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Canaccord Capital Inc.’s success to date is the product of strategic focus on delivering superior
client service and long term investment in our core businesses. We are proud of our strong,
expanding Private Client Services advisor force that develops customized wealth management
strategies. Our Global Capital Markets professionals are focused on providing sales and trading,
research and investment banking products and services with both local impact and global scope.

Our integrated business model drives efficiency and supports growth through market and product
cycles. Our Global Capital Markets and Private Client Services groups create and capitalize

on world class opportunities. Our focused sector teams combine the talent of financial services
professionals with the capital of Canada’s largest independent investment dealer.

With operations in North America and Europe, Canaccord Capital has a unique international
access and perspective. Our ability to provide our clients with global insights and opportunity
is the result of long term, focused investments and creates a strong competitive advantage.

As we move into fiscal 2006, we look forward to continued success, executing as a focused,
integrated and global financial services provider.

ABOUT CANACCORD

Canaccord Capital Inc. is a leading Canadian independent full service investment dealer,
publicly traded on both the Toronto Stock Exchange and the Alternative Investment Market,

a market operated by the London Stock Exchange. Canaccord has substantial operations in
each of the two principal segments of the securities industry: Private Client Services and Global
Capital Markets. Together these operations offer a wide range of complementary investment
products, brokerage services and investment banking services to Canaccord’s retail, institutional
and corporate clients. Canaccord has approximately 1,260 employees worldwide, including

434 Investment Advisors, located in 28 offices across Canada and internationally.

CONTENTS
1 Financial highlights
2 Message from the Chairman & CEO and the President & COO
6 Client service culture drives performance at Canaccord
8 DPrivate Client Services delivers versatile wealth management solutions

10 Global Capital Markets integration enhances client service
12 Global commodity cycles support long term success

14 Diversified and scalable operations

16 Part of our community

17 Financial review

71 Glossary

72 Corporate governance

74 Board of Directors

76 Shareholder information

Please note: Unless otherwise indicated, all references to currencies are in Canadian dollars.



Canaccord Capital Inc. 1
Annual Report

2005
FINANCIAL HIGHLIGHTS
SUMMARY OF CONSOLIDATED FINANCIAL INFORMATION
As of and for the years ended March 31 Change
(in thousands of dollars, unless otherwise noted) 2001 2002 2003 2004 2005 2004/2005
Financial results
Revenue 218,769 170,433 199,206 402,157 432,778 30,621
Expenses 216,352 199,528 204,744 339,600 360,022 20,422
Income taxes (901) (11,015) (485) 22,128 24,177 2,049
Net income (loss) 3,318 (18,080) (5,053) 40,429 48,579 8,150
Segmented disclosure
Income (loss) before income taxes
Private Client Services 44,206 8,982 14,634 57,345 50,672 (6,673)
Global Capital Markets 2,187 (3,940) 7,008 57,268 65,919 8,651
Other (43,976) (34,137) (27,180) (52,056) (43,835) 8,221
Balance sheet information
Total assets 512,303 783,221 830,737 1,508,366 1,638,165 129,799
Total liabilities 445,803 732,964 778,034 1,409,679 1,415,954 6,275
Total shareholders” equity 66,500 50,257 52,703 98,687 222,211 123,524
Other information
Assets under management (s millions) 18 51 104 237 380 143
Assets under administration (s millions) 4,428 4,978 5,037 8,292 9,967 1,675
Common share information
Shares outstanding (in thousands)
End of year basic n.m. n.m. 27,956 29,983 45,413 15,430
End of year diluted n.m. n.m. 28,589 38,089 46,129 8,040
Average basic 24,040 25,389 27,805 28,298 41,635 13,337
Average diluted 24,040 25,389 27,805 37,096 44,188 7,092
Earnings (loss) per share (s)
Basic 0.14 (0.71) (0.18) 1.43 1.17 (0.26)
Diluted 0.14 (0.71) (0.18) 1.12 I.1T (0.01)
Fully diluted book value n.m. n.m. 2.28 3.15 4.87 1.72
Share price
High - - - - I1.10 n.m.
Low - - - - 7.96 n.m.
Close - - - - 10.48 n.m.
Dividends per share - - - - 0.26 n.m.
Special distributions - - - - 0.15 n.m.
Total dividends & distributions 0.41
Market capitalization n.m. n.m. n.m. n.m. 483,435 n.m.
n.m.: not meaningful
Revenue Net income Diluted EPS
($ millions) ($ millions) ($)
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Peter M. Brown, Chairman & CEO and Michael G. Greenwood, President & COO

MESSAGE from the CHAIRMAN & CEO
and the PRESIDENT & COO

DEAR FELLOW SHAREHOLDERS,

We are proud to bring you in our first annual report as a public company the results

of a record-breaking year and our vision for the future. In fiscal 2005, Canaccord
generated revenue of $433 million, went public, restructured our Global Capital Markets
group, increased the number of Investment Advisors (IAs) in our Private Client Services
group, launched an Employee Stock Purchase Plan and continued our investment

in the people and technologies that enable our operational excellence and superior
client service. As a result of these efforts, we were able to pay $0.41 per common share
in dividends and distributions. Moving into fiscal 2006, Canaccord continues to execute
as a global, integrated and focused financial services provider.

Global access driving growth

Total revenue grew 8% to $433 million in fiscal 2005 from $402 million a year ago.
Global Cupiml Markets cxpcricnccd revenue gr()wth of 13%, based on robust
performance in the North American market and significant growth in the European
capital markets. Our Private Client Services group also saw a more stable and profitable
revenue profile, generating 41% of the Company’s revenue. Additionally, 2005 was

a strong year for Pinnacle, our correspondent brokerage, which posted 23% revenue
growth. We succeeded in growing on many fronts in fiscal 2005 — including net
income, c;lpit;ll, assets under administration (AUA), participation in and size of
transactions, number of qualified professionals and number of clients — from our
record-setting position of 2004.
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In fiscal 2005, we generated revenue of $433 million, went public, restructured our Global Capital
Markets group, increased the number of Investment Advisors in our Private Client Services segment,
launched our Employee Stock Purchase Plan and continued our investment in the people and technologies

that enable our operational excellence and superior client service.

Our Private Client Services group has strengthened its
position with the ongoing development of wealth management tools. We have
developed a new separately managed accounts (SMAs) program known as Canaccord’s
Alliance Program. This program offers professional portfolio management with a choice
of strategies based on a client’s investment objectives. Building on the success and
momentum of the /ndependence Account, Canaccord’s internally managed discretionary
portfolios, we have added four external money managers during fiscal 2005: Jarislowsky
Fraser, KBSH, Legg Mason Brandywinc and Seamark.

Together with Manulife Bank we have also developed a
unique high interest savings account — a bank account that is traded like a mutual
fund — which in three months has already accumulated $76 million in assets. We will
continue to develop products and services in order to offer our IAs the freedom to
develop the best product mix for their clients, which at the same time reinforces an
entrepreneurial culture in which to develop their business.

In the spring and summer of fiscal 2005, the capital markets
industry demonstrated its traditional seasonality, with the second half of our fiscal year
contributing 62% of annual revenue. Our global strategy continues to help us mitigate
the impacts of this seasonality by diversifying our revenue base across focus sectors and
innovative products and services.

On June 30, 2004, we entered the capital markets as a
public company with global scope and capabilities. In fiscal 2005, our revenue growth of
8% exceeded our expense gl‘()w[h of 6%, driving a 20% gl‘()wth in net income, l‘cﬂccting
record revenue of $433 million and record net income of $48.6 million. When we
went public our share base was diluted by 6.8 million shares sold at $10.25, and as a
result diluted earnings per share were down 1%. We nevertheless posted a solid return
on equity (ROE) of 24.5%, although it was lower than last year due to the increased
capital base. We look forward to continued growth and success, for our clients and
our shareholders.

Integration enhancing competitive advantage

Canaccord’s global scope and access to product is our key competitive advantage.

With the start of fiscal 2005, we escalated the process of integrating the North American
and European operations of the Global Capital Markets group into focused teams in
each of our core sectors — Mining and Metals, Energy, chlm()]()gy and Media, Health
Sciences and Diversified Industries. The full integration of our capabilities in the North
American and European capital markets will strengthen our ability to offer our clients
differentiated services. This diversity and quality of product allows our Private Client
Services group to offer customized wealth management strategies that capitalize on both
global trends and domestic developments, such as declining foreign content restrictions.
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To further align employee and shareholder interests, we
restructured elements of our compensation structure, effective April 1, 2005. Incentive
compensation payouts for the Global Capital Markets team changed to a total
compensation payout ratio of 55% of revenue, plus a 3% employment tax in Europe.
We also implcmcnrcd a new Employcc Stock Purchase Plan (ESPP) in April 2005,
enhancing our ability to attract and retain the highly skilled professionals who are
critical to our continued success. Management is gratified that the initial employee
participation rate in our ESPP was 46%.

Success a product of focused strategy

Canaccord’s success to date is the product of strategic focus and long term investment
in our core businesses — Global Capital Markets and Private Client Services. Going

forward, in Global Capital Markets we will continue our investment in the European
and North American markets. We continue to develop innovative products and services,
anticipating our clients’ needs and leveraging the trends in the global marketplace.

In Private Client Services, despite an extremely competitive
recruiting environment for high]y qualiﬁcd [As, we succcssﬁllly added 53 new IAs
for a net increase of 25 from a year ago, for a total of 434 IAs. Our focus on employee
satisfaction is evidenced in that the /nvestment Executive 2005 Bi'r)/emylgf Report C “ard, a
survey of investment advisors from all main dealers in Canada, ranked us number two
overall in Canada. This high ranking and broker satisfaction reflects a corporate culture
that appeals to and engages skilled professionals.

As of March 31, 2005, AUA was $10 billion, which has
increased at a 22.8% compound annual growth rate (CAGR) since 2001. This growth is
a result of both the recruitment of established 1As with larger books of business and
organic asset growth reflecting the turnaround in the equity markets. For the 12 months
ended March 31, 2005, assets under management (AUM) in our managed account
product line was $380 million, up 60.3% since 2004.

Although we went public earlier than we had originally
intended, there were a number of factors which influenced our decision. We believe it
enabled us to increase our shareholder value while at the same time preserve our
independence. There was, and continues to be, a trend to consolidation within the
Canadian financial services industry and we did not want to be at a disadvantage and
miss out on an opportunity to add to our franchise. We felt we needed the currency of
public company stock to best take advantage of any opportunities that might arise.
Canaccord has an established track record of successfully acquiring and integrating
investment dealers both in Canada and internationally. A key attribute of our success
has been to take advantage of down markets to acquire firms and assets at less than peak
valuations. We intend to continue to use this opportunistic approach to help us add to
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The full integration of our Global Capital Markets capabilities in the North American and European
markets strengthens our ability to offer clients differentiated services. Our diversity and quality of
product allows our Private Client Services segment to offer customized wealth management strategies

that capitalize on both global trends and domestic developments.

our dcprh and breadth in our core markets of Canada, the US and the UK. The capiml
from our Initial Public Offering (IPO) has left us in an excellent position to do so.
Our strong results this fiscal year have added to the solid

capital position that had already been accumulated through the IPO. We are in the

25%. Where possible, we will make investments that utilize some of this excess capital
while still providing the firm with the flexibility and strength to withstand any potential
downturns. Our management committee is continually evaluating new strategies that
would be complementary to our existing business.

Based on our capital generation experience during fiscal
2005, commencing in fiscal 2006 our dividend policy is going to change. The Board
will now determine dividends based on a fixed amount, instead of having a payout
amount set in relation to a percentage of annual net income. Canaccord intends to pay
a quarterly dividend of $0.06 per share in fiscal 2006. Although dividends are expected
to be declared and paid quarrcrly, the Board of Directors, in its sole discretion, will
determine the amount and timing of any dividends.

We continue to implement our strategy to enhance our
global products and services. As part of this effort, this spring we were admitted to the
Alternative Investment Market (AIM) in London. Canaccord is now publicly traded on
both the Toronto Stock Exchange in Canada and on AIM in the UK, providing both
the Company and our shareholders with greater visibility and liquidity and a broader
group of market comparables.

It has been exciting to watch the growth of Canaccord
through the many changes that occurred over the year. The credit for our continued
strong performance is a testament to the dedication and contributions of our employees
and directors, without whom we would not be Canada’s leading independent full

service investment dealer.

N S

Peter M. Brown Michael G. Greenwood
Chairman & Chief Executive Officer President & Chief Operating Officer
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Canaccord has successfully developed and nurtured an entrepreneurial culture among its employees.
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Canaccord’s success stems from our
ability to attract and retain highly
skilled and experienced individuals.

> Integrated team from North America
to the UK

> Focused, aggressive business model

> Independent wealth management
platform

> Efficient operations infrastructure

> Approximately 60% employee owned

I e CLIENT SERVICE CULTURE
drives PERFORMANCE a4+ CANACCORD

At Canaccord, performance is driven by our client focused culture. Our Private Client
Services and Global Capital Markets professionals leverage our entrepreneurial
approach and global product offerings to exceed client expectations.

Because we are independently owned, we are able to obtain
some of the best local and international products for our clients. Investment Advisors
are provided the freedom to choose from a diverse range of wealth management
products and tools, customizing successful strategies for each individual. Our Global
Capital Markets professionals are committed to bringing international perspectives and
opportunities to our corporate and buy-side clients.

In our experience, joining highly qualified, motivated
professionals together in partnership results in superior client service that, in turn, helps
ensure collective economic success. Canaccord employees are demonstrating their
commitment to the success of our clients and the future of our company through their
personal investment in the firm. Over 46% of eligible Canaccord employees participated
in our Employee Stock Purchase Plan immediately upon its launch. This opportunity
to invest in our strategy is one of the key reasons Canaccord attracts and retains talented
professionals, enhancing client services overall.
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Our focus is on expanding our strong
advisor force and generaring more

recurring reventue.

> 434 Investment Advisors

> $10 billion in AUA in FY2005

> 20% growth of AUA from FY2004

> 22.8% compound annual growth rate in
AUA from FY2001 to FY2005

> 18% of Private Client Services revenue
from fee-based products in FY2005

2 e PRIVATE CLIENT SERVICES

delivers VERSATILE WEALTH MANAGEMENT SOLUTIONS

Canaccord has one of the largest non-bank retail brokerage sales forces in Canada, which
provides a stable platform for growth. The success of our strategic focus is apparent in
that the /nvestment Executive 2005 Brokerage Report Card ranked us number two overall
in Canada, ahead of all of our bank owned peers.

Key in the transformation of Canaccord has been the
reduction of volatility in our Private Client Services revenue stream, achieved without
losing our ability to capitalize on strong markets. We continue to recruit new
Investment Advisors (IAs), with a focus on increasing AUA and recurring, fee-based
revenue. We have also added two new branches in key target markets — White Rock,
British Columbia and Halifax, Nova Scotia — as part of our ongoing strategy to diversify
our revenue on a geographic basis.

Canaccord is uniquely positioned to provide our clients
with timely, reliable research on local and global investment opportunities. We provide
IAs with a diverse range of world class wealth management tools and proprietary
investment products, facilitating customized and successful strategies for clients.
Additionally, the proposed elimination of the RRSP foreign content restrictions will,
over time, lead to a shift into international investments that Canaccord is strategically
positioned to facilitate, due to its international reach.
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> We begin every client relationship the same way — by listening to their objectives, dreams and concerns.
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> Canaccord has the largest number of Nomad relationships on the AIM of any Canadian financial services firm.
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The success of our Global Capital Markets
operations reflects that we are leading in

more and larger transactions worldwide.

> 408 equity offerings over $1.5 million
in FY2005

> Tripled revenue over four years

> 55 research professionals

> $240 million in total revenue from
Global Capital Markets in FY2005

3 e GLOBAL CAPITAL MARKETS INTEGRATION
enhances CLIENT SERVICE

At the beginning of fiscal 2005, Canaccord’s Global Capital Markets division escalated
the process of integrating our North American and European operations, to better
align our global resources and serve our clients in diverse geographies, sectors and
business offerings.

The Board of Directors appointed Paul Reynolds as
Vice Chair, Head of Global Capital Markets and Mark Maybank as Managing
Director, Head of Research and Global Capital Markets Operations, to lead the Global
Capital Markets team from London and Toronto, respectively. The integrated
corporate finance, sales and trading, and research groups continue to identify and foster
opportunities, enabling our clients to capitalize on strong distribution platforms,
superior trading execution and reliable global research.

Canaccord boasts top performing professionals in each
of our core sectors — Mining and Metals, Energy, Technology and Media, Health
Sciences and Diversified Industries. Aligning our products and services globally, under
sectoral leadership, enhances the focus and penetration of our corporate finance, sales
and trading, and research capabilities.

This model has already proven successful for our clients.
For instance, Canaccord is a leading Nominated Adviser (Nomad) on the Alternative
Investment Market (AIM) of the London Stock Exchange (LSE), a position that provides
a unique level of involvement with and opportunity for our clients.
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The global demand for natural resources
presents significant long term opportunities

for Canaccord.

> Lead-managed 78 Mining and Metals
equity transactions globally in FY2005

> Lead-managed over $1 billion in
energy related transactions

> Strong distribution network in
North America and Europe

4 ¢ GLOBAL COMMODITY CYCLES
support LONG TERM SUCCESS

Our highly ranked portfolio strategist, Nick Majendie, believes we are in a secular
bull market for commodities that is likely to last for the next 10 years — a period that
is only rivalled in the last 100 years by the post-World War II period. Driven by
development in emerging markets such as China and India, this demand for natural
resources, particularly in the extractive industries such as gold, base metals and oil and
gas, represents significant long term opportunity for Canada and Canaccord with its
expertise in these sectors.

This macro view is supported by intensive sectoral research —
Canaccord has global Mining and Metals and Energy teams of 12 and 15 research
professionals, respectively. In addition, our long-standing, global expertise in commodity
related sectors allows us to locate and build strong relationships with exceptional resource
companies, from large international mining players such as BHP Billiton and Rio Tinto
to microcap exploration opportunities. Our reputation for knowledgeable service in
resource sectors creates rewarding opportunities to finance growth and development.
For example, our involvement with Niko Resources spanned from February 2003, when
the company raised $39.4 million at $26.25 per share, to January 2005, when it raised
$102 million at $51.00 per share.



Canaccord Capital Inc. 13
Annual Report
2005

> In Fy2005 Canaccord led in 130 commodity related equity transactions.
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> Canaccord has 28 offices in 4 countries, and has done financing transactions in over 70 countries.
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Our diversified operations provide us
with an unparalleled ability ro respond

to competitive changes.

> Nationally distributed Private Client
Services platform

> Global Capital Markets coverage in
key markets of US, UK and Canada

> Broadly based revenue mix

> Solid capital base for growth

and SCALABLE OPERATIONS

At Canaccord, our ongoing strategy has been to diversify our revenue sources across
geographies and business segments. We believe this model provides Canaccord with
unique long term growth opportunities, while minimizing the cyclical impact of any
one market.

With our global diversification across key partners and
1,260 employees, Canaccord is not reliant on any one individual for a significant
portion of its revenue. Additionally, no single product or client has a substantial impact
on our revenue mix and we are further expanding our product mix to ensure stable
revenue streams.

More importantly, our IPO has provided us with sufficient
capital for Private Client Services and Global Capital Markets expansion. As Canada’s
largest independent investment dealer by many measures, we are now better able to
respond effectively to competitive changes, to design equity based incentive programs
and to finance possible acquisitions.

With our critical mass and the fact that most of our
technology and infrastructure investments have been made, Canaccord is in the
position to leverage its scalable operations.
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At Canaccord, we are committed to building healthy, prosperous communities. Through sponsorships, targeted

donations, awards and emp/oyee volunteers, Canaccord strives to improve the neig/abour/ﬂood: we share. This

contribution is a reflection of our shared values and continues Canaccord’s long tradition of reinvesting in our

communities, with many of our employees contributing significant personal time, money and expertise to various

charities and organizations on the local, national and international stages. In fiscal 2005, Canaccord donared

over $600,000 to charitable organizations. Of the hundreds of charities and community events our offices

participate in every year, we are especially proud of our involvement with the following organizations.

TSUNAMI RELIEF

This winter, Canaccord joined in the international effort to
support victims of the natural disaster that devastated
communities in Southeast Asia. The Company and our
employees personally donated a combined total of $350,000
within two weeks of the disaster to help the relief effort —

an investment in communities that are far away, but close to
our hearts at their time of need.

UK COMMUNITY INVOLVEMENT

Our UK office is actively involved with ARK — Absolute Return
for Kids — whose mission is to transform the lives of children
who are victims of abuse, disability, illness and poverty.

We have also been active in the community through supporting
the Royal Marsden Cancer Campaign, UK Kazakh Association,
Tsunami Relief Fund and the Lord Mayor’s Appeal.

CANADIAN RED CROSS

Canaccord continues to reinvest in the community by
contributing to the Canadian Red Cross to support the
development of a state-of-the-art BC Disaster Response Centre.
The new Disaster Response Centre will be instrumental in
helping communities across western Canada plan for, cope
with, and recover from the devastating effects of disasters such
as forest fires, floods and landslides. For both local and
international disasters, the Centre will collect donations,
ensure links are quickly restored between family members and
loved ones, and provide critical health and safety information
during the crisis so that citizens can keep their families safe.

BIG BROTHERS OF GREATER VANCOUVER

Canaccord is a proud supporter of Big Brothers of Greater
Vancouver. We are the title sponsor for Big Brothers Whistler
Golf Classic, a charitable golf tournament that in 12 years

has now raised more than $1.6 million. Additionally,
employees participate every year in the Bowl for Big Brothers
to support Big Brothers’ mentoring programs to promote the
healthy development of children and youth through guidance,
support and friendship.

ALZHEIMER SOCIETY OF CANADA

Since 2002, Canaccord has been a proud sponsor of the
Hector “Toe” Blake Golf Tournament for the benefit of the
Alzheimer Society of Canada. The Montreal event, which
was co-founded by a Canaccord employee over 10 years ago,
has raised over $750,000 since its inception. This tournament
honours the much loved former coach of the Montreal
Canadiens who fell victim to Alzheimer’s disease. Together
with the Canaccord participants, many of Toe’s former
teammates and other Canadiens alumni are among the regular
attendees who volunteer their time and magic to this
charitable remembrance.

BAY STREET CHILDREN’S FOUNDATION CHARITY
SOFTBALL TOURNAMENT

Canaccord is a long time participant in the Bay Street Pro
Celebrity Softball Challenge, hosted by the Bay Street
Children’s Foundation in Toronto. Now in its ninth year,
the event has to date raised $1.2 million for the Bloorview
MacMillan Children’s Foundation (health services for
children with disabilities) as well as for various other local
children’s organizations.
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CAUTION REGARDING FORWARD-LOOKING STATEMENTS:

This document may contain certain forward-looking statements. These statements relate to future events or future performance
and reflect management’s expectations regarding Canaccord’s growth, results of operations, performance and business prospects
and opportunities. Such forward-looking statements reflect management’s current beliefs and are based on information currently
available to management. In some cases, forward-looking statements can be identified by terminology such as “may”, “will”,
@ D @ 5 @ D @D LB D @t D @ oD @ oD @ P @ = .
should”, “expect”, “plan”, “anticipate”, “believe”, “estimate”, “predict”, “potential”, “continue”, “target” or the negative of these
terms or other comparable terminology. By their very nature, forward-looking statements involve inherent risks and uncertainties,
oth general and specific, and a number of factors could cause actual events or results to differ materi rom the results
both g | and specific, and ber of fact Id tual t lts to diff terially from th It
iscussed in the forward-looking statements. In evaluating these statements, readers should specifically consider various factors,
d d in the f d-looking stat ts. In evaluating these stat t ders should fically d fact
which may cause actual results to differ materially from any forward-looking statement. These factors include, but are not
limited to, market and general economic conditions, the nature of the financial services industry and the risks and uncertainties
detailed from time to time in Canaccord’s interim and annual financial statements and its Annual Information Form filed on
www.sedar.com. These forward-looking statements are made as of the date of this document, and Canaccord assumes no
obligation to update or revise them to reflect new events or circumstances.
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MANAGEMENT’S DISCUSSION
and ANALYSIS

Fiscal year 2005 ending March 31, 2005 — this document is dated June 27, 2005.

The following discussion of Canaccord Capital Inc.’s financial
condition and results of operations is provided to enable

a reader to assess material changes in financial condition

and results of operations for the year ended March 31, 2005,
compared to the preceding fiscal year, with an emphasis

on the most recent year. Unless otherwise indicated or the
context otherwise requires, the “Company” refers to
Canaccord Capital Inc. “Canaccord” refers to the Company
and its direct and indirect subsidiaries. The Management’s
Discussion and Analysis (MD&A) should be read in
conjunction with the audited consolidated financial statements
for the year ended March 31, 2005, beginning on page 45

of this report. Canaccord’s financial information is expressed
in Canadian dollars and is prepared in accordance with
Canadian generally accepted accounting principles (GAAP).

NON-GAAP MEASURES

Certain non-GAAP measures are utilized by Canaccord as
measures of financial performance. Non-GAAP measures do
not have any standardized meaning prescribed by GAAP and
are therefore unlikely to be comparable to similar measures
presented by other companies.

Capital employed is a non-GAAP measure of capital used prior
to June 30, 2004. Capital employed was capital in the
business, which included shareholders” equity and convertible
debentures. On June 30, 2004, the convertible debentures
were converted to share capital. Return on average capital
employed (ROCE) is net income divided by average capital
employed during the period, expressed as a percentage.
Management used this measure to assess the financial
performance relative to average capital employed. As the
capital base of Canaccord now comprises only common
shareholders’ equity, management now uses return on average
common equity (ROE) as a performance measure, and when
comparing to results up to June 30, 2004, management uses
ROCE as the comparison.

Assets under administration (AUA) is a non-GAAP measure
of client assets that is common to the wealth management
aspects of the private client services industry. AUA is the
market value of client assets administered by Canaccord in
respect of which Canaccord earns commissions or fees.

This measure includes funds held in client accounts as well
as the aggregate market value of long and short security
positions. Canaccord’s method of calculating AUA may differ
from the methods used by other companies and therefore may
not be comparable to other companies. Management uses
this measure to assess operational performance of the Private
Client Services business segment.

BUSINESS OVERVIEW

Canaccord is a leading Canadian independent full service
investment dealer. Canaccord has substantial operations in
each of the two principal segments of the securities industry:
Private Client Services and Global Capital Markets. Together
these operations offer a wide range of complementary
investment products, brokerage services and investment banking
services to Canaccord’s retail, institutional and corporate clients.
Canaccord has approximately 1,260 employees worldwide,
including 434 Investment Advisors, located in 28 offices across
Canada and internationally.

Our business is correlated to the overall condition of the
North American equity markets, including the seasonal
variance in those markets. The Canadian broker dealer industry
has experienced a seasonal variance of approximately 13%

in revenue from quarter to quarter over the past three years.

Canadian broker dealer total industry revenue
(in billions of dollars, calendar quarters)

2.6 7;7 2.6 ,.6 26 27 2.6

2.1 2.1 | 2.1

Q Q@ @ Q4 Q@ Q@ @ Q4 Q@ Q@ Q@ U @ Q@ QG
2001 2002 2003 2004

Source: Investment Dealers Association as of December 31, 2004, Securities Industry Performance.

In general, North American capital markets are slower in
the first half of our fiscal year, which generally contributes
only about 35—40% of annual revenue. Historically, activity
increases during the remainder of our fiscal year for the
industry, with stronger revenue in our second half.

MARKET OUTLOOK

For the 2004 calendar year, North American equity markets
returns were positive. The S&P/TSX Composite was up 12.5%
from the previous year, outperforming major North American
equity markets (S&Psoo up 9%, Dow Jones up 3% and
Nasdaq up 8.6%). This strong performance was largely driven
by surging resource-related equities, low interest rates, strong
Canadian dollar, solid income trust market and robust M&A
activity, which totalled $115 billion.



For the 2005 calendar year, following a slower momentum

in the first quarter after a strong fourth quarter last year, a
more modest pace is expected for the remainder of the year.
The resource sector will remain on a solid footing, having
accounted for almost two-thirds of common equity financings
in the first quarter. Issuance activity and Canada’s income
trust financings are also at healthy levels, up 24% and 29%,
respectively, from the same quarter in 2004. Industry sources
estimate the strength of the Canadian dollar to be the number
one issue that could impact Canadian capital markets. Overall,
with North American equity markets advancing at a sustainable
pace, market returns continue to exceed historical trends.

FINANCIAL OVERVIEW

Selected financial information ()

As of and for the years ended March 31
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In Europe, equity markets performed exceptionally well for
the 2004 calendar year. Specifically, the Alternative Investment
Market (AIM) — the junior arm of the London Stock
Exchange (LSE) — enjoyed a successful year. In 2004, AIM
attracted 355 new issues and, for the first quarter that ended
March 31, 2005, 130 new issues were listed on AIM. Total
financing raised was $10.4 billion for the year and represents
almost two and a half times the amount raised in 2003.
Growth in this market is largely due to increasing international
awareness and the quality of emerging companies that are
seeking admission.

2005/2004

(in thousands of dollars, except per share, employee and % amounts) 2005 2004 2003 Increase (decrease)
Revenue
Private Client Services 178,176 % 175,983 $ 97,784 $ 2,193 1.2%
Global Capital Markets 239,654 211,758 91,629 27,896 13.2%
Other 14,948 14,416 9,793 532 3.7%
Total Revenue 432,778 $ 402,157 $ 199,206 $ 30,621 7.6%
Expenses 360,022 339,600 204,744 20,422 6.0%
Net income (loss) 48,579 40,429 (5,053) 8,150 20.2%
Earnings (loss) per share (EPS) — basic 1.17 1.43 (0.18) (0.26) (18.2)%
Earnings (loss) per share (EPS) — diluted I.11 1.12 (0.18) (0.01) (0.9)%
Return on average common equity (ROE) () /
return on average capital employed (ROCE) (3) 24.5% 43.5% (7.5)%
Dividends (4)
Cash dividends 0.26 - -
Special cash distribution 0.15 - -
Total 0.41 n.m
Stock dividend - 0.01 -
Book value per common share — period end 4.87 3.15 2.28 1.72 54.6%
Balance sheet data:
Total assets 1,638,165 1,508,366 830,737
Long term liabilities 41,618 59,142 48,618
Total liabilities 1,415,954 1,409,679 778,034
Total common equity 222,211 98,687 52,703
Number of employees 1,260 1,156 1,152 104 9.0%

(1) Some of this data is considered to be non-GAAP. See page 18 — “Non-GAAP measures”.

(2) The lower ROE for fiscal 2005 compared to fiscal 2004 partially reflects the issuance of $70 million in common equity on June 30, 2004.

(3) Effective June 30, 2004, Canaccord’s capital in the business consisted of only common shareholders’ equity. Management uses ROE for analysis purposes, but as Canaccord’s
historical capital in the business involved elements other than common equity, such as convertible debentures, comparisons to historical periods are to ROCE.

(4) Stock dividend of one (1) Class 4 preferred share Series A was issued for every 20 Class B common shares outstanding. Features of this dividend and corporate share structure are
discussed in Note 11 to the annual consolidated financial statements for the fiscal year ending March 31, 2004, included in the Company’s prospectus.

n.m.: not meaningful
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Total revenue for the year ended March 31, 2005 was

$432.8 million, up $30.6 million, or 7.6%, compared to a
year ago and is primarily due to an increase in capital markets
activity in Europe during fiscal 2005.

employees were hired to support building out future revenue
activity in our business segments and to support the increased
requirements of being a public company. The increase in
general and administrative expenses is largely due to increases

in promotion and travel expenses due to increased business
activity throughout the year. As for the increase in interest
expense, $3.9 million of client interest was included this year
in interest expense based on the adoption of the requirements
of the Canadian Institute of Chartered Accountants (CICA)
Handbook Section 1100, “Generally Accepted Accounting
Principles’, at the beginning of fiscal 2005, whereas in prior

Expenses for fiscal 2005 were $360.0 million, up $20.4 million,
or 6.0%, from a year ago, reflecting increases in salary and
benefits expense of $8.5 million, or 22.9%, an increase in
general and administrative expenses of $6.9 million, or 27.8%,
and an increase in interest expense of $3.8 million, or 95.9%
from a year ago. The increase in salary and benefits expense is
largely due to the addition of 104 net new employees as of . L
. periods, client interest expense was netted from revenue.
March 31, 2005 compared to March 31, 2004. The additional

Expenses and expenses as a % of revenue for the year ended March 31

(in thousands of dollars, except % amounts) 2005 2004 Increase
Incentive compensation $ 220,834 51.0% $ 218,802 54.4% $ 2,032 0.9%
Salaries and benefits 45,715 10.6% 37,193 9.2% 8,522 22.9%
Other overhead expenses (1) 93,473 21.6% 83,605 20.8% 9,868 11.8%

Total $ 360,022 $ 339,600 $ 20,422 6.0%

(1) Consists of trading costs, premises and equipment, communication and technology, interest, general and administrative, amortization, development costs and restructuring and other costs.

Incentive compensation expense
For the 12 months ended March 31, 2005, incentive
compensation, as a percentage of revenue, decreased to 51.0% P

Compensation as a % of revenue

61.6
compared to 54.4% for fiscal year 2004. The lower payout 57 8.9 [ 7o [ o2 IIO'6
ratio for fiscal year 2005 partially reflects timing differences in .
the payout levels in Global Capital Markets in North America, =

46.0 46.0 465 54.4 S1.0

which is discussed in more detail on page 277. The dollar
amount paid out increased by $2.0 million for fiscal year 2005
compared to last year, which largely reflects the growth in
revenue compared to the same period a year ago.

As of April 1, 2005, the compensation structure of Global
Capital Markets was reorganized, which is expected to result in L L
a total compensation payout ratio of approximately 55% for er oz 03 o4 05
fiscal 2006 with an additional 3% allocated to cover applicable
National Health Insurance (NHI) taxes for UK based
employees. The change will effectively reduce the overall
company compensation expense ratio and align it more closely
with the interests and expectations of our external shareholders.

Incentive compensation

m  Salaries and benefits

Salaries and benefits and other overhead expenses

For fiscal 2005, salaries and benefits and other overhead
expenses increased by $8.5 million and $9.9 million,
respectively. This increase is largely due to a company wide
talent retention initiative to remunerate salaried employees
in all business segments relative to current market levels, plus
an increase of 104 net new employees for the year compared
to the same period a year ago. The majority of these new
employees were hired to support our expansion plans in our
various business segments such as Global Capital Markets in
Calgary and Europe and to support Canaccord’s transition to
a publicly traded entity.



General and administrative

Included as a component of other overhead expenses are
general and administrative expenses, which increased by
$6.9 million for fiscal 2005 reflecting increases in such items
as insurance and professional fees, travel and client expenses.

Development costs

Development costs include hiring incentives and systems
development costs. Hiring incentives are often required when
Canaccord hires new Investment Advisors (IAs) or capital
markets professionals. Systems development costs are
expenditures that Canaccord has made in conjunction with
the development of its information technology platform.

Development costs for the year ended March 31

(in thousands of dollars) 2005 2004
Hiring incentives $ 3,344 $ 3,442
Systems development 4,580 4,798

Total $ 7,924 $ 8,240

Income taxes were $24.2 million for fiscal year 2005, reflecting
an effective tax rate of 33.2% this year compared to 35.4%

for a year ago. The lower effective tax rate in fiscal 2005 is
related to the geographical composition of net income for

the Company and lower federal statutory taxes in Canada.
Our effective income tax rate may vary from time to time.

A further discussion of our taxes is provided in the Critical
accounting estimates section of the MD&A on page 33.
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Net income for fiscal 2005 was a record $48.6 million, up
$8.2 million, or 20.2%, from a record level a year ago.
Diluted earnings per share (EPS) was $1.11, down $0.01, or
0.9%. For fiscal 2005, ROE was 24.5% compared to a ROCE
of 43.5% a year ago. The decrease in diluted EPS and ROE
partially reflects the additional equity resulting from the
issuance from treasury of $70 million in common shares from
the IPO on June 30, 2004.

RESULTS BY GEOGRAPHIC SEGMENT

This section is an analysis of Canaccord’s results by geographic
segment. Canaccord’s business operations are grouped into
two geographic segments: North America and United Kingdom
(UK) and Europe. Revenue from the UK and Europe is
derived entirely from Global Capital Markets activity,

while revenue in North America is derived from Private
Client Services, Global Capital Markets and Other segments.

Geographic distribution of revenue

B 73% North America
® 27% UKand Europe

For the year ended March 31

2005 2004
(in thousands of dollars except number of employees) North America UK Total ~ North America UK Total
Revenue $ 316,688 $ 116,090 $ 432,778 $ 317,668 $ 84,489 § 402,157
Expenses 274,358 85,664 360,022 271,025 68,575 339,600
Income before income taxes 42,330 30,426 72,756 46,643 15,914 62,557
Number of employees 1,190 70 1,260 1,104 52 1,156

Fiscal 2005 revenue in North America was down $1.0 million,
or 0.3% from a year ago, while revenue in the UK and Europe
increased by $31.6 million, or 37.4%, reflecting robust market
activity in Europe resulting in increased corporate finance
activity for Global Capital Markets in Europe. The table on
page 60 of the audited consolidated financial statements
provides further detail on Canaccord’s geographic results.

Expenses for the year in North America were up $3.3 million,
or 1.2%, compared to the same period a year ago, while
expenses in the UK were up $17.1 million, or 24.9%. These
increases are largely attributed to supporting the overall growth
in the business as a result of steady market activity in North
America and strong revenue growth in the UK capital markets.
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BUSINESS SEGMENT RESULTS

Detailed financial results for the business segments are shown
on page 59 of the consolidated financial statements.

Private Client Services revenue is principally derived from
trading commissions generated from a diverse client base of
individuals and high net worth accounts. For fiscal 2005,
total revenue was a record $178.2 million, up $2.2 million, or
1.2%, from a record level a year ago.

For the year, expenses for Private Client Services were up
$8.9 million, or 7.5%, which was higher than revenue growth
for fiscal 2005 compared to fiscal 2004.

Global Capital Markets revenue is generated from commissions
and fees earned in connection with investment banking
transactions and institutional sales and trading activity, as well
as net trading gains and losses from Canaccord’s principal
and international trading operations. For fiscal 2005, revenue
was a record $239.7 million, up $27.9 million, or 13.2% from
a record level a year ago, which reflects the overall growth in
capital markets activity during the past 12 months.

Fiscal 2005 expenses for Global Capital Markets were
$173.7 million, up $19.2 million, or 12.5%. The increase in
expenses is primarily related to the steady increase in market
activity since last year.

The Other segment includes correspondent brokerage
services, interest, foreign exchange revenue and general and
overhead expenses, which are not otherwise allocated to the
Private Client Services and Global Capital Markets segments.
For the year, revenue for this segment was $14.9 million,

up 3.7% compared to fiscal year 2004. The increase is largely
attributed to an increase in our correspondent brokerage
services business, reflecting higher introducing broker activity
levels and an increased number of introducing broker clients.

For this segment, expenses decreased by 11.6% for the year
compared to the same period a year ago and is mainly due to
a decrease in trading costs, which were fully allocated to
Private Client Services and Global Capital Markets in fiscal
2005 and only partially allocated in fiscal 2004.

For the year ended March 31

2005 2004

Private Global Private Global

Client Capital Client Capital
(in thousands of dollars, except number of employees) Services Markets Other Total Services Markets Other Total
Revenue $178,176 $239,654 $ 14,948 $432,778 $175,983 $211,758 $ 14,416 $402,157
Expenses 127,504 173,735 58,783 360,022 118,638 154,490 66,472 339,600
Income before income taxes 50,672 65,919  (43,835) 72,756 57,345 57,268  (52,056) 62,557
Number of employees 657 279 324 1,260 623 237 296 1,156



Private Client Services

Overview

Canaccord’s private clients are primarily individuals and

high net worth accounts. Canaccord provides a broad range
of financial services and investment products to its private
clients, including both third party and proprietary products.
Revenue from Private Client Services is generated through
traditional commission based brokerage services, the sale of fee-
based products and services, and through fees and commissions
earned by private client IAs in respect of corporate finance and
venture capital transactions.

Industry profile

Changing demographics over the last decade have led to a
steady demand for managed products, retirement planning
and other wealth management services. According to the

Financial performance

(in thousands of dollars, except assets under administration
and assets under management, which are in millions of dollars,
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Investment Dealers Association (IDA) of Canada, wealth
management was one of the two main growth drivers in the
Canadian securities industry in 2004, followed by investment
banking. In 2004, revenue from wealth management sources
in Canada grew 17% over 2003.

Outlook

Overall, the North American economy remains generally
upbeat as the average consumer seems better positioned for
further spending in the period ahead given firm job market
prospects and rising incomes. As such, we expect a modest
pace in growth in our Private Client Services business for the
remainder of the 2005 calendar year, assuming normal capital
market conditions prevail.

Private Client Services summary for the 12 months ended March 31

employees and Investment Advisors are in single digits) 2005 2004 Increase (decrease)

Revenue $ 178,176 $ 175,983 $ 2,193 1.2%
Expenses 127,504 118,638 8,866 7.5%
Income before income taxes 50,672 57,345 (6,673) (11.6)%
Assets under administration 9,967 8,292 1,675 20.2%
Assets under management 380 237 143 60.3%
Number of Investment Advisors 434 409 25 6.1%
Number of employees 657 623 34 5.5%

For fiscal 2005, total revenue was a record $178.2 million, up
$2.2 million, or 1.2%, from a record level a year ago.

Expenses for the year were up $8.9 million, or 7.5%, which
was higher than revenue growth for fiscal 2005 compared to
fiscal 2004. Due to a change in cost allocation methodology at
the beginning of fiscal 2005, variable trading costs are applied
directly to the relevant business group. For fiscal year 2005,
variable trading costs of $7.7 million were directly applied to
Private Client Services. Without this newly allocated cost,
expenses for the year would have increased by 1.0%, which is
less than the revenue growth of 1.2%.

Income before income taxes for Private Client Services was
$50.7 million, down 11.6% from the same period a year ago.

Operational highlights

Canaccord’s ongoing development of an outstanding suite of

wealth management tools continued in fiscal 2005. We believe
that it is important to continue to add to our product base to
maintain our leadership in this area and create an environment
that will be attractive to IAs currently at bank owned dealers.

Supported by the demographic and socio-economic trends

in Canada, we believe it is important to have a comprehensive
wealth management offering that not only includes a diverse
product selection, but that puts the “advisor” role firmly in
the hands of the IA.

Despite an extremely competitive recruiting environment for
highly qualified IAs, we successfully added 53 new IAs for a
net increase of 25 from a year ago, for a total of 434 IAs.

As of March 31, 2005, AUA was $10 billion, which has
increased at a 22.8% compound annual growth rate (CAGR)
since 2001. This growth is as a result of both the recruitment
of established IAs with larger books of business and organic
asset growth reflecting the turnaround in the equity markets.
For the 12 months ended March 31, 2005, assets under
management (AUM) in our managed account product line
was $380 million, up 60.3% since 2004.

Canaccord has developed a new separately managed accounts
(SMAs) program known as Canaccord’s Alliance Program.

This program offers professional portfolio management with a
choice of strategies based on a client’s investment objectives.
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Building on the success and momentum of Canaccord’s
internally managed Independence Account, we added four
external money managers during fiscal 2005: Jarislowsky
Fraser, KBSH, Legg Mason Brandywine and Seamark.

We will continue to develop products and services in order
to offer our IAs the freedom to develop the best product
mix for their clients, which, at the same time, reinforces an
entrepreneurial culture in which to develop their business.

We have also added two new branches in key target markets —
White Rock, British Columbia and Halifax, Nova Scotia.
These branches will not only contribute to the growth of our
company, but will also further diversify our revenue on a
geographic basis and improve our ability to recruit in two key
Canadian markets.

Global Capital Markets

Overview

Contribution to our Global Capital Markets revenue comes
from two regions, North America and Europe. Our Global
Capital Markets group has experienced tremendous growth
and tripled its revenue over the last four years. Our team has
extensive market knowledge and expertise and is active in the
most productive sectors of the global markets, including
Mining and Metals, Energy, and Technology and Media.

Canaccord’s Global Capital Markets group operates as one
integrated team in North America and in the UK to provide
comprehensive high quality services to corporate and
institutional clients in:

e Institutional equity sales and trading
* International and principal trading

e Research

* Fixed income trading

¢ Investment banking

* Venture capital

Industry profile

Advances in technology and the globalization of the marketplace
are transforming Canadian equity and debt markets, and

an increasingly sophisticated investor is looking outside the
domestic marketplace. Changing demographics and more
flexible government regulations have also fostered this growing
investment industry. We believe that, in the long term,
through Canaccord’s global platform, we will continue to
improve foreign market access and provide an unparalleled
ability to respond to industry challenges.

Outlook

Canaccord has traditionally been strong in the resource sectors
and is well positioned to take advantage of what we perceive
to be a long term commodity cycle. A weaker US dollar and a
historic shift in the price of oil and gas have created a positive
environment for Canaccord’s resource practice and for our
clients.

Another area for future growth for Global Capital Markets

is the North American income trust market. This sector has
become a major part of Canada’s investment market, which
has grown from a market capitalization of $9 billion in

1996 to over $114 billion in December 2004. Recognizing the
importance of this sector, Standard and Poor’s has recently
added income trusts to the benchmark of the S&P/TSX
Composite Index.

In Europe, Canaccord has been successful in providing sales
and trading, research and investment banking services to
European institutional and corporate clients by offering a
diverse product mix of grow