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/Unique Broadband Systems, Inc“

October 10, 2003

Dear fellow shareholder:

It has been a challenging year at UBS, with significant changes taking place as we continued our
efforts to transform the company. These changes have resulted in a company that is operating in
a different business sector than the previous year. UBS is now both structured and focused to
take advantage of the wireless marketplace in Ontario and Quebec as we move into fiscal 2004
and beyond.

The operations, opportunities and 2003 financial results underline the Board of Directors’ decision
to restructure and refocus the Company. The cost structure in Toronto and Denmark required to
support electronic manufacturing and assembly was not supported by current and projected sales
levels, and resulted in a level of cash utilization that could not be maintained. The contraction in
technology markets over the last number of years was not, in our opinion, going to turn around in
a time frame that would allow us to be successful in that line of business. As a result, the
Company stopped investing in our Danish subsidiary and started to fundamentally restructure its
operations, a process that culminated with the divestiture of the equipment and engineering
business in October 2003.

A significant component of the Company’s operations were related to maintaining technological
advancement in our product lines and, as a result, personnel costs represented approximately
67% of the operating costs. Simply laying off the workforce with a view to re-hiring them in better
times was not an option — without continual R&D spending the product line would quickly have
become obsolete. Accordingly, this divestiture decision was implemented, leading to a sizable
workforce reduction and the completion of the sale of the equipment and engineering business to
a private company owned by a group of UBS’ former engineers: Dr. Pasteur Ntake, Sergey
Malykhin, Anatoly Oxrud and Karen Safaryan. The transaction will be reflected in our fiscal 2004
financial statements.

During this past year we took advantage of an opportunity to establish an important relationship
with Look Communications (“Look”). Our decision to make a significant investment, and
ultimately attain a controlling position in Look, is something we believe will lead to a greater
benefit to shareholders. Your Company is now able to focus its management and financial
resources on our investment in Look. With its licensed spectrum in Ontario and Quebec, Look
delivers a full range of communications services, including high-speed and dial-up Internet
access, Web applications, digital television distribution and superior customer service to both the
business and residential markets across Canada.

Look provides Internet access services to more than 1,300 businesses and leads the Canadian
web hosting market with the product Look EasyHosting™ (www.easyhosting.com) servicing more
than 11,000 businesses. Look is also one of Canada’s top domain name providers having
registered more than 200,000 domain names since 2000. The Company offers all high-speed
business customers the option to purchase value added services including email, Web Hosting,
FTP, E-commerce, virus scanning and more at a 15% discount off their unbundled rates,
providing a complete Business Internet Solution to the Canadian SME marketplace.
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Also during 2003 the Company reached an agreement with Microcell Communications for the
exclusive use of 36 MHz of Inukshuk Internet's MCS spectrum in British Columbia, Alberta,
Ontario and Quebec. UBS has already received a Developmental License from Industry Canada
while the regulatory approval process is underway. This spectrum is in the 2500 MHz frequency
band located adjacent to Look’s 100MHz of MDS spectrum in the 2600 MHz frequency band.
The completion of the agreement is subject to certain conditions that are currently under dispute.
We expect a satisfactory resolution in the current fiscal year.

These new assets allow the Company to participate significantly in the new, untapped markets in
Canada for wireless, licensed services. The services that can be provided include high-speed
wireless broadband access and any of the related services using this access. The use of
licensed spectrum will ensure that the services provided will not be subject to the type of
interference that has been known to affect unlicensed bands. In partnership with Look, the
Company has the ability to provide highly reliable high-speed Internet access to SME customers
in the suburban, secondary and rural markets of Ontario and Quebec, a segment of the market
that is underserved by large, existing service providers whose focus is on major urban areas.

Market research indicates that for many SMEs in Ontario and Quebec, broadband access is
unavailable, unreliable or cost-prohibitive. Look is in a position to offer a compelling value
proposition to this specific market segment: reliable wireless broadband access, complemented
by an attractive portfolio of wireline high-speed alternatives and an array of value-added business
services. As an example of what to expect from this focus, subsequent to the year-end, the
companies launched a next generation broadband service to SMEs in five areas of the Greater
Toronto Area.

It has been a year of change and challenge for our Company, its management, our employees
and our shareholders. The business sector in which UBS started the year has not improved.
However, management believes that with the restructuring and refocusing initiatives completed in
the first quarter of fiscal 2004, the Company and its shareholders are in a better position to
benefit from the opportunities now in front of us. We have made the bold decisions that will
solidify our position in the wireless industry and result in future growth for our Company,
benefiting you, our shareholders.

/sl Gerald T. McGoey

Gerald T. McGoey
Chairman and Chief Executive Officer
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MANAGEMENT DISCUSSION AND ANALYSIS

The following is Management’s Discussion and Analysis of the financial condition of Unique
Broadband Systems, Inc. (“UBS” or the “Company”) and our financial performance for the year ended
May 31, 2003 (*2003") and 2002 (“2002"). The following information should be read in conjunction
with the Company’s 2003 Consolidated Financial Statements. All amounts are in Canadian dollars
unless otherwise stated.

This report contains forward-looking statements that involve risk and uncertainties. These statements
can be identified by the use of forward-looking terminology such as “may”, “will”, “expect”, “anticipate”,
“estimate”, “plans”, “continue”, “believe”, or the negative thereof or other variations thereon or
comparable terminology referring to future events or results. The Company’s actual results could
differ materially from those anticipated in these forward-looking statements as a result of numerous
factors. These factors include without limitation the timing of acquisitions and expansion
opportunities, technological change that may affect the Company’s capital expenditures and results of
operations, and competitive factors that may alter the timing and amount of the Company’s capital
expenditures. Any of these factors could cause actual results to vary materially from current results
or the Company'’s currently anticipated future results. The Company wishes to caution readers not to
place undue reliance on such forward-looking statements that speak only as of the date made.

1. DESCRIPTION OF BUSINESS

UBS is a publicly listed Canadian company that has investments in a technology company, licensed
spectrum and a 51% equity investment in Look Communications Inc. (TSX Venture: LOK). With its
licensed spectrum through its affiliate, Look Communications Inc. (“Look”), UBS is a Canadian digital
television broadcaster and broadband wireless service provider.

The Company’s genesis in the wireless industry was that of a technology company that designed,
developed and manufactured broadband wireless access, wireless transport and digital audio and
video broadcasting solutions. On October 8, 2003, this equipment and engineering business was

sold to a private company owned by a group of UBS’ former engineers: Dr. Pasteur Ntake, Sergey
Malykhin, Anatoly Oxrud and Karen Safaryan. This sale represented the latest step in the Company’s
restructuring process, designed to reduce costs and focus the resources of the company on its
investment in Look.

During the year, the Company acquired a 51% equity interest in Look. Since making the Look
investment, the Company has been focusing on its new platform which will allows it to participate
significantly in the new, untapped markets in Canada for wireless, licensed services. The services
that can be provided include high-speed wireless access for data, video and voice. UBS and its
affiliates now operate primarily in Ontario and Quebec, which account for almost 70% of both the
population and GDP of Canada.

The UBS head office is located in Concord, just north of Toronto, Canada. The Company currently
has six employees, down from a peak of 130 employees, most of whom were involved in the design,
development and marketing of the divested wireless data communication products business. The
Company had 78 employees as at May 31, 2003. Look’s registered office is located in Toronto, and
its main offices of operations are in Montreal, Quebec and Milton, Ontario. As at August 31, 2003,
Look had 329 full-time and part-time employees.
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2. DISCUSSION OF OPERATIONS AND FINANCIAL CONDITIONS

The industry and economic environment in which the Company operated in fiscal 2003 continued to
be a difficult one. As a result, the Company’s Directors and management continued to progress on its
stated objective, to revise the nature of its business model to one with recurring revenue streams.

During the year, through two transactions, the Company acquired shares and the rights to acquire
shares of Look Communications Inc. In January 2003, the Company acquired 5,866,247 treasury
common shares from Look Communications Inc. (“Look”) for a total acquisition cost of $3.0 million.
By way of this private placement, the Company owned approximately 20% of the issued and
outstanding shares of Look.

In May 2003, the Company acquired a further 2,903,793 common shares of Look in a private
transaction for cash consideration of $1.7 million, resulting in an increase in the Company’s
shareholder interest to 29.9%. Concurrently, the Company purchased an assignable option to
acquire an additional 6,207,427 shares for cash consideration of $3.4 million. The option may be
exercised for a further price of $0.2 million at any time up to December 31, 2005, subject to CRTC
approval. When the Company exercises its option, based on current outstanding shares, the
Company’s shareholder interest in Look would be 51%. Acquisition costs related to the Company’s
investment were $0.8 million. Until the option to purchase the optioned shares has been exercised,
voting rights attached to the optioned shares will continue to be exercised by the grantor of the option.

The investment in Look now represents the Company’s core asset, and it is the Company’s intention
to focus both financial and human resources on maximizing Look’s potential, which is expected to be
of significant benefit for shareholders of both companies. Look is a communications company that
has a large customer base and a stream of recurring revenues.

In conjunction with the acquisition of Look, UBS has continued to restructure its business with the
goal of realigning our strengths to add synergy to Look and work towards a business that provides
customers with high-speed wireless Internet access, Web hosting, E-mail, E-business and other
associated services. As part of this realignment, the Company stopped funding its Danish subsidiary
and ceased its Danish operations in January 2003. In addition, the Company’s Boston and Montreal
operations were re-located to Toronto. These actions have made a positive impact to the Company’s
cash flow from operating activities, and allowed for the consolidation of the Company’s operations,
research and development capabilities and intellectual assets at one location in Toronto.

In January 2003, the Company entered into an exclusive rights agreement with Inukshuk Inc., a
wholly owned subsidiary of Microcell Telecommunications Inc. Under the terms of the agreement, the
Company obtained the sole right to use 36 MHz of Inukshuk Internet's MCS spectrum in the 2500
MHz frequency band in Ontario, Quebec, Alberta and British Columbia. The completion of the
agreement is subject to certain conditions that are currently under dispute. These conditions include,
among other things, receiving regulatory approval from Industry Canada. UBS has already received

a Developmental License from Industry Canada while the regulatory approval process is underway.
The agreement expires co-terminus with the spectrum licenses on March 31, 2011. If the licenses
are renewed beyond their expiration date of 2011, the Company’s agreement for exclusive use may
also be extended.

In December 2002, the Company announced a contract with the US Navy to supply them with
redesigned air navigation equipment, a product acquired from SierraCom. The potential contract may
be valued at approximately US$3.8 million on a gross basis and, once first articles have been
approved, is expected to be fulfilled over an 18-month period. As of the date of this report, the
Company has submitted the redesigned first articles, but has not received approval from the U.S.

Navy.
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2. DISCUSSION OF OPERATIONS AND FINANCIAL CONDITIONS (continued):

In October 2002, the Company announced the purchase of certain assets of Broadtel
Communications, Inc., a California-based developer of Point-to-Multipoint broadband wireless access
systems for next generation networks. The system is based on the DOCSIS transmission protocol
operating on frequency ranges from 1.5 GHz to 10.5 GHz. This acquisition brought to UBS a
CMTS/WMTS component, which was strategic to the overall point-to-multipoint strategy, a product
that completed the UBS product line for turnkey broadband wireless access systems.

In July 2002, the Company completed the acquisition of a product line of Point-to-Point radios and
other assets from SierraCom, a Massachusetts company that was involved in microwave based
telecommunications systems. These assets included intellectual property, test equipment and
various other inventories for an aggregate purchase price of $1.9 million. This acquired product line
was an addition to UBS’ wireless product portfolio as it is used by various OEM’s for their cellular
network rollouts. The Company’s plans were to continue with the manufacturing, development and
evolution of the Point-to-Point Radio product line into a 3G compliant backhaul Internet protocol radio
product.

Revenue during the year ended May 31, 2003 totaled $4.2 million, a $21 million decrease from $25.2
million earned in the same period in 2002. Prior year revenues can mostly be attributed to the final
stages of a contract with Hughes Network Systems, which was completed in December 2001.

In the current year, sales from our digital video and audio broadcasting equipment and waveguide
assemblies made up approximately 60% and 40% of the total sales, respectively. The Company
continued to be negatively impacted by low levels of capital expenditures by customers.

Selling, production and administrative expenses for the year ended May 31, 2003 totaled $11.9
million, nearly equivalent to the $11.8 million incurred in the prior year. This year’s activity included
cost reduction initiatives which have been offset by professional fees incurred in the current year that
were required to realign the company’s infrastructure.

Research and development expenses for the year ended May 31, 2003 totaled $6.5 million, a $1.4
million decrease from $7.9 million incurred for 2002. This decrease is primarily due to cost reduction
initiatives, offset by additional personnel hired in conjunction with the SierraCom and Broadtel asset
acquisitions. Expenditures include costs of building prototypes for development projects.

Other charges incurred in the prior fiscal year are attributable to litigation that is now settled. The
Company did not incur other charges during the year ended May 31, 2003, as compared to $10.3
million incurred during the prior year.

Reorganization costs relate to closure and downsizing costs and termination costs to reorganize the
Company. The Company has made no provision for contingencies that are associated with
downsizing initiatives that have occurred during the year ended May 31, 2003. In the prior year, $3.6
million of reorganization costs were incurred.

Net loss for the year ended May 31, 2003 was $15.9 million or $0.16 per common share, a 49%
reduction from $31.0 million, or $0.30 per common share incurred in 2002. The decline in the net
loss for the year is a result of the elimination of other charges and reorganization costs and a
decrease of research and development expenditures, which were partially offset by the equity interest
in losses incurred by Look of $0.3 million.
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3. SUBSEQUENT EVENTS

In October 2003, the Company closed a transaction to sell the Company’s equipment and
engineering business. The equipment and engineering business was sold to a new private company
owned by former UBS' engineers: Pasteur Ntake, Sergey Malkykhin, Anatoly Oxrud and Karen
Safaryan. An additional 44 former UBS employees will join the four owners at the new company,
reducing the number of employees remaining at the Company to six. As consideration, UBS will hold
a three-year, interest-bearing, secured loan of $2 million. Under certain circumstances, including in
the event of default, UBS could acquire a 66.67% ownership stake in the new company. Additionally,
UBS may be entitled to further proceeds upon any re-sale of the new company. The accounting
impact of the divesture will be a one-time loss of approximately $4 million that will be reflected in the
Company's second quarter results. By divesting the equipment and engineering business and its
associated costs, UBS is significantly reducing the negative cash flow burden on the Company,
enhancing its financial position and longevity.

In September 2003, the Company partnered with Look to provide next generation broadband service
to small and medium sized businesses (SME) in five areas of the Greater Toronto Area. The new
offerings, which include symmetrical and “broadband on demand” services, have been launched in
Vaughan/Concord, where SMEs are already benefiting from significantly increased upload speeds.
The remaining four areas are scheduled to be launched throughout the early fall of 2003. As part of
the partnership between Look and UBS, Look has purchased five wireless broadband base stations
from UBS for $1.5 million by way of a secured promissory note, payable on the earlier of 15 days
after Look completes a public financing in the amount of at least $1.5 million, or December 31, 2004.
Look has the right to prepay the note at any time.

In July 2003, Craig Wireless International Inc. filed a statement of claim against Look. The Company
was not named in the claim. Among other things, the claim seeks an order directing that Look obtain
acceptance from the TSX Venture Exchange and disinterested shareholders in respect of the January
2003 private placement of shares to the Company. Management is monitoring the action, believes
that the suit is without merit, and does not believe that there will be any impact to the Company’s
consolidated financial statements.

Subsequent to the year-end, the Company received a statement of claim for $2.5 million from the
Landlord of the Company’s former subsidiary in Denmark, which entered bankruptcy in February
2003. The Company has not made a provision for this claim as it intends to defend the action, the
outcome of which is not determinable at this time.

4. LIQUIDITY AND CAPITAL RESOURCES

The Company had a cash balance of $11.5 million as at May 31, 2003 compared to $38.3 million as
at May 31, 2002.

The changes in cash and cash equivalents for the year ended May 31, can be summarized as
follows:

Cash Flows provided by (used in):

(thousands of CDNS$): 2003 2002
Operating activities $ (16,810) $ (12,896)
Investing activities (9,956) (2,292)
Financing activities - (2,274)
Decrease in cash and cash

equivalents $ (26,766) $ (17,462)
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Cash flow used in operating activities for the year ended May 31 was $16.8 million compared to $12.9
million in 2002. Cash used in operating activities during the year reflected the net loss incurred
during the period, the acquisition of inventory from SierraCom and a reduction of accounts payable
and accruals.

Cash flow used in investing activities for the year ended May 31 was $10.0 million compared to $2.3
million in 2002. The investing activities during the year primarily relate to the investment in Look and
the acquisition of capital assets from SierraCom and BroadTel.

Financing activities in the prior year related primarily to the repayment of the Company’s bank
borrowings.

Management believes that the Company has the resources necessary to support its strategic plans of
restructured operations and further investment in ensuring the success of its investment in Look
Communications. Based on the Company’s current strategy, there is sufficient cash and cash
equivalents available to meet its needs for the near future.

5. FUTURE ACTIVITIES

The future direction of the Company is focused on the opportunities which have arose due to recent
acquisitions. The Company has recently acquired the ability to be the controlling shareholder of Look
Communications, a digital television broadcaster and broadband Internet service provider. Although
currently under dispute, the Company has also acquired exclusive use of 36 mHz of licensed
spectrum in four provinces from Microcell Telecommunications. With 36 mHz in BC and Alberta, and
a total of 136 mHz in Ontario and Quebec, UBS now has more licensed spectrum than any other
service provider in Canada.

Together with other Canadian partners, franchisees, other service providers, or alone, the Company
can now offer wireless broadband on demand for last mile solutions. Broadband on demand services
such as high speed Internet data, video, voice and a number of other services will benefit a wide
range of customers from end users, carriers, and other services providers throughout the majority of
Canada.

The addition of strategic partners to deliver these services to the end users will enhance our service
offering, maximize the utilization of our assets and be beneficial to Canada’s telecommunication
infrastructure. Together with Look, the Company is in the position of being able to be the ‘service
provider’'s provider and believe this will be a key component to UBS’ future success.

The business of Look can be divided into three principal activities: (1) high-speed and dial-up Internet
access; (2) digital television distribution; and (3) Web-related services. By offering a variety of Internet
and television services in its niche markets, Look is uniquely positioned to bundle its products and
services to provide greater value to its customers and to become the alternative broadband provider

of choice.

High-Speed and Dial-Up Internet Access

Look is one of Canada’s largest independent Internet service providers (“ISPs™), offering wireline and
wireless Internet access to approximately 70,400 residential dial-up Internet customers, 6,400 high-
speed access residential customers and 1,000 high-speed access business customers as at June 30,
2003. Look offers Internet access by way of high-speed, including one-way and two-way broadband
fixed wireless, integrated services digital network (“ISDN”), digital subscriber line (“DSL”) and dial-up
connections.
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Digital Television Distribution

Through its advanced multipoint distribution system (“MDS") technology, Look provided wireless
digital television distribution to 42,700 subscribers in Ontario and Quebec as at June 30, 2003. Look’s
MDS technology uses microwave signals to transmit digital audio, video and data signals from
multiple transmission towers, on a line-of-sight basis, to a small antenna located at the customer’s
premises. Using a digital decoder, Look’s video customers currently have access to more than 100
digital television and digital music channels. Look provides its customers with digital quality sound
and image.

Web-Related Services

Look provided Web-related services such as Web-hosting to 11,500 subscribers as at June 30, 2003.
Web-hosting enables an individual or a small business to increase its presence on the Internet by
creating a Web-site, which is “hosted” by companies such as Look, without the responsibility or
expense associated with owning and maintaining a Web-server or a high-speed Internet connection.
Look provides the necessary Internet development tools to create a Web home page capable of
conducting e-commerce.

Key Objectives for 2003

Look’s overall objective for 2003 is to maintain positive EBITDA (earnings before interest, financing
charges, income taxes and amortization). Look intends to meet this objective through a four-part
strategy: (i) improving the level of customer retention; (ii) increasing penetration in the multiple
dwelling unit (“MDU") market; (i) increasing penetration in the small and medium enterprise (“SME”")
market; and (iv) focusing on expanding its network and coverage areas.

The Company intends to help Look achieve its goals by assisting in the implementation of a high-
speed wireless broadband network in the greater Toronto area. In addition, strategic initiatives are
underway that may enhance Look’s service offering and maximize the utilization and value of its
assets.
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AUDITORS' REPORT TO THE SHAREHOLDERS

We have audited the consolidated balance sheets of Unique Broadband Systems, Inc. as at May 31,
2003 and 2002 and the consolidated statements of operations and retained earnings (deficit) and
cash flows for the years then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at May 31, 2003 and 2002 and the results of its operations and
its cash flows for the years then ended in accordance with Canadian generally accepted accounting
principles.

K& 1P
e

Chartered Accountants

Toronto, Canada
August 22, 2003
(except for Note 17, which is dated as of October 10, 2003)



UNIQUE BROADBAND SYSTEMS, INC.

Consolidated Balance Sheets
(in thousands of dollars)

May 31, 2003, with comparative figures for 2002

Note 2003 2002
Assets
Current assets:
Cash and cash equivalents $ 11,505 $ 38,271
Accounts receivable 269 388
Inventory 2 1,848 913
Prepaid expenses and other assets 638 318
14,260 39,890
Capital assets 3 2,463 1,807
Restricted cash 4 1,989 2,000
Investment in Look Communications Inc. 5a 7,874 -
$ 26,586 $ 43,697
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable and accrued liabilities $ 3,192 $ 4,388
Income taxes payable 6 185 240
3,377 4,628
Shareholders' equity:
Share capital 7 58,222 58,139
Contributed surplus 150 150
Deficit (35,163) (19,220)
23,209 39,069
$ 26,586 $ 43,697

Commitments (note 15)
Contingencies (note 16)
Subsequent events (note 17)

See accompanying notes to consolidated financial statements.

On behalf of the Board:

/sl Gerald T. McGoey, Director

/s/ Douglas Reeson, Director
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UNIQUE BROADBAND SYSTEMS, INC.
Consolidated Statements of Operations and Retained Earnings (Deficit)
(in thousands of dollars, except per share amounts)

Year ended May 31, 2003, with comparative figures for 2002

Note 2003 2002
Sales $ 4,182 $ 25,235
Cost of sales 1,449 22,214
Gross profit 2,733 3,021
Expenses:
Selling, production and administrative 11,892 11,844
Research and development 6,450 7,901
Other charges 8 - 10,320
Reorganization costs 9 - 3,568
Interest - 164
Amortization 742 1,260
19,084 35,057
Loss before the undernoted items (16,351) (32,036)
Equity interest in losses of Look Communications Inc. 5a (299) -
Foreign exchange gain (loss) 36 (224)
Interest income 715 1,323
Loss before income taxes (15,899) (30,937)
Income taxes 6b 44 90
Net loss (15,943) (31,027)
Retained earnings (deficit), beginning of year (19,220) 11,807
Deficit, end of year $ (35,163) $ (19,220)
Loss per common share:
Basic and diluted 10 $ (0.16) $ (0.30)

See accompanying notes to consolidated financial statements.
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UNIQUE BROADBAND SYSTEMS, INC.
Consolidated Statements of Cash Flows
(in thousands of dollars)

Year ended May 31, 2003, with comparative figures for 2002

Note 2003 2002
Cash flows from operating activities:
Net loss $ (15,943) $ (31,027)
Items not involving cash:
Amortization and other 825 1,260
Equity interest in losses of Look Communications Inc. 299 -
Change in non-cash operating working capital 1lla (1,991) 16,871
Net cash flows used in operating activities (16,810) (12,896)
Cash flows from investing activities:
Investment in Look Communications Inc. (8,173) -
Restricted cash 11 (2,000)
Purchase of capital assets (1,794) (292)
Net cash flows used in investing activities (9,956) (2,292)
Cash flows from financing activities:
Decrease in bank indebtedness - (3,129)
Reduction in long-term debt - (390)
Proceeds from options and warrants exercised - 371
Repayment of shareholder loan - 874
Net cash flows used in financing activities - (2,274)
Decrease in cash and cash equivalents (26,766) (17,462)
Cash and cash equivalents, beginning of year 38,271 55,733
Cash and cash equivalents, end of year $ 11,505 $ 38,271

Supplemental cash flow information (note 11b)

See accompanying notes to consolidated financial statements.
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

Unique Broadband Systems, Inc. (the "Company" or “UBS”) is a Canadian technology company that
designs, develops and manufactures broadband wireless access, wireless transport and digital audio
and video broadcasting solutions. With its licensed spectrum, and through its affiliate Look
Communications Inc., the Company is also a Canadian digital television broadcaster and broadband
wireless service provider. Look Communications Inc. is a public company listed on the TSX Venture
Exchange and delivers a full range of communications services, including high-speed and dial-up
Internet access.

1. Significant accounting policies:

a)

b)

c)

d)

Basis of consolidation:

These consolidated financial statements include the accounts of the Company and its
wholly owned subsidiaries. All significant intercompany transactions and balances have
been eliminated.

The Company owns 29.9% of the equity of Look Communications Inc (“Look”). The
Company has also entered into an assignable option agreement to acquire an additional
21.1% of the outstanding shares of Look. The investment in Look has been accounted for
using the equity method. Under the equity method the original cost of the investment is
adjusted for the Company’s share of post-acquisition income or losses less dividends, only
to the extent that the carrying value of the investment is not less than zero.

In February 2003, the Company ceased funding its Danish subsidiary UBS Technologies
A/S. As aresult, the subsidiary entered into bankruptcy proceedings and the Company
ceased consolidating the results of its operations as of this date.

Revenue recognition:

Revenue is recognized when title to the goods transfers to customers and collection is
reasonably assured.

Cash and cash equivalents:

Cash and cash equivalents are deposits with major financial institutions or liquid marketable
securities purchased with an original maturity of three months or less.

As at May 31, 2003, cash and cash equivalents consisted primarily of bankers acceptances
and units in a treasury bill mutual funds issued by major financial institutions. As at May 31,
2002, cash and cash equivalents consisted primarily of guaranteed investment certificates.

Inventory:

Raw materials are valued at the lower of cost, determined using the first-in, first-out
method, and replacement cost. Work in process and finished goods are valued at the lower
of cost, determined on a specific item basis, and net realizable value.
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

1.

Significant accounting policies (continued):

e)

f)

)

h)

Capital assets:

Capital assets are stated at cost, net of accumulated amortization and related investment
tax credits. Amortization is provided for over the estimated useful lives of the related asset.
Amortization is computed by capital asset class as follows:

Asset Basis Rate
Computer equipment Declining balance 30%
Furniture and fixtures Declining balance 20%
Manufacturing equipment Declining balance 20%
Other equipment and property Declining balance 20%
Leasehold improvements Straight line Over term of leases

Basic and diluted loss per common share:

Basic loss per common share is calculated by dividing the net loss by the weighted average
number of common shares outstanding during the year. Diluted loss per common share is
calculated by dividing the net loss by the sum of the weighted average number of common
shares outstanding and the dilutive common equivalent shares outstanding during the year.
Common equivalent shares consist of the shares issuable upon exercise of stock options
and warrants calculated using the treasury stock method. Common equivalent shares are
not included in the calculation of the weighted average number of shares outstanding for
diluted loss per common share when the effect would be anti-dilutive.

Foreign currency translation:

The Company's foreign subsidiaries are considered to be integrated operations and their
accounts are translated into Canadian dollars using the temporal method. Under this
method, monetary items are translated at the rates of exchange at the balance sheet dates,
non-monetary items are translated at historical exchange rates and revenue and expenses
are translated at the average exchange rates for the years. Amortization of assets is
translated at the same exchange rate as the assets to which it relates.

The monetary assets and liabilities of the Company which are denominated in foreign
currencies are translated at the rates of exchange at the balance sheet dates. Revenue
and expenses are translated at rates of exchange prevailing on the transaction dates.
Exchange gains or losses on translation are included in the determination of net loss.

Research and development costs:

Research costs are expensed as incurred. Development costs are expensed as incurred
unless the project meets the criteria under Canadian generally accepted accounting
principles for deferral and amortization. Research and development costs are reduced by
related investment tax credits.
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

1. Significant accounting policies (continued):

i)

k)

Assets under capital leases:

Leases that transfer substantially all the benefits and risks of ownership of the property to
the Company are accounted for as capital leases. At the time a capital lease is entered
into, an asset is recorded, together with its related long-term obligation. Assets recorded
under capital leases are amortized using rates that are consistent with similar Company-
owned capital assets.

Investment tax credits:

Investment tax credits arise as a result of the Company incurring eligible research and
development expenses and are recorded as a reduction of the expense when there is
reasonable assurance that they will be realized.

Income taxes:

The Company provides for income taxes under the asset and liability method. Under the
asset and liability method, future tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying value of
existing assets and liabilities and their respective tax basis and operating loss and tax credit
carry forwards. Future tax assets and liabilities are measured using enacted or
substantially enacted tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled. The effect on future
tax assets and liabilities of a change in tax rates is recognized in income in the year that
includes the enactment or substantially enacted date.

Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenue and expenses
during the years. Actual results could differ from those estimates.

Stock-based compensation and other stock based payments:

Effective June 1, 2002, the Company adopted the new Canadian Institute of Chartered
Accountants (“CICA”) Handbook Section 3870, which requires that a fair value based
method of accounting be applied to all stock-based payments to non-employees and to
direct awards of stock to employees. However, the new standard permits the Company to
continue its existing policy of recording no compensation cost on the grant of stock options
to employees with the addition of pro forma information. The Company has applied the pro
forma disclosure provisions of the new standard to awards granted on or after June 1, 2002.
(see note 7 (c)).
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

2. Inventory:

Inventory is comprised of the following:

2003 2002
Raw materials $ 1,477 $ 387
Work in process 109 187
Finished goods 262 339
$ 1,848 $ 913
3. Capital assets:

Capital assets consists of the following:
Accumulated Net book
2003 Cost amortization value
Computer equipment $ 1,847 $ 1,369 $ 478
Furniture and fixtures 1,001 673 418
Manufacturing equipment 2,786 2,186 600
Other equipment and property 856 240 616
Leasehold improvements 1,065 714 351
$ 7,645 $ 5,182 $ 2,463
Accumulated Net book
2002 Cost amortization value
Computer equipment $ 2,130 $ 1,843 $ 287
Furniture and fixtures 1,072 568 504
Manufacturing equipment 3,228 2,885 343
Other equipment and property 276 227 49
Leasehold improvements 1,107 483 624
$ 7,813 $ 6,006 $ 1,807

4, Restricted cash:

Subsequent to the year-end, on July 2, 2003, funds were released from a trust account, which
was set up by and for the benefit of the previous Board of Directors, and returned to the

Company.
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

5. Investments:

a) Look Communications Inc.:

In January 2003, the Company acquired 5,866,247 treasury common shares from Look for
cash consideration of $2,346 representing a shareholder interest of approximately 20%. In
May 2003, the Company acquired a further 2,903,793 common shares of Look in a private
transaction for cash consideration of $1,655 resulting in an increase in the Company’s
shareholder interest to 29.9%.

In May 2003, the Company purchased an assignable option to acquire an additional
6,207,427 shares for cash consideration of $3,352. The option may be exercised for a
further price of $186 at any time up to December 31, 2005, subject to CRTC approval.
When the Company exercises its option, the Company’s shareholder interest in Look,
based on outstanding shares at May 31, 2003, would be 51%. Acquisition costs related to
the Company’s investment were $820.

The Company has recorded a loss of $299 relating to its equity interest in losses of Look
representing its share of post-acquisition losses.

As at June 30, 2003, Look’s published unaudited interim consolidated balance sheet,
statement of operations and changes in financial position for the six month period then
ended are summarized as follows:

Balance Sheet June 30, 2003
Current assets $ 6,953
Capital assets 35,543

$ 42,496
Current liabilities $ 12,296
Shareholders’ equity 30,200

$ 42,496
Income Statement Six months ended June 30, 2003
Revenues $ 25,055
Gross margin $ 13,485
Expenses (13,435)
Earnings before amortization and other 50
Amortization and other (2,940)
Net loss $ (2,890)
Statement of Cash flow Six months ended June 30, 2003
Net cash used in operating activities $ (2,621)
Net cash used in investing activities (490)
Net cash provided from financing activities 1,854
Net decrease in cash and cash equivalents $ (1,257)
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

5. Investments (continued):

a)

b)

Look Communications Inc. (continued)

The Company through its transactions has a 51% equity interest in the equity of Look. At
June 30, 2003, 51% of Look’s equity as disclosed above totals $15,402. For the purposes
of recording the Company’s equity interest in Look’s losses, the discrepancy between the
Company’s purchase price of $8,359 and $15,402 is $7,043. This purchase price
discrepancy has been allocated as a fair value adjustment to the capital and other assets to
be acquired.

On July 28, 2003, Craig Wireless International Inc. has filed a statement of claim against
Look. UBS has not been named in the claim. Among other things, the claim seeks an
order directing that Look obtain acceptance from the TSX Venture Exchange and
disinterested shareholders in respect of the January 2003 private placement of shares to
the Company. The Company is monitoring the action, believes that the suit is without merit,
and does not believe that there will be any impact to the Company’s consolidated financial
statements.

Inukshuk Internet Inc.:

On January 16, 2003, the Company entered into a Right of Use Agreement with Inukshuk
Internet Inc. (“Inukshuk”), which would allow the Company to use spectrum licenses held by
Inukshuk within certain license service areas. The completion of the agreement is subject
to certain conditions that are currently under dispute. These conditions include, among
other things, receiving regulatory approval from Industry Canada. The agreement expires
co-terminus with the spectrum licenses on March 31, 2011. If the licenses are renewed
beyond their expiration date of 2011, the Company’s agreement for exclusive use may also
be extended.

Asset acquisitions:

In July 2002, the Company completed the acquisition of a product line of Point-to-Point
radios and other assets from SierraCom, a Massachusetts company. These assets include
test equipment and various other inventories for an aggregate purchase price of $1,900.
The purchase was financed by cash and was allocated to the assets acquired, based on
their relative fair values at the date of acquisition.

In October 2002, the Company completed the acquisition of the assets and intellectual
property of BroadTel Communications, a designer of point-to-multipoint broadband wireless
access systems for next generation networks. These assets include computer and test
equipment for an aggregate purchase price of $200. The purchase was financed by cash
and was allocated to the assets acquired, based on their relative fair values at the date of
acquisition.
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

6. Income taxes:

a) Income taxes payable:

As at May 31, the Company has a current income tax liability comprised of the following:

2003 2002
Provincial Capital Tax $ 139 $ 150
Large Corporations Tax and Corporate Minimum Tax 46 90
Income taxes payable $ 185 $ 240

b) Income tax expense:

Total income tax expense varies from the amounts that would be computed by applying the
statutory income tax rate of 38% (2002 - 41%) to loss before income taxes for the following

reasons:
2003 2002
Effective income tax recovery on
loss before income taxes $ (6,025) $ (12,684)
Decrease (increase) results from:
Reversal in Denmark losses 5,155 -
Change in valuation allowance for future
income tax assets allocated to income tax
expense (555) 9,425
Adjustments to future income tax assets and
liabilities for enacted changes in tax laws and rates 1,189 3,023
Large Corporations Tax and Corporate Minimum Tax 44 90
Other 236 236
Income tax expense $ 44 $ 90

c) Future income tax assets:

In assessing the ability to realize future income tax assets, management considers whether
it is more likely than not that some portion or all of the future income tax assets will be
realized. The ultimate realization of future income tax assets is dependent upon the
generation of future taxable income during the year in which the temporary differences are
deductible. Management considers the scheduled reversals of future income tax liabilities,
the character of the income tax asset, and the tax planning strategies in making this
assessment. To the extent that management believes that the realization of future income
tax assets does not meet the more likely than not realization criterion, a valuation allowance
is recorded against the future tax assets.
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

6.

Income taxes (continued):

c)

d)

Future income tax assets (continued):

The income tax effects of temporary differences that give rise to significant portions of
future income tax assets and liabilities are as follows:

2003 2002
Future income tax assets:
Non-capital income tax losses carried forward $ 7,650 $ 9,250
Capital assets — differences in net book value
and undepreciated capital cost 343 361
Future deductions relating to scientific research
and development 5,166 3,816
Future deductions related to financing charges 513 800
13,672 14,227
Future income tax liability:
Future income inclusion relating to investment
tax credits -
Less: Valuation allowance (13,672) (14,227)
Net future income tax asset $ - $ -

Income tax losses:

As at May 31, 2003, the Company has tax losses available for carry forward, which can only
be applied against taxable income in the respective jurisdictions indicated. The benefit of
these losses has not been reflected in these consolidated financial statements and expires
as follows:

2009 $ 15,129
No expiry 10,270
Income tax losses $ 25,399

As at May 31, 2003, the Company had investment tax credits available for carry forward
totalling approximately $1,300 (2002 - $1,300). The benefit of this amount has not been
reflected in these consolidated financial statements.
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements

(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

7. Share capital:

a) Authorized: Unlimited common shares

Issued:
2003 2002
Number Share Number Share
of shares capital of shares capital
Balance, beginning of year 102,747,854 $ 58,139 101,620,712 $ 57,768
Shares issued:
Options and warrants
exercised - - 1,127,142 371
Stock based
compensation - 83 - -
Balance, end of year 102,747,854 $ 58,222 102,747,854 $ 58,139

b) Stock option plan:

The Company's stock option plan (the "Plan™) provides for the granting of stock options to
employees, directors and consultants of the Company. Under the Plan, up to 19,765,396
common shares may be issued from treasury. Options are granted at prices equal to or
greater than the market value on the date of grant, and in the absence of terms specifying
otherwise, vest annually over a three-year period and are exercisable during a period not to

exceed ten years from such grant.

The following table summarizes the continuity of options issued under the Plan:

2003 2002
Weighted Weighted
Number average Number average
of exercise of exercise
Options price Options price
Outstanding, beginning of year 2,407,134 $ 1.20 9,051,900 $ 3.75
Granted 6,592,000 0.44 1,893,000 0.77
Exercised - - (1,127,142) 0.33
Cancelled (645,133) 1.55 (7,410,624) 4.34
QOutstanding, end of year 8,354,001 $ 0.57 2,407,134 $ 1.20
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UNIQUE BROADBAND SYSTEMS, INC.
Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

7. Share capital (continued):

A summary of the status of the Company's Plan is as follows:

2003 2002

Weighted Weighted

average average
Options  remaining Options Options remaining Options
outstanding, contractual exercisable, outstanding, contractual exercisable,
Exercise price end of year life (years) end of year end of year life (years) end of year
$0.23 - $0.40 1,108,667 4.4 108,667 325,300 14 325,300
$0.48 - $0.60 6,535,334 4.1 478,334 981,334 4.2 152,223
$0.96 - $1.46 35,000 2.9 18,333 97,500 4.0 10,833
$1.89 - $4.98 675,000 2.2 466,667 978,000 3.3 342,669
$10.00 - - 25,000 2.8 16,667
8,354,001 4.0 1,072,001 2,407,134 3.4 847,692

During the year ended May 31, 2003, the Company granted 3,000,000 options with an
exercise price of $0.48 to the Company's current Chairman and Chief Executive Officer
(“CEQO"). On the date of grant, the quoted market price of the Company's common shares
was $0.29. The options vest in one-third increments at the time the Company’s common
share price reaches $0.60, $0.72 and $0.96, respectively. These options are exercisable in
the period commencing on the initial vesting date and ending on the earlier of (a) the fifth
anniversary from the initial vesting date and (b) June 17, 2012.

In addition, the Company granted the Chairman and CEO an additional 1,000,000 options
on June 3, 2003 at the market price at that date of $0.25 and agreed to grant him an
additional 1,000,000 option on June 1, 2004 at the market price on that date. These
options will vest in one-third increments, on the first three anniversary dates following the
grant dates and will be exercisable during the period commencing on the vesting date and
ending on the fifth anniversary of the grant date.

¢) Pro-forma disclosure of stock-based compensation:

CICA Handbook Section 3870 requires the disclosure of pro forma net loss and loss per
share information as if the Company had accounted for employee stock options under the
fair value method. Under generally accepted accounting principles, the fair value of stock-
based awards to employees is calculated through the use of option pricing models, such
as the Black-Scholes model, even though such models were developed to estimate the fair
value of freely tradable, fully transferable options without vesting restrictions. These
models also require subjective assumptions, including future stock price volatility and
expected time to exercise, which greatly affect the calculated values. Because the
Company’s stock-based awards have characteristics significantly
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Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

7. Share capital (continued):

different from those of freely traded options and because changes in the subjective input
assumptions can materially affect the fair value estimate, in management’s opinion, the
existing models do not necessarily provide a reliable single measure of the fair value of its
stock-based awards.

Following this CICA suggested method, had compensation cost for the Company’s stock
option plan been determined based on the fair value method of accounting for stock-based
compensation, the Company’s loss for the year ended May 31, 2003 and loss per share
would have been increased to the pro forma amounts indicated below. The Company’s
calculations for the options issued in the current fiscal year were determined using the
Black-Scholes option pricing model with the following assumptions: an average risk free
interest rate of 5.3%; a dividend yield of 0%; a volatility factor of the expected market price
of the Company’s shares of 95%; and a weighted-average expected option life of 5 years.

2003
Net loss for the year, as reported $ 15,899
Stock compensation expense 139
Pro forma net loss for the period $ 16,038
Basic and diluted net loss per share, as reported $ (0.16)
Pro forma basic and diluted net loss per share $ (0.16)

Options granted to employees during the year had a weighted average strike price of $0.48
per option, a weighted average fair value per option of $0.19, and a weighted average
market price at the time of grant of $0.29.

The Company recorded stock-based compensation expense of $83 arising from stock
options to non-employees for the year ended May 31, 2003. The amount of expense
recorded was calculated using the Black-Scholes options pricing model with the same
assumptions as noted above. See also note 14(b).
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Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

8. Other charges:

Other charges include expenditures that are attributable to litigation that the Company was
involved in during the previous fiscal year. Included in other charges are amounts paid by
the Company in accordance with the terms of settlement relating to the actions between the
Company, the Special Committee of the former board of directors and the Committee of
Concerned UBS Shareholders. Other charges are comprised of:

2002

Termination payments $ 5,389
Legal fees 3,557
Accounting and consulting services 1,374
$ 10,320

9. Reorganization costs:

The following reorganization costs represent amounts expensed in regard to either the
closure or downsizing of various operations of the Company during the previous fiscal year:

2002
Denmark operations $ 606
Russian operations 579
Canadian operations 2,383
$ 3,568
10. Netloss per common share:

The following table sets forth the computation of basic and diluted loss per share:

2003 2002
Numerator:

Net loss for the year $ (15,899) $ (31,027)

Denominator:
Weighted average shares outstanding 102,747,854 102,424,875
Effect of dilutive potential common shares - -

Weighted average potential common shares outstanding 102,747,854 102,424,875

As a result of the net loss for the years ended May 31, 2003 and 2002, the potential effect of
the exercise of stock options was anti-dilutive. Therefore, 183,562 (2002 - 470,557)
potentially dilutive common shares have not been included in the calculation of diluted loss
per share.
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(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

11. Consolidated statement of cash flows:

a) Change in non-cash operating working capital items, which represent an increase

(decrease) in cash provided by (used in) operating activities, consists of the following:

2003 2002
Accounts receivable $ 119 $ 13,058
Inventory (935) 3,971
Prepaid expenses and other assets (320) 3,196
Accounts payable and accrued liabilities (800) (2,869)
Income taxes payable (55) (485)

$ (1,991) $ 16,871
b) Supplemental cash flow information:

2003 2002
Interest paid $ - $ 241
Interest received 715 993
Income taxes paid 219 -

12. Segmented information:
Management has reviewed the Company's operations and have determined that the
Company operated in one operating segment, being the design, development and
manufacturing of high-speed mobile and fixed wireless solutions. The following is
information on the Company's revenue and capital assets by geographic area.
United
2003 Asia Europe Canada States Total
Sales $ 370 $ 2,437 $ 888 $ 487 $ 4,182
Capital assets $ - $ - $ 1,401 $ 1,062 $ 2,463
United

2002 Asia Europe Canada States Total
Sales $ 848 $ 1,944 $ 960 $ 21,483 $ 25,235
Capital assets $ — $ 341 $ 1,466 $ — $ 1,807

During fiscal 2002, the Company had one customer that accounted for 78% of total sales.
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Notes to Consolidated Financial Statements
(in thousands of dollars, except share and per share amounts)

Years ended May 31, 2003 and 2002

13.

14.

Financial instruments:

a)

b)

c)

Foreign exchange:

The Company carried out transactions in U.S. dollars and Danish krone and is exposed to
fluctuations in exchange rate changes.

The Company has not entered into derivative instruments to mitigate these risks.

Credit risk:

The Company is exposed, in the normal course of business, to credit risk from its
customers.

Fair values:

The fair values of instruments with short-term maturities, being cash and cash equivalents,
accounts receivable and accounts payable and accrued liabilities, approximate their
carrying values due to the short-term nature of these instruments. At May 31, 2003, the
guoted market price of Look’s common shares on the TSX Venture Exchange was $0.44
per share.

Related party transactions:

a)

b)

Gerald McGoey, Chairman and CEO:

Prior to his appointment as CEO of the Company in June of 2002, Mr. McGoey was acting
CEO of the Company and received $126 in consulting fees during fiscal 2002.

Alex Dolgonos, former President and CEO:

In July 2001, Mr. Dolgonos resigned from his position as President and CEO of the
Company and was paid severance of $1,650 relating to his resignation. Subsequent to his
resignation, Mr. Dolgonos received consulting fees of $114 during the year ended May 31,
2002. Medical benefit costs were incurred by the Company related to Mr. Dolgonos who
was a participant in a Company medical plan, in the amount of $10 (2002 - $175).

During the year, the Company entered into a consulting agreement with Mr. Dolgonos for an
initial term of five years, under which he will receive U.S. $300 per annum, subject to annual
review by the Board of Directors. At the discretion of the Board of Directors, an annual
bonus may also be awarded to Mr. Dolgonos. Pursuant to this agreement, consulting fees
of $458 were paid to Mr. Dolgonos and a bonus of $137 was accrued for Mr. Dolgonos. In
addition, this agreement provided for the grant of 2,000,000 stock options with an exercise
price of $0.48. On the date of grant, the quoted market price of the Company's common
shares was $0.20. The first 1,000,000 stock options vest at the time the Company's
common share price reaches $0.60 and the second 1,000,000 stock options vest at the
time the Company's share price reaches $0.72. These options are exercisable in the period
commencing on the initial vesting date and ending on the earlier of (a) the fifth anniversary
from the initial vesting date and (b) October 2012. The Company is accounting for these
options using the fair value based method. Due to the terms of these options no
compensation will be recorded by the Company until the specified market conditions noted
above are met and the options are ultimately vested.
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14.

15.

16.

Related party transactions (continued):

(©)

In addition, this agreement contemplated that the Company will grant Mr. Dolgonos an
additional 1,000,000 stock options on each of March 18, 2003 and March 18, 2004. The
exercise price for these stock options will be set at the market price at the date of grant and
these options will vest in one-third increments, on the first three anniversary dates following
the grant dates. These additional stock options will be exercisable during the period
commencing on the vesting date and ending on the fifth anniversary of the grant date. On
March 25, 2003, 1,000,000 stock options were issued with an exercise price of $0.23, the
market price at that date. The Company is accounting for these options using the fair value
based method. At the date of the agreement, being the effective date of these options, the
fair value of these options was estimated to be approximately $340,000 using a Black-
Scholes options pricing model. The compensation expense is being recognized over the
term of the consulting agreement, being five years.

In September 2001, the Company's subsidiary in Russia was sold to a partnership in which
Mr. Dolgonos is a partner. A loss on the sale of the subsidiary totalling $579 was incurred
by the Company, which has been included in reorganization costs for fiscal 2002.

During the year, the Company sold products totalling $83 (2002 - $243) to a company in
which Mr. Dolgonos is a partner. As at May 31, 2003, no receivable was owing (2002 - $7).

Patrick Lavelle, former Chairman and interim President and CEO:

During 2002, the Company paid to Mr. Lavelle consulting fees of $262 and directors fees of
$179.

Commitments:

Lease commitments

The Company is committed to minimum future lease payments in respect of operating and
premise leases as follows:

2004 $ 1,192
2005 551
2006 17

$ 1,760

Contingencies:

Subsequent to the year-end, the Company received a statement of claim for $2,480 from the
Landlord of the Company’s former subsidiary in Denmark, which entered bankruptcy in
February 2003. The Company has not provided for this claim in these consolidated financial
statements as it intends to defend the action, the outcome of which is not determinable at this
time.
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17. Subsequent Events:

a)

b)

Restructuring initiative

In September 2003, the Company reduced its personnel levels by approximately 30% and
entered into an agreement to sell the Company’s equipment and engineering business that
closed on October 8, 2003. As consideration, the Company will take back a three-year,
interest-bearing secured loan of $2 million. Under certain circumstances, including in the
event of default, UBS could acquire a 66.67% ownership stake in the new company.
Additionally, UBS may be entitled to further proceeds upon any re-sale of the new company.

The accounting impact of the divesture will be a one-time loss to UBS of approximately $4
million that will be reflected in the company’s second quarter results.

Equipment sale

Subsequent to the year-end, UBS and Look announced they are partnering to provide next
generation broadband service to small and medium sized businesses (SME) in five areas of
the Greater Toronto Area. As part of this partnership, UBS has sold to Look the equipment
necessary to deploy the high-speed broadband network for $1.5 million. Consideration
received for the sale is a secured promissory note, payable on the earlier of 15 days after
Look completes a public financing in the amount of at least $1.5 million, or December 31,
2004. Look has the right to prepay the note at any time.
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