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FINANCIAL

Interim Report to Shareholders %‘@%@?L
First Quarter 2003 - '

o The Canbras Group faces major liquidity issues

o Cable subscribers exceed 191,000, up 8.5% from first quarter of 2002

* Internet access subscribers exceed 13,000, up 34% from first quarter of 2002

¢ Revenue down by 21.5% from first quarter of 2002 to reach $13.5 million due to a
significant devaluation in the Brazilian real

o EBITDA unchanged at $3.0 million from first quarter of 2002

Montreal, Quebec, April 28, 2003: Canbras Communications Corp. (TSX.CBC) (“Canbras” or the
“Corporation”) today released results for the first quarter ended March 31, 2003.

Renato Ferreira, President and CEO of the Canbras Group, stated, “Canbras’ results for the first
quarter were in line with the company’s constrained growth strategy for 2003. Cable subscribers
remained stable relative to the previous quarter despite price increases and weaker demand as a
result of the summer holidays and carnival season in Brazil, which historically is the slowest period of
the year for Canbras. While revenues decreased by 21.5% from the first quarter of 2002 largely due to
the 54% average devaluation of the Brazilian real against the Canadian dollar, Canbras was able to
maintain its EBITDA level stabie at $3.0 million.

Mr. Ferreira added: “Canbras still faces major liquidity issues arising mainly from the inability of one of
our subsidiaries, Canbras TVA, to repay an approximately US$ 9.25 million obligation under its credit
facility due in mid May of this year, as well as a projected cash short-fall in 2004 in relation to
corporate overhead expenses. During the first quarter of 2003 progress has been made in regard to a
potential restructuring of the debt that could avoid a payment default this May and which would be
based on a business plan that could enable the Canbras Group to continue in operation for 2003 and
beyond. We have not yet come to a final conclusion with the bank lenders and our partner on all
issues associated with such potential debt restructuring and related business plan, but we are
cautiously optimistic that all parties will reach an acceptable agreement within the next several weeks.
At this time however, there can be no assurances that such an agreement will be reached.”

“Also during the first quarter of 2003, Canbras continued the process it had started in 2002 to
investigate the possibility of a sale of its broadband communications operations in Brazil®, stated Mr.
Ferreira, and “while a number of parties have shown interest in the company, valuation and financing
issues could make it difficult to obtain an offer on acceptable terms in the near future. At this time, no
final decisions have been made by the Canbras board of directors on an intended course of action.”



INTERIM MANAGEMENT’S DISCUSSION:AND-ANALYSIS. - -

This interim management’s discussion and analysis of financial condition and results of operations
(“MD&A") for the first guarter of 2003 focuses on the consolidated results of the operations and
financial situation of Canbras Commvunications Corp. (*Canbras” or the “Corporation”) together with its
subsidiaries (collectively, -the “Canbras Group”) and should . be. read .in. conjunction with the
Corporation’s unaudited consolidated financial statements for such penod contamed elsewhere herein
and with the MD&A for December 31 2002 included in the Corporation’s Annual Report for 2002.

This interim MD&A is’ lntended to assnst in the understandlng ‘and assessment of S|gn|f icant changes
and trends, as well ‘as risks and- uncertalntles related to the Canbras Group and the results of
operations and financial condition of the Corporation.

Any reference in this interim MD&A 16 EBITDA means g&rnings from contlnumg operations before
interest, taxes, depreciation and amortization. EBITDA is a widely used measure of cash operatlng
earnings before financing charges & income taxes. EBITDA:does: not have any standardlzed meaning
prescribed by generaily accepted accountmg principles.

Certain sections of this interim MD&A contam forward-looking statements W|th respect to the Canbras
Group. These forward-looking statements, by their nature, necessarily involve risks and uncertainties
that could cause actual results to differ materially from those contemplated by the forward-looking
statements. Factors which could cause actual results to differ materiaily from current expectations are
discussed below under “Risk Factors” and “Forward-looking statements”. Canbras disclaims any
intention or obligation to update or revise any forward-looking statements, whether as a result of new
information or otherwise.

The Canbras Group's results from continuing operations for the three months ended March 31, 2003,
consist of broadband communications services in Brazil, including cable television, high-speed Internet
access and data services provided in the Greater Sdo Paulo and surrounding coastal areas, cable
television services in certain cities in Parana State, and Internet Service Provider. (*ISP") services in
the Greater Sao Paulo and surroundmg coastal areas. : _

OVERVI EwW

As of January 1, 2003 the Corporatlons functuonal currency changed from Canadlan dollars to
Brazilian reais (see “Change in Functional’ Currency?). Ail: of the Canbras Group’s revenues are
generated in Brazilian reais. Most costs-and expenses are incurred in reais” with the exceépticn of
programming costs which are primarily US"dollar«denominated and interest expensé on indebtedness
due to third parties which is-entirely:US dollar based:- All “§" amounts referred to |n this MD&A" reflect
Canadian dollar amounts except as otherwsse expressly noted : _

The foliowing table contains_'exéha’_rjge‘i'rates_tjor;th:eper‘iods 'dicatEd; »

_rThree Months ended
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R$/US$ - at periodend ° ' 236 (41.9%)
R$/USS$ - average for the perio_d - 2.39 (4_6.0%)' '




The table below presents selected operating’stafistics ‘ofthe ‘Canbras ‘Group as‘at'March 31, 2003 and
March 31, 2002: ,

T e, Asaat .
W ““March 31,
LR A Ly ”-'"2002 Variation '
: YBFbadband cable servuces - ‘ ,
" Homes passed T , 849 253 3.0%
““Kin of activatéd plant ¢ 7 7 4158 4158 0%
.. Cable television subscrlbe[s et e 181,236, .. 176,474 . - . 85% .
. Intemet access subscribers - 3358;;‘-__'_ 9931, | 345% ;
N Premium subscribers R 72 ,286. :, _77 130 . . (6.3%)
% of activated plant bi-directional 80% 60% 20 percentage points
_Penetration of homes passed . ©7249%~ . . - 20.7% - 1.2 percentage points
Year-to-date average grossirevenue - - . 7 T
per subscriber (in reais) T ca T
Cable television 52.31 48.94 6.9%
Intemet access =« T 0o U439+ - 5010 U28.5%
ISP services: o .
Residential subscnbers‘z) . Tea 7 7433 n/a
Commercial subscribers” o 540 500 . 8.0%

n/a - not applicable

(1) Restated .
2 BemgtransferredtoUOL

Change in Functional Currency i
As of January 1, 2003, the Corporation’'s Brazilian subS|d|ar|es were no Ionger considered to be
integrated operations due to the fact that the day-to-day financing of the subsidiaries' operations had
become largely independent of the Corporation and accordingly, the subsidiaries are considered to be
self-sustaining subsidiaries.., The -Corporation ‘continues to report the financial results in-Canadian
dollars,-but the functional currency of. its:foreign subsidiaries has changed from Canadian dollars to
Brazilian reais. Accordingly, for accounting-and. financial reporting purposes the Corporation:switched
the method of tranclation from the temporal method -io the current-rate method. This change in
. accounting policy was applied prospectively- with .no restatement of prior year's results. Under the
current-rate method, assets and liabilities-of -the -subsidiaries denominated in a foreign functional
currency are translated into Canadian dollars at exchange rates in effect at the balance sheet dates.
Revenues and expenses are translated at the average exchange rates prevailing during the period.
The resulting unrealized gains “or Ibssds are accumulated and reported as a foreign currency
translation adjustment in shareholders equity.

The impact of changlng the method of translation from the temporal to the current-rate method as of
January 1, 2003, was a reduction in the carrying value of fixed assets, licenses, deferred costs and
non-con'frolllng interest of-$40.8 million;-$19.9 million, $4.6 million and $12.4 million respectively and
as a result, shareholders’ equity was reduced by $52.9 million. The reductions reflect the decline in
value of the Brazilian reais relative to the-Canadian dollar since the time the non-monetary assets
were first acquired. As fixed assets, licenses and deferred costs are depreciated and amortized over
their useful lives, the reduction in carrying \ values for these assets will result in lower depreciation and
amortization in future periods. The carrying value of the net assets, as well as the foreign currency
translation. adjustment in shareholders’ equity, will fluctuate each quarter based on the exchange rate
in effect at each balance sheet date. As a result of the devaluation in the Brazilian real relative to the
Canadian dollar in the first quarter of 2003, a further amount of $1.3 million was charged to foreign
currency translation adjustment in shareholders’ equity.



Segmented information = - oo S0UE SR I el g il g R
Effective as of.January -1, ‘003 the Corporation decided that’it operated: in-only one significant
segment: Broadband cable.services. /including cable :television; high speed Internet access.and data
transmission). As-a result, it- w-II no Ionger cor*srde"lnternet Servtce Prov.der (ISP) a: separate
reportable segment : . S : a onTi

Revenue T e a e e e
Revenue for the mrec months endedkrv‘aroh ’%‘ 2003 WAS: $13 5 mlllron a decrease of $3 7: mr!hon or
21.5% compared to the same period last year. Th|s decrease is largely due to a 54% devaluation in
the average translation rate of Brazilian reais into Canadian dollars relative to the first quarter of 2002.
Offsetting this factor was an increase in cable television subscribers-and interhet acceéss subscribers
and price increases. In Brazilian reais,; revenue for the three months-erided March 31, 2003 was 'R$
31.4 million compared tc R$25.8 miltion fer the seme 'period last year, an increase of 21.7%. - ¢ -
Cost of Service ol - I e )

Cost of service was.$4.2 mrllron for trie three months ended Maroh 31, 2003 compared © $5.4 million
for the same period last year, a decrease of 22:2%. The decrease is largely due to a 54% devaluation
in the average translation rate of Brazilian' reais inio-Canadian-dollars ralative to the first quarter of
2002. Offsetting this factor, were increased programming costs due primarily to increased costs per
subscriber and a larger subscriber base. The increased cost per subscriber is due to the fact that a
significant portion of the Canbras Groups programming costs ‘are denominated in US dollar and the
Brazilian real has wealfened by 46 7% on average relatlve to the US dollar since’ the first quarter of
2002. .

Operating, Selling, General and Administrative Expenses ) '
Operating expenses for the three months ernded March 3%, 2003 were $b 3 rmlhon ‘compared to $8 8
million for the same period !ast year, a decrease ‘of 28. 4% The decrease is largely due to a £4%
devaluation in the average translatlon rate ot the Bra,.ihan rea/s into Canadian dollars relative to the
first quarter of 20Cz. <R

Earnings Before Interest, Taxes, Depreciation and Amortization (“EBITDA”} -

EBITDA of $3.0 million for the'first quarter-of 2003 was: unchanged from the fi rst quarter of 2G02. The
decrease in revenues was offset'by a decrease in cost of service and in operating expenses both
resultlng principally from the weaker forergn excnange zrans.ation ate of the Brazilian real.

Depreciation and Amortization o ‘ o o ' '
Depreciation ard amortization was $3.3 million for the three nionins ended March 31 .2003 compared
to $6.1 million for the same period last year, a decrease of 45.5%. The decrease is largely due to the
fact that effective as of January 1, 2003, the Corporation changed its method of translation from the
temporal method to the current-rate method (see “Change in Functional Currency” above), and such
change was applied prospectively with no restatement of prior year's results. As a result of the change
in method of translation, depreciation and amortization expense for the three months ended March 31,
2003 was translated at-the average forelgn excharge rate prevalllng dunng the three month perlod
ended March 31 2003.

Deprec.atron and amortrzatlon expense fo. the ‘same penoo last year was translated usrng mstorrcal
foreign exchange rates being the exchange rates prevaiiing at the time: the non- monetary assets (such
as fixed assets Ircenses and deferred costs) were acqurred

The average gross rlxed and .nangrble asset balanoe ‘as a_t ‘Vtarch 31 AOOJ was $I40 3 mrlhon
whereas for the same penod last year .t was $250 9 mrllim o '_»




Interest Expense and Income
Interest expense for the three months ended March 31, 2003 decreased to $9.7-million from the three
'month. period ended: March:31, 2002 level..of $4.8. miltioh reflecting. lower:average indebtedness
following the purchase. :by:the -Corporation:of -$16.8million .in ‘notes issued: by::a’subsidiary of the
Corporation from a.group of banks during the:first quarter of 2002. In.addition, in-the first quarter of
2002 interest was accrued on the put and call option with a Brazilian partner, whereas no such interest
was accrued in 2003 as the option expired in December 2002. Interest income was ($0.1) million for
the three month period ended March 31, 2003 as some of the Corporation’s cash balances were
-invested-in"US dollar linked mstruments ‘and-the:US dollar: weakened agalnst the Brazrllan real in the
quarter : . o Lo ST ey AR MR :

: Forergn Exchange Gam (Loss) LOAN dan oer T RRE T ‘
Foreign exchange gain for the three momth perlod ended March 31 2003 amounted to $1.4 million
compared to $0.3 million for the same-periodlast year: These gains relate to the Canbras Group’s US
dollar denominated credit facility. The foreign exchange gain in the current period is a result of an
appreciation of the Brazilian real relative to the US dollar from 3.53 to 3.35 since December 31,-2002,

-an appreciation-of 5.1%. In the first quarter.of 2002 when the Canadian dollar was the functional
currency, an appreciation in the Canadian: dollar relative to the US: dollar of 0.5% from 1.59 to 1.58
resulted in a smaller gain-(see above —.Change:in FunctionalfC_urrency). : :

Net Earnlngs o : '

‘Net earnings were $0.4. mrll:on for the three-month period ended March 31 2003 compared to a net
loss of $3.7 million for the same period:last .year. This-improvement was primarily due to decreased
depreciation and amortization expense, increased foreign exchange gain and lower interest expense.

Liquidity and Capital Resources

Cash and cash equivalents.generated: durlng the quarter ended March 31, 2003 was $19.6 mlllron
higher than the same period last year. The.increase was due to.the.Corporation’s purchase from a
group of banks in the first. quarter of. 2002 of $15.8- million of .notes issued. by a subsidiary of the
Corporation, and increased cash fiow from operations and lower capltal expenditures. -

Capital Expenditures _ .

Capital expenditures for the three months ended March 31, 2003 was $1 5 million compared to $2 7
million for the same period last year. The. low.level of capital expendrtures in 2003 is a result of the fact
that Canbras Group has approved an operatmg budget for 2003 that reflects constrained growth and a
significant price increase for cable television services. Gross subscriber additions for the first quarter
of 2003 were 9,716, down 29.2% from 13,729, for the same period last year. The decrease in capital
expenditures - £ also due to the _devaluation. in the average translation.-rate of Brazilian reais into
Canadian dollars. During the first quarter of. 2903 the Canbras Group sold $0.6 million of materials
held for future capital expendrtures . RN

FORWARD-LOOKING'STATEMEN'TS

Certam statements. contalned in thls MD&A constltute fonNard lookmg statements These forward-
looking statements’ reflect the current views and/or expectations of Canbras with respect to its
performance, business and future events. Forward-looking statements include, without limitation, any
statement that may predict, forecast, indicate or-imply, future. results, performance, or achievements,
and may “contain words like ‘belleve ) antacrpate ‘expect’, ‘will Irkely result’, or words or phrases of
similar meaning. Such statements are subject to a number of important risks and uncertainties which
are difficult to predict and assumptions which may prove to be inaccurate. Whether actual results and
developments conform with the Corporation’s expectations and predictions are subject to a number of
known and unknown risks and uncertainties,.. including- the risk factors described below under "Risk
Factors” and the factors set forth in other filings with the Canadian securities commissions. These
factors, among others, could cause actual results to differ materially from those expressed in any
forward-looking statements.



Canbras disclaims any intention or obligation to update or revise any forward-looking statements,
whether as a result of new information, future events, or otherwise. In particular;:iGrward-loriing
statements deo rot reflect the: potential impact of any-divestitures; monetizations, mergers, acquisitions,
other business comb natuone oF: othcr transactlons thet may oe announced aﬂer these statements are
made O . ; R T BT O TR S R AR AR .

In addrtron to the nsk factors dlscuesed below other factors could cause results OF: events to dn‘fer
materially from current expeciations. For additional information with respect to such. other factors; refer
to the Corporation’s: 2002. Annual: Report: and=-Renewat Annual ‘Information: Form for:the “fiscal year
ended December 31, 2002, which have been filed by the Corporation with the Canadian securities
commissions and are available free of charge on SEDAR (www sedar com) and on the Corporatlon s
webSrte(wmvcanbrasca; IR e LR G T ERE R

RISK--FA‘CTORo

Liquidity

Ability to Meet Debt Obligations and Future Cash Requirements::

Existing cash and cash generated from operations are. not expected,to be suff cient to meet: US$9 25
million (approximately $13.6 million) in principal repayment obligations due'in May-2003 to the lenders
under the Fioating Rate Note Facility (under which US$18:5 miilion remains outstanding) entered into
by its subsidiary Canbras TVA Cabo Ltda. (“CTVA”), and CTVA faces the -possibility of a payment
default under such Facility, in. which- event the Ilenders could demand immediate repayment of the
entire amount of the Faciiity (approximately US$18.5 million).-in addition, the Canbras Group does not
expect to generate sufficient cash: from operatlors to meet’ pro;ected corporate overhead and certarn
other-operating expenses for- 2004 S : .

The Canbras Group has been engaged in discussions with the ienders with a view to restr'ucturing‘the
Floating Rate Note Facility, and progress has been made irthis regard which couid -avoid a payment
default in May 2063 and which weuld be based on a business plan that. could enable-the Canbras
Group to continue in operation for 2003 and beyond.:The Canbras Group has not yet come to final
conclusion with the lenders under this Facility and with its partner in CTVA on all issues associated
with such potential debt restructuring and related business plan, but the Corporation is cautiously
optimistic that the parties will reach an acceptable agreement within the coming weeks: However, at
this time the Canbras Group does:not have any commitmenis from the ienders or its partner in CTVA,
and there can be no assurance as to the final outcome of such discussions, including whether or not
and on what-terms (if any) the lenders and: the Carnbras Group’s:partner in CTVA would be willing to
restructure the debt and agree fo the related business p!an or whether or not such’ dlscussmns will be
concluded prior to the repayment date in May 2003 o :

in the-event that the Corporatlon is unable to obtam fa\rora'ote modlf cations to - the terms of the
Floating Rate Note Facility and is unable to satisfy its May 2003 repayment obligations, or if it
otherwise fails to comply with the various covenants in the Facility, the lenders under the Facility have
the right to declare a default under such Facility and to demand immediate repayment of ihie -entire
amount of the Facility (approximately !S$18.5. m|'lrcn) ‘which' would have a matenal edverse effcct on
the Corporation’s busmess and fnanCiaI condition Ll E . . L

The ‘capital and equity market condltlom 28 weli as: genera! economic. condrtrons in Latm Amerlca
over the past 12 to 24 months have been depressed and-there can be no assurance as to wiether or
when a recovery will occur. Such conditions have negatively-affected the value.of the-Corporation's
assets and restricted the Corporation’s ability to raise capital. As a result, in the event the lenders or
the Canbras Group's partner in CTVA are unable to reach agreement with respect to the liquidity
matters described above, there can be no assurance that the Corporation will be able to secure any
new financing to address its funding requirements for 2003 and beyond, whether from the public or
private equity or debt markets, or from its majority shareholder, or that any such new financing (if
obtained) would not have a substantial dilutive effect on shareholders’ current interests in the
Corporation.



, Impact on Growth 25 g i LT A S :
As a result of the: Corporatron s current cash position;. the Canbras Group has approved an operatmg
budget for 2003.that reflects .constrained growth’ and a-sigaificant price: increase-for cable television
services. As a result, there is an increased risk of higher subscriber attrition (or “churn”) and.or a
downgrade in the subscriber’s programming packages which could result in the loss of future revenue
due to subscribers diseontinuing ‘service and.the inability to recoup:any unrecovered costs incurred in
acquiring the: subscriber. As a result of-the: adoption.of the-Constrained:.growth plan:and significant
-price increases, the Corporatlon is antlcrpatmg tower Ievels of net subscnber growth than in" past
per;ods - . B . it T : Tt

The Corporatron cannot give any assurance that these plans w:II not have a matenal adverse pffect on
its business, financial condition, and results of operations, or its discussions with the lenders under the
Floating Rate Note Facility or its ability to secure new financing (see "Liquidity — Ability to"Meet Debt
Obligations and Future Cash Requirements” above), or the price, if any, that it might be able to realize
in a Sale Process (see “Risks Relating to Sale Process” below).

Risks Relating to Sale Process . - i a® 7ol o ’

With the assistance of its financial advrsor Credlt Sursse First Boston Corporatlon the Corporatlon is
investigating the possibility of a sale of all or:substantially all-of its assets and businesses in Brazil (the
“Sale Process”). The Sale Process is continuing and while a number of parties have shown.interest,
valuation and financing issues could make it difficult to obtain an offer on .acceptable terms. At this
time, the Corporation’s board of directors. has-not made any final decision as to whether or not it will
recommend any sale, and any such: decision will depend upon; among other things (i) the outcome of
- the Sale Process, including whether-any definitive expressions of interest or bids will be made, if made
whether any such proposals will be on acceptable terms, including price, and whether any agreement
with a potential purchaser could be concluded, and (ii) conditions and circumstances affecting the
Canbras Group at such time and'in the: foreseeable future.. In addition, if any- sale were to be pursued
and any sale agreement were-to. be:concluded, the closing of.such. transaction would be subject to
reguiatory and -other required approvals, including shareholder:approvals. As well, the Sale Process
‘may be negatively affected by the . Corporatlon s current-liquidity sntuatlon as described above under
“‘qumdlty” e

Exchange Rates :
The Corporation. reports its consohdated f“ nancral statements in_ Canadran dollars and its operatmg
- companies function in.the local currency of Brazil. Some significant liabilities of the Canbras Group
-now and may in the future be payable .in.currencies other-than the local currency, such.as US dollar
denominated liabilittes incurred.. for ‘borrowed-.money .- under. the Floating Rate Note Facility,
programming costs and equipment purchases. Accordingly, the Corporation has in the past, and may
continue in the future, to experience economic loss and a negative impact on earnings solely as a
result of foreign currency. exchange rate ﬂuctuatrons whrch mclude foreign currency devaluations
:agalnst the US dollar.: : B osn Enow oo :

. Inﬂatlon Tl : SR o '
inflation has had and may contrnue to have adverse effects on the economy and securities market of
Brazil, and could have adverse effects on the Corporation's operating results and/or the ability. of its
operating companies to obtain financing at acceptable rates. The operating results of the Corporation
- may -be-impacted -by inflation- which could-lead to.increased. costs of operations that may not be
recovered through price increases. :increases-in.prices may lead to lncreased subscrlber churn and/or
a downgrade in. subscrlber’s programmlng packages T ‘ :




CANBRAS COMMUNICATIONS CORP.
Consolidated Interim Statements of Operations (Unaudited)
(in thousands of Canadian dollars, except per share amounts)

Revenues

Broadband cable services
Cable television
Internet access

Data transmission and other
Total revenue

Cost of services

Gross margin

Operating, selling, general and admmustratlve expenses
Earnings before interest, taxes, depreciation and amortization
Depreciation and amortization expense (Note 2).

Operating loss

Interest expense
Interest income
Foreign exchange gain and other

Eamings (loss) before non-controlling intereste

Non-controlling interest
Net earnings (Ioss)
Earnings (loss) per ‘share - basic and dlluted

Weighted average number of shares outstanding

CANBRAS COMMUNICATIONS CORP.

Consolidated Interim Statements of Def|C|t {Unaudited)
(In thousands of Canadlan dollars) .

Three months ended

March 31,
2003 2002
$ 11,729 $ 15,162
829 855 .
994 1,216
13,552 "17,233 -
4,235 5,370
9,317 11,863
6,335 8,826
2,982 3,037
3,268 _ 6,071
(286) - (3,034)
(741) (1,844)
(96) 213
1,360 boL272.
237 (4,393)
144 740
381 (3,653)
$ 0.01 $ (0.07) .-
55,098,071 55,058,450

Deficit, beginning of period, as previously reported
Cumulative effect on prior year of change in accounting policy
for foreign currency translation

Deficit, beginning of period, as restated
Net earnings (loss) for the period

Deficit, end of period

Three months ended

March 31,
2003 2002
$ (159,206 $ (128,947)
. (1,066)
(159,206) (130,013)
381 (3.653)
$  (158,825) $ (133,666)




P

’ CANBRAS COMMUNICATIONS CORP.
> Consolidated Interim Balance Sheets
(in thousands of Canadian dollars)

Assets
Current assets

Cash and cash equivalents
Accounts receivable
Prepaid expenses and other

Fixed assets
Licenses, net of accumulated amortization
Deferred costs

Liabilities

Current liabilities
Accounts payable and accrued liabilities
Debt due within one year

Long-term debt
Other long-term liabilities .
Non-controlling interests (Note 3)

Shareholders’ equity
Capital stock
Deficit
Foreign currency translation adjustment

(See Note 2, Significant Acccunting Policies Foreign Currency Translation)

* Unaudited
As at As at
March 31, December 31,
2003 2002

$ 12,459 9,627
2,454 1,812
3,123 3,175
18,036 14,614
67,187 111,254
25,164 46,374
9,076 13,718

$ 119,463 185,960
$ 21,232 19,115
13,576 14,593
34,808 33,708
13,522 14,578

882 - 963

5,645 18,234

$ 54,857 67,483
$ 277,683 277,683
(158,825) - (159,206)
(54,252) -
64,606 118,477

$ 119,463 185,960




CANBRAS COMMUNICATIONS CORP.
Consolidated Interim Statements of Cash Flows (Uraudited) s
(in thousands of Canadian dollars)

. Three months en_ded )

" “March 31
2003 __._2002

Cash prpyided b_yrdp,erat"ihg ‘ac':t.ivi'ti»evs:
Net eamnings {loss) ‘
ltems not affecting cash

Depreciation and amortization o 3,268 B 6,071
Non-controliing interest o o - ' (144) S (740)
Foreign exchange and other o : S R §1,222),. L (235)
. S C 29283 1,443
Changes in non-cash working capital items ‘ 2,164 1,123
; 4447 2,566
Cash used in financing activities i
Decrease in long-term debt - (15,752)
‘ S I .- (18,752)
Cash used i investing aciivities ~*
Additions to fixed assets D ~ - (1,502) (2,706)
Additions to deferred costs S ) ' Co T e 82Y - (472)
Proceeds from sale of materials held for future capital - 7T . li56 o -
998 (3,178)
Effect of exchange rate changes on cash and cash éduiv-ayle‘n‘ts e -
Cash and cash equivalents, provided by (used for) contmumg S Lo o e
operations _ ' o e oo 03,283 . (16,364)
Cash used for discontinued operations T ABY o (384)
Cash and céSh equivalents, beginning,.ofbpérvipdu T - 35,072
Cash and cash equivalents, end of period — ‘$  : $ - 18344 -

10



’R CANBRAS COMMUNICATIONS CORP. ‘ I
Notes to the Consolidated Interim Financial Statements{(Unaudited) : - Semer
Three-month period ended March 31, 2003 Do

All tabular dollar amounts in thousands of Canadian- dellars; except-per-share amounts)

1. Description of the busmess and basus of presentatlon

Canbras Commumcatrens Corp. (the Cerperatlon or “CCC"), originally incorporated under the laws of
British Columbia on August 7, 1986, was continued under the Canada Business Corporations Act effective
June 22, 1998.The indirect majority shareholder of CCC during 2001 was Telecom Ameéricas Ltd. (“TAL"),
and effective as of February 8, 2002, distributed its 75.6% indirect interest in CCC to Bell Canada
Internationatl Inc. (“BCI"), which then became the indirect majority shareholder of CCC. CCC, through its
subsidiaries (collectively the “Canbras Group”) is engaged in the acquisition; develépment-and operation of
broadband communication services in Brazil including cable television (“CATV”), Internet access and data
services, as well as Internet Service Provider (“ISP") services, in Brazil. :

In the opinion of the Corporation, the unaudited interim consolidated financial statements have been
prepared on a basis consistent with the annual audited financial statements, except as noted below in Note
2a) (Foreign currency translation) and 2b) (Segmented information), and contain all adjustments necessary
for a fair presentation of the financial position as at March 31, 2003 and the results of operations and cash
flows for the three month ended March 31, 2003 and 2002, respectively.

The interim consolidated financial statements should be read in conjunction with the audited consolidated
financial statements for the year ended December 31, 2002 as set out in the 2002 Annua! Report of the
Corporation, prepared in accordance with generally accepted accounting principles in Canada ("GAAP").
Capitalized terms used herein, and not otherwise defined, have the meanings defined in the 2002 Annual
Report of the Corporation.

Existing cash and cash expected to be generated from 2003 operations are not expected to be sufficient to
meet US $9.25 million (approximately $13.6 million) in principal repayment obligations due in May 2003 to
the lenders under a floating rate note credit facility (the “Floating Rate Note Facility”), and the. Canbras
Group faces the possibility of a payment default under such Facility. The Canbras Group is engaged in
ongoing discussions with its lenders with a view to refinancing or otherwise modifying the terms of the
Floating Rate Note Facility. There can be no assurance as to the outcome of such discussions, including
whether or not and on what terms (if any) the lenders would be willing to refinance or otherwise modify the
terms of such Facility, or whether or not such discussions will be-concluded prior to the repayment date in
May 2003.

In the event that the Corporatlon is unable to obtam favourable modifications to the terms of the Floating
Rate Note Facility and is unable to satisfy its. May 2003 repayment obligations, or if it otherwise fails to

comply with the various covenants in the Facility, the lenders under the Facility have the right to declare a
default under such Facility and to démand immediate repayment of the entire amount of the Facility
(approximately US$18.5 million, equivalent to $27.1 million), which would have a material adverse effect on
the Corporation’s business and financial.condition.

In addition to the liquidity issues related to the Floating Rate Note Facility, the Canbras Group does not
expect to generate sufficient cash from operatxons to meet proyected corporate overhead and certain other
operating expenses for 2004. As a result, the Canbras Group is pursuing various strategies, inciuding new
sources of financing, that couid allow the Canbras Group to achieve the necessary liquidity to continue in
operation beyond-2003. However, at this time, the Canbras Group does not have any commitments with
respect to such-strategies or for such-new financing, and there can be no assurance that it will be able to
secure any new financing, whether from the public or private equity or debt markets, or from its majority
shareholder, or that any such new financing (if obtained) would not have a substantial dilutive effect on
shareholders’ current interests in the Corporation.

The consolidated interim financial statements have been prepared assuming the Corporation will continue
as a going concern. Also the financial statements do not include any adjustments that might result from the
outcome of the uncertainty mentioned above.
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2.

3.

Significant accounting policies -: .~

The preparation of financial statements |n accordance with Canadlan GAAP requnres that management

make estimates, and assumptlons that affect the reported amounts of assets and liabilities, the’ recognltlon

of revenues and experses and the dlsclosure of contmgent assets and Ilablht|es Actual results could dxffer' -

from those estimates.

a) Foreign currency translation ey ey

As of January 1, 2003, the Corporation’s Brazilian subsidiaries were no longer conS|dered to be mtegrated
operations due to the fact that the day-to-day financing of the subsidiaries” operations had becomie largely:

independent of the Corporation and  accordingly, - the “subsidiaries are - considered- ’sélf-sus'tamm'g
subsidiaries. The Corporation continues: to. report -the financial ‘results in Canadian -dollars;  but’ the
functional - currency of its foreign subsidiaries: changed::from: Canadian- doliars to " Brazilian reais.

Accordingly, for accounting :and. financial reporting” purposes . the~ Corporation switched method of

translation from the temporal.method to' the current-rate metnod. This:change ‘in accounting pollcy was
applied prospectively with no restatement of prior year's results..Under the current-rate method; assets and
liabilities of the. subsidiaries denominated in a-foreign currency will- be translated:into Canadian dollars at

exchange rates in effect at the balance sheet dates. Révenues and expenses are translated at the average

exchange rates prevailing during the period. The resulting unreaiized: galns or losses‘are accumulated and
reported as a foreign currency iranslation adjustment in-shareholders” equity. a

The impact of changing the method of translation from the téemporal to the current-rate method as of -
January 1, 2003, was a reduction in the carrying value of fixed assets, licenses, deferred costs and non-

controlling interest of $40,818,000, $19,959,000, $4,571,000-and $12,410,000 respectively and as a result,
shareholders’ equity was reduced. by $52,938,000: - The -reductioris reflect the decline in value of the

Brazilian real relative to the Canadian doliar since the time:the nch-monetary assets were first acquired. As -

fixed assets, licenses and deferred costs are depreciated or amortized over their usefut lives, the reduction
in carrying values for these assets will result in lower deprematlon and amortization in future periods. The
carrying value of the net assets, as well as the foreign currency translation adjustment in shareholders’
equity, will fluctuate each quarter based on the exchange rate in effect at each balance sheet date. As a
result of the devaluation in the Brazilian real relative to the Canadian dollar in the first quarter of 2003, a
further amount. of $1 314,000 was charged to foreign currency translation adjustment in shareholders’

equity.
b) Segmented information

Effective as of January 1, 2003, the Corporation decided that it operated in only one significant segment:
Broadband cable services (including cable television, high speed Internet access and data transmission).
As a result, it will no longer consider Internet Service Provider (ISP) a separate reportable segment.

Put and call options

During the fourth quarter of 2001, the Canbras Group amended the put and call options previously entered
into with its Brazilian partner in two of its subsidiaries to purchase, subject to regulatory approval, such
partner's equity interests in these two subsidiaries (together the “Vale Properties”). The put and call options
were exercisable, until December 2002, with the option price payable in January 2003, for R$ 10,960,000
(equivalent to $7,523,000 as of 12/31/2001) plus interest at the Brazilian interbank deposit rate (“CDI") plus

0.5% monthly from the fourth quarter of 2001 to the payment date. The Corporatlon accounted for this
transaction as an additional acquisition of the Vale Properties resulting in a purchase price of $7,523,000
being allocated to license.

in the Corporation’s opinion, the Brazilian partner’s right to require the Canbras Group to purchase such
partner's interest in the Vale Properties expired unexercised on December 21, 2002. As a result,
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$5,956,000 (R$13,340,000 including accrued interest), previously shown as debt, was.reclassified as non- -

controlling interest on the December 31, 2002 .balance sheet. The parties. are .engaged in on-going
discussions with a view to. reahgnlng théir respectlve ownersh:p mterests in the Vale Propertles and such
reahgnment ‘depending on final agreements between the’ pames if, any, could result | ina S|gmfcant loss on
disposition. Theré can be no certalnty as {6 the oufcome of such discussions, or the terms of any such
realignment of interests.

Dlscontmued operatlons

The Corporatlon adopted a formal plan- of dlsposau for lts pnvate telephone resale operatlons conducted by
its subsidiary Teleminio Servicos de Telematica Ltda. .(“TST")~through. the winding down of. TST's
operations by December 31, 2002 (unless:earlier soid .to a. third-party). As a result, the Corporation
recorded a provision of $6,021,000 in the year-ended December:31,2001. This provision includes both the
write-down of assets and accruals ($4,626,000)-and:the operating losses expected to be incurred between
the date TST’s operations were treated: as:discontinued and the ultimate wind-down date ($1,395,000).
Accordingly, the consolidated statements of operations .and cash' flows exclude the revenues, expenses
and .cash flows of the discentinued operations. The. cash-flows for the discontinued operations for the
current and prior year are presented .as a single line in consolidated statements of cash flows, and are
identified as discontinued operations.. Effective March 1, 2002; all of the shares of TST were sold to a third
party and certain liabilities incurred up to February 28, 2002 were assumed by the Canbras Group.

As of March 31, 2003, the net.balance of accrual amounted to, $3 367,000.

The assumptlons and resulting estlmates on whlch the estlmated Ioss amounts are based, may change
with the passage of time and as additional-information is: obtained. Any changes:to the estimates will be
reccgnized as part of the loss on.discontinued operations in the period in which such change occurs. -

Cash flows used for discontinued operations aré as follows:

Three months ended
) . March 31,
‘ 2003 2002

Operating activities $  (451) $  (364)
Financing activities

Investing activities .

Cash flows used by discontinued operations $ 451 $ (364)
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