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(Expressed in United States dollars, except whiearatise indicated)
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Notes March 31, 2016 December 31,2015
ASSETS
Current assets
Cash and cash equivalents $ 7,171,748 $ 4,585,754
Trade and other receivables 8,582,428 8,987,392
Inventories 10,693,529 10,956,524
Prepaid expenses and other 337,162 394,617
26,784,867 24,924,287
Non-current assets
Property and equipment, net 518,744 558,609
Intangible assets, net 4,550,131 4,724,490
Goodwill 4,090,962 4,097,751
Investment tax credits recoverable 5,076,349 4,985,139
Deferred income taxassets 1,784,413 2,218,848
16,020,599 16,584,837
Total assets $ 42,805,466 $ 41,509,124
LIABILITIES
Current liabilities
Trade and other payables $ 2,323,728 $ 1,906,703
Accrued liabilities 2,223,207 2,375,107
Provisions 870,889 947,682
Deferred revenue 191,415 286,432
5,609,239 5,515,924
Non-current liabilities
Long-term deferred revenue 25,068 45,889
Total liahilities 5,634,307 5,561,813
SHAREHOLDERS' EQUITY
Issued capital 6 39,850,648 39,850,648
Treasury shares (320,750) (320,750)
Contributed surplus 4,363,363 4,318,487
Accumulated other comprehensive loss (4,656,874) (4,673,811)
Deficit (2,065,228) (3,227,263)
Total shareholders' equity 37,171,159 35,947,311
Total liakilities and shareholders' equity $ 42805,46 $ 41,509,124

Commitments and Contingenci@dote 11)

See accompanying notesto the unaudited condensed interimconsolidated financial statements.

Approved by the Board and authorized for issue on May 3, 2016

“ Fabio Doninelli” “ James Topham”
Board of Directors Board of Diters




Norsat International Inc.

Condensed Interim Consolidated Statements of Earngs and Comprehensive Income
(Expressed in United States dollars, except whiearatise indicated)

(Unaudited)

Three months ended March 31

Notes 2016 2015

Revenue 8 $ 9,553,427 $ 8,410,325
Cost of sales 4 5,378,280 5,052,482
Gross profit 8 4,175,147 3,357,843
Expenses:
Selling and distributing 4 1,403,942 1,266,993
General and administrative 4 882,101 1,024,457
Product development 4 783,995 758,776

Less: Government contributions 4&5 (379,475) (331,024)
(Gain)/loss on foreign exchange (49,159) 177,749
Interest and bank charges 26,800 35,398
Total expenses 2,668,204 2,932,349
Earnings before income taxes 1,506,943 425,494
Current income taxrecovery - (66,068)
Deferred income tax expense/(recovery) 344,908 (68,125)
Net earnings $ 1,162,035 $ 559,687
Other comprehensive income (loss)
ltems that may subsequently be reclassified to inote:

Exchange differences on translation of operation

in currencies other than United States dollars ,9316 (543,779)
Total comprehensive income $ 1,178,972 $ 15,908
Net earnings per share

Basic earnings per share 7 $ 0.2% 0.10

Diluted earnings per share 7 $ 0.28 0.10
Weighted average number of shares outstanding

Basic 6&7 5,766,952 5,766,177

Diluted 6&7 5,789,421 5,788,977

See accompanying notesto the unaudited condensed interim consolidated financial statements.



Norsat International Inc.

Condensed Interim Consolidated Statements of Changen Shareholders’ Equity
(Expressed in United States dollars, except whiearatise indicated)

(Unaudited)
Treasury  Contributec Accumulated othe Total shareholders'
Notes Issued capital shares surplus comprehensive loss Deficit equity
As at January 1, 2016 $ 39,850,648% (320,750)$ 4,318,487 $ (4,673,811)$ (3,227,263)$ 35,947,311
Net earnings for the period - - - - 1,162,035 1,162,035
Other comprehensive income - - - 16,937 - 16,937
39,850,648 (320,750) 4,318,487 (4,656,874) (2,065,228) 37,126,283
Share-based payments 6 - - 44,876 - - 44,876
As at March 31, 2016 $ 39,850,648% (320,750)$ 4,363,363 $ (4,656,874)$ (2,065,228)$ 37,171,159
Treasury  Contributec Accumulated othe Total shareholders'
Notes Issued capital shares surplus comprehensive loss Deficit equity
As at January 1, 2015 $ 39,850,648% (326,527)$ 4,371,778 $ (3,033,963)$ (11,877,494)% 28,984,442
Net earnings for the period - - - - 559,687 559,687
Other comprehensive loss - - - (543,779) - (543,779)
39,850,648 (326,527) 4,371,778 (3,577,742) (11,317,807) 29,000,350
Share-based payments 6 - - 53,951 - - 53,951
As at March 31, 2015 $ 39,850,648% (326,527)$ 4,425,729 $ (3,577,742)$ (11,317,807)% 29,054,301

See accompanying notesto the unaudited condensed interimconsolidated financial statements.



Norsat International Inc
Condensed Interim Consolidated Statements of Cashdws
(Expressed in United States dollars, except whiearatise indicated)

(Unaudited)
Three months ended March 31
Notes 2016 2015
Cash and cash equivalents provided by/(used in)
Operating activities:
Net earnings for the period $ 1,162,035 $ 559,687
Adjustments for items not affecting cash:
Depreciation and amortization 4 229,328 328,049
Write-off of property and equipment - 31,139
Unrealized foreign exchange loss 24,856 177,748
Acquisition loan cost amortization - 2,262
Current income taxrecovery - (66,068)
Deferred income taxexpense/(recovery) 344,908 (68,125)
Share-based payments 6 44,876 53,951
Government contributions 5 (379,475) (331,024)
Changes in non-cash working capital 9 233,338 (911,428)
Net cash flows provided by/(used in) operating aciities 1,659,866 (223,809)
Investing activities:
Purchase of intangible assets, property and equipme (23,418) (56,095)
Net cash flows usedin investing activities (23,418) (56,095)
Financing activities:
Repayment of acquisition loan - (980,000)
Government contributions 5 954,460 763,484
Net cash flows provided by/(used in) financing aofities 954,460 (216,516)
Effect of foreign currency translation on
cash and cash equivalents (4,914) 340,221
Increase/(decrease) in cash and cash equivalents 85,998 (156,199)
Cash and cash equivalents, beginning of period A585 5,513,733
Cash and cash equivalents, end of period $ 7,171,748 $ 5,357,534

Supplemental cash flow and other disclosulst€9)
See accompanying notesto the unaudited condensed interim consolidated financial statements.



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

1. Basis of Preparation

Statement of Compliance

These condensed interim consolidated financiaéstants for the three months ended March 31, 20d6 an
2015, including comparatives, have been prepareac@aordance with International Financial Reporting
Standards (“IFRS”) as issued by the InternationaddAinting Standards Board (“IASB”), applicable e t
preparation of interim financial statements, indhgd International Accounting Standard (“IAS”) 34
Interim Financial Reporting. They do not include all of the information reedrin annual financial
statements in accordance with IFRS as issued byA8S8 and should be read in conjunction with the
Company’s 2015 annual consolidated financial statgm

The condensed interim consolidated financial statgmfor the three months ended March 31, 2016 and
2015 have been approved and authorized for isstieebBoard of Directors on May 3, 2016.

Change in Functional Currency

Effective January 1, 2016, the Company’s Canadiaisidn of Sinclair Technologies has changed its
functional currency from Canadian dollars to U.8llats. The Company performed an analysis of the
primary and secondary indicators in IAS Zhe Effect of Changes in Foreign Exchange Rates, and
determined that there has been an increased ecoraposure to the U.S. dollar due to increaseddene
U.S. dollar expenditures, as well as significanh&Han dollar pricing changes to raw materialst ra
being influenced by the U.S. dollar. As a restilthis increased exposure, management has detatmine
that the functional currency of the Canadian donsof the Sinclair Technologies is the U.S. dollars

The Company has accounted for this change prospégtas provided for under IAS 21, and any amounts
that were previously accumulated in other comprsivenincome (“AOCI”) prior to the change will
continue to be included in AOCI until the dispostthe operation.

Seasonal Fluctuations

Quarterly results from the Company’s two operatsggments fluctuate from quarter to quarter due to
seasonal influences on sales volumes. In the Coypdand Mobile Radio (“Sinclair Technologies”)
segment, the first and second quarters are hiatlyrithe strongest, as most of Sinclair Technolsgie
customers build inventories as they commence iasitah in the fall and winter seasons. For the B&te
Communications segment, the third and fourth quadee typically the strongest, as these are toadilly

the periods when military sales occur. The timifigantract awards also creates significant flugturegt in

the Company’s quarterly results as some large aotstrepresent a significant share of sales faveng
guarter. The timing of these orders can vary amhagbe predicted with historical patterns.

2. Significant Accounting Policies

The condensed interim consolidated financial statémhave been prepared using accounting policiés a
accounting estimates consistent with those usetthénpreparation of the annual consolidated findncia
statements for the year ended December 31, 2015.

3. Significant Management Judgments and Estimation Unertainty

The preparation of condensed interim consolidaiteahtial statements in conformity with IFRS reqsire

the Company’s management to undertake a numbardgijents, estimates and assumptions that affect
amounts reported in the condensed interim condelidéinancial statements and accompanying notes.



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

Actual amounts may ultimately differ from theseimsttes and assumptions.

The judgments, estimates and assumptions appliethencondensed interim consolidated financial
statements, including key sources of estimationettamty, were the same as those applied in the
Company’s last annual consolidated financial stateshfor the year ended December 31, 2015, with the
exception of the change in functional currencytfeg Canadian division of Sinclair Technologies etffee
January 1, 2016 as described in Note 1.

4. Cost of Sales and Expenses

Three months ended March 31

2016 2015
Cost of sales
Raw materials and overhead costs $ 4,516,773 $ 4,209,423
Labour costs 839,553 819,306
Depreciation and amortization 21,954 23,753
$ 5,378,280 $ 5,052,482
Selling and distributing expenses
Direct expenses $ 549,241 $ 480,939
Labour costs 756,496 624,228
Depreciation and amortization 98,205 161,826
$ 1,403,942 $ 1,266,993
General and administrative expenses
Direct expenses $ 532,526 $ 546,121
Labour costs 489,050 543,605
Depreciation and amortization 64,398 90,793
1,085,974 1,180,519
Capitalized to inventory/transfer to cost of sales (203,873) (156,062)
882,101 1,024,457
Product development expenses
Direct expenses $ 256,540 $ 192,332
Labour costs 498,355 514,767
Depreciation and amortization 44,771 51,677
799,666 758,776
Capitalized to inventory/transfer to cost of sales (15,671) -
783,995 758,776
Less: Government contributions (Note 5) (379,475) (331,024)
$ 404,520 $ 427,752

Labour costs include wages, salaries, bonusess sal@missions, share-based payments, social securit
contributions, extended health premiums, governmeedical services plan payments, Registered
Retirement Savings Plan contributions and vacatonual.

5. Government Contributions

For the three months ended March 31, 2016, the @agnpecorded government contributions of $379,475
(2015 - $331,024) as a reduction to product devatog expenses in the Condensed Interim Consolidated
Statements of Earnings and Comprehensive Income.



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

Strategic Aerospace & Defense Initiative (“SADI 1)

As at March 31, 2016, the Company calculated thBISAepayment amount to be $nil as the 2016 year-
to-date gross business revenue did not meet ttexiarfor repayment pursuant to the repayment terins
the SADI | agreement and the Company’s accountoigyrelating to SADI repayment.

Strateqgic Aerospace & Defense Initiative (“SADDII”

For the three months ended March 31, 2016, the @agnpecorded $344,010 (2015 - $331,024) as a
reduction to product development expenses relaie8ADI Il in the Condensed Interim Consolidated
Statements of Earnings and Comprehensive Income.

As at March 31, 2016, the Company has recorded ¢taams of Cdn$6,342,950 (December 31, 2015 -
Cdn$5,828,102) of the maximum funding amount of £1d)270,265 under SADI 1.

As at March 31, 2016, reimbursements for eligildets related to SADI Il of $8,353 (December 31,201
$625,380) were included in trade and other recéagab

For the three months ended March 31, 2016, totsth caceived under SADI Il was $949,154 (2015 -
$763,484).

SADI Il repayment is contingent on performance dienarks established at the end of the Company’s
fiscal 2017 year-end and is capped at the lessdr.otimes the contribution received (actual amsunt
disbursed by the Minister). These amounts will &gaid over a period of 15 years, commencing in 2018
The annual repayment amount is calculated basedpmrcentage of gross business revenue as defined i
the agreement multiplied by the adjustment ratsgaon the growth of gross business revenue oeer th
previous year).

As at March 31, 2016, the Company did not accrueliability for repayment relating to SADI Il aséh
amount to be repaid cannot yet be determined sheeepayment amount is contingent on 2018 findncia
results compared to those achieved in 2017.

Industrial Research Assistance Program (“IRAP”)

For the three months ended March 31, 2016, the @agnpecorded $35,465 (2015 - $nil) as a reduction t
product development expenses related to IRAP inGbadensed Interim Consolidated Statements of
Earnings and Comprehensive Income.

As at March 31, 2016, the Company has recorded ttdams of Cdn$66,139 (December 31, 2015 -
Cdn$21,092) of the maximum funding amount of Cdri$@60 under IRAP.

As at March 31, 2016, reimbursements for eligilists related to IRAP of $45,398 (December 31, 2015
$15,239) were included in trade and other receasbl

For the three months ended March 31, 2016, totdl ceceived under IRAP was $5,306 (2015 - $nil).



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

6. Issued Capital

Shares Issued and Outstanding

Total shares issued and outstanding as at MarcB3% and December 31, 2015 were 5,831,658 atla boo
value of $39,850,648.

Share Purchase Option Plan

During the three months ended March 31, 2016,a t§t57,642 stock purchase options were granteoh at
average exercise price of Cdn$5.99 and weightedhgeefair value of Cdn$1.49, which included 31,137
stock purchase options granted to a Director amdosenanagement at an average exercise price of
Cdn$5.92 and fair value of Cdn$1.47.

During the three months ended March 31, 2015,a t$t26,352 stock purchase options were granteah at
average exercise price of Cdn$6.84 and weightedageefair value of Cdn$2.23, which included 4,642
stock purchase options granted to senior manageateam average exercise price of Cdn$6.86 and fair
value of Cdn$2.23.

Options typically vest in two years and expire firgars from the grant date.

Option pricing models require the input of highlybgective assumptions including the expected price
volatility. Changes in the subjective input assuomg can materially affect the fair value estimated
therefore the existing models may not necessarityige a reliable measure of the fair value of the
Company’s share purchase options. The weightecageeassumptions used to estimate the fair value of
options granted during the three months ended Mait¢l2016 and 2015 were as follows:

Three months ended March 31

2016 2015
Risk-free interest rate 0.43% 0.53%
BExpected life 25years 3.1years
Vesting period 2years 2years
BExpected volatility 39% 47%
Expected dividends Nil Nil
Average fair value Cdn$1.49 Cdn$2.20
Forfeiture rate 20% 18%

The exercise price of all share purchase optioastgd during the period is equal to the closingkeiar
price on the grant date. The Company calculatecedbased payment from the vesting of share purchase
options using the Black-Scholes Option Pricing Mogligh assumptions noted above and recorded related
compensation expense as follows for the three nsaantded March 31, 2016 and 2015:

Three months ended March 31
2016 2015
Share-based payments - options $ 5,673% 13,628




Norsat International Inc.
Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

Share purchase options outstanding as at Deceriib035 and March 31, 2016 were as follows:

Weighted average
exercise price

Share purchase options outstanding Number of options Cdn$

Balance, December 31, 2015 229,814 $ 6.03
Granted 57,642 $ 5.99
BExpired (25,000) $ 7.96
Forfeited (6,671) $ 6.42
Balance, March 31, 2016 255,785 $ 5.82

The following table summarizes information pertagito the Company's share purchase options
outstanding at March 31, 2016:

Options outstanding Options exercisable
Weighted Weighted

Range of Number of Weighted average average Number of average
exercise prices options remaining contractual exercise price options exercise price
Cdn$ outstanding life (years) Cdn$ exercisable Cdn$

$0 to $4.99 40,600 0.86 4.81 40,100 4.80
$5.00 to $9.99 215,185 2.82 6.01 106,308 5.89

255,785 2.51 5.82 146,408 5.59

Restricted Share Unit (“RSU”™) Plan

The Company charged the following share-based patgrte operating expenses in connection with the
Company’s RSU plan, with a corresponding increasmitributed surplus:

Three months ended March 31

2016 2015
Share-based payments - RSUs $ 39,203 $ 0,323
RSUs outstanding as at December 31, 2015 and Mdrch016 were as follows:
No. of units
Balance, December 31, 2015 77,037
Granted -
Vested -
Forfeited (1,397)
Balance, March 31, 2016 75,640

10



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

7. Earnings per Share

The reconciliation of the numerators and denomisadd the basic and diluted earnings per share $"EP
calculations was as follows for the three monthdeeinviarch 31, 2016 and 2015:

Three months ended March 31

2016 2015

Numerator
Net earnings $ 1,162,035 $ 559,687
Denominator
Weighted average number of shares

outstanding used to compute basic EPS 5,766,952 5,766,177
Dilution from exercise of stock options 22,469 22,800
Weighted average number of shares

outstanding used to compute diluted EPS 5,789,421 5,788,977
Net earnings per share
Basic $ 020 $ 0.10
Diluted $ 020 $ 0.10

The calculation of assumed exercise of share paecbations includes the effect of the dilutive ops.
Where their effect was anti-dilutive because teagrcise prices were higher than the average marlost

of the Company’s common shares at the end of thiegseshown in the table, assumed exercise of those
particular share purchase options was not included.

8. Segmented Information

The Company’s business operates primarily through bperating segments — Land Mobile Radio
(“Sinclair Technologies”) and Satellite Communicats. These operating segments are monitored by the
Company’s chief operating decision makers, andtegia decisions are made on the basis of segment
operating results.

The Company’s operating segments are strategianéssiunits that offer different products and sesiic
They are managed separately because each busriass different stage in its life cycle and theguire
different marketing strategies.

The accounting policies of the segments are theesasnthose described in the summary of significant
accounting policies in the annual consolidatedrfaial statements for the year ended December 315,20
except for the change in functional currency foe @inclair Technologies operating segment effective
January 1, 2016 (Note 3).

The following tables set forth sales and grossiphaformation by operating segments for the thmeenths
ended March 31, 2016 and 2015:

11



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

Three months ended March 31

2016 2015
Sales to external customers
Sinclair Technologies $ 4,460,730 $ 4,644,798
Satellite Communications 5,092,697 3,765,527
$ 9,553,427 $ 8,410,325
Gross profit
Sinclair Technologies $ 2,189,815 $ 2,005,639
Satellite Communications 1,985,332 1,352,204
$ 4,175,147 $ 3,357,843

The following table provides assets informationopgrating segments as at March 31, 2016 and 2015:

Sinclair Satellite

Technologies Communications Consolidated
As at March 31, 2016
Total assets related to operations $ 22,469,274 $ 20,336,1% 42,805,466
Property and equipment, net $ 179,093 $ 339,654 518,744
Intangible assets, net $ 4,450,098 100,03% 4,550,131
As at December 31, 2015
Total assets related to operations $ 21,802,701 $ 19,706,423 41,509,124
Property and equipment, net $ 184912 $ 373,69% 558,609
Intangible assets, net $ 4,612,038 112,44% 4,724,490

The Company generated revenues from external cestolocated in the following geographic locations:

Three months ended March 31

2016 2015

United States $ 4,230,392 $ 4,885,804
Europe and other 4,263,320 2,221,194
Canada 1,059,715 1,303,327
$ 9,653,427 $ 8,410,325

Substantially all of the Company’s property andipment, intangible assets and goodwill are locéted
Canada.

Economic dependence:

For the three months ended March 31, 2016, twoousts (2015 — nil) represented 38% of the Company’s
consolidated revenue.

12



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)

(Unaudited)

9. Supplemental Cash Flow and Other Disclosures

Three months ended March 31

2016 2015

Changes in non-cash working capital:
Trade and other receivables $ (158,462) $ 3,703
Inventories 265,144 (505,624)
Prepaid expenses and other 57,714 (62,396)
Trade and other payables 417,249 (542,229)
Accrued liabilities (154,831) (483,059)
Provisions (76,793) 166,248
Deferred revenue (116,683) 511,929

$ 233,338 $ (911,428)
Supplementary information:
Interest (received)/paid $ (1,558) $ 14,505

10. Related Party Transactions

The following table discloses the compensation arhaef Board of Directors and key management
personnel in the ordinary course of their employmetognized as an expense during the reporting
periods. Key management personnel include the Coypé#resident and Chief Executive Officer, Chief

Financial Officer and General Manager.

Three months ended March 31

2016 2015
Directors' fees $ 22,945 $ 6,088
Short-term employee benefits 245,122 12226
Share-based payments 36,104 38,549
Total $ 304,171% 325,97

11. Commitments and Contingencies

Future minimum payments at March 31, 2016 underclmsing commitments and operating lease
obligations for each of the next two calendar yeaesapproximately as follows:

Inventory purchase  Operating lease

obligations obligations Total
Remaining 2016 $ 5,217,465 $ 498,262% 5,715,727
2017 185,660 172,232 357,892
$ 5,403,125 $ 670,494% 6,073,619

The Company has operating lease commitments extgridi June 2017. The Company also enters into
purchase commitments, including inventory purchabBgations in the normal course of business as
disclosed above. In addition, the Company is reguto make contingent repayment of SADI | and SADI
Il government contributions pursuant to the repaynterms of the agreement. As at March 31, 2016, th
Company did not accrue any liability for repaymg@yote 5).

Legal Proceedings

From time to time, the Company may be involved w&bal proceedings relating to certain potential
claims. Management is of the opinion, based oallagsessment and information available, that iois

13



Norsat International Inc.

Notes to the Condensed Interim Consolidated Finanal Statements
Three months ended March 31, 2016 and 2015

(Expressed in United States dollars, except whenharwise indicated)
(Unaudited)

probable that any liability would be material iat@on to the Company’s Condensed Interim Constdida
Statements of Financial Position.

12. Comparative Figures

Certain comparative figures have been reclasstfiecbnform to the current period’s financial stateits
presentation.

14



