based training Intellectual
Property. In addition, R&D is integrated
into large simulation contracts and is being
expensed through cost of sales.

Atlantis earned operating income before
depreciation, amortization, interest expense,
and financing costs of $606,000 for the three
months ended June 30, 2005 compared to
$685,000 during the same period in 2004.

The Company incurred interest expense and
financing costs of $147,000 during the three
months ended June 30, 2005 as compared
to $253,000 during the same period in 2004.
Interest represents amounts paid on the
convertible debentures and promissory
notes. Interest will be paid quarterly on the
convertible debentures until April 1, 2008.
The promissory notes were repaid during the
second quarter of 2005. Until they are repaid
or are converted, interest expense will also
include accretion of carrying value to par on
the convertible debentures.

The order backlog at June 30, 2005 was
$27.7 million (2004 - $10.9 million). During
the second quarter Atlantis received the
initial agreement with the prime contractor
on the CFTS programme in the amount of
$30 million, and the Company commenced
work on fulfilling its CFTS obligations. It

is anticipated that the final contract will
be awarded in the third quarter of 2005.

For the three months ended June 30, 2005
the Company earned net income of $426,000
($0.01 per share) compared to net income of
$388,000 ($0.03 per share) in 2004.

LIQUIDITY  A ND  C AP ITAL
R ES OU RC ES

S h a re  C a p i t a l

During the first half of 2005, Atlantis increased
its Contributed Surplus by $462,000 as a
result of expenses incurred by the Company
on the vesting of options under the incentive
stock option plan. On January 20, 2005 the
Board of Directors awarded to employees,
Board members and certain service providers
a total of 5,806,500 options to buy shares of
the Company. The options carry a five-year
term, a strike price of $0.42, and various
vesting terms. Two million, nine hundred
and eighty five thousand (2,985,000) options
vested during the first quarter of 2005. The
remaining options vest over a two and three
year vesting period. During the first quarter
the Company expensed $416,000 of the
option costs. During the second quarter the
Company expensed $46,000 of the option
costs.

W o r k i n g  C a p i t a l

At June 30, 2005, the Company’s working
capital was $9,055,000, an increase of
$6,134,000 from the working capital figure
of $2,921,000 as at December 31, 2004.
The increase in working capital included
cash generated on the issuance of the
convertible debenture and the issuance of
new equity during the second quarter of 2005.
During the second quarter, Atlantis issued
10% Subordinated Secured Debentures in
the amount of $3,100,000. The debentures
have a term of three years and no principal
is due until maturity. The new equity in the



amount of $2,040,000, resulted in the
issuance of 3,400,000 common shares
and 1,972,000 common share purchase
warrants with an exercise price of $0.80 per
share until October 1, 2005 and an exercise
price of $1.00 per share until April 1, 2007.
In addition, 3,467,500 common share warrants
were exercised during the second quarter of
2005 resulting in an increase in working
capital of $1,734,000, and 118,750 stock
options were exercised resulting in an
increase in working capital of $55,000.

During the six months ended June 30, 2005
inventory was reduced by $1,280,000 as the
Company completed the sale of the two Airbus
A320 Flight Training Devices during the first
quarter. Although this sale contributed no
profitability the Company, it converted
inventory into cash and established a
relationship with a new customer.

Accounts receivable increased by $1,759,000
during the six months ended June 30, 2005.
The Company, as a result of the issuance of
the convertible debentures and new equity
and conversion of warrants and options no
longer has a need to factor accounts
receivable in order to meet current obligations.
This will result in savings in interest and
financing costs during the remainder of
the year.

Accounts payable increased by $5,375,000.
Accounts payable will be reduced in the third
quarter as the Company pays sub-contractors
under the CFTS contract.

Promissory notes were reduced by $986,000
during the first six months of 2005 as
customer advances and related party loans
were repaid.

No significant capital expenditures are
currently budgeted or anticipated. Minor
expenditures are anticipated as the Company
will expend funds to support its growth.

As at June 30, 2005, the Company had
52,137,475 common shares and 12,967,283
common share purchase warrants
outstanding. There are currently 6,355,250
stock options outstanding at exercise prices
ranging from $0.40 to $4.00 with expiry dates
of July 19, 2005 to October 2, 2009.

OUTLOOK

Atlantis will continue to emphasize
simulation training solutions for the
military aviation market.

The Company is committed to establishing
a facility in the United States and to obtaining
a Special Security Clearance in order to gain
a more competitive foothold in the U.S.
military market.

Atlantis will re-enter the commercial
airlines market.

The Company is actively pursuing
opportunities in emerging markets including
Eastern Europe and Asia.

Atlantis will diversify into selected
markets.

The Company has qualified to compete on a
power generating training solution and has
recently been short-listed on a significant
contract.

Atlantis will pursue acquisitions/
mergers as part of its growth
strategy.

The Company is actively examining potential
acquisitions or mergers that would facilitate
its entry into new simulation training sectors
and/or geographic markets.
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Atlantis will allocate resources to
research and development.

The Company has committed resources on a
development programme to design and build
an innovative virtual solution for helicopter
training.

ASI finished the second quarter with a backlog
of business of $27.7 million (compared to
$3.8 million as at December 31 2004). This
amount includes the remaining portion of the
initial agreement with the prime contractor on
the CFTS contract. The anticipated finalizing
of the CFTS contracting process during the
third quarter will result in an immediate and
substantial increase in the order backlog,
and will positively affect gross margins.
Further contributions will come from
continued upgrades to the F/A-18 Integrated
Maintenance Training System (IMTS) and
the Student Aircraft Interface Trainer Stations
(SAITS) for the U.S. Navy’s F/A-18 Visual
Environment Maintenance Trainers.

Selection of the Company in 2002 to supply
the Cockpit Procedures Trainer (CPT) for
the CH-149 Cormorant search and rescue
helicopter has enabled ASI to establish a
strategic relationship with the helicopter
manufacturer, Agusta Westland. The selection
of Agusta Westland to supply helicopters
to the USA for the Presidential Helicopter
programme provides ASI with the opportunity
to provide training equipment and solutions
to that program.

B US I N ES S R I SK  F AC T O RS

The future of the Company is dependent on
Management being able to carve out a market
niche as a supplier-of-choice of cost-effective
high fidelity training systems in the military
market. Implementation of this strategy is
dependent on Management being able to
secure sufficient working capital financing and
the timely awarding of targeted military
contracts.

The markets for Atlantis’ current and planned
products and services are characterized by
rapid technological advances, competing
technological platforms, emerging and
evolving industry standards, changes in
customer requirements and frequent new
product introductions and enhancements.
Atlantis’ future success will depend upon
its ability to enhance its current products and
services, develop and introduce new products
and services that keep pace with technological
developments, respond to evolving customer
requirements, meet technical requirements
of Atlantis’ strategic partners, and achieve
market acceptance for its products.

In any one fiscal year, Atlantis has typically
derived a substantial portion of its revenues
from a small number of contracts with major
customers. The composition of this group of
major customers has changed from year to
year and Atlantis’ revenues and profitability
are dependent upon its ability to win key
contracts from such major customers. In
addition, the nature of Atlantis’ business
may involve lengthy sales cycles and delays
over which it has no control. Any ongoing
failure of Atlantis to ultimately achieve such
sales could have a material adverse effect
on the Company’s business, financial
condition, and results of operations.

Atlantis’ historical operating results reflect
substantial benefits from programmes
sponsored by the Canadian government to
support businesses like Atlantis. If changes
in law, or government policies, regarding
these programmes, were to result in their
termination or adverse modification, or if
Atlantis were to become unable to participate
in or take advantage of these programmes,
the cost of Atlantis’ operations could materially
increase and there could be an adverse effect
on Atlantis’ results.

As it does not have US based operations,
Atlantis is dependent upon business partners
to act as prime contractors for US military
procurements.



ATLANTIS SYSTEMS CORP.
Consolidated Ba lance Sheets

(in CDN $000’s)

 June 30, 2005 December 31, 2004

ASSETS         (unaudited)

Current assets

Cash and cash equivalents $ 11,100 $ 369
Accounts receivable (note 5) 6,691 4,932
Unbilled revenue 2,667 577
Inventory 503 1,783

20,961 7,661

Capital assets, net 778 425
Mortgage receivable 364 358
Deferred financing costs 269 --
Goodwill 11,735 11,735

13,146 12,518
$ 34,107 $ 20,179

LIABILITIES
Current liabilities

Accounts payable and accrued liabilities $ 7,886 $ 2,511
Accrued costs on percentage completion 342 184
Promissory notes -- 986
Deferred revenue 3,678 1,059

11,906 4,740

Convertible debentures (note 6) 2,287 --

SHAREHOLDERS’ EQUITY
Share capital (note 7) 91,954 87,522
Contributed surplus 3,579 3,117
Deficit (75,619) (75,200)

19,914 15,439
$ 34,107 $ 20,179

On behalf of the Board:

                                                                    

Donald B. Hathaway, Director Henry J. Pankratz, Director

                                                       
  The accompanying notes are an integral part of these consolidated statements.



ATLANTIS SYSTEMS CORP.
Consolidated Statements of  Operat ions and Def icit

(in CDN $000’s except per common share amounts)

For the three months For the six months
                           ended June 30                ended June 30                       

 2005  2004 2005 2004

(unaudited) (unaudited) (unaudited) (unaudited)

Revenue from commercial operations (note 3) $ 12,799 $ 4,871 $ 17,229 $ 9,675
Cost of sales 11,287 3,262 15,137 6,156
Gross margin 1,512 1,609 2,092 3,519

Other income 31 19 36 27
1,543 1,628 2,128 3,546

Expenses

General and administrative 585 705 1,528 1,258
Selling and marketing 352 238 741 549

Operating income (loss) before the undernoted 606 685 (141) 1,739

       Depreciation and amortization 33 44 63 88
Interest expense and financing costs 147 253 215 898

Net income (loss) $ 426 $ 388 $ (419) $ 753

Deficit, beginning of period        (76,045) (74,847) (75,200) (75,212)

Deficit, end of period $        (75,619) $ (74,459) $      (75,619) $        (74,459)

Net income (loss) per common share, basic and
fully diluted (note 9) $0.01 $0.03 ($0.01) $0.05

                                                       
  The accompanying notes are an integral part of these consolidated statements.



ATLANTIS SYSTEMS CORP.
Consolidated Statements of  Cash F lows

(in CDN $000’s)

For the three months For the six months
        ended June 30                                      ended June 30                 

 2005 2004 2005 2004
(unaudited) (unaudited) (unaudited) (unaudited)

Cash flows provided by (used in) :

Operating activities :Operating activities :

Net income  (loss) $ 426 $ 388 $ (419) $ 753
Items not affecting cash:

Depreciation and amortization 33 44 63 88
Accrued interest on special shares -- 9 -- 28

       Stock options issued 46 -- 462 --
       Accretion on debentures 32 -- 32 --

Interest on mortgage receivable (3) (3) (6) (5)
534 438 132 864

Net change in non-cash working capital
 (note 8) 4,563 (1,254) 5,583 (3,587)

5,097 (816) 5,715 (2,723)

Investing activities :
Investment in capital assets (114) -- (416) --

(114) -- (416) --
Financing activities :
Common share issuance 2,040  5,625 2,040 5,625
Share issuing costs (113) (526) (113) (526)
Exercise of common share purchase warrants 1,734 -- 1,734 --
Exercise of common share option 55 -- 55 --
Issuance of convertible debenture 3,100 -- 3,100 --
Debenture financing costs (398) -- (398) --
Repayment of promissory notes (407) -- (986) --
Bank indebtedness -- (2) -- (1,101)
Secured loan -- -- -- 3,000
Line of credit -- -- -- 7

6,011 5,097 5,432 7,005

Net increase in cash and cash equivalents 10,994 4,281 10,731 4,282
Cash and cash equivalents, beginning of period 106 5 369 4
Cash and cash equivalents, end of period $ 11,100 $ 4,286 $ 11,100 $ 4,286

SUPPLEMENTAL INFORMATION:

Conversion of special shares & accrued dividends $ -- $ (1,000) $ -- $ (1,000)
Conversion of promissory notes -- (1,912) -- (1,912)
Conversion of line of credit -- (188) -- (188)
Conversion of accounts payables -- (1,025) -- (1,025)

Interest paid 123 102 148 145

                                                       
  The accompanying notes are an integral part of these consolidated statements.



ATLANTIS SYSTEMS CORP.
Notes to the Interim (Unaudited) Consolidated Financial  Statements

June 30, 2005 and 2004

Expressed in thousands of Canadian dollars unless otherwise indicated

1 . N A T U R E  O F  O P E R A T I O N S

Atlantis Systems Corp. (the “Company”) continues under the laws of Canada and is listed on the Toronto Stock
Exchange.  Atlantis Systems International (“ASI”), a wholly-owned subsidiary is an internationally recognized
developer and supplier of simulation-based training systems for flight crew training, aircraft maintenance training, and
other high-tech applications.   In addition, the Company has an 85% interest in Denbridge Digital Limited, which is an
inactive holding company.

2 .  I N T E R I M  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T  P R E P A R A T I O N

The disclosures in these interim consolidated financial statements do not meet all disclosure requirements of
Canadian generally  accepted accounting principles for annual financial statements.  These interim consolidated
financial statements should be read in conjunction with the annual financial statements of the Company and the notes
thereto.  The interim consolidated financial statements are prepared using the same accounting principles and
application thereof as the annual financial statements for the year ended December 31, 2004.

3 . S I G N I F I C A N T  A C C O U N T I N G  P O L I C I E S

a) Revenue Recognition

Revenue from long-term contracts for developing and building simulators and training systems is recognized using
the percentage of completion method where revenue is recorded as labour costs are incurred, based on actual labour
costs incurred to date on a contract, relative to the estimated total labour costs to complete the contract.  All other
revenues and related costs are recorded at the time the services are performed or the product is delivered.  Full
provision is made for any anticipated losses in the period in which the relevant facts become known.  Revenue on
major sub-contract portions of a long-term contract are recognized as major milestones are accomplished.

Unbilled revenue represents revenue earned in excess of amounts billed on uncompleted contracts.  Deferred
revenue represents the extent that billings to clients are in excess of revenue recognized to date.  The results
reported under the percentage of completion method are based on Management's estimates of total labour costs to
complete the various contracts.  Should total actual labour costs be materially higher or lower than these estimates,
adjustment to future results would be necessary.

b) Deferred Financing Costs

Deferred financing costs represent fees and costs in connection with the issuance of the convertible debentures.  The
Company amortizes these costs over the term of the debentures.

4 .  O P E R A T I N G  L I N E  O F  C R E D I T

On April 15, 2005 the Company secured a general operating loan in the amount of $4.0 million which remain
undrawn.  The loan bears interest at the Bank’s Prime Lending rate plus 1%.  The  loan is collateralised by a general
security agreement over all present and future personal property.  The Company has not drawn down on this facility.

5 . C O N C E N T R A T I O N  O F  C R E D I T  R I S K

The Company has contracts with many customers; however, as at June 30, 2005 two customers represented 66% of
the accounts receivable (2004 – 32%).  In addition, during the second quarter of 2005, two customers represented
92% of revenues (2004 – 65%).  During the six months ended June 30, 2005 these two customers represented 81%
of total revenues. (2004 – 65%).



6 .   C O N V E R T I B L E  D E B E N T U R E S

On April 4, 2005, the Company issued two debentures, maturing March 30, 2008 for the principal amount of $3,100.
The first debenture in the amount of $3,000 is a 10% convertible secured debenture and is convertible, at the
Holder’s option, at any time prior to March 30, 2008 into 5,454,545 common shares of the Company at a conversion
price of $0.55 per share.  The second debenture in the amount of $100 is a 10% convertible unsecured debenture
and is convertible, at the Holder’s option, at any time prior to March 30, 2008 into 181,818 common shares of the
Company at a conversion price of $0.55 per share.

The Company has the right to redeem these debentures within the first twenty four months of issuance at par without
premium or penalty.

In connection with these transactions, the Company issued Common Share purchase warrants to the Holders of the
Debentures to purchase 5,636,363 Common Shares at a price of $0.60 per Common Share.  The purchase warrants
are exercisable only if the Debentures are redeemed by the Company within the twenty four month period.

In addition, the Company has the right to convert the Principal amount of the Debenture into common shares at $0.55
per share if the trading price of the Company’s common shares closes at or above $1.50 for at least 90 consecutive
trading days.

The terms of the debenture provide for events of default which, among others include, failure to make payments
under the indebtedness when due, failure to achieve $2,000 of earnings before interest, taxes, depreciation and
amortization, and failure to maintain a positive working capital of $1,000 and a working capital ratio of at least 1.3:1.
In such event, all principal and interest is due and payable.

The legal form of the convertible debenture is debt; however, because of the conversion feature, the Company
secured an interest rate that was lower than the estimated fair value interest rate for similar debentures without a
conversion feature.  The liability component of the debenture represents the present value of the future principal due
under the terms of the debenture.  Using the Black-Scholes model and based upon a risk free rate of 3.5%, stock
volatility of 35%, the market price at date of binding agreement of  $0.60 and a conversion price of $0.55, the value of
the equity portion of the financial instrument is $0.15 per share.   The principal amount of the Debenture is allocated
between debt and equity at $2,255 and $845 respectively, less financing costs.  The estimated interest rate of the
debt portion of the Debenture is 13.5%.  The Company accredited $32 and included the amount in interest expense
related to this convertible debenture.

7 . S H A R E  C A P I T A L

On January 20, 2005, the Company’s Board of Directors awarded to employees, Directors and consultants a total of
5,806,500 options to buy shares of the Corporation under the incentive stock option plan.  These options carry a term
of five years, a strike price of $0.42, and various vesting terms.  During the first quarter of 2005,  2,985,000 of these
options vested.  The fair value of each option is estimated on the date of the grant using the Black-Scholes option
pricing model with the following weighted average assumptions used for the grants: dividend yield 0%, expected
volatility 35%, risk-free interest rate 2.5%.  During the first quarter the vesting of the options under the Company’s
Stock Option Plan resulted in a compensation cost of $416 being reflected in the Consolidated Statements of
Operations and Deficit.  During the second quarter the vesting of the options under the Company’s Stock Option Plan
resulted in a compensation cost of $46 being reflected in the Consolidated Statements of Operations and Deficit.

On April 1, 2005 the Company completed an equity financing in the amount of $2,040.  The equity financing resulted
in the issuance of 3,400,000 common shares and 1,700,000 common share purchase warrants which entitles the
holder to acquire one Common Share upon payment of $0.80 per share between April 1, 2005 and October 1, 2005
and $1.00 per share between October 2, 2005 to April 1, 2007.  In addition, the Company issued 272,000 broker
warrants which entitles the holder to acquire one Common Share upon payment of $0.80 per share between April 1,
2005 and October 1, 2005 and $1.00 per share between October 2, 2005 to April 1, 2007.  The fair value of each
warrant is estimated on the date of the grant using the Black-Scholes option pricing model with the following weighted
average assumptions used for the grants: dividend yield 0%, expected volatility 35%, risk-free interest rate 2.5%.
The value assigned to these purchase warrants is $630.

During the second quarter, 3,467,500 common share purchase warrants were exercised at $0.50 per common share
resulting in new equity in the amount of $1,734.   In addition, 118,750 of common stock options issued under the
Company’s stock option were exercised resulting in the issuance of new equity in the amount of $55.



8. NET CHANGE IN NON-CASH WORKING CAPITAL
                                                                                      For the three months                    For the six months
                                                                             ended June 30                            ended June 30        
(stated in thousands of dollars)

2005 2004 2005 2004
Net change in non-cash working capital of
continuing operations :Accounts receivable $  (4,233) $   (542) $  (1,759) $           (472)

(((((472,000)Unbilled revenue (1,235) (1,802) (2,090) (1,939)
Income taxes receivable -- -- -- 78
Inventory (85) 402 1,280 272
Accounts payable and accrued liabilities 6,547 1,036 5,375 840
Accrued costs on percentage completion (109) (837) 158 (1,512)
Promissory notes / line of credit -- 4 -- 71
Deferred revenue 3,678 485 2,619 (925)

$ 4,563 $ (1,254) $   5,583 $ (3,587)

9 . N E T  I N C O M E  ( L O S S )  P E R  C O M M O N  S H A R E

Basic earnings per share figures are calculated using the weighted average number of common shares outstanding
during the period.  The weighted average number of shares outstanding used in the computation of basic earnings per
share for the six months ended June 30, 2005 was  46,916,919  (2004 - 14,287,008).  The weighted average number of
shares outstanding used in the computation of basic earnings per share for the three months ended June 30, 2005 was
48,683,308  (2004 - 14,287,008).

Diluted earnings per share reflects the dilution that would occur if the stock options, share purchase warrants and
convertible debentures were exercised or converted  into common shares using the treasury stock method.   For the six
months ended June 30, 2005 the inclusion of the Company’s stock options, share purchase warrants and convertible
debentures in the computation of diluted earnings per share had an anti-dilutive effect on earnings per share and,
therefore, were excluded from the calculation.  The weighted average number of shares outstanding used in the
computation of diluted earnings per share for the six months ended June 30, 2005 was 46,916,919  (2004 -
14,287,008).  For the three months ended June 30, 2005  the weighted average number of shares outstanding used in
the computation of diluted earnings per share was  80,566,885 (2004 - 14,287,008).

10. RELATED PARTY TRANSACTIONS

Until June 30, 2004, the Company had three common directors with, and received certain management services and
received certain advances from, Innovium Capital Corp. (“Innovium”). During the second quarter of 2004, Innovium
billed the Company $33 for costs incurred on the Company’s behalf in the normal course of operations.   The amount
included in accounts payable as at June 30, 2005 is $10 (2004 - $6).  In addition to Innovium, the Company also
accrued expenses owing to shareholders relating to reimbursable costs for shared office space and administrative
services paid on the Company’s behalf.  At June 30, 2005, the amount owing to these shareholders was $ nil (2004 -
$ nil).  At June 30, 2004, the amounts owing as at December 31, 2003 and the amounts earned in 2004 were
converted to equity.

11. BUSINESS OPERATIONS

On March 30, 2005 the Company announced that it is part of the Allied Wings team which was selected to provide
new Contracted Flying Training and Support (CFTS) to the Canadian Department of National Defence.  The contract
is expected to generate approximately $80,000 in revenue for Atlantis, with approximately $65,000 of revenue to be
realized during the first thirty months of the programme.  During the second quarter of 2005, the Company received
the initial contract under the programme.  The contract allows the Company to commence work under the
programme, and to spend up to $30,000, without risk to the Company.  These contracts are referred to as “Not to
Exceed” contracts and allows the Company to start work under the contract without risk until the final contract is
finalized.

 12.      COMPARATIVE FINANCIAL STATEMENTS

Certain prior period amounts have been reclassified to conform to the current year’s presentation.
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