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MANAGEMENT’'SDISCUSSION AND ANALYSIS

The Management’ s Discussion and Andysis (MD&A) has been prepared to give shareholders an
assessment of not only what the Company has accomplished in the past fiscal period but also of
what management initiatives have been taken to increase shareholder value for the future. All of
the MD& A should be read in conjunction with the audited consolidated financid statements of
the Company and notes thereto for the fiscal periods ended December 31, 2000, July 31, 2000
and July 31, 1999.

Overview

Management and the Board of Directors have taken a number of stepsin the past five monthsto
enhance the Company’s likdlihood of significant success, the results of which should be seen
over this next fisca year: (i) the Board has added two new independent, experienced membersto
assig in the direction of management and during this same period there have been additions to
senior management and some reorganization of existing senior &ff; (ii) the Company has
changed itsfiscal year end to December 31 from July 31 so asto better track the seasondity of
its business, dign itsdlf with the normd cdendar year and to enable shareholders to more easly
compare to other companies with December year ends; (iii) in the continuing efforts to merge its
operations the Company has recently physically merged its two plants and officesinto asingle
larger facility with grester productive capability. Management has invested in sdlling and
marketing staff and activities throughout its seasona low period so asto achieve significant
growth in sdesfor fisca 2001.

Overview of Financial Condition and Results of Operations

At December 31, 2000 the Company is financidly hedthy with a strong cash position ($4.3
million), working capita of $6 million and very little debt. Due to the seasondlity of the

company’ s business, the above impact of the change in year end and a provison againgt
receivables, the company incurred an operating loss of $2.2 million againgt sdes for the period
of $1.9 million. Amortization of goodwill of $1.0 million brought the net loss for the period to
$3.3 million compared to the July 31, 2000 net loss of $2.6 million. In early 2001 management
has taken steps to improve these operating results and grow both itsindustrid and retail business
through the addition of senior sales staff and an experienced credit manager. With the addition of



these personnd, management is aiming for Sgnificant increasesin sdles for 2001 and expectsto

sgnificantly reduce its bad debt experience.

The sgnificant risks and uncertainties that face the Company are those common to other
companies operating in the international economy in theindustrid and retail sectors. The
Company must dedl with business risks associated with product patent infringemernt,
technologica change, market penetration into established supply lines, foreign currency
transactions, economic conditions affecting large customers and potentid customers, to name a
few of the normd but sgnificant factors affecting the Company’s day to day business.

Management continually addresses the above business risksin a methodical and rationa manner.
Napier has patents registered or pending for al of its sgnificant industria products and defends
those patents with the assistance of legd counsd. Aswell it continuesits research and
development activities for new product development and existing product enhancement as well
as monitors any possible chalengesto the Company’ s product advantages. To assst in market
penetration Napier continues to add senior staff with gppropriate experience and business
contacts to established distributors in both the retall and indudtrid sectors. While significant
economic conditions are outside of the influence of the Company, management continues to
follow its drategy to gain further internationa exposure of its products to Sgnificant

international industries. While based in Canada, Napier is fortunate that its exposure to foreign
currency risk islargely covered by way of arevenue stream in US dollarsthat isin excess of its
US dollar expenditure requirements. Accordingly no additiona arrangements are necessary to
further minimize currency risk. All of the above drategies are amed a management improving
the Company’ s operating results and financia position.

Liquidity and Capital Resources

The Company currently has sufficient cash resources and liquidity in its working capital to meet
its needs in the near term. As of December 31, 2000, the Company’ s working capitd was
goproximately $6 million, induding cash and cash equivaents of $4.3 million. In past periods
the Company has not been involved in any significant borrowing arrangements except for the
utilization of capita leasesto acquire certain operating equipment. To enhance the Company’s
overd| financid position and improve the Company’ s overdl weighted average cost of capitd,



during 2001 the Company has taken steps to enter into additiond capita lease arrangementsin
connection with it’ s the acquisition of production equipment. In addition the Company has
commenced discussons with mgor Canadian banks regarding more traditiona bank financing
arrangements to cover working capita requirements during its planned growth period. Cash from
operations are planned to be more than sufficient to eiminate any short term borrowings on such
bank lines.

The Company’s historical capital needs have been met by equity subscriptions (December 31,
2000 - $6.2 million; July 31, 2000 - $3.4 million; July 31, 1999 - $1.3 million). Whilethe
Company presently has sufficient working cgpitd, in light of the dways changing financid
markets, there is no assurance that funding by equity subscriptions will be possible at times
required or if desired by the Company.

Results of Operations

As mentioned above there are a number of factors that play into better understanding the results
of operations for the past three fisca periods aswell as understanding what to expect in the
future. The loss for the five month period ended December 31, 2000 was $3,313,183 as
compared with aloss of $2,634,419 for the year ended July 31, 2000 and $1,185,197 for July 31,
1999. To properly compare the period to period results of operations one needs to take into
account the significant changes in the Company over the entire period and the combined effect of
the change in fiscd year end and the strong seasondity of the business.

In November 1999 the Company acquired the Biowash retail business and merged those
operations effective December 1, 1999. Accordingly the results for July 31, 2000 include eight
months of combined operations, including the new retail division, while the July 31, 1999 results
are entirdy from an early stage indudtrid division. The non-cash charges during the above
periods totd $3.2 million, principaly from the amortization of goodwill aising on acquisition of
Biowash.

Another factor iswhat is currently a highly seasond business. In particular the retail business has
a concentration in consumer and contractor home improvement products whose sdlling season is
more concentrated in the period during March through September. The indudtrid divison isaso
seasond, but less dramétically so, due to outdoor weather conditionsin the northern hemisphere.
Management is looking to reduce the influence of weather conditions on the sdles pattern by
turning its atention to sales and digtributor relationships in warmer climates,



The loss for the five month period ended December 31, 2000 includes amortization and other
non-cash charges of $1.2 million. Goodwill is being amortized over five years which will result

in annual charges of gpproximately $2.3 million per year for the next four years. The Company
has a gross profit of 41% of sdleswhich isacomposite of both itsindustrid and retall sdes. The
indugtrid products command a higher profit margin (greeter than 45%) while theretail divison

is subject to different competitive pressuresin retailing through big box retailersin North
America. Management hasin early 2001 added senior staff on the industrial side of its business
to am to take advantage of these higher margins.

Ontheretall Sde of its busness Napier has invested in additiond permanent sales staff so asto
get the dedicated effortsin selling to certain big box retailers. The Company expectsto seethe
benefits of thisinvestment in the coming season. The implication of these permanent Saff
additions is a digproportionate increase in the sdlling and marketing costs for the five months
ended December 31, 2000 as compared to the year ended July 31, 2000. Management plansto
continue this type of investment, particularly in itsindustrid and internationa operations , and
expects to subgtantialy grow both the retall and industria sectors of its business for the coming
year.

With the addition of an experienced credit manager in early 2001 the Company carried out a
thorough review of its accounts receivable and has provided for its estimated losses on all
accounts. Thetotal charges for doubtful accounts was $600,000, representing allowances for
largely prior period sdes, which together with charges for the prior two fiscal years represents an
experience rate of approximately 7% of totd salesfor the period of August 1998 to December
2000. With improved credit management and collections the Company expectsto very
ggnificantly reduce its bad debts experience to less than 2%.

Generd and adminigtrative costs have increased with the addition of staff and infrastructure in
keeping with planned growth.

The Company’s strategic investment in Consolidated Ecoprogress Technology Inc. has not
advanced as quickly as origindly anticipated however management representatives on the Board
of Ecoprogress are satisfied with its progress and actively monitors that business.

Other than as discussed above, there have been no other unusual events or changes that have had
amaterid impact on the Company.



