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WERET[EInglEl gl Discussion & Analysis

This MD&A provides commentary on the results of operations for the years ended December 31, 2004 and 2003,
financial position as at December 31, 2004 and the outlook for Ceapro Inc. (iCeaprot) based on information available
as at April 6, 2005. The following information should be read in conjunction with the consolidated financial statements
as at December 31, 2004, and related notes thereto, which are prepared in accordance with Canadian generally
accepted accounting principles (Canadian GAAP). All comparative percentages are between the years ended
December 31, 2004 and 2003 and all dollar amounts are expressed in Canadian currency, unless otherwise noted.
Additional information about Ceapro can be found on SEDAR at www.sedar.com.

FORWARD-LOOKING STATEMENTS

This MD&A offers our assessment of Ceaprois future plans and operations as at April 6, 2005, and contains forward-
looking statements. By their nature, forward-looking statements are subject to numerous risks and uncertainties,
including those discussed below. You are cautioned that the assumptions used in the preparation of forward-looking
information, although considered reasonable at the time of preparation, may prove to be imprecise and, as such,
undue reliance should not be placed on forward-looking statements. Actual results, performance or achievements
could differ materially from those expressed in, or implied by, these forward-looking statements. No assurance can
be given that any of the events anticipated will transpire or occur, or if any of them do so, what benefits Ceapro
will derive from them. We disclaim any intention or obligation to update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise.

Vision, Core Business, and Strategy

Ceapro Inc. is incorporated under the Canadian Business Corporations Act, and its wholly-owned subsidiaries,
Ceapro Technology Inc. and Ceapro Veterinary Products Inc., are incorporated under the Alberta Business
Corporations Act. Ceapro is an innovation-driven biotechnology company. Our primary business activities relate
to the development and commercialization of organic products for medical, cosmetic, and animal health industries
using proprietary technology and natural, renewable resources.

Our products include:

A A commercial line of active ingredients, including beta glucan, avenanthramides (colloidal oat extract and
Drago-Calm), and oat oil, which are marketed to the personal care and cosmetic industry through an
exclusive agreement with our distribution partner, Symrise Inc.; and

A Veterinary therapeutic products, including an oat shampoo, an ear cleanser and a dermal complex/
conditioner, which are marketed to veterinarians in Japan, Asia, and Canada through distribution
agreements with Daisen Sangyo Co. Ltd. and Aventix Animal Health, respectively.

Other products and technologies are currently in the research and development or pre-commercial stage. These
new technologies include:

A CeaProveE , a diabetes test meal to identify Type 2 diabetes and pre-diabetes, to determine dosage levels
for diabetes oral therapy, and to monitor the condition of pre-diabetics. We are working towards a Canadian
product listing to make CeaProveE available across Canada in 2005.

A Adrug-delivery platform;

A An extension to the active ingredients offering, through new protein and new cereal grain extract products;
and

A An extension to the existing veterinary products line, though new therapeutic products/formulations.
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Our vision is to be a global leader in developing and commercializing products for the human and animal health
markets through the use of proprietary technology and renewable resources. We act as innovator, advanced
processor and formulator in the development of new products. We deliver our technology to the market through
distribution partnerships. Our strategic focus is to:

A Increase sales and expand markets for active ingredients;
A Develop and market additional high-value proprietary therapeutic products; and
A Advance new technology to a partnering position.

As a knowledge-based enterprise, we will also expand and strengthen our patent portfolio and build the necessary
manufacturing infrastructure to become a global biotechnology company.

Our business growth depends on our ability to access global markets through distribution partnerships. Our
marketing strategy emphasizes providing technical support to our distributors and their customers to maximize the
value of our technology and product utilization. Our vision and business strategy are supported by our commitment
to the following core values:

A Enhancing the health of humans and animals;

A Discovering and commercializing new, natural ingredients;

A Producing the highest quality work possible in products, science, and business; and
A Developing personnel through guidance, opportunities, and encouragement.

To support these objectives, we believe we have the requisite resources (intellectual and human capital) and the
competitive advantages (partnerships) to exploit our technology. To fund our operations, we rely upon revenues
generated from the sale of active ingredients and veterinary therapeutic products, and the proceeds of public and
private offerings of equity securities, debentures, and other income offerings.

Risks and Uncertainties

Biotechnology companies are subject to a number of risks and uncertainties inherent in the development of any
new technology. General business risks include: uncertainty in product development and related clinical trials and
validation studies; the regulatory environment, for example, delays or denial of approvals to market our products; the
impact of technological change and competing technologies; the ability to protect and enforce our patent portfolio
and intellectual property assets; the availability of capital to finance continued and new product development; and
the ability to secure strategic partners for late stage development, marketing, and distribution of our products. To the
extent possible, we pursue and implement strategies to reduce or mitigate the risks associated with our business.

As substantially all sales are export sales to two distributors, we are dependent on those distributors to maintain and
expand the volume of product sales to existing and new customers.

We have exposure to risk arising from volatility in foreign exchange rates as substantially all sales of our products
are denominated in U.S. currency, while our expenses are primarily denominated in Canadian dollars. We do not
currently engage in hedging or use of derivatives to reduce foreign exchange risk.

Ceaprois convertible debentures and loans payable have fixed interest rates over the terms of the obligations. Our
exposure to interest rate and inflation risks are expected to be negligible as economic forecasts project a stable
outlook for both interest rates and inflation in the near future.

Ceaprois share price is subject to equity market price risk, which may result in significant speculation and volatility
of trading due to the uncertainty inherent in our business and the biotechnology industry. There is a risk that future
issuance of common shares may result in material dilution of share value, which may lead to further decline in share
price. The expectations of securities analysts and major investors about our financial or scientific results, the timing of
such results and future prospects, could also have a significant effect on the future trading price of Ceaprois shares.
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A variety of factors will affect our future growth and operating results, including the strength and demand for our
products, the extent of competition in our markets, the ability to recruit and retain qualified personnel, and our ability
to raise capital.

Accounting Policies and Critical Estimates

Our financial statements are prepared within a framework of GAAP selected by management and approved by
our Board of Directors. The assets, liabilities, revenues and expenses reported in our financial statements depend
to varying degrees on estimates made by management. An estimate is considered a critical accounting estimate
if it requires management to make assumptions about matters that are highly uncertain; and if different estimates
that could have been used would have a material impact. The significant areas requiring the use of management
estimates relate to amortization of property and equipment, the assumptions used in determining stock-based
compensation and the interest rate used in determining the equity component of the convertible debentures. These
estimates are based on historical experience and reflect certain assumptions about the future that we believe to
be both reasonable and conservative. Actual results could differ from those estimates. We continually evaluate the
estimates and assumptions.

Change in Accounting Policy

The Canadian Institute of Chartered Accountants has issued an accounting pronouncement concerning the
classification of debt (EIC-122) for financial years commencing on or after January 1, 2002. Based on the
pronouncement, one of the companyis loans payable is classified as a current liability since the lender has the right
to demand repayment within one year.

Results of Operations T Years Ended December 31, 2004 and 2003

SELECTED ANNUAL INFORMATION

The selected annual financial information presented below is derived from Ceaprois audited annual financial
statements for each of the last three years ended December 31. It has been prepared in accordance with Canadian
generally accepted accounting principles (iCanadian GAAP?) and is denominated in Canadian dollars.

$000s except per share data 2004 2003 2002
Total revenues 2,420 2,424 1,602
Net income (loss) (398) 442 116
Basic income (loss) per share (0.0112) 0.014 0.004
Diluted income (loss) per share (0.0112) 0.013 0.004
Total assets 1,718 1,255 645
Total long-term liabilities 538 128 676

In 2004, income from operations declined 84% due to a decrease in the gross margin resulting from a decline
and shift in product sales mix during the year, and higher general and administration, royalties, and amortization
expenses. This was partially offset by an increase in revenues from royalties, licenses, and product development
fees, and lower sales and marketing and interest expenses.

Several factors contributed to the net loss of $398,000 in 2004, compared with net income of $442,000 last year.
These included the absence of revenues from the sale of royalty interest units (no units were offered for sale), the
occurrence of specific, one-time legal and consulting expenses that were unrelated to regular operations, slightly
lower product sales (including the reduced volume requirements of a major cosmetic customer) and a shift in product
mix resulting in lower margins, higher general and administrative, royalty, and amortization expenses, a loss on the
disposal of property and equipment, and a higher Canadian dollar.
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The trend for results of operations and financial position over the past three years has occurred primarily due to increases
in volume of product sales, increased revenues from royalties, licenses, and product development fees, greater production
efficiencies from larger sized orders, and proceeds of various public and private income offerings.

Revenue
$000s 2004 2003 Change
Product sales
Active ingredients 1,338 1,680 (20%)
Veterinary therapeutic products 619 538 15%
1,957 2,218 (12%)
Royalties, licences, and product development 463 206 125%
Total revenues 2,420 2,424 - %

Total revenues, which include product sales and royalties, licenses, and product development fees, were comparable
to last year, at $2.4 million. The overall volume of sales increased slightly in 2004 but the rising Canadian dollar
negatively impacted recorded revenues.

PRODUCT SALES

Active ingredients sales were impacted by a reduction in Drago-Beta Glucan sales due to the need to refresh and
reformulate the product, which has been on the market for a number of years. In addition, volume requirements of
a major cosmetic customer were significantly reduced. This decrease was largely offset by significant increases
in the sale of Drago-Calm which was launched mid year in 2003. The new beta glucan formula was developed
specifically to address markets in Europe and Asia, where the product is subjected to extreme temperatures during
transportation. The reformulated product is not cold-sensitive, which will result in reduced shipping costs. Shipping
costs had been identified as a barrier to market entry. Anticipation of the refreshed and reformulated beta glucan
product resulted in a delay in sales which should begin to recover in 2005 as the product is introduced to customers
and potentially incorporated into new or existing product formulations.

The increase in sales from veterinary therapeutic products was due to the introduction of the (Avena Sativaj line of
products through Ceaprois new Canadian distributor, and increased sales volumes to our distributor for Japan. The
increase in sales was slightly offset by a change in Ceaprois Australian distributor, and a negative foreign exchange
impact resulting from the strengthening Canadian dollar.

ROYALTIES, LICENCES, AND PRODUCT DEVELOPMENT FEES

Royalties, licenses, and product development fees are revenue derived from the addition of new products to existing
distribution agreements, activation of new distribution agreements and; scientific and technical services provided
to customers for the creation and development of new products. Revenue from royalties, licenses, and product
development fees increased by $257,000, due to the activation of a new distribution agreement for Asia, product
activation fees for new veterinary therapeutic products for Japan, and the agreement for product development

services for new active ingredient products versus last year.
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