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(except as to note 18, which is as of February 14, 2003)

Auditors’ Report

To the Shareholders of
Aloak Corp.

We have audited the consolidated balance sheets of Aloak Corp. as at September 30, 2002 and
September 30, 2001 and the consolidated statements of operations and 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 September 30, 2002 and September 30, 2001 and the results of

its operations and its cash flows for the years then ended in accordance with Canadian generally
accepted accounting principles.

(Signed) “PricewaterhouseCoopers LLP”

Chartered Accountants

Calgary, Alberta

PricewaterhouseCoopers refers to the Canadian firm of PricewaterhouseCoopers LLP and the other member firms of PricewaterhouseCoopers
International Limited, each of which is a separate and independent legal entity



Aloak Corp.

Consolidated Balance Sheets
As at September 30, 2002 and September 30, 2001

Assets

Current assets

Cash and cash equivalents
Accounts receivable

Prepaid expenses
Note receivable (note 5)

Deferred pre-operating costs (note 6)
Intangible assets (note 7)

Property, plant and equipment (note 8)

Liabilities

Current liabilities

Accounts payable and accrued liabilities
Notes payable (note 9)

Deferred revenue
Short-term debt of subsidiary (note 10)

Advance from related party (note 11)

Shareholders’ (Deficiency) Equity
Share capital (note 12)
Deficit

Going concern (note 1)
Commitments (note 13)

Approved by the Board of Directors

“Gregory H. Smith”  Director

See accompanying notes to consolidated financial statements.

2002 2001
$ $
4,733 197,239
64,453 82,891
45,378 24,238
- 15,000
114,564 319,368
- 26,512
119,975 210,326
124,162 14,281
358,701 570,487
272,051 123,888
33,500 ]
72,481 24,857
62,675 -
440,707 148,745
100,000 ;
540,707 148,745
1,115,280 1,025,485
(1,297,286) (603,743)
(182,006) 421,742
358,701 570,487

“Clyde Beattie”  Director



Aloak Corp.

Consolidated Statements of Operations and Deﬁ01t
For the years ended September 30, 2002 and September 30, 2001

Revenue

Expenses

General, administrative and selling
Project and systems operation
Reporting to shareholders

Stock exchange and transfer agent fees
Interest on long-term debt

Write down of deferred costs
Amortization

Net loss for the year
Deficit — Beginning of year
Deficit — End of year

Loss per share — basic and diluted

See accompanying notes to consolidated financial statements.

2002 2001
$ $
349,143 312,480
510,514 495,931
276,708 289,580
11,512 4,449
6,026 4,067
1,281 -
157,946 -
78,699 68,574
1,042,686 862,601
(693,543) (550,121)
(603,743) (53,622)
(1,297,286) 1 (603,743)
(0.01) (0.01)




Aloak Corp.

Consolidated Statements of Cash Flows _ .
For the years ended September 30, 2002 and September 30, 2001

Cash provided by (used in)

Operating activities

Loss for the year

Items not affecting cash
Write down of note receivable
Write down of deferred costs
Amortization

Net change in non-cash working capital items
Decrease (increase) in accounts receivable
Increase in prepaid expenses
Increase in accounts payable
Increase in deferred revenue

Investing activities
Acquisition of property, plant and equipment
Acquisition of intangible assets

Financing activities

Issuance of share capital (net of issue costs)

Issuance of shares on acquisition of ISMG Inc. (note 2)
Issuance of shares on acquisition of Aloak Corp. (note 3)
Advance from related party

Proceeds from notes payable

Repayment from shareholders

Repayment of short-term debt of subsidiary

(Decrease) increase in cash and cash equivalents
Cash and cash equivalents — Beginning of year

Cash and cash equivalents — End of year

Supplemental disclosure of cash flow infermation
Interest paid
Non-cash financing activities
Issuance of shares on acquisition of ISMG Inc. (net of cash acquired -
Note 2)

See accompanying notes to consolidated financial statements.

2002 2001
$ $
(693,543) (550,121)
15,000 .
157,946 .
78,699 68,574
(441,898) (481,547)
47,514 (68,730)
(18,101) (20,788)
39,510 79,263
47,624 14,157
(325,351) (477,645)
(35,875) (22,728)
(9,740) (65,418)
(45,615) (88,146)
47,795 781,609
2,159 -

- 33,506
100,000 -
33,500 ;
(2,081) (85,361)
(2,913) -
178,460 729,754
(192,506) 163,963
197,239 33,276
4,733 197,239
1,281 -
39,841 ;




Aloak Corp.

Notes to Consolidated Financial Statements
September 30, 2002 and September 30, 2001

1  Nature of operations and basis of presentation

The Corporation provides a range of e-commerce products and services to Canadian business clients, including
information technology consulting services, domain registration and application service provider products.

On August 2, 2002, the Corporation acquired all of the outstanding common shares of ISMG Inc., a private company, in
exchange for 2,100,000 common shares of the Corporation. The acquisition has been accounted for using the purchase
method as described in note 2.

On February 19, 2001, the Corporation acquired all of the issued and outstanding common shares of Aloak Inc., a private
company, in exchange for 35,000,000 common shares of the Corporation. The acquisition has been accounted for as a
reverse takeover as described in note 3.

The accompanying financial statements have been prepared on a going concern basis, which contemplates the realization
of assets and the satisfaction of liabilities in the normal course of business. The Corporation has accumulated losses
amounting to $1,297,286 and a current year loss of $693,543 (2001 - $550,121). The corporation’s ability to continue as a
going concern is dependent upon its ability to generate sufficient cash flow to meet its obligations on a timely basis, to
obtain additional financing as may be required such as that described in note 18(a) and ultimately to obtain successful
operations. However, no assurance can be given at this time as to whether the company will achieve any of these
conditions. These financial statements do not include any adjustments relating to the recoverability and classification of
recorded asset amounts or the amounts and classifications of liabilities that might be necessary should the Corporation be
unable to continue as a going concern for a reasonable period of time.

2 Acquisition of ISMG Inc.
On August 2, 2002, the Corporation acquired all of the issued and outstanding common shares of ISMG Inc. for an
aggregate purchase price of $42,000. The purchase price was paid by the issuance of 2,100,000 common shares of the

Corporation at an estimated fair value of $0.02 per share.

The acquisition was accounted for under the purchase method and the results of operations from the date of acquisition
have been included in these financial statements.

b
Net assets acquired:

Cash 2,159
Accounts receivable 29,076
Intangible assets 105,726
Equipment 78,322
Prepaid expenses 3,039
Accounts payable and accrued liabilities (108,653)
Shareholder loan (2,081)
Long-term debt (65,588)

Net assets acquired 42.000
Purchase consideration:

Common shares issued

2,100,000 @ $0.02

42.000



Aloak Corp. ' :

Notes to Consolidated Financial Statements
September 30, 2002 and September 30, 2001

3  Reverse takeover

On February 19, 2001, the Corporation completed the purchase of all of the issued and outstanding Class A common
shares of Aloak Inc., a private company. 100% of the Class A common shareholders of Aloak Inc. tendered to the offer
and the purchase price was paid by the issuance of 35,000,000 common shares of Aloak Corp. at a deemed price of $0.10
per share. The costs incurred to complete the acquisition totalled $48,748. As a result, the shareholders of Aloak Inc.
became the owners of approximately 64% of the voting shares of Aloak Corp. Therefore, the acquisition has been
accounted as a reverse takeover using the purchase method, whereby Aloak Inc. is deemed to be the acquirer.

The cost of the purchase in this reverse takeover has been determined and allocated based on the fair value of Aloak
Corp.’s assets and liabilities acquired at February 19, 2001, which were as follows:

3

Cash and short-term investments 34,872

Prepaids 1,305
Accounts payable and accrued liabilities (2,671)

33,506

In connection with, but prior to, the acquisition, Aloak Inc. completed a private placement of its shares for gross proceeds
of $400,000 (excluding expenses of the offering of $37,877). Upon completion of the private placement of the Aloak Inc.
shares, a major shareholder of Aloak Corp. subscribed for 5,300,000 units of Aloak Corp. at an ascribed price of $0.10 per
unit for aggregate gross proceeds of $530,000 (excluding expenses of the offering of $61,766). Each unit consisted of one
common share of Aloak Corp. and one warrant. Two warrants entitled the holder to purchase one common share of Aloak
Corp. at a price of $0.50 per share.

4  Accounting policies

These consolidated financial statements have been prepared by management in accordance with Canadian generally
accepted accounting principles. The more significant policies are as follows:

a) Principles of consolidation

These financial statements include the accounts of Aloak Corp. and its wholly owned subsidiaries, Aloak Inc. and
ISMG Inc. All significant intercompany balances and transactions have been eliminated on consolidation.

b) Cash and cash equivalents

Cash and cash equivalents are comprised of balances with banks and low-risk highly liquid investments with maturity
of three months or less at the date of the purchase.

¢) Revenue recognition

Revenue is generated from Application Service Provider (“ASP”) services, registration of domain names, hosting,
and other information technology consulting services. ASP fees are generally paid and recognized as income on a
monthly basis as services are provided. Revenue from the registration of domain names is recognized when services
are rendered. Hosting and related services revenue is recognized monthly over the hosting service contract period for
hosting service. Consulting revenue is recognized as the services are performed.

Payments received in advance, even if non-refundable, are recorded as deferred revenue.



Aloak Corp.

Notes to Consolidated Financial Statements
September 30, 2002 and September 30, 2001

d)

4]

h)

»

Deferred pre-operating costs

Revenues and expenditures during the pre-operating period, October 1, 1998 to March 1, 2000, were deferred.
Deferred pre-operating costs were amortized from the date that commercial operations commenced, March 1, 2000,
on a straight-line basis over a period of three years.

Deferred development costs

Deferred development costs, which met certain criteria, related to technology, market and financial feasibility under
Canadian generally accepted accounting principles, were deferred and were being amortized on a straight-line basis
over a period of five years. Costs that do not meet the criteria are charged to earnings in the period of expenditure.
Software costs are amortized using the straight-line method over a period of three years. Management periodically
reviews these costs balance for impairment indicating the carrying value exceeds the fair value. Any excess of the
carrying amount over the fair value will be written off and charged to income.

Property, plant and equipment

Property, plant and equipment are recorded at cost. Computer hardware is amortized on a straight-line basis over a
period of five years. Equipment is amortized on a straight-line basis at an annual rate of 15%. Management
periodically reviews the trademark balance for impairment indicating the carrying value exceeds the fair value. Any
excess of the carrying amount over the fair value will be written off and charged to income.

Income taxes

Income taxes are accounted for using the liability method of income tax allocation. Under this method, income tax
assets and liabilities are recorded to recognize future income tax inflows and outflows arising from the settlement or
recovery of assets and liabilities at carrying values. Income tax assets are also recognized for the benefits from tax
losses and deductions that cannot be identified with particular assets or liabilities, provided those benefits are more
likely than not to be realized. Future income tax assets and liabilities are determined based on the tax laws and rates
that are anticipated to apply in the period of realization. A valuation allowance is provided to the extent that it is
more likely than not that future tax assets will not be realized.

Stock option plan

The Corporation has a stock-based compensation plan described in note 12(d). No compensation expense is
recognized for this plan when stock or stock options are issued to employees. Any consideration paid by employees
on exercise of stock options or purchase of stock is credited to share capital. If stock or stock options are repurchased
from employees, the excess of the consideration paid over the weighted average exercise price of the stock options
cancelled, if any, is charged to retained earnings.

Loss per common share

The treasury method is used to calculate diluted loss per share.

Use of estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets, including

deferred development costs, liabilities and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.



Aloak Corp.

Notes to Consolidated Financial Statements
September 30, 2002 and September 30, 2001

5 Note receivable

Note receivable from an employee trust is due on demand and is non-interest bearing. During the year, the note was
written down to reflect the value of the underlying security.

6  Deferred pre-operating costs

2002 2001

$ $

Cost 53,024 53,024
Accumulated amortization (53,024) (26,512)
Balance — End of year - 26,512

Pursuant to section 3450.32 of the CICA Handbook the Corporation was required to write down the remaining deferred
pre-operating costs.

7  Intangible assets

The intangible assets include both acquired and internally developed software.

2002

Accumulated
Cost Amortization Net
$ $ )
Acquired software 122,404 7,859 114,545
Deferred development costs 258,013 258,013 -
Trademarks 5,430 - 5,430
385,847 265,872 119,975
2001

Accumulated
Cost Amortization Net
$ $ $
Acquired software 15,273 2,378 12,895
Deferred development cost 249,678 57,677 192,001
Trademarks 5,430 - 5,430
270,381 60,055 210,326

Pursuant to section 3450.32 of the CICA Handbook, the Corporation was required to write down the value of its deferred
development costs.



Aloak Corp.

Notes to Consolidated Financial Statements ~ .
September 30, 2002 and September 30, 2001

8  Property, plant and equipment

2002

Accumulated
Cost Amortization Net
$ 3 $
Computer hardware 98,419 8,248 90,171
Equipment 34,491 500 33,991
132,910 8,748 124,162
2001

Accumulated
Cost Amortization Net
$ $ $
Computer hardware 16,342 4,298 12,044
Equipment 2,371 134 2,237
18,713 4,432 14,281

9  Notes payable

The notes payable bear interest at 12% per annum, are unsecured and due on demand.

10  Short-term debt of subsidiary

The short-term debts bear interest from 6% to 8%. Approximately $36,000 is secured under a general security agreement
and the remaigxing balance is unsecured. The debts are repayable in monthly instalments of principal and interest of $1,770
per month.

The subsidiary is not in compliance with the debt covenant provisions as required under the lending agreements, and thus
is in default of these agreements. As a result, all of the above debts have been classified as a current liability.

11 Advance from related party

During the year, the Corporation entered into an agreement with a company, which is controlled by a director of the
Corporation, whereby that company would acquire 4,075,705 common shares of the Corporation’s subsidiary Aloak Inc.
for a purchase price of $250,000. However, that company failed to comply with the terms of the agreement, thus
terminating the agreement. At year-end, $100,000 of the purchase price had been advanced to the Corporation. The
agreement has no fixed terms of repayment.



Aloak Corp.
Notes to Consolidated Financial Statements . .
September 30, 2002 and September 30, 2001

12 Share capital
a) Authorized
Unlimited number of common shares without par value

b) Issued, Common shares

Shares Amount
S
Balance, September 30, 2000 14,646,057 7,421,721
Adjustment of value to reflect reverse takeover
accounting (note 3) - (7,388,215)
Aloak Inc. — September 30, 2000 . - 210,370
Issued for cash pursuant to Aloak Inc. private
placement (note 3) - 400,000
Exchange of shares in reverse takeover (i) 35,000,000 -
Issued for cash pursuant to private
placement (note 3) 5,300,000 530,000
Share issue costs - (148,391)
Balance, September 30, 2001 54,946,057 1,025,485
Issued for cash pursuant to private placement 1,180,000 59,000
Issued on acquisition of subsidiary (note 2) 2,100,000 42,000
Share issue costs - (11,205)
Balance, September 30, 2002 58,226,057 1,115,280

i)  In the reverse takeover described in note 3, all the shares of Aloak Inc. outstanding at February 19, 2001 were
exchanged for 35,000,000 common shares of Aloak Corp.

¢) Warrants

At September 30, 2002, the corporation had 5,300,000 (2001 - 5,300,000) warrants outstanding (note 3); each two
warrants entitle the holder to purchase one common share at a price of $0.50 per share.

d) Options

At September 30, 2002, the Corporation had stock options issued to directors, officers, employees and consultants
pursuant to the corporation’s incentive stock option plan. During the year, the Corporation granted 440,000 stock
options to purchase up to 440,000 common shares at an exercise price of $0.10 per share. During the year, 50,000
stock options expired. At September 30, 2002, stock options outstanding and exercisable total 4,420,000 (2001 -
4,030,000), the weighted average exercise price is $0.10 and the weighted average contractual life is 1.4 years.



Aloak Corp.

Notes to Consolidated Financial Statements
September 30, 2002 and September 30, 2001

13

14

15

e) Escrow shares
At September 30, 2002, there are 26,332,245 common shares held in escrow.

f)  Loss per share
Loss per share is computed on the basis of the weighted average number of shares outstanding during the year,
amounting to 55,932,084 (2001 — 47,186,221). Diluted loss per share has not been calculated because the effect
would be anti-dilutive.

Operating lease commitments

The Corporation has operating leases for its premises and equipment that expire to October 2005. Total payments required
under these lease agreements are as follows:

$
2003 54,013
2004 43,762
2005 32,708
2006 946

Related party transactions

During the year, the Corporation paid $41,000 in consulting and administration fees to companies related by virtue of a
common director. Included in revenue is sales in the amount of $101,750 to companies that are related by virtue of certain
directors of the corporation being directors and/or officers of these companies. Included in this amount is $87,000 from
one of these companies. These transactions are in the normal course of operations and are measured at the exchange
amount, which is the amount of consideration established and agreed to by the related parties.

Income taxes
As at September 30, 2002, the Corporation has non-capital loss carry forwards for income tax purposes of $1,516,284.

During the year, $31,802 (2001 - $45,549) in non-capital loss carry forwards expired. Unless sufficient taxable income is
earned by the Corporation in future years, these losses will expire as follows:

$
2003 30,743
2004 112,807
2005 74,536
2006 66,405
2007 109,443
2008 563,563
2009 558,787

1,516,284

In addition, the Corporation has approximately $845,000 of deductible temporary differences. No future tax asset has been
recognized in respect of the non-capital losses carried forward or the deductible temporary differences.

Significant components of the corporation’s future tax assets as of September 30, 2002 are as follows:



Aloak Corp. ]

Notes to Consolidated Financial Statements - -
September 30, 2002 and September 30, 2001

16

17

18

2002 2001

$ 3

Operating losses carried forward 608,485 404,016
Tax value of capital assets in excess of accounting values 223,159 146,234
Share issue costs 41,258 49,408
Other temporary differences 19,150 11,358
Total future tax assets 892,052 611,016
Valuation allowance (892,052) (611,016)

Net future tax assets - -

Financial instruments

The Corporation’s financial instruments consist of cash and cash equivalents, accounts receivable, note receivable,
accounts payable and accrued liabilities, note payable, short-term debt of subsidiary and advance from related party. The
fair values of the financial instruments approximate their carrying values with the exception of the amounts advanced from
related party, which does not have fixed payment terms; therefore it is not possible to determine the fair value of this
obligation at September 30, 2002. Unless otherwise noted, it is management’s opinion that the corporation is not exposed
to significant interest, currency or credit risks arising from these financial instruments.

Comparative figures

Certain of the comparative figures have been reclassified to conform to the presentation adopted in the current year.
Subsequent events

a) Convertible Debenture

On November 20, 2002 the Corporation offered a private placement in the form of convertible debentures of up to
$400,000. The debentures shall bear interest at 11%, are secured by the assets of the corporation and are due five years
from the date of issue. As at February 14, 2003, $180,000 has been subscribed and fully received.

Holders of the debentures shall have the option to convert some or all of the outstanding debentures into units, each of
which consists of one common share and one purchase warrant, at a price of $0.10 per unit for the first two years from the
date of issue; $0.11 per unit for the third year from the date of issue; $0.12 per unit for the fourth year from the date of
issue; and $0.13 per unit for the fifth year from the date of issue.

At any time from the date of issue of the debentures, and following conversion of the debentures into units, holders of the
share purchase warrants shall have the option to exercise them for common shares of the Corporation at a price of $0.10
per share if exercised in the first year or $0.11 per share if exercised in the second year from the date of issue of the
debentures. The warrants shall expire on the date that is two years from the date of issue of the debentures. At any time
after two years from the date of issue, the debentures shall be redeemable by the Corporation in whole or in part, together
with accrued and unpaid interest thereon to the date specified for redemption.

b) Contingent liability
On November 27, 2002, the Corporation’s wholly-owned subsidiary ISMG Inc.’s lease agreement for its premises was

terminated by the landlord as a result of defaulting on its lease payments. The landlord has reserved the right and intends
to seek indemnity against ISMG Inc. regarding the loss of revenue for the unpaid rent at year-end totalling $8,000.



