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R Jelecom is one of the world's leading providers of Broadband Fixed
Wireless Access (BFWA) technology, which links end-users to networks
Toing wireless transmissions. For over two decades, the Company’s
R LCts and solutions have been used by service providers to deliver
MMvanced, robust and efficient telecommunications services to hoth urban
o emote areas around the globe. SR Telecom’s products have been
leployed in over 120 coun ries, connecting nearly two million people.

e Company's unrivalled portfolio of E WA products enables its growing
o mer base o offer carrier-class voice, broadband data and Internet
- —TTs turnkey solutions include equipment, network planning,
jfolect management, ins allation and maintenance.

SR Telecom Is an active member 0 IWiTWIAX Forum, a cooperative industry
miative which promotes the deployment of broadband wireless access
fetworks by using a gioba standard and certifying the interoperability of
Sfoducts and technologies.

el Telecom was tounded in 1981 and became a put icly-traded company In
986, 1s shares are traded on the Toronto Stock Exchange under the
'vmbol SRX, and on the astlag National Exchange under the symbol

ERYA.The Company’s headguarters are located in Montreal, Canada, and it
e tains project and regional sales offices around the world.




Financial Highlights

Years ended December 31 (in thousands of dollars, except per share amounts)

2003 2002
$ $
EARNINGS INFORMATION ,
Revenue 127,881 196,903 i
Net loss (44,755) (20,885)
Net loss per share (6.21) (3.82)
FINANCIAL POSITION 8
Total assets 289,775 320,805 S
Working capital 67,339 82,486 z
Cash and short-term investments 11,665 - 41,933 2
Long-term debt 131,437 140,300 8
Shareholders’ equity 91,740 102,326 E
=
]
OTHER INFORMATION
Weighted average no. of shares outstanding (000) 7,207 5,473
987 1,053

Empioyees@

1 Long-term debt includes the current portion of fong-term debt, capital leases, lease fiabifity and long term {iabifity.
2 Includes 233 CTR employees {2002 - 244).
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message from the chairman
PAUL A.DICKIE, CHAIRMAN OF THE BOARD

In terms of revenues, fiscal 2003 clearly did not live up to our
expectations. Through much of the year, the extended
retrenchment in the global telecommunications - industry
persisted. In fact, in our particular niche —the fixed wireless
sector—the first signs of a return to health did not begin to
occur until very near the end of the year. Exacerbating this
situation was the political turmoil in the Middle East, where
we have traditionally been very. active.

Despite these challenges, SR Telecom embarked upon several
initiatives designed to significantly strengthen our competitive
position in the rapidly evolving fixed wireless access
marketplace. Chief among these was the acquisition of Netro
Corporation, a leading U.S. developer and provider of broadband
fixed wireless access products. SR Telecom has long been
recognized as one of the world’s premiere providers of robust
and high-quality fixed wireless technology, and the acquisition
has allowed us to make a decisive entry into the rapidly '
expanding broadband marketplace. The solutions we added to
our portfolio in the transaction—angel and airstar —provide
us with a depth and breadth of technology that is unsurpassed.
Further, these platforms enable us to vigorously pursue a




number of identified opportunities within our existing
customer hase and to compete for new infrastructure projects
that we would not otherwise have been in a position to bid on.

The Netro acquisition also gave us the opportunity to list the
Company’s shares on the Nasdag National Exchange. After
shareholder approval for our 1:10 share consolidation, on
September 3, 2003 SR Telecom began trading on the Nasdag,
a move that increases our visibility in the United States and
gives us access to a much broader investment community.

In the midst of very difficult circumstances, these were
significant achievements. I am confident that our initiatives in
2003 will serve the Company well for many years to come,
and I am pleased to welcome our new shareholders in the
" United States to SR Telecom.

I would also like to take this opportunity to thank all of our
stakeholders for their continuing support. I am particularly
grateful to my colleagues on the Board of Directors for the
considerable time and energy they have invested over the past
year, and to our employee and management teams, who

continue to make extraordinary efforts on the Company’s
behalf. I believe that the ability we have demonstrated over
the past few months to sell our new products within our
established commercial networks holds out the prospect of a
substantially brighter future. We look forward to returning
greater value to all of our shareholders in the year ahead.

f i

Paul A. Dickie
Chairman of the Board
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Dear Fellow Sharehelders,

I am pleased to have this opportunity to discuss the significant
events at SR Telecom in fiscal 2003 and to provide you with
some insight into our plans and expectations for 2004. As
Paul Dickie remarks in his Chairman’s message, from a
financial perspective the past year was one of the most
challenging in our history. From an operational and strategic

standpoint, however, our Company made some very
substantial advances. The most momentous event was our
acquisition of Netro Corporation, which ushered in a new era
in our history.

Financial Overview

Let me first provide an overview of our financial picture in
2003. Our revenues for the year did not come up to the levels
we achieved in fiscal 2002. Given the market conditions that
existed when the year began, we anticipated a certain fevef
of decline. Nevertheless, the extent of the shortfall was a
serious disappointment.

Our revenues throughout 2003 were severely impacted by a
combination of factors. First, our segment of the telecommu-
nications industry did not recover from its extended slump as
soon as we expected it would. The fixed wireless access

ik

message from the president
PIERRE ST-ARNAUD, PRESIDENT AND
CHIEF EXECUTIVE OFFICER

markets in which we are active only hegan to see renewed
activity towards the end of the calendar year.

Second, the ongoing political difficulties in the Middle East
postponed a number of contract opportunities. Traditionally,
this has been a very significant market for us.

Third, there were certain major projects around the world in
which we expected to participate that took much longer to
finalize than we originaily anticipated. These circumstances
nresented SR Telecom with some very serious challenges.

In the midst of these challenges, we seized upon significant
new opportunities.

For gver two decades, we have heen guided

by a single mission: to provide our customers

from around the world with the fixed wireless
techinology they need to satisfy the demands

of their specific markels. In fulfilling this mission, we
have always managed to provide our customers with the most
advanced, flexible and robust products available.
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- networks to rural and remote areas of the world that would
otherwise have remained beyond the reach of traditional
wireline technology. Through our activities, we have built a
customer base in over 120 countries.

Over time, the needs of this customer base have steadily
evolved and grown more sophisticated, and we have consistently
committed our efforts to developing a product offering to
meet these changing requirements. This commitment has
driven all our R&D and acquisition strategies.

Throughout most of our history, what our customers required
was voice-only telephony. Over the past year or two, however,
the marketplace has begun to experience a fundamental shift.
Today, technological innovation has made it possibfe to bring
high-speed data connectivity and carrier-class services to the
farthest-flung regions of the world.

Increasingly, these are the capabilities our customers want.
And with the advances we made in 2003, these are the
capabilities we can now deliver.

Entering the Broadband Marketplace

Addressing the expressed needs of our customers led us to
‘acquire the angel and airstar products from Netro
Corporation. With these state-of-the-art products, we signaled
our entry into the broadband wireless access arena and
significantly expanded the scope of our activities.

angel is the industry’s first mass-deployed, high-capacity, non-
line-of-sight (NLOS) system to offer carrier-class voice and
broadband packet data services in the 2.3 and 3.5 GHz
frequency bands. NLOS technology translates into lower costs,
simpler installations, and greater subscriber coverage.

airstar is a high-capacity, carrier-class broadband fixed
wireless access solution designed to solve the last-mile
bottleneck. It is deployed quickly and economically handles a
wide range of communication services for businesses and
mobile backhaul.

FRAEHIEEH LIILIL P VHUWLILS Vo U pULRTVITY TIe

immediately positioned us as a major player in
a marketplace that holds out more potential for
growth than any we have participated in thus far.

In fact, a leading independent research firm estimates that
there will be a demand for approximately 10 million
broadband fixed wireless access lines throughout the world
over the next few years. To put this in perspective, in roughly
25 years as a leader in the fixed wireless industry, SR Telecom
has deployed just over 2 million lines. So the opportunities
now open to us are considerable.

Contract wins for angel and airstar

In the months since acquiring these products, we have afready
begun to realize this growth potential. The contracts we have
recently won illustrate this.

» China Unicom selected airstar to build high-performance
networks in Beijing, Shenzhen and five other major cities
in Eastern China.

+ airstar was also selected by a leading telecommunications
service provider in Mexico for a broadband fixed wireless
access network in support of mission-critical network
redundancy services to the financial community.

+ Czech Radio selected angel for a wireless local exchange
carrier infrastructure to deliver telephony and data
services in 26 major cities throughout the Czech Republic.

» PT Aplikanusa Lintasarta, the largest data and corporate
network communications provider in Indonesia, selected
airstar for projects in the Java, Kalimantan and Sulawesi
regions of Indonesia.

e Globalcom Data Services Company, a public wireless
access network provider in Lebanon, selected angel for a
network that will deliver high-speed Internet services to
residential customers in and around eight Lebanese cities.

[]]
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multi-service broadband network in Spain. We are
currently engaged in the pilot phase with Siemens, the
network integrator, and expect this project to get fully
underway sometime during the first half of 2004.

+ Subsequent to year-end, a major telecommunications
provider in Southeast Asia selected angel for a metropolitan
development project, The product’s capabitities will enable
the service provider to deliver voice and high-speed
Internet access services to ali communities within a radius
of 30 kilometers from the center of the city.

+ Belitel, a full service telecommunications provider in the
Philippines, will be using angel for a voice and high-speed
Internet project in the business and high-end residential
sectors in Manila.

+ lkatel, a subsidiary of France Telecom, selected angel for
a voice and broadband data project in Bamako, the capital
of Mali. This marked the first commercial deployment of
the angel product in Africa.

In short, our new hroadband products

are malking very strong inroads throughout
the worid, and are being adopted by our
traditional customer base as well as by
new customers.

We anticipate that these markets will continue to grow as
more systems are deployed and demonstrate their value.
While many of the contracts we have been awarded to date
are for smaller projects, they are with a greater variety of
different network aoperators and access providers. And we are
seeing that these smaller initial projects can quickly evolve
into much larger deployments.

Introducing SR500ip™

Early in 2004, we also announced another significant
achievement with the launching of SRSOin, our next
generation point-to-multipoint fixed wireless access system.
This new system integrates high-speed Internet access and
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rural communities. Developed in house by our R&D team,
SR500ip builds upon the universally recognized strengths of
our SR500 platform, and is compatible with part of this
platform, which will provide us with huge opportunities in our
installed customer base for many years to come. With
SR500ip’s ability to double the capacity of a given network,
our customer base can now offer advanced services to more
people in remote areas.

With the launch, we also secured our first orders from a major
incumbent carrier- in Southeast Asia, which will use the
SR500ip for the expansion of its extensive rural telecom-
munications infrastructure. Upon the successful deployment
of the initial systems, we expect that the carrier’s expansion
program will lead to the deployment of more than 200,000 lines
ovet the next few yeats.

CTR Developments

While we remain committed to finding a buyer for our
Comunicacion y Telefonia Rural (CTR) subsidiary, economic
conditions make this unlikely in the near future. However,
we continue to work towards increasing CTR's voice and
Internet revenues.

In this regard, there have been a number of positive
developments. Currently, we are engaged in a pilot project
that is part of our initiative to deploy up to 6,000 lines into
several urban areas using surplus angel inventory. Subsequent
to year-end we received a ruling from Subtel, the Chilean
regulator, which permits CTR to increase its access tariffs
significantly. We expect that the effect of this increase will
be to increase CTR’s operating cash flow by more than
CDN$1.5 million on an annualized basis. These measures will
help CTR significantly improve its operating performance.
Also subsequent to year-end, we renegotiated our debt
repayment schedule with CTR’s lenders, and reduced our
payments due in 2004 from US$9 million to US$5.5 million.

Operational Achievements
The past year was also a demanding one for the employees of
SR Telecom. Integrating the angel and airstar products,
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was an enormous task, and one which was carried out quickly
and efficiently. Even with the integration, we have kept our
staff count to pre-acquisition levels. In the midst of this
activity, we also managed to set up a new and highly efficient
" manufacturing facility in Montreal.

I am especiaily proud that SR Telecom

was officially recognized in the Large
Manufacturing Sector at the Grand Prix
guéhécois de la gualité awards ceremony, where
we were singled out for the continuous improvements in the
quality of our products and services as well as our
manufacturing and management processes. ‘

Financing Initiatives

In the first months of 2004, I am pleased to report that we
completed a very successful round of equity financing. The
public and private placements raised total gross proceeds of
approximately $50 million, which 1 believe confirms the
investment community’s belief in our business plan and future
prospects. This financing has provided us with significant
additional liquidity and financial flexibility.

Debt reduction remains a key preoccupation. In fiscal 2003
we repaid over $20 million of outstanding debt; over the past
three vyears, we have repaid close to $40 million. Given
the economic uncertainty over this period, this represents a
major achievement.

Gutiook

The first half of fiscal 2004 will continue to be challenging.
We are very focused on reducing our costs further in order to
bring them in line with our anticipated revenues. Some hard
decisions are currently being implemented.

Howevet, the contracts we are securing with our new broadband
products should have a very positive impact on our 2004
revenues. With the cost reduction initiatives we are pursuing,

£ Qi LU T8 28GR0 YV YWIED QULINCYVT
profitability in the second half of the year
as purchase orders are received and the new
contract awards we expect are finalized.

[ am very grateful for the dedication and determination shown
by our employee and management teams in sometimes
adverse circumstances over the past year, and [ wish to thank
them sincerely for their efforts. 1 would also like to thank our
Board of Directors, whose guitiance has been instrumental in
helping the Company . negotiate the various challenges we

faced over the course of the year. Finally, I would like to

express my appreciation to you, our shareholders, for the
confidence you continue to express in SR Telecom.

T

Pierre St-Arnaud
President and CEO
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and Results of Operations

The discussion and analysis, which follows, is provided to assist readers in their assessment and understanding of the consolidated results of
operations, the financial position and changes in cash flows of SR Telecom Inc. ("SR Telecom’ or “the Corporation”) for the years ended December 31,
2003, 2002 and 2001. The discussion contains forward-looking statements that involve risks and uncertainties that could cause actual results to differ
materially from those projected. The forward-looking statements in this annual report which includes this MD&A describes our expectations on
February 24, 2004. The reader is cautioned not to refy on these forward-looking statements. The Corporation disclaims any obligation to update these
forward-looking statements even if new information becomes available as a result of future events or for any other reason. The following management
discussion and analysis of financial condition, cash flows and results of operations should be read in conjunction w:th SR Telecoms annual audited
consolidated financial statements contained elsewhere in this annual report.

SR Telecom’s consolidated financial statements have been prepared in accordance with Canadian GAAP (Generally Accepted Accounting Principles).
There are several differences between US GAAP and Canadian GAAP, some of which can yield material differences in reported data. For the
US GAAP reconciliation, see note 30 to the accompanying audited consolidated financial statements.

Overview

SR Telecom provides fixed wireless access solutions for voice, data and Internet access applications. SR Telecom designs, markets and sells fixed
wireless products to telecommunications service providers, who in turn use the products to provide their subscribers with a full range of telecommu-
nications services. SR Telecom also provides full turnkey services to its customers. Most of SR Telecom’s sales are international, with its fixed
wireless systems currently being used by telecommunications service providers in over 120 countries worldwide. These customers include large
- incumbent local exchange carriers as well as competitive Jocal exchange carriers and private operators of telecommunications systems. In addition,
through its majority-owned subsidiary, Comunicacion y Telefonia Rural (“"CTR"), SR Telecom provides local telephone service and Internet access
" to residential, commercial and-institutional customers, and operates a network of payphones in a large, predominantly rural area of Chile.

Critical Accounting Policies

SR Telecom’s consolidated financial statements are based on the selection and application of accounting policies, which require SR Telecom’s
management to make significant estimates and assumptions. SR Telecom believes that the following accounting policies may involve a higher degree
of judgment and complexity in their application, and represent SR Telecom’s critical accounting policies.

Revenue Recognition

Revenue is recognized when persuasive evidence of an agreement exists, delivery has occurred or the service has been performed, the fee is flxed and
determinable, and callection of the resulting receivable is probable.

SR Telecom recogmzes revenue through two primary revenue streams: revenue from the sale of equlpment and service revenue. Service revenue is
comprised of site survey and engineering prior to installation, as well as installation of the equipment, training of customer personnel and repair
contracts. Revenue for equipment sold separately is recognized upon delivery and when alt significant contractual obligations have been satisfied and
collection is probable. SR Telecom also enters into contracts involving multiple elements or “turnkey” contracts, which include the sale of equipment
as well as the sale of services. Turnkey contracts generally include the sale of equipment as well as site survey and engineering, which involves the
assessment of the locations to be installed and the requirements of the equipment to be installed, as well as installation of the equipment at the site.
The service elements are not essential to the functionality of the delivered equipment. Recognition of revenue in turnkey contracts on the sale of
manufactured equipment is recognized upon delivery. Recognition of revenue on the performance of site survey and engineering, and installation of
the equipment is recognized when the services are performed. The establishment of the selling prices of services and equipment in these contracts is
determined by reference to similar contracts whereby these elements are offered on a stand-alone basis and are incorporated in the contract details.
For contracts involving multiple elements, SR Telecom allocates revenue to each element based on relative fair values. Telecommunication service
revenue is recognized as the services are rendered.

SR Telecom products and services are generally sold as part of a contract or purchase order, of which some are for periods extending beyond one year.

Revenue and cost estimates on long-term contracts are revised periodically based on changes in circumstance; any losses are recognized in the

period that such losses become known.

Warranty Obligations

Accruals for warranty costs are established at the time of shipment and are based on contract terms and experience from prior claims. SR Telecom’s
usual warranty terms are one year, with two-year warranty periods in certain limited circumstances. SR Telecom evaluates its obligations related to
product warranty on an ongoing basis. If warranty costs change substantially, SR Telecom’s warranty accrual could change significantly. SR Telecom
tracks historical warranty cost, including labor and replacement parts, and uses this information as the basis for the establishment of its warranty
provision. With respect to the introduction of new products, warranty accruals are determined based on SR Telecom’s historical experience with
similar products.

Allowance for Doubtful Accounts

SR Telecom performs ongoing credit evaluations of its customers’ financial condition and establishes an allowance for doubtful accounts based upon
factors surrounding the credit risk of specific customers and on-going project risks. Wherever practical, SR Telecom requires accounts receivable to
be insured by an export credit agency or by confirmed irrevocable letters of credit. SR Telecom believes that it has sufficient aflowances for doubtful
accounts to address the risk associated with its outstanding accounts receivable. .

]
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Provision for Excess or Obsolete Inventory

Inventories are valued at the lower of cost and net realizable value or replacement cost, with cost computed at standard, which approximates actual
cost computed on a first in, first-out basis. SR Telecom maintains a reserve for estimated obsolescence based upon assumptions regarding future
demand for its products and the conditions of the markets in which its products are sold. This provision to reduce inventory o net realizable value is
reflected as a reduction to inventory in the consolidated balance sheets. Management judgments and estimates must be made and used in connection
with establishing these reserves. If actual market conditions are less favorable than SR Telecom’s assumptions, additional reserves may be required.

Assessment of Impairment of Long-lived Assets

Effective April 1, 2003, the Corporation adopted CICA Handbook Section 3063, “Impairment of Long-Lived Assets”: This recommendation establishes
the standards for the recognition, measurement and disclosure of the impairment of long-lived assets held for use, which include propetty, plant and
equipment, and intangible assets with finite useful lives. In accordance with these recommendations, an impairment loss is recognized when.the
carrying amount of the long-lived asset is not recoverable and exceeds its fair value, and is measured as the amount by which the carrying amount of
the long-lived asset exceeds its fair vaiue. The adoption of this recommendation did not have an impact on the Corporation‘s resuits from operations
or financial position.

Prior to April 1, 2003, the Corporation evaluated the carrying value of its long-lived assets on an ongoing basis. In order to determine whether an
impairment existed, management considered the undiscounted cash flows estimated to be generated by those assets as well as other indicators.
Any permanent impairment in the carrying value of assets was charged against earnings in the period an impairment was determined.

Foreign Currencies

Monetary assets and liabilities denominated in foreign currencies are translated at exchange rates in effect at the balance sheet dates. Non-monetary
assets .and liabilities are translated at historical rates. Transiation gains and losses are reflected in the statement of operations. Revenue and
expenses are translated at average exchange rates prevailing during the period.

All of SR Telecom’s subsidiaries are financiaily and/or operationally dependent on SR Telecom and are accounted for using the temporal method. Under
this method, monetary assets and liabilities are translated at exchange rates in effect at the balance sheet dates. Non-monetary assets and liabilities
are translated at historical rates. Revenue and expenses are translated at average rates for the period. Translation exchange gains or losses of such
subsidiaries’ accounts are reflected in the statement of operations.

" Future Income Taxes
Future income tax assets and liabilities are determined based on differences between the f‘nanmal reparting and tax bases of assets and liabilities,
and are measured using the substantively enacted tax rates which will be in effect when the differences are expected to reverse. A valuation allowance
is provided for the-amount of future income fax assets that are not considered more likely than not to be realized. SR Telecom intends to use the
balance of these assets prior to expiry either as an offset to future net income or through the use of other tax planning initiatives.

Results of Qperations

SR Telecom operates in two business segments. The first is the Wireless Telecommunications Products Business Segment (“Wireless”) and the
second is the Telecommunications Service Provider Business Segment (“"CTR”).

The Acquisition of Netro Corporation
On March 27, 2003, the Corporation signed an agreement and plan of merger with Netro to acquire all of the issued and outstanding shares of Netro
in exchange for 4.1 million common shares of SR Telecom at a price of $6.75 per share, which was the fair value of the shares an the date the
acquisition was announced. On September 4, 2003, SR Telecom concluded the acquisition of Netro. The results of operations of Netro subsequent to
September 4, 2003 are included in the Wireless operations segment. Refer to note 3 to the accompanying annual audited consolidated financial
statements included in this annual report that fully describes the transaction,
The following 1able outlines the breakdown of revenues by segments:

Years Ended December 31

2003 2002 2001
Wireless Telecommunications Products Business Segment 89.0% 91.9%  87.7%
Telecommunications Service Provider Business Segment 11.0% 8.1% ) 12.3%

In 2003, Wireless Telecommunications Products revenue (“wireless revenue”) decreased as a perceniage of total revenue 10 89.0% from 91.9% in
2002. This decrease results from a sharper decline in wireless products revenue in 2003 than the more modest decline that was experienced in
Telecommunications Service Provider revenue. Telecommunications Service Provider revenue as a percentage of total revenue increased to 11.0% in
2003 from 8.1% in 2002. Major contract awards from longstanding customers increased wireless revenue as a percentage of total revenue to 91.9%
in 2002 from 87.7% in 2001. In 2002, Telecommunications Service Provider revenue decreased to 8.1% from 12.3% in 2001.




Wireless Telecommunications Products Business Segment

(in 000's) 2003 2002 2001

Ql a2 a3 Q4 Total Q1 Q2 Q3 Q4 Tota! Q1 Q2 Q3 Q4 Total
Revenue 25,964 27,039 22,796 38,018 113,817 40559 45,291 48,079 47,100 181,029 29,778 29,670 39,373 42,776 141,597
Cost of )

revenue 13,987 13,573 13,471 19,971 61,002 20,350 23,735 22,862 22,369 89316 17,137 16,235 20,763 20,965 75,100
Gross profit 11,977 13,466 9,325 18,047 52,815 20,209 21,556 25217 24,731 91,713 12641 13,435 18,610 21,811 66,497
Gross profit

percentage  46% 50% 41% 47% 46% 50% 48% 52% 53% 51% 42% 45% 47% 51% 47%
Operating (loss)

earnings from

continuing

operations {5,122) (4,259) (13,075) (10,441) (32,897) 2,020 1,423 3,318 (2,250) 4,511 (2,938) (6,784) 669 1,120 (7,933
Net loss .

{earnings) {7,869) (7,229) (14,988) (12,202) (42,288) 176 (2,494) 2,608 = (4,175) (3,885) (1,531) (b,460) 228 1,416 (6,347)

Percent of Revenue

2003 2002 2001

Revenue ' 100% 100% 100%
Cost of revenue 54% 49% 53%
Gross profit 46% 51% 47%
Agents commissions 3% 8% 13%
Selling, general and administrative expenses 45% 26% 24%
Research and development expenses, net 249, 12% 13%
Restructuring, asset impairment and other charges 3% 3% 3%
Total operating expenses 75% 49% 53%
Operating (loss) income (29%) 2% (6%)
Interest expense, net (5%) (3%) (4%)
Gain on repurchase of debentures 1% ~ -
(Loss) gain on foreign exchange - (9%) (1%) 3%
Income tax recovery . - 5% C - 2%
Net loss : (37%) (2%) (5%)
Revenue
Revenue by geographic area based on the location of SR Telecom’s customers is as follows for the years ended December 31, 2003, 2002 and 2001:
Revenue (in 000%) : Percent of Wireless Revenue
2003 2002 2001 2003 - 2002 - 2001
Europe, Middie East and Africa 51,468 80,871 43,271 45% 45% 30%
Asia 41,293 86,125 70,680 37% 48% 50%
Latin America 11,712 7,833 22,004 10% _ 4% 16%
Other 9,344 6,200 5,642 8% 3% 4%
113,817 181,029 141,597 100% 100% 100%

Revenue in Europe, Middle East and Africa in percentage terms increased from 30% in 2001 to 45% in 2002 and 2003. In 2003, revenue decreased
in dollar terms due to a decline in shipments for large turnkey projects to the region compared to the prior year, where two new contracts in Saudi
Arabia were signed by the Corporation. Sales to Asia also declined in 2003 as compared to 2002 and 2001, due to the result of large contracts with
Teistra Corporation Limited, the Department of Transport and Communications of the Philippines and Rural Telephone Services of Thaitand that were
substantially completed in 2003. Revenue in Latin America as a percentage of wireless revenue declined from 16% in 2001 to 4% in 2002 but
increased to 10% in 2003. This increase in dollar and percentage terms, for the twelve-month period ended December 31, 2003 as compared to the
same period in 2002 is a result of sales of SR Tetecom’s newly acquired airstar product line to the region. The decrease in 2002 compared to 2001
is due to the fact that the shipments to Axte! were completed in the first half of 2001.

(1
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Revenue from customers that comprised more than 10% of wireless revenue for the year ended December 31, 2003 is as follows:

Revenue Percent of
(in 000%) Wireless Revenue
. , 2003 2003 .
Telstra Corporation Limited 15,766 149%
Revenue from customers that comprised more than 10% of wireless revenue for the year ended December 31, 2002 is as follows:
i Revenue Percent of
(in 000's)  Wireless Revenue
. 2002 : 2002
Saudi Telecom Company 31,295 17%
Telstra Corporation Limited 32,881 18%
64,176 35%
Revenue from customers that comprised more than 10% of wireless revenue for the year ended December 31, 2001 is as follows:
Revenue Percent of
(in 000%s) Wireiess Revenue
, 2001 2001
Rural Telephone Services Company Limited ‘ : . 25,001 18%
Department of Transpart and Communications of the Philippines 18,114 13%
‘ 43,115 31%

Revénue

For the year ended December 31, 2003, revenue decreased to $113.8 miltion from $181.0 million for the year ended December 31, 2002. This
decrease was a function in the decline of both equipment revenue and service revenue. Equipment sales decreased by 41% to $85.7 million in 2003
from $146.1 miltion in 2002. This decrease in annual revenue is primarily due to the substantial completion of major contracts including Saudi Telecom
Company, Rural Telephone Services of Thailand and Department of Transport and Communications of the Philippines during 2003. Equipment sales
increased by 50% to $146.1 million in.2002 from $97.4 million in 2001. The increase was the result of increased revenues generated from the
aforementioned contracts. Service revenue decreased by $6.7 million in 2003 to $28.2 miilion from"$34.9 million in 2002 as the service components
of the major turnkey projects were finalized. During 2003, there have been delays in securing new long-term contracts partially due to regulatory
issues-and the political situation in the Middie East. Service revenue decreased by $9.3 million in 2002 to $34.9 million primarily as a result of the
timing of work performed on various contracts in progress. The Corporation does not expect revenue to improve in the first half of 2004, howevet,
expects significant improvements in the second half as purchase orders are received under recently awarded contracts and pending contract awards.

Gross Profit

Gross profit represents total revenue less the cost of revenue. Cost of revenue with respect to equipment revenue consists of manufacturing costs,
material costs, labor costs, manufacturing overhead, warranty reserves and other direct product costs. Cost of revenue with respect to service revenue
consists of labor costs, travel, telephone, vehicles and other costs that are directly attributable to the revenue recognized.

Gross profit as a percentage of revenue decreased 1o 46% for the year ended December 31, 2003, from 51% for the year ended December 31, 2002,
The principal drivers of the fluctuations in equipment gross profit are the level of revenue and the product and customer sales mix. Equipment gross
profit declined to 48% in 2003, from the 59% levels experienced in 2002. This decrease resulted from variations in sales mix including sales of lower
margin products such as angel and airstar, and is also due to an increase in under-absorbed overhead costs in 2003. Services gross profit increased
10 43% in 2003 from 14% in 2002 as better margins were experienced on product repairs as well as positive contributions from renegotiations of
certain services on turnkey projects.

Equipment gross profit improved 10 $86.8 million or 59.4% in 2002 from $50.5 million or 51.8% in 2001 due to higher overall volumes and the
impact of production and supply chain efficiencies. Service gross profit was $4.9 million for the year ended December 31, 2002, as compared to
$16.0 million for the year ended December 31, 2001. Service gross profit was negatively affected in 2001 and 2002 by political disruptions that
impacted the delivery schedule on two major turnkey contracts in progress. Delayed contract awards in other jurisdictions resulted in gross profit
erosion due to unanticipated mobilization and demobilization costs.

Going forward, it is expected that the gross profit percentage will decrease from the current quarter’s gross profit, due to the increase in expected
revenues of the lower margin airstar and angel products.

Agent Commissions

Agent commissions consist of payments {0 agents and representatives who act as an extension of SR Telecom’s international sales and marketing
organization. SR Telecom has agents and representatives in several countries globally and uses this network in many cases in lieu of having to
maintain a permanent presence in countries where the level, uncertainty and timing of orders do not justify a permanent presence or where the local
custom and practice requires the use of local partners.




$13 9 mllhon and 13% or $18. 4 ml!hon m the twelve months ended December 31 2002 and 2001 respectwely The decrease in commtssqons as a
percentage of revenue commensurate with the decrease in revenue recognized under large turnkey contracts which traditionally have higher
commissions, The jurisdiction and equipment mix changed significantly in 2002, partly due to the effect of the purchase of the swing product line from
Lucent in 2001, and in 2003 with the addition of airstar and angel. This figure is expected to increase in 2004 compared to the last quarter of 2003
due to the change in expected product mix in 2004.

Seiling, General and Administrative Expenses

Selling, general and administrative (SG&A) expenses consist primarily of compensation costs, travel and related expenses for marketing, sales, human
resources, finance, executive and management and professional service fees and expenses. Selling, general and administrative expenses increased to
$52.2 million as at December 31, 2003, compared to $47.1 million in 2002. This was due to the inclusion of Netro, which resulted in an approximate
increase of $6.1 million in SG&A expense in the four-month peried since its acquisition in September of 2003. This increase was partially offset by
cost reductions achieved as a direct result of restructuring efforts. Selling, general and administrative expenses increased by $13.7 million or 41% to
$47.1 miltion in 2002 from $33.3 million in 2001. The commencement of operations in France, subsequent to the asset acquisition from Lucent,
accounts for $8.4 million of the increase in 2002. The Corporation is currently implementing additional ways to reduce its cost base in order to bring
costs in line with the current and anticipated level of revenue.

Research and Development Expenses

" Research and development expenses consist of compensation costs, the cost of software development tools, consultant fees and prototype expenses
related to the design, development and testing of SR Telecom’s products, net of government investment tax credits-associated with these activities.

Research and development expenses on a comparable basis increased to $27.2 million in 2003 from $21.3 million in 2002. The increase is due to
additional research and development costs of $3.6 million incurred as a result of the acquisition of Netro and a reduction in the amount of investment
tax credits being recognized that offset research and development expense. As of July 1, 2003, the Corporation has ceased the recognition of further
Federal investment tax credits since there is limited assurance that these credits would be realized in the near term. Net research and development
expenditures in 2002 increased by $2.3 million 10 $21.3 million or 12% over 2001. This was mainly as a result of expenditures related to the addition
of the swing product line and to the launch of the stride2400 product. The Corporation is currently implementing programs which will reduce research
and development costs in the latter part of 2004.

Restructuring, Asset Impairment and Other Charges

For the year ended December 31, 2003, restructuring, asset impairment and other charges of $3.1 million were recorded. The restructuring charges
were undertaken by the Corporation to reduce its cost structure, and are comprised primarily of severance and termination benefits. In total,
42 employees were terminated including 12 research and development employees, 13 project and service management employees, and 17 sales and
marketing employees. The write off of the assets of $1.4 million relates to the discontinuation of research and development on the shift product line
as the Corporation identified that the market opportunities for shift will be better served by angel.

For the year ended December 31, 2002, restructuring charges of $4.9 million were accrued. These charges were also composed primarily of
severance and termination benefits, as well as the elimination of inventory balances in certain specified locations and lease cancellation costs
relating to the closure of a research and development site in Montreal. In total, 90 employees were terminated including 39 research and development
employees, 31 project management employees, 8 sales and marketing employees, and 12 general and administrative employees.

In June 2001, restructuring charges of $3.7 miltion were accrued. This amount consisted primarily of severance and related costs resulting from cost
reduction initiatives and the rationalization of international operations. In total, 35 employees were terminated including 12 project management
employees, 12 sales and marketing employees, and 11 general and administrative employees.

1t is expected that additional restructuring charges will be incurred in the near term to bring the cost base in fine with anticipated revenue.

Interest Expense

Interest expense was $5.7 million for the year ended December 31, 2003 compared to $6.2 million for the same penod in 2002. The decrease in
interest expense is mainly due to the forgiveness of interest payable relatmg to a government program. Interest expense in 2001 was $5.4 million.
Going forward, the Corporation expects interest expense to be similar to the amounts recorded in 2003.

Gain on Repurchase of Debentures
For the quarter ended December 31, 2003, SR Telecom realized a gain of $1.2 million on the repurchase of $4.0 million of its outstanding debentures.

Foreign Exchange

The foreign exchange loss of $10.0 million for the year ended December 31, 2003, compared 1o $2.0 milfion in the year ended December 31, 2002,
and a foreign exchange gain of $4.5 million in 2001, resuited from the fluctuation in the value of the Canadian dollar compared to the US dollar and
the Euro. The revaluation of the Corporation’s US dollar denominated accounts receivable and cash balances is the main reason for the increase.
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Income Taxes

The income tax provision includes tax loss carry forward henefits and other future income tax assets and liabilities based on differences between the
financial reporting and tax bases of assets and liabilities and are measured using the tax rates which will be in effect when the differences are expected”
to reverse. The tax loss carry-forwards recognized relate primarily to losses incurred in Canada. SR Telecom’s change in effective tax rates in the year,
as compared to previous years reflects the fact that, as of the beginning of the third quarter of 2003, the Corporation has ceased to recognize

. additional tax loss carry-forward benefits, resulting in a lower tax recovery than in 2002 and 2001. The income tax provision is also affected by the
geographic distribution of earnings mix.

Backiog

Continued glohal economic uncertainty and the protracted slowdown in the telecommunications industry have affected SR Telecom’s order book.
Backlog at the end of 2003 stood at $27 million, the majority of which is expected to be delivered in the next twelve months, down from $82 million
at the end of 2002 and from $150 million at the end of 2001. SR Telecom’s backlog has decreased over the priot periods in that it previously reflected
large turnkey operations that would be recognized over long-term periods, The Corporation’s current backlog is now comprised of many short-term
orders that turn over more quickly than in the past. Currently, significant orders are expected to be generated from the introduction of the newly
acquired product lines, airstar and angel, and from increased activity in a number of SR Teleconi’s traditional markets. However, the timing of these
orders cannot be identified with certainty.

Telecommunications Service Provider Business Segment

CTR is a rural telephone service provider in Chile. CTR provides local telephone services to residential, commercial and institutional customers and
operates a network of payphones throughout Chile.

CTR's management is currently focused on reducing costs and increasing revenues with the abjective of maximizing operating cash flow. SR Telecom
believes that increased revenue from the installation of more lines using the angel inventory purchased from Netro and an increase in access charges
will also contribute to this objective.

(in 000%) 2003 2002 2001

' a1 a2 Q3 a4 Total Ql Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Total
Revenue 3,637 3,567 ‘3,247 3,613 14,064 4,905 3,736 3,531 3,702 15,874 5,583 4,776 4,219 5,312 19,890
Operating ’

expenses 5,515 4,927 5,753 5,991 22,186 6,179 5498 5515 5318 22516 6,524 5514 4,845 6,929 23,812

Operating loss
from continuing
operations before
non-recurting

items (1,878) (1,360) (2,506) (2,378) (8,122) (1,274) (1,762) (1,984) (1,616) (6,636) (941) (738) (626) (1,617). (3,922)
Net earnings i

(loss) 1,188 2,249  (3,905) (1,999) (2,467) (2,784} (896) (6,305) (7,015) (17,0000 (3,092) 3,114 (2,447) (7,293) (9,718)
Revenue

CTR experienced a decline in revenue to $14.1 million in the year ended December 31, 2003, from $15.9 million in the year ended December 31,
2002. Revenue has been affected by the decline in the value of the Chilean peso compared to the Canadian dollar. Net revenue in Chilean peso terms
in 2003 was 6,917 million pesos compared to 6,951 million pesos in 2002. Revenues in 2002 decreased by $4.0 million or 20.2% compared to 2001.
This is due to the implementation of a telecommunication regulatory change, severe inclement weather in the winter months of 2002 and a weak local
economy resulting in a decrease in network traffic. The decrease was partially offset by the inclusion of an entire year of revenue associated with the
satellite network. Total annual net revenue in Chilean pesos in 2002 declined by 13% on a year over year basis. Revenue has also been affected by the
decline in the value of the Chilean peso compared to the Canadian dollar. In peso terms, revenues are expected 10 increase in 2004 due to anticipated
increases in access charges and the rollout of the Corporation’s new urban initiative.

Operating Expenses :

Operating expenses consist of compensation costs, travel and related expenses, as well as wire support and maintenance, and professional service fees
and expenses. Operating expenses decreased to $21.6 million in 2003 from $22.5 million in 2002. Operating expenses actually increased to 9.2 million
pesos for the twelve-months ended December 31, 2003, from 8.7 million pesos in the twelve-months ended December 31, 2002. The amount decreased
in Canadian dollar terms due to the decline in the value of the Chilean peso relative to the Canadian dollar. Also, operational efficiencies and cost
reductions were offset by non-recurring consulting expenses. Operating expenses in 2002 decreased by $1.3 million or 5.5% from 2001. In Chilean
peso terms, however, operating expenses excluding depreciation increased by 30%, on an annual basis primarily reflecting the inclusion of an entire
year from the satellite operations and increased costs associated with delays in the integration of the VSAT-based network assets acquired from Gilat-
To-Home Chile in 2001.

" Restructuring, Asset Impairment and Other Charges

For the year ended December 31, 2003, asset impairment charges of $0.6 million were accrued. These charges were related to the write down of
certain satellite related assets to their estimated fair market value;
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marketl coupled with a continuing weakness in the telecommumcauons mdustry made the sale of CTR unl;kely in the near term. Consequently,
the consolidated statements of loss for the year ended December 31, 2001, as reclassified, present the results of operations of CTR as part of
continuing operations.

The $46.9 million (net of future income taxes of $8.6 million) of earnings from discontinued operations reflécts the reversa! of the provision
recorded at the end of December 31, 2000. As of December 2001, SR Telecom, as a result of the conditions described above, determined that the
estimated future undiscounted cash flows from the long-lived assets of CTR were insufficient to recover their carrying amount, and as a result,
wrote-down the carrying value of the telecommunication networks by $58 million to their estimated recoverable amounts.
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Interest Expense

Interest expense for the year ended December 31, 2003, has decreased to $3.2 million from $5.9 million for the same period in 2002 and from
$7.8 million in 2001. The decline is due to a reduction in the amount of long-term debt outstanding as well as a general decrease in interest rates and
the effect of a decline in the US doliar relative to the Canadian dollar on the US dollar interest payments. Assuming US rates and exchange rates
remain stable, the Corporation expects that interest expense will decrease in 2004 due to lower amounts of principal outstanding.

Loss (Gain) on Change in Ownership in Subsidiary Company

On June 30, 2001, CTR acquired VSAT-based telecommunications assets totaling $14.6 million from Gilat-To-Home Chile in exchange for 13% of

CTR’ issued and outstanding common shares. The reduction in ownership of CTR resulted in a gain on dilution of $9.4 miifion. During 2002,
" SR Telecom increased its shareholding in CTR by 8.9% to 95.9%. The increase in shareholding was a function of the degree to which certain

performance requirements of the acquired assets were not met. This increase in the direct and indirect ownership in CTR resulted in an estimated

non-cash charge to earnings of $3.97 million in the fourth guarter of 2002, subject to final negotiations. The charge was determined using

management’s best estimate of the increase of the holding of CTR. The final negotiations have not yet concluded.

Foreign Exchange

The foreign exchange gain of $11.1 million in 2003, compared to the foreign exchange fosses of $0.5 milfion in 2002 and $5.3 million in 2001,
is a function of the effect of fluctuations in the Canadlan dollar, US dollar and Chilean peso on the assets and liabilities of CTR, especially the
US dollar denominated debt.

Income Taxes
The income tax expense recorded in the current year is a function of positive earnings experienced in Chile, in peso terms, due to significant foreign
exchange gains. The income t1ax expense recorded resulted in a draw down against the Corporation’s deferred tax asset.

Consolidated Basic and Diluted Loss per Share v
2001

($) 2003 2002
' a1 a2 a3 Qa4 Total Ql Q2 Q3 Q4 Total Ql Q2 Q3 Q4 Total
Loss per share
from continuing ,
operations  (1.21) (0.90)  (2.60) {(1.36) (6.21) (0.48) (0.62) (0.67) (2.04) (3.82) (163) (132) (060) * (847) (12.54)
Basic and
diluted net
loss per share (1.21) (0.90) (2.60) (1.36) (6.21) (0.48) (0.62) (0.67) (2.04) (3.82) (1.01) (0.73) (04D (1.08) (3.20)
Consolidated Liquidity and Capital Resources
(in 000's) December 31
2003 2002 2001
Total assets '$289,775 $320,805 $336,370
Bank indebtedness $ 3,000 $ 10,000 $ 10,000
Long-term liability $ 1,939 - -
Lease liability $ 12,808 - . -
Debentures $ 71,000 $ 75,000 $ 75,000
Long-term project financing $ 45,232 $ 64,760 $ 73,260
$ 91,740 $102,326 $122,456

Shareholders’ equity

Cash and Short-Term Investments

The consolidated cash and shori-term investment position including restricted cash, decreased to $18.7 million at December 31, 2003, compared to
$41.9 million at December 31, 2002. The decrease in the outstanding cash balance results from the repayment of outstanding debt in the amount of
$20.2 miltion in 2003 as well as the use of cash to fund operations in excess of that generated from sales. The Corporation completed an equity
financing on February 18 and February 24, 2004 with gross proceeds of $50 million that has generated significant additional working capital.
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Accounts Receivahle

The trade receivables decrease of $31.5 million during the year to $78.7 miifion at December 31, 2003 from $110.2 million at December 31, 2002,
results substantially from the collection of outstanding receivables in the Middle East during the year as well as a decline in value of the US dollar’
receivables due to the strengthening of the Canadian dollar. Also contributing to the decrease is a decline in sales volume during the year.

In December 2001, SR Telecom filed a statement of claim in New York for US$4.86 million against MCI International and Telecommunications
d'Haiti, S.A.M., or Teleco de Haiti. The claim was filed pursuant 10 a clause mandating three party arbitration before the International Court of
Arbitration in respect of funds which ceased flowing to SR Telecom under a Tripartite Agreement between Teleco de Haiti, MCI International and -
SR Telecom. The agreement provided for the financing of a contract between SR Telecom and Teleco de Haiti pursuant to which SR Telecom was to
supply and install certain telecommunications equipment for Teleco de Haiti for approximately US$12.88 million.

In July 2002, MCI International filed for bankruptcy and the United States Bankruptcy Court issued an order staying all collateral litigation against
MCI International, including this arbitration. As a result, MCI International continued in the proceeding as an observer. In February 2002, Teleco de
Haiti filed a counter-claim for US$1.2 million in respect of funds transferred to SR Telecom since the execution of a Termination Agreement between
SR Telecom and Teleco de Haiti, atleging that such Termination Agreement ended their obligations under the Tripartite Agreement.

On April 24, 2003, the arbitration tribunal rendered a decision, denying both the claim by SR Telecom against Teleco de Haiti and the counterclaim
by Teleco de Haiti against SR Telecom. However, the arbitration tribunal also held that the Termination Agreement preserved and did not extinguish
SR Telecom’s right to continue to receive payments from MCI under the Tripartite Agreement. Prior to the decision, SR Telecom filed a claim for
US$4.86 million against MCI International with the United States Bankruptcy Court. If MCI accepts the Tripartite Agreement then SR Telecom would
have claims on both pre-petition amounts and post-petition amounts up to the full amount still due. Such post-petition and future flows of funds would
be paid from the MC1/Teleco de Haiti Voice Settlement Account.

To date, MCI has not objected to the claim, nor has it rejected the Tripartite Agreement. Under MCI's approved Bankruptcy Plan, they have until May
2004 to object to any claims filed. SR Telecom’s claim is presently listed as an Administrative Priority Claim. Under MCI‘s Bankruptcy Plan,
Administrative Priority Claims are paid in full therefore no provision for loss has been recorded with respect to this amount receivable. If SR Telecom
cannot recover a substantial amount from MCI International, it will have a material, although non-cash; impact on SR Telecom’s results of operations.

Inventory

The inventory balance increased by $13.6 million to $48.0 million at December 31, 2003, from $34.4 million at December 31, 2002. This increase
was a function of the inclusion of $7.4 million in inventory from the Netro acquisition as well as strategic purchases of components.

Investment Tax Credits and Future Income Tax Assets

Investment tax credits are created from eligible research and development expenditures. Future income tax assets are determined based on
differences between the financial reporting and tax bases of assets and liabilities and are measured using the substantially enacted tax rates which
will be in effect when the differences are expected to reverse. As of July 1, 2003, the Corporation stopped recognizing Future Income Tax assets and
non-refundable Federal Investment Tax Credits in its Canadian operations because the Corporation could no longer support the addition of tax
related assets on its balance sheet. SR Telecom intends to use the existing balance of these assets prior to expiry e;ther as an offset to future net
income or through the use of other tax planning initiatives.

To use the investment tax credits existing of $18.1 miilion at December 31, 2003, future taxable income of approximately $82 million is required.
The investment tax credits have an initial expiration period of 10 years. SR Telecom’s existing credits have a remaining life of approximately
6 to 10 years.

Most of the future income tax assets relate to timing differences between the tax bases and financial reporting of research and development expenses
as we!l as depreciation amounts. The future income 1ax assets derived from these differences have an indefinite life. The remaining balance relates
mostly to tax loss carry-forward benefits recognized in Chile, which have an indefinite life.

Although SR Telecom has had losses in the recent past, SR Telecom had a history of profit in the years before these. Profitability for the past few years
has been adversely impacted by the market conditions in the telecommunications industry and other political, economic and social events that affected
our customers. SR Telecom believes these issues are temporary and that the industry will return to profitability. SR Telecom is working to
strategically position itself and return to profitability when the industry conditions improve.

Restricted Cash

Both the long-term and short-term portions of restricted cash relate to US dollar letters of credit that are pledged against the Redmond and San Jose
operating leases and performance and bid bonds that support the Corporation’s contracting activities.

Intangible Assets

The intangible assets included in the balance sheet relate to the angel and airstar technology obtained through the Netro acquisition. A value was
derived to reflect the future use of this technology. The Corporation is amortizing the intangible assets over their estimated useful lives, which is
5 years for the airstar technology and 7 for the angei technology.

Capital Expenditures

Capital expenditures are heing kept to the minimum ievel required to execute SR Telecom’s business plan. CTR’s property, plant and equipment
additions were $1.0 million for the year ended December 31, 2003, compared to $0.5 miltion in 2002. These relate principally to existing network
upgrades and enhancements. Wireless Products additions were $4.7 million, excluding the assets acquired in the Netro acguisition, related
‘predominantly to the shift asset purchase in the first quarter of 2003. SR Telecom presently has no material commitments for capital expenditures.

«




During the twelve-month period ended December 31, 2003, SR Telecom’s operating line of credit was renewed at a reduced amount of $3.0 million.
Subsequent to year-end, the Corporation granted security for the operating line of credit in the form of a moveable hypothec on accounts receivable
and inventory in the amount of $2.5 million and the line of credit was renewed at $2.3 million.

Liahilities . -
Trade payables and accrued liabilities remained relatively stable at $59.4 million at December 31, 2003, a marginal increase of $1.3 miliion from
$58.1 million at December 31, 2002, The amount of trade payables is in line with SR Telecom’s current Jevel of operations.

Customer advances decreased by $5.9 million to $4.2 million at December 31, 2003 from $10.0 million at December 31, 2002. The decrease is
largely attributable to reduced sales in the current year and the finalization of several existing turnkey contracts.

Long-Term Debt and Shareholders’ Equity ‘

Long-Term Liability _ ‘
The long-term liability of $1.9 million reflects the fair value of the indemnification provided 1o the directors and officers of Netro Corporation as part
of the purchase agreement.

Lease Liability

The lease liability of $12.8 million, representing a long-term portion of $7.2 million and a short-term portion of $5.6 million, arose on the
assumption of Netro’s operating lease for its San Jose office, which is not being used. This lease obligation has been recorded in the financial
statements at its fair market value, determined by the present value of future lease payments, reduced by the expected sub-lease revenue.

Long-Term Debt )

SR Telecom’s debentures are unsecured and bear interest at 8.15%, payable semi-annually. During the end of 2003, the Corporation repurchased
$4.0 mitlion of the debentures as a means to reduce the debt. The balance of the debentures is due in a bullet payment at maturity in April 2005.
SR Telecom intends to partially refinance this debt. If SR Telecom is unable 1o repay or refinance this debt when it becomes due, there will be mate-
rial and adverse consequences for our financial position and results of operations.

The long-term project financing relates to outstanding notes with Export Development Canada and the Inter-American Development Bank that are
obligations of CTR. As of December 31, 2003, a principal amount of US$35 million was outstanding. Payments of principal and interest are due in
semi-annual installments until maturity in 2008.

Currently, the lenders would have full recourse against SR Telecom for the full amount of the loans, if performance, financial performance and
financial position covenants are not met. While CTR and SR Telecom have not met all of these covenants, default of the covenants has been waived by
the lenders for an additional one yeat period ending February 14, 2005. The waiver provides for a deferral of US$3,500,000 of principal repayments
originally due in 2004 to repayment in 2005 and extends the repayment of the remaining principal under that note from 2007 to 2008. These
covenants were waived in previous years and SR Telecom believes that these covenants will continue to be waived on an annval basis until the balance
of the amounts outstanding is either repaid or refinanced. If the lenders decline to waive the defaults, all amounts due under the loans, including
principal and interest and other fees, could be declared due and immediately payable. In addition, if Export Development Canada and Inter-American
Development Bank accelerated the loans, a default would be triggered under SR Telecom’s public debentures and its bank indebtedness, which means
that all amounts couid be declared due and immediately payable.

Counterparts for both long-term project financing facilities are governmental export or development financing organizations. Both tranches rank pari
passu and are secured by a pledge of all of the assets of CTR and a pledge of the shares in the share capital of CTR and intermediate holding
companies. SR Telecom has also agreed to provide CTR with the necessary funds and resources to complete the network as well as maintain its
initial equity investment in CTR.

The following table outlines the cash payments due with respectto SR Telecom’s contractual cash obligations:

Payments due by:

Contractual Obligations 2004 2005 2006 2007 2008 Theteafter Total
Debentures - 71,000 - - - - 71,000
Long-term debt obligations 7,109 9,047 9,692 9,692 9,692 - 45,232
Capital {ease obligations 114 79 66 66 66 67 458
Operating lease obligations 11,256 10,164 3,447 1,187 1,096 853 28,003

Total 18,479 90,290 13,205 10,945 10,854 920 144,693
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(m 000's) December 31
2003 2002

Authorized
An unlimited number of common shares
An unlimited number of preferred shares issuable in series
10,467,283 common shares (5,522,798 common shares in 2002) 180,866 147,985
352,941 warrants (nil in 2002) 1,815 -

On September 2, 2003, the Board of Directors of the Corporation approved a one-for-ten share conselidation. All per share amdunts in the MD&A
have been restated to reflect the share consolidation on a retroactive basis.

On September 4, 2003, the Corporation acquired all of the common shares of Netro, which resulted in an issuance of 4,149,893 common shares at
a price of $6.75 per share, which was the fair value of the shares on the date the acquisition was announced.

The Corporation also closed a private placement whereby 705,882 units were issued at $8.50 per share for gross proceeds of $6.0 million. Each unit
consists of one common share and one-half of one common share purchase warrant. Each whole warrant will entitle the holder to acquire one
common share in the capital of SR Telecom at a price of $10.00 per share until July 2008. The securities are subject to a four-month hold period under
the applicable securities law. The private placement was offered in order to obtain funds to be used in working capital.

The gross proceeds of $6.0 million were allocated between common shares and watrants based on their fair values. Accordingly, $4.2 million was
allocated to the common shares and $1.8 million to the warrants.

SR Telecom has an Employee Stock Purchase Plan, a Directors’ Share Compensation Plan and an Employee Stock Option Plan that provides stock
options to key employees, where the options vest over a period of four to five 'years. For the year ended December 31, 2003, stock issued under the
first two plans totated 88,710 for consideration of $0.7 million.

Subsequent to year-end, the Corporation completed a public and private offering of 7,142,929 units for gross proceeds of $50,000,503, which includes
the exercise of the over-allotment option. Each unit is comprised of one common share and one-half of one common share purchase warrant. Each
whole warrant entitles the holder to acquire one common share at a price of $9.00 per share until February 2006. The gross proceeds will be
allocated between common shares and warrants based on their fair values.

Contingencies

Refer to note 22 1o the accompanying annual audited consolidated financial statements included in this annual report, for a full descrlptton of the
Corporauon s outstanding contmgencues

Off-BaIance Sheet Arrangements

The Corporation has currency exposures arising from significant operations and contracts in multipte jurisdictions. The Corporation also has currency

exposure to freely tradable and liquid currencies of first world countries and communities. As a resuli, the Corporation entered into two forward

contracts as a partial economic hedge against fluctuations in the US dollar with respect to its US dollar receivables. At December 31, 2003, there is

one forward contract remaining that sells US$2.0 million at a rate of 1.4203 in March 2004. The change in market value of the contracts resuited in

a foreign exchange gain of $0.2 million that was recorded in the income statement. The second contract expired in December of 2003 and resulted

in a realized foreign exchange gain of $0.2 miliion. Future fluctuations in the US dollar compared to the Canadian dollar over the term of the

remaining contract will result in further charges to the Corporation’s income statement.

The Corporation has provided its customers with product warranties that generally extend for one year, as part of the normal sale of products. The

Corporation afso indemnifies its customers against any actions. from third parties related to inteilectual property claims arising from use of the
. Corporation’s products. In the Corporation’s experience, claims under such indemnifications are rare, and the associated fair value of the fiability

is not material.

Pursuant to the acquisition of Netro Corporation, the Corporation has agreed to indemnify and hold harmiess, the directors and officers of Netro,

for a period of six years, and {o obtain directors and officers insurance in this regard for a period of three years.

Refer also to note 22 and 25 to the accompanying annual audited consolidated financial statements inciuded in this annua! report, for a full

description of the Corporation‘s guarantees and derivative financial instruments, respectively.

Related Party Transactions

SR Telecom has entered into various transactions with members of the Board of Directors of the Corporation and their affiliated companies as well
as a shareholder company exercising significant influence. The affilialed companies and the sharehoider company have provided primarily
professional services to the Corporation.

In July 2001, the Corporation issued 8,000 common shares to senior officers. These common shares were purchased through company loans
amounting to $128,000 due in July 2006, bearing interesi at 5% per annum.

Cash Flows

For the year ended December 31, 2003, cash flows used in operations totaled $44.6 million as compared to an inflow of $33.3 million for the year
ended December 31, 2002. This is primarily the result of lower revenues resulting in increased operating fosses.
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December 31, 2002. The increase reflects increased debt repaymen{s offset by the proceeds on the private blacement'.

For the year ended December 31, 2003, cash inflows from investing activities totaied $46.8 million as compared to an outflow of $25.7 million for
the year ended December 31, 2002, resuiting from the net cash acquired on acguisition of Netro and the sale of short-term investmenis during the
year. Another reason for this d|fference is due to the Corporation cashing in its short-term investments to fund operations in 2003, whereas in the prior
year surplus cash generated from operations was used to purchase short-term investments.

SR Telecom believes that its cash and cash equivalents balance, short-term investments, cash from operations going forward and the funds raised from
the public and private offering on February 18 and 24, 2004, will be sufficient to satisfy its cash requirements for at least the next twelve months.
SR Telecom intendsﬁtp inyest its cash in excess of current operating requirements in interest-bearing, investment-grade marketable securities.

New accounting recommendations

Stock-Based Compensation and Other Stock-Based Payments :
Effective January 1, 2004, the Corporation will adopt the new transitional provisions of the Canadian Institute of Chartered Accountants’ (“CICA™)
section 3870, “Stock Based Compensation and Other Stock-Based Payments”, where compensation expense will be recognized on all issued and
outstanding stock options issued after January 1, 2002, in accordance with the fair value method of accounting. This-amendment will be applied
retroactively with restatement of prior periods. The adoption of this new recommendation is not expected to have a material impact on the results of
operations or financial position of the Corporation.

3

© Asset Retirement Obligations

Effective January 1, 2004, the Corporation will adopt the Canadian Institute of Chartered Accounts (“CICA"”} Handbook Section 3110, “Asset
Retirement Obligations”. The new recommendation focuses on the recognition and measurement of liabilities for obligations associated with the retirement
of property, plant and equipment when those obligations result from the acquisition, construction, development or normal operation of the assets. The
adoption of this recommendation is not expected 10 have a materiai impact on the results of operation or financial position of the Corporation.

Consolidation of Variable Interest Entities

Accounting Guideline 15, “Consolidation of Variable Interest Entities”: This guideline presents the views of the Accounting Standards Board on the
application of consolidation principles to certain entities that are subject to control on a basis other than ownership of voting interests. The Guideline
is to provide guidance for determining when an enterprise includes the assets, liabilities and results of activities of such an entity (a “variable
interest entity”) in its censolidated financial statements. This Guideline is to be applied for years beginning on or after November 1, 2004. The
adoption of AcG 15 is not_expected to have an impact on the Corporation’s results from operations or financial position. |

You will find more information about SR Telecom, including SR Telecom’s Annual Information Form for the year ended December 31, 2003, and
SR Telecom’s 4* quarter Management Discussion and Analysis on SR Telecom’s website at www.srtelecom.com and on SEDAR at www.sedar.com.

Risks and Uncertainties

The majority of products are exported outside of North America to developing countries. In these areas, governments have exercised and continue to
exercise influence over many aspects of the private sector. Political, economic or social instability could materially and adversely affect the provision
and installation of equipment. Although the Corporation currently carries political risk insurance covering a limited number of the foregoing events for
certain projects, there can be no assurance that insurance proceeds received there under will cover all losses or that such insurance will continue to

be available on commercially reasonable terms. Accordingly, the Corporation may have little or no recourse upon the occurrence of any of these

developments. In addition, some of the Corporation’s customers may be adversely affected by any severe currency fluctuations or reductions in avail-
able credit due to international financial market constraints.

Competition is likely to persist and intensify in the future. Many competitors are substantially larger and have significantly greater financial, sales,
marketing, technical, manufacturing and other resources and more extensive distribution channels. These competitors may be able to respond more
rapidly to new or emerging technologies and changes in customer reguirements or to devote greater resources to the development, promotion, sale
and financing of their products than the Corporation wil) be able to. These competitors may enter into the Corporation’s existing or future markets
with solutions that may be less expensive, provide higher performance or additional features or be introduced earlier than the Corporation’s solutions.

. The communications networks of the future are expected 1o combine packet, circuit and other technologies in a unified manner. The Corporation’s
ability to develop products and services or acquire technofogy to meet these new market opportunities and customer needs is critical to its future
success. The development or acquisition of new technologically advanced products is a complex and uncertain process requiring high levels of
innovation, as well as the accurate anticipation of technological and markets trends.

The Corporation has a substantia) amount of indebtedness outstanding. The Corporation’s public indentures limit, but do not prohibit, the amount of
indebtedness that may be incurred. Since January 1% 2001, the Corporation has been limited under its trust indenture to the borrowing facilities it has
currently outstanding. Furthermore, these indentures limit, but do not prohibit, the incurrence of certain other actions by the Corporation and its
subsidiaries or its operating companies.

CTR is party to credit facilities under which US$35 miliion of debt is outstanding where the lenders have full recourse to the assets if certain
financial and operational covenants are not satisfied. The lenders have waived compliance with these covenants through February 13, 2005. CTR does
not expect to satisfy these covenants for the foreseeable future. If the lenders do not waive these defaults when the existing waivers expire in February
2005, CTR will be in defavit and all amounts due under the credit facilities could be declared due and immediately payable. In addition, such a default
would trigger a cross-default under our public debentures and bank debt, permitting the debentures and bank debt to be accelerated. Such
acceleration would have material and adverse consequences to the financial position and results of operations of the corporation.

T
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ine vorporation’s operations are Dy nature capital iniensive, 1 he Lorporation will require conuinuing access 10 exiernal inancing 1o iund acdiuonal
development and acquisition opportunities, the retirement of maturing debt, working capital needs, capital expenditures and other cash requirements.
The failure to obtain such additional financing could have a material adverse effect on the financial position and results of operation of the corporation.

The Corporation’s sales cycles are long and unpredictable. As a result, revenues may fluctuate from quarter to quarter and may be unable to adjust
expenses accordingly. This would cause operating results and stock price to fiuctuate. 0EMs and service providers typically perform numerous tests
and extensively evaluate products before incorporating them into networks. In addition, delays that are inherent in the sales cycle could raise
additional risks of service providers deciding to cance! or change their product plans.

The Corporation has incurred a loss from operations in the last three fiscal years. While the Corporation cannot predict whether losses will be
experienced in 2004, failure to return to profitability in 2004 could have a material adverse effect on business and prospects.

The telecommunications industry is subject to rapid and substantial technoiogical change. The Corporation may not be able to keep pace with
technological developments or developments by other companies that could render the products or technologies non-competitive.

The Corporation must sell its products in many different countries in order to grow. Many countries require communications equipment used in their
country to comply with unique regulations, including safety regulations, radio frequency allocation schemes and standards. If the Corporation is unable
to develop products that work with different standards, it may be unable to sell its products. Furthermore, standards and regulatory requirements are
subject to change. If the Corporation fails to anticipate or comply with these new standards, revenues and results of operations will be adversely affected.
The Corporation may be subject to significant liability claims if its products do not work properly. The provisions in the agreements with customers
that are intended to limit the Corporation’s exposure to liability claims may not preclude all potential claims. In addition, insurance policies may not
adequately limit its exposure with respect to such claims. Liability claims could require the Corporation to spend significant time and money in
litigation or to pay significant damages.

The Corporation is subject to a number of arbitration disputes that may adversely affect the operating results and liquidity if these disputes are not
favourably resolved. Furthermore, Netro has recorded significant liabilities including those in connection with its litigation and arbitration
proceedings, and may involve other obligations not yet known. Estimates of these liabilities have been made, but there can be no assurance that the
actual settlement of these liabilities will not differ materially from amounts accrued.

The Corporation’s significant financial exposures relate to foreign currency transactions, credit risk, and interest rate risk. The financial risk
management strategy is based on conservatism and reflects the Corporation’s focus as an equipment manufacturer and turnkey systems provider.

All foreign operations are classified as integrated with those of SR Telecom for consolidation purposes so that any gains and losses on foreign exchange
translation are charged to income in the current year.

The Corporation has currency exposures arising from significant operatlons and contracts in multiple jurisdictions. The Corporation has limited
currency exposure to freely tradable and liquid currencies of first world countries and communities. Foreign currency exposures are evaluated
regularly and, where warranted, hedge mechanisms are placed to minimize the impact of market fluctuations.
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As at December 31 (in thousands of Canadian dollars)

] 2003 2002
ASSETS . Notes $ $
Current assets
Cash and cash equivalents ‘ 8,434 20,309
Short-term investments ‘ 4 3,231 21,624 ‘m‘
Short-term restricted cash 9 2,835 -
Accounts receivable, net 5 55,395 79,352
Current portion of long-term accounts receivable 6 . 21,687 7,390
Income taxes receivable 1,889 1,645
Inventories : 7 48,027 34,445
Prepaid expenses : ’ 5,253 3,126 .
Investment tax credits ' 16 - 2,400 S,
— . 3]
Total current assets 146,751 170,291 4
. =
Long-term investment tax credits 16 18,145 15,908 ]
Long-term accounts receivable, net 6 . 1,571 23,403 w
Long-term restricted cash 9 4,243 - =
Property, plant and equipment, net 8 90,127 91,268 5
Future income taxes 18 21,821 16,088
Intangible assets, net 10 5,408 -
Other assets, net 11 1,709 3,847
Total assets ‘ 289,775 320,805
LIABILITIES
Current liabilities )
Bank indebiedness 12 3,000 ~ 10,000
Accounts payable and accrued iiabilities 13 . 59,435 58,125
Customer advances 4,163 10,054
Current portion of lease liability ‘ 3 5,591 -
Current portion of long-term debt 14 7,223 . 9,626
Total current liabilities 19,412 87,805
Long-term portion of lease liability 3 7,217 . -
Long-term liability 3 1,939 - o™
Long-term debt 14 109,467 130,674 o
~
Total liahitities 198,035 218,479 o
o
Commitments and contingencies 22 o
SHAREHOLDERS' EQUITY
Capital stock 15 180,866 147,985
Warrants 15 1,815 -
Deficit (90,941) (45,659)
Total sharehoiders’ equity 91,740 102,326
Total liabilities and shareholders’ equity o 289,775 320,805

The accompanying notes are an integral part of these consolidated financial statements.

?g f/ﬁﬁ 49 Pierre St-Arnaud
President and Chief Executive Officer

Approved by the Board
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Consolidated statements of operations

Years ended December 31
(in thousands of Canadian dollars, except per share information)

2003 2002 2001
restated
{note 2b))
Notes $ $ $
Revenue
Equipment 85,655 146,118 97,440
Services 28,162 34,911 44,157
Telecommunications 14,064 15,874 19,890
Totat revenue 127,881 196,903 161,487
Cost of revenue
Equipment 44,949 59,304 46,926
Services 16,053 30,012 28,174
Total cost of revenue 61,002 89,316 75,100
Gross profit 66,879 107,587 86,387
Agent commissions 3,304 13,904 18,416
Selling, general and administrative expenses \ 52,152 47,050 33,320
Research and development expenses, net 16 27,170 21,336 19,039
Telecommunications operating expenses 21,556 22,510 23,812
Restructuring, asset impairment and other charges 19 3,716 4,912 61,655
Operating loss (41,019) (2,125) (69,855)
(Loss) gain on change ih ownership in subsidiary company 21 - (3,974) 9,393
Interest expense, net : 17 (8,811) (12,073) (13,199)
Gain on repurchase of debentures 14 1,199 - -
Gain (loss) on foreign exchange 2hb) ~ 1,031 (2,461) (830)
Loss from continuing operations before income taxes and non-controlling interest (47,600) (20,633) (74,491
Income tax recovery (expense) 18 2,845 (252) 6,426
Non-controlling interest 21 -~ - 5,141
Net loss from continuing operations (44,755) (20,885) (62,924}
Earnings from discontinued operations, net of taxes 20 ~ - 46,859
Net loss (44,755) (20,885) (16,065)
Basic and diluted 15
Loss per share from continuing operations (6,21) (3,82) (12,54)
Earning per share from discontinued operations - - 9,34
Net loss per share (6,21) (3,82) (3,20)
Basic and diluted
Weighted average number of common shares outstanding 7,206,675 5,472,893 5,018,297

The accompanying notes are an integral part of these consolidated financial statements.




Years ended December 31 (in thousands of Canadian dollars)

2003 2002 2001
restated
(note 2b)) .
Notes $ $
Deficit, beginning of year, as previously reported (45,659) (21,668) (2,903)
Cumulative effect of adoption of new accounting policy 2h) - (3,106) (711)
Deficit, beginning of year as restated (45,659) (24,774) (3,614)
Change in accounting policy 2h) - - (4,671)
Net loss (44,755) (20,885) (16,065)
Share issue costs {net of future income taxes of nil in 2003,

nif in 2002 and $155,000 in 2001) 15 _ (527) ~ (424)
Deficit, end of year (90,941) (45,659) (24,774)

The accompanying notes are an integral part of these consolidated financial statements.
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Years ended December 31 (in thousands of Canadian dollars)

2003 2002 2001 |
restated
(note 2b))
Notes $ $ $
Cash flows (used in) from operating activities .
Net loss (44,755) (20,885) (16,065)
Adjustments to reconcile net loss
to net cash (used in) from operating activities: .
Depteciation and amortization 13,288 14,913 17,115
Asset impairment 19 1,993 - 58,000
Loss on disposal of property, plant and equipment 58 324 -
- Non-controlling interest 21 - - (5,141)
Loss (gain) on change in ownership in subsidiary company 21 - 3,974 (9,393)
Gain on repurchase of debentures 14 (1,199) - -
Future income taxes (5,733) (265) (7,645)
Change in operating assets and liabilities: ’
Decrease in long-term accounts receivable 21,832 7,070 3,974
(Increase) decrease in non-cash working capital items 23 (18,722) 28,868 16,078
Change in accounting policy 2h) - - (4,671)
Unrealized foreign exchange (11,393) (694) 4,535
Net cash (used in) from operating activities (44,631) 33,305 56,787
Cash flows (used in) from financing activities
Repayment of bank indebtedness 12 (7,000) - -
Increase in long-term debt - - 660
Repayment of long-term debt 14 {10,429) (8,445) (7,385)
Repurchase of debentures 14 (2,801) - -
Proceeds from issue of shares and warrants, net of share issue costs 15 6,157 755 | 13,461
Net cash (used in) from financing activities "(14,073) (7,690} 6,736
Cash flows from {used in) investing activities
Acquisition of Netro Corporation, net of cash acquired 3 21,498 - -
Purchase of short-term investments 4 (3,231) (21,624) ~
Sale of short-term investments 4 34,276 - ~
Purchase of property, plant and equipment (5,714) (3,590) (9,498)
Proceeds on disposal of property, plant and equipment - - 221
Other assets 2b) - (468) (1,538)
Net cash from (used in) investing activities 46,829 (25,682) (10,815)
Discontinued operations 20 - - (46,859)
(Decrease) increase in cash and cash eguivalents {11,875) (67) 5,849
Cash and cash equivalents, beginning of year 20,309 20,376 14,527
Cash and cash equivalents, end of year 8,434 20,309 20,376

See Note 23 for supplemental cash flow information,
The accompanying notes are an integral part of these consolidated financial statements.
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(aJ} tabular amounts are in thousands of Canadian dollars)

1. Description of husiness

SR Telecom Inc. ("SR Telecom” or the “Corporation”) was created on February 17, 1981, under the Canada Business Corporations Act.

SR Telecom provides fixed wireless access solutions for voice, data and Internet access applications. SR Telecom designs, markets and sells fixed
wireless products to telecommunications service providers, who in turn use the products to provide their subscribers with a full range of
telecommunications services. SR Telecom also provides full turnkey services to its customers. Most of SR Telecom’s sales are international, with

its fixed wireless systems currently being used by telecommunications service providers in over 120 countries worldwide. These customers ’m'
include large incumbent local exchange carriers in the countries they serve, as well as competitive local exchange carriers and private
operators of telecommunications systems. In addition, through its majority owned subsidiary, Communicacion y Telefonia Rural S.A. (*CTR"),

SR Telecom provides local telephone services to residential, commerciat and institutional customers as well as a network of payphones in a large,
predominantly rural area of Chile.

2. Significant accounting policies

a) Basis of presentation
These consolidated financial statements include the accounts of SR Telecom Inc. and its subsidiaries. All intercompany transactions and balances
have been eliminated on consolidation.

h) Adoption of new accounting policies
Impairment of long-lived assets .
Effective April 1, 2003, the Corporation adopted CICA Handbook Section 3063, “Impairment of Long-Lived Assets”: This recommendation
establishes the standards for the recognition, measurement and disclosure of the impairment of long-lived assets held for use, which include
property, plant and equipment, and intangible assets with finite useful fives. In accordance with these recommendations, an impairment foss
is recognized when the carrying amount of the long-lived asset is not recoverable and exceeds its fair value, and is measured as the amount by
which the carrying amount of the long-lived asset exceeds its fair value. The adoption of this recommendation did not have an impact on
the Corporation’s results of operations or financial position.
Prior to April 1, 2003, the Corporation evaluated the carrying value of its long-lived assets on an ongoing basis. In order to determine whether
an impairment existed, management considered the undiscounted cash flows estimated to be generated by those assets as well as other
indicators. Any permanent impairment in the carrying value of assets was charged against earnings in the period an impairment was determined.
Translation of foreign currencies .
In December 2001, the Canadian Institute of Chartered Accountants (“CICA”) amended Section 1650, “Foreign Currency Translation.”
The amended recommendation requires that, effective January 1, 2002, unrealized translation gains and losses on foreign currency denominated
monetary items that have a fixed or ascertainable life which were previously deferred and amortized over the life of the related items, be
included in earnings of the year. This amendment was applied retroactively, with restatement of prior periods. As a result, opening deficit
increased by $3,106,000 at January 1, 2002, and $711,000 at January 1, 2001. In 2001, this restatement .also resulted in a charge to
earnings of $2,395,000.
Monetary assets and liabilities denominated in foreign currencies are translated at exchange rates in effect at the balance sheet dates.
Non-monetary assets and liabilities are translated at historical rates. Translation gains and losses are reflected in the statements of operations.
‘Revenue and expenses are translated at average exchange rates prevailing during the period.
Subsidiaries, which are financially or operationally dependent on the parent Corporation, are accounted for under the temporal method of
foreign currency transiation. Under this method, monetary assets and liabilities are translated at exchange rates in effect at the balance sheet
dates. Non-monetary assets and liabilities are translated at historical rates. Revenue and expenses are translated at average rates for the

__period. Translation exchange gains or losses of such subsidiaries’ accounts are reflected in the statements of operations.

Guarantees _ ' 7 : .
As of January 1, 2003, the Corporation adopted the recommendations of the Canadian Institute of Chartered Accounts (“CICA”) Accounting
Guideline 14, “Disclosure of Guarantees’”. This guideline provides assistance regarding the identification of guarantees and requires a
guarantor to disclose the significant details of guarantees that have heen given regardless of whether or not it will have to make payments under
the guarantees. The required disclosures are made in note 22 commitments and contingencies.
Stock-Based Compensation Plans
Effective January 1, 2002, the Corporation adopted the new CICA recommendations refating to stock-based compensation and other stock-based
payments. The Corporation has applied this change prospectively for new awards granted on or after January 1, 2002. The Corporation has chasen
to recognize no compensation when stock options are granted to employees and directors under the stock option plans with no cash settlement
features. However, direct awards of stock to employees and stock or stock option awards granted to non-employees are accounted for in
accordance with the fair value method of accounting for stock-hased compensation. 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 carrying amount of the cancelled stock or stock option is charged to deficit. The Corporation’s Employee Stock Option
Plan and other disclosures are described in note 15.
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The Corporation offers its board of directors the option to receive common stock of SR Telecom in lieu of cash payments for their services.
A directors’ compensation expense is recognized for each issue of common stock under this plan. The Corporation also offers substantially all of
its employees the opportunity to purchase a limited amount of SR Telecom’s common stock at two thirds of its trading value. The remaining
one-third is contributed by the Corporation. A compensation expense is recorded for the Corporation’s contribution under this plan.

Warranty costs

Accruals for warranty costs are made as revenue is recognized and are based on contract terms and experience from prior claims. In 2001,
the Corporation retroactively adopted the accrual method of accounting for warranty costs, a preferred method. Prior to 2001, these costs were
expensed as incurred, which is also acceptable. At January 1, 2001, the cumulative effect of the change in accounting policy charged to
opening deficit was $4,671,000 (net of future income taxes of $2,198,000).

¢) Cash and cash equivalents
Cash and cash equivaients include all cash on-hand and balances with banks as well as all highly liquid short-term lnvestments with original
matutities of three months or less.

d) Short-term investments
Short-term investments include money market instruments and commercial paper carried at the lower of cost and market value.

e) Inventories
Inventories are valued at the lower of cost and net realizable value or replacement cost with cost computed at standard, which approximates
actual cost computed on a first in, first out basis. Inventories are comprised of raw materiais, work-in-process and ﬂmshed goods.

f) Future incame taxes
Future income tax assets and liabilities are determined based on differences between the financial reporting and tax bases of assets and
liabilities, and are measured using the substantively enacted tax rates which will be in effect when the differences are expected to reverse.
A valuation allowance is provided for the amount of future income tax assets that are not considered more likely than not to be realized.

g) Property, plant and equipment and other assets
Property, plant and equipment and other assets are recorded at cost and are deprec«ated or amortized over their estimated useful lives on
the following bases:

®

Telecommunication network equipment straight-line over 20 years

Building and improvements straight-line over 20 and 10 years

Leasehold improvements ’ straight-line over term of lease

Machinery, equipment and fixtures 20% diminishing balance

Computer equipment and licenses 30% diminishing balance and straight-line over 5 years

h) Intangible assets
Intangible assets, representing primarily intellectual property on newly acquired products, are recorded at cost and amortized on a straight-line
basis over their estimated useful lives of between five and seven years.

i) Bid costs '
Capitalized bid costs represent fees incurred for external services on successful bids. Bid costs are amortized over the proportion of revenue
recognized on the contract to which they relate.

j) Deferred charges and start-up costs
Deferred start-up costs represent costs incurred in the successful bid for telephony concessions, securing carrier agreements and obtaining
financing for a local fixed wireless telecommunication network in rural Chile. These costs are amortized over a five-year period from the
beginning of commercial operations in each concession.

Other start-up costs relate to certain asset purchases and are deferred and amortized over a five-year period.
Costs incurred to issue debentures are deferred and amortized over the term of the debentures.

k) Revenue
Revenue is recognized when persuasive evidence of an agreement exists, delivery has occurred or the service has been petrformed, the fee is fixed
and determinable, and collection of the resulting receivable is reasonably assured.

The principal revenue recognition guidance used by SR Telecom is the U.S. Securities and Exchange Commission’s Staff Accountlng Bulletin
101 “Revenue Recognition in Financial Statements” ("SAB 101"),

More specifically, revenue for hardware sold on a stand-alone basis is recognized upon detivery, when all significant contractual obligations have
been satisfied and collection is reasonably assured. For contracts involving muitiple elements, the Corporation determines if the arrangement can
be separated using the criteria set out in SAB 101. That is 1) the product or service represents a separate earnings process; 2) objective, reliable
and verifiable evidence of fair value exists and 3) the undelivered elements are not essential to the functionality of the delivered elements. Under
this guidance, the Corporation will recognize revenue for each element based on relative fair values. Telecommunication service revenue is
recognized as the services are rendered.
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as when the products and services are sold separateiy. Hardware revenue is recognized upon delivery, and service revenue is recognized as the
services are performed. In order to determine if there is a loss on services in a contract, estimates of the costs to complete these services are
updated on a monthly basis and are based on actual costs to date. These costs are analyzed against the expected remaining service revenue. If the
remaining cost exceeds the remaining revenue, a loss is immediately recognized in the financial statements.

The Corporation’s customary trade terms include holdbacks on contracts (retainages on contracts) that are due for periods extending beyond a year

and are included in long-term accounts receivable (note 6). Performance of the Corporation’s obligations under the contracts is |ndependent of

the payment terms. Revenue associated with holdbacks is recorded in the same manner as described above.

The Corporation ensures collection of its revenue through the use of the Government of Canada export credn agency, letters of. cred:t and the
analysis of the credit worthiness of its customers.

The Corporation’s products are not sold through resellers and distributors. v

Accrua|ls. for warranty costs, sales returns,-and other allowances at the time of shipment are based on contract terms and experience from
prior claims.

Research and development
The Corporation incurs costs relating to the research and development of new products. Such costs, net of government grants and recogmzed
investment tax credits, are expensed as incurred. Research and development costs are not considered deferrable.

m) Derivative financial instruments

Derivative financial instruments are utilized by the Corporation in the management of its foreign currency risk. The Corporation does not enter
into financial instruments for trading or specufative purposes. The Corporation enters into partial economic hedges of its foreign currency exposures
on US denominated accounts receivable by entering into offsetting forward exchange contracts when it is deemed appropriate. The Corporation does
not use hedge accounting for these transactions. The derivatives are recorded at fair value on the balance sheet with changes in fair value recorded
in the statement of operations under gain (loss) on foreign exchange. Changes in the fair values of the forward contracts partially offset the
corresponding translation gains and losses on the related foreign currency denominated accounts receivable.

n) Loss per share

The Corporation presents both basic and diluted loss per share on the face of the statements of operations regardless of the materiality of
the difference between them and uses the treasury stock method to compute the dilutive effect of options and warrants.

o) Employee Benefit Plan

SR Telecom maintains a defined contribution retirement program covering the majority of its employees. A compensatuon expense is recognized
for the Corporation’s portlon of the contributions made under the plan.

p) New accounting recommendations

Stock-Based Compensation and Other Stock-Based Payments

Effective January 1, 2004, the Corporation will adopt the new transitional provisions of the Canadian Institute of Chartered Accountants’ (*CICA")
section 3870, “'Stock-Based Compensation and Other Stock-Based Payments’’, where compensation expense will be recognized on all issued and
outstanding stock options issued after January 1, 2002, in accordance with the fair value method of accounting. This amendment will be applied
retroactively with restatement of prior periods. The adoption of this new recommendation is not expected to have a material impact on the results

- of operations or financial position.

Asset Retirement Ohligations

Effective January 1, 2004, the Corporation will adopt the Canadian Institute of Chartered Accounts (“CICA”) Handbook Section 3110,
“Asset Retirement Ob_hgatlons" The new recommendation focuses on the recognition and measurement of liabilities for obligations associated
with the retirement of property, plant and equipment when those obligations result from the acquisition, construction, development or normal
operation of the assets. The adoption of this recommendation is not expected to have a material impact on the results of operation or financial
position of the Corporation. .

Consolidation of Variahle Interest Entities

Accounting Guideline 15, “Consolidation of Variable Interest Entities’: This guideline presents the views of the Accounting Standards Board
on the application of consolidation principles to certain entities that are subject to control on a basis other than ownership of voting interests.
The Guideline is to provide guidance for determining when an enterprise includes the assets, liabilities and results of activities of such an
entity (a “variable interest entity”) in its consolidated financial statements. This Guideline is to be applied for years beginning on or-after
November 1, 2004. The adoption of AcG 15 is not expected to have an impact on the Corporation’s results from operations or financial position.

q) Use of estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets, liabifities, revenue and expenses, and disclosure of contingent liabilities
in these financial statements. Actual results couid differ from those estimates. Estimates are used when accounting for items and matters such
as long-term contracts, allowance for doubtful accounts recewable, inventory obsolescence, product warranty, amortlzatlon asset valuations,
lmpalrment assessments, taxes, restructuring and other provisions and contingencies.

Wil
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3. Acquisition of Netro Corporation

On September 4, 2003, the Corporation acquired all of the issued and outstanding common shares of Netro Corporation (“Netro”), a provider of
fixed wireless broadband access products. The purchase included the issuance of 4,149,893 common shares of the Corporation with a fair value
of $6.75 per share determined as of the date of announcement of the acquisition. As part of the acquisition and immediately prior to the closing,
Netro issued a cash dividend of US$100 million to its sharehoiders. The acquisition has been accounted for using the purchase method and
accordingly, the purchase price was allocated to the acquired assets and liabilities based on the estimated fair values as at the acquisition date.
The excess of the estimated fair value of the net assets acquired over the total purchase consideration, in the amount of $7,438,000, has been
accounted for as negative goodwill, and accordingly has been allocated on a pro-rata basis to the fair value of the acquired property, plant and
equipment and intangible assets.

The allocation of the purchase consideration to the estimated fair value of the net assets acquired is as follows:

. $

Cash and cash equivalents ‘ 26,819
Short-term investments 12,797
Restricted cash (note 9) 6,851
Accounts receivable 1,611
Prepaids and deposits 2,011
Inventory ) 7,409
Property, plant and equipment 9,892
Intangible asset (note 10) 9,300
. Accounts payable and accrued liabilities (note 22d)) ’ (20,364)
Net identifiable assets i 56,326

Purchase consideration: .

Share consideration (note 15) : 28,012
Lease liability ' 15,555
Acquisition costs . 5,321
48,888

The fease liability relates o Netro’s San Jose facilities, which is not used by SR Telecom. The liability reflects the present value of future lease
payments less expected sub-leasing revenues. The acquisition costs are for professional services rendered with respect to the acquisition of Netro
and the investment banking fees. ) »

The tesults of operations of Netro are included in the consolidated statement of operations of SR Telecom as of September 5, 2003.

As part of the purchase agreement, the Corporation has agreed to indemnify and hold harmless the directors and officers of Netro Corporation,
for a period of six years and to obtain directors’ and officers’ insurance in this regard for a period of three years. A liability of $1,939,000
has been recorded for the indemnification and is inciuded as a long-term liability.

4. Short-term investments
As at December 31, 2003, the Corporation has investments in the amount of $3,231,000 (US$2,500,000), bearing interest at 1.038%
and maturing on June 16, 2004. The market value of these investments approximates cost.

During the year ended December 31, 2002, the Corporation purchased investments in floating rate notes in the amount of $20,000,000 plus
_accrued interest of $5,000. The notes paid interest quarterly based on a market spread over bankers’ acceptance rates. As of
December 31, 2002, the interest rate on the notes was 2.9%. The Corporation also purchased a 120-day Guaranteed Investment Certificate
from a Canadian commercial bank in the amount of $1,619,000 bearing interest at 2.8%. During the year ended December 31, 2003,
the Corporation sold these short-term investments at cost.

‘5. Accounts receivable
December 31

2003 2002

: . $ 3

Trade 50,561 80,999

Other 6,701 2,793
Allowance for doubtful accounts ) (1,867) (4,440)

55,395 79,352
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December 31

2003 2002

: $ 3

Long-term receivable (US$4,678,000) (i) 6,046 7,390
Holdbacks (ii) 17,277 21,845
Balance of sale (iii) : - ' 2,850
Aliowance for doubtful accounts ’ (65) (1,292)
23,258 30,793

Current portion . 21,687 7,390
1,571 23,403

M

(i)

The current portion of long-term accounts receivable includes a receivable from Teleco de Haiti. The Corporation is currently involved in
proceedings to collect these funds. The results of the legal proceedings are not determinable at this time. The following discloses the details
of the proceedings:

In December 2001, SR Telecom filed a statement of claim in New York for US5$4.86 million against MCI International and Telecommunications
d’Haiti, S.A.M., or Teleco de Haiti. The claim was filed pursuant to a clause mandating three party arbitration before the International Court of
Arbitration in respect of funds which ceased flowing to SR Telecom under a Tripartite Agreement between Teleco de Haiti, MCI International
and SR Tetecom. The agreement provides for the financing of a contract between SR Telecom and Teleco de Haiti pursuant to which SR Telecom
was to supply and install certain telecommunications equipment for Teleco de Haiti for approximately US$12.88 million.”

In July 2002, MCI International fited for bankruptcy and the United States Bankruptcy Court issued an order staying all collateral litigation
against MCI International, including this arbitration. As a result, MCI International continued in the proceedings as an observer. In
February 2002, Teleco de Haiti filed a counter-claim for US$1.2 million in respect of funds transferred to SR Telecom since the execution of
a Termination Agreement between SR Telecom and Teleco. de Haiti, alleging that such Termination Agreement ended their obligations under
the Tripartite Agreement.

On April 24, 2003, the arbitration tribunal rendered a decision, denying both the claim by SR Telecom against Teleco de Haiti and the
counterclaim by Teleco de Haiti against SR Telecom. However, the arbitration tribunal also held that the Termination Agreement preserved and
did not extinguish SR Telecom’s right to continue to receive payments from MCI under the Tripartite Agreement. Prior.to the decision,
SR Telecom filed a claim for US$4.86 million against MCI International with the United States Bankruptcy Court. If MCI accepts the Tripartite
Agreement then SR Telecom would have claims on both pre-petition amounts and post-petition amounts up to the full amount still due.
Such post-petition and future flows of funds would be paid from the MCi/Teleco de Haiti Voice Settiement Account.

To date, MCI has not objected to the cfaim, nor has it rejected the Tripartite Agreement. Under MCI’s approved Bankruptcy Pian, they have
untili May 2004 to object to any claims filed. SR Telecom’s ciaim is presently listed as an Administrative Priority Claim. Under MCI’s Bankruptcy
Plan, Administrative, Priority Claims are paid in full, and therefore no provision for loss has been recorded with respect to this amount
receivable, 1f SR Telecom cannot recover a substantial amount from MCI International, it will have a material impact on SR Telecom'’s
results of operations.

Holdbacks (retainages) on contracts that are not receivable by the end of the next fiscal year are classified as long-term The expected

collection dates of the long-term portion of the holdbacks are in 2005.

(iii) The balance of sale relates to the disposal, in 1999, of Apollo Microwaves Inc. (“Apolio”), Wthh was due in variable semi-annual

instaliments based on purchases by the Corporation from Apotlo, with full and final payment due no later than December 31, 2004, secured
by a moveable hypothec and with an annual interest of 9% payable guartetly. During the fourth guarter of 2003, final payment was
coliected from Apotlo.

Inventories
December 31

2003 2002
$ $
Raw materials : 39,581 31,337
Work-in-process 1,631 2,720
Finished goods . 6,815 388
48,027 34,445

(]
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8. Property, plant and equipment, net
. ' December 31

2003 2002
Accumulated Net Accumulated Net
depreciation/ book depreciation/ book
Cost amortization value Cost amortization value
' $ $ $ $ $ $
Land 1,523 - 1,523 1,479 - 1,479
Telecommunications
network equipment 99,407 34,590 64,817 98,655 28,202 70,453
Building, improvements
and fixtures 21,434 15,410 6,034 20,159 - 14,410 5,749
Machinery and .
equipment 39,971 25,483 14,488 34,009 23,266 10,743
Computer equipment
and licences 18,294 15,029 3,265 16,616 13,772 2,844
180,639 90,512 90,127 170,918 79,650 91,268

Property, plant and equipment includes building and machinery assets held under capital leases of $1,053,000 ($1,053,000 in 2002) and
accumulated depreciation of $658,000 ($532,000 in 2002). Computer equipment and licenses include software licenses of $5,853,000
($4,991,000 in 2002) and accumulated depreciation of $3,933,000 ($3,153,000 in 2002).

9. Restricted cash

December 31

2003 2002
$ $
Guaranteed Investment Certificates pledged in support
of letters of guarantee issued by a Canadian chartered bank
{bearing interest at rates ranging from 1.1% to 2.3%, maturing through November 2004) 1,143 -
Certificate of deposits to cover long-term lease obligations )
(US%$4,592,000, bearing interest at 0.65%, maturing through October 2006) 5,935 -
7,078 ~
Current portion . . o 2,835 -~
" 4,243 - ~

10. Intangihle assets, net
December 31

2003 2002

$ $

Intellectuai property 5,696 ' -
Accumulated amortization . (288) -
5,408 -

The intellectual property relates 1o the airstar and angel technology acquired as part of the Netro acquisition on September 4, 2003.




11. Other assets, net

December 31
2003 2002
Net Net
Accumulated haok Accumulated book
Cost amortization value Cost amortization value
$ $ $ $ $ $
Deferred charges T
and start-up costs 13,394 11,685 1,709 13,394 9,774 3,620
Deferred bid costs 368 368 - 368 271 97
Other 157 157 - 157 27 130
13,919 12,210 1,709 13,919 10,072 3,847

12. Bank indehtedness

As at December 31, 2003, the Corporation had an operating line of credit from a Canadian chartered bank totaling $3,000,000, bearing
interest at prime plus 5.5%. Subsequent to year-end, the Corporation granted security for the operating line of credit in the form of a moveable
hypothec on accounts receivable and inventory in the amount of $2,500,000 for a reduced operating line of $2,300,000. As at
December 31, 2002, the operating line of credit was in the amount of $10,000,000, bearing interest at prime plus 4%.

The ‘operating Jine is subject to a number of financial performance and financial position covenants. The affirmative covenants under the
operating line are minimum sales, earnings before income taxes, depreciation, amortization and foreign exchange, interest coverage, minimum
tangible net worth, as well as a tangible working capital ratio, quick ratio and debt to tangible net worth ratio. While the foregoing is not an
exhaustive list of covenants, it includes the majority of non-reporting covenant requirements.

SR TELECOM INC. 03

13. Accounts payahle and accrued liabilities
December 31

2003 2002

‘ $ $

Trade accounts payable 27,392 25,810
Commissions payable . 9,355 16,610
Accrued payrol} and related expenses 6,818 6,853
Restructuring provision ‘ 1,424 1,834
Accrued interest 1,492 1,761
Other _ . 12,954 5,257

59,435 58,125




14. Long-term deht ,
December 31
2003 2002

$ $

Senior unsecured debentures issued by the Corporation, due April 2005,
bearing interest at 8.15% payable semi-annually, redeemable at the
option of the Corporation at a price equal to the greater of i) 100%
of the principal amount and ii) the Canadian yield price (as defined
in the trust indenture), together in each case with accrued interest,
if any, to the date fixed for redemption. (ii) 71,000 75,000

Notes payable (US$16,846,153, US$20,090,908 in 2002) issued
by CTR, under a term loan facility due November 2008, hearing
interest at LIBOR plus 4.50%, repayable in payments of
US$1,346,153 in 2004, and semi-annual instaliments .
“of US$1 750,000 in 2005 and US$2,000,000 in 2006 to 2008. (i) 21,771 31,734

Notes payable (US$18,153,847, US$20,909,092 in 2002) issued by CTR,
under a term loan facility due November 2008, bearing interest at
LIBOR plus 4.50%, repayable in payments of US$$1,153,847 and two
installments of US$1,500,000 in 2004 and semi-annual instaliments

- of US$1,750,000 in 2005 to 2008. (i) v 23,461 33,026
Obligations under capital leases, bearing interest rates averaging 10.50%,

repayable at various dates to Aprit 2009. 458 - 540

116,690 140,300

Current portion 7,223 9,626

109,467 130,674

(i} These notes are secured by a pledge of all the assets of CTR and a pledge of the shares of intermediate holding companies. The Corporation
has agreed to support CTR, including the completion of the network and the maintenance of the Corporation‘s initial equity investment in
CTR which means SR Telecom has agreed to provide to CTR the appropriate funds and resources required to complete the construction
of the network as originally planned at the time of the signing of the loan agreements in 1999. Equally, SR Telecom cannot repatriate its
equity funds from Chile to Canada over and above the amount of the initial equity, and SR Telecom’s loans to CTR are subordinated to the
notes payable. As at December 31, 2003, CTR had net iiabilities of $41,991,000 (2002 ~ $39,474,000). Certain guarantees have been
provided by the Corporation, which in certain circumstances are limited to an amount of U$$12,000,000. Additional credit enhancements
by the Corporation may be required, subject to approval by the lenders.

In certain circumstances, such as non-completion of the project and failure by the Corporation to compliete the project, full recourse to
the Corporation may be available.

These notes are subject to a number of performance, financial performance and financial position covenants, essentially all of which have
been waived until February 14, 2005. The waiver provides for a deferral of US$3,500,000 of principal repayments originally due in 2004
to repayment in 2005, and extends the repayment of the remaining principal under that note from 2007 to 2008. The covenants under the
notes fall into two main categories: the financial covenants require the achievement of specific objectives for the current ratio, debt
service coverage ratio, debt to equity ratio, minimum earnings before income taxes, depreciation and amortization, minimum recurring
revenues and receivable turnover. The petformance covenants focus on timely completion of the network and timely achievement of
financial independence of the project. While the foregoing is not an exhaustive list of covenants, it includes the majority of non-reporting
covenant requirements.

In the event that these covenants do not continue to be waived, all amounts due under the notes would be declared due and immediately
payable. In addition, a default would be triggered under SR Telecom’s unsecured debentures whereby all amounts due under the debentures
could also be declared due and immediately payable.
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which resulted in a net gain of $1,199,000.

The capital repayments on the long-term debt and obligations under capital leases required in each of the next five years and thereafter
are as follows:

$
2004 7,223
2005 80,126
2006 9758 I
2007 9,758
2008 9,758
Thereafter 67
116,690
. 8
15. Capital stocl g
Authorized Z
An unlimited number of common shares g
An unlimited number of preferred shares issuable in series Q
)
December 31 w
2003 2002 >3
$ $
Issued and outstanding
10,467,283 common shares (2002 - 5,522,798) 180,866 147,985
352,941 warrants (2002 - ni)) 1,815 -
On Septermber 2, 2003, the Board of Directors of the Corporation approved a one-for-ten share consolidation. Al share information in these
financial statements has been restated to reflect the share consolidation on a retroactive basis.
During the years ended December 31, 2003, 2002 and 2001, the following transactions took piace in the capital stock account:
» On September 4, 2003, the Corporation acquired all of the common shares of Netro, which resulted in the issuance of 4,149,893 common
shares at a price of $6.75 per share, which was the fair value of the shares on the date the acquisition was announced.
+ On July 18, 2003, the Corporation issued 528,000 units for gross proceeds of $4,488,000 by way of a private placement. On August 27, 2003,
an additional 177,882 units were issued for gross proceeds of $1,512,000 by way of private placement. The net proceeds to the Corporation
amounted 1o $5,473,000 after deducting share issue costs of $527,000. Each unit is comprised of ‘one common share and one-half
of one common share purchase warrant. Each whole warrant entitles the holder to acqurre one common share at a price of $10.00 per share
untit July 18, 2008.
‘The gross proceeds for the units of $6,000,000 was aflocated between common shares and warrants based on their fair values. Accordingly,
$4,185,000 was allocated to the common shares and $1,815,000 to the warrants. The fair value of the warrants was determined using the o)
Black-Scholes option pricing model, assuming a weighted-average risk-free rate of 4.7%, a dividend yield of 0%, expected volatility of 65% o
and expected fife of the warrants of five years. ~
« Common shares totaling 65,981, 55,443 and 38,560 were issued under the Employee Stock Purchase Plan for consuderatlon of $510,000, g
$615,000 and $672,000 in 2003, 2002 and 2001, respectively. a:

» Common. shares totaling 22,729, 12,075 and 8,275 were issued under the Directors’ Share Compensation Plan at a value of $174,000,
$139,000 and $143,000 in 2003, 2002 and 2001, respectively.

« In July 2001, the Corporation completed a share rights offering which resulted in the issuance of 816,899 common shares for gross proceeds
of $13,070,000. The net proceeds to the Corporation amounted to $12,491,000 after deducting share issue costs of $424,000 (net of future
income taxes of $155,000).

Common shares issued and outstanding include 8,000 shares issued in Jufy 2001 to senior officers of the Corporation. These common shares

~were purchased through company foans amountmg to $128,000 due in July 2006, bearmg interest at 5% per annum. The amount is
included in accounts receivable.




15, Capital stock (cont.)
Stock-Based Compensation Plan
Stock options under the Employee Stock Option Plan may be granted to officers and other key employees of the Corporation to purchase
common shares of the Corporation at a subscription price equal to the weighted-average trading price of all common shares five days
nreceding the grant date. The options are exercisable during a period not to exceed ten years. The right to exercise options generally vests over
a period of four to five years. '

The following table summarizes the outstanding stock options at December 31, 2003: :
Weighted-average

Range of Options remaining Weighted-average
exercise prices outstanding contractual life exercise prices
$ $
6.40 to 9.80 45,200 9.1 years 8.37
16.30 to 24.50 142,450 7.7 years 18.51
35.30 to 53.00 63,630 6.3 years 47.46
56.60 to 85.30 44,330 ’ 6.0 years 65.85
89.70 t0 130.80 10,200 3.1 years 108.64
306,310 7.2 years 32.96

The following table summarizes the exercisable stock options at December 31, 2003: ‘
Range of Options Weighted-average
exercise prices exercisable exercise prices
$ $
6.40 to 9.80 6,600 8.80
16.30 to 24.50 46,500 18.03
35.30 to 53.00 42,710 47.37
56.60 to 85.30 28,990 65.71
89.70 t0 130.80 - 10,200 108.64
135,000 43.94

The following table summarizes activity in the Employee Stock Option Plan: .
a Years ended December 31

2003 - 2002 ) 2001
Weighted- Weighted- Weighted- . Weighted- Weighted- Weighted-
average average average average . average average
number exercise number exercise number exercise
of options prices of options prices of options prices
$ $ $
Qutstanding,

beginning of year 328,730 33.10 270,930 47.00 199,780 62.00
Granted 10,000 6.56 103,000 . 15.50 136,250 17.70
Forfeited/expired "~ (32,420) 26.30 (45,200) 39.20 (65,100) 56.20
Qutstanding, end of year 306,310 ‘32,96 328,730 33.10 270,930 47.00

Options exercisable, .
end of year 135,000 43,94 84,634 52.00 48,368 68.10

The fair value of direct awards of stock is determined based on the quoted market price of the Corporation’s stock, and the fair value of stock
options is determined by using the Black-Scholes option pricing model. In periods prior to January 1, 2002, the Corporation recognized no
compensation when stock options were issued to employees. Pro forma information regarding net loss is determined as if the Corporation had
accounted for its employee stock options granted after December 31, 2001 under the fair value method. The fair value of these options is estimated
at the date of grant using a Black-Scholes option pricing mode) with assumptions for the weighted-average risk-free interest rates, dividend yields,
weighted-average volatility factors of the expected market price of the Corporation’s common shares and a weighted-average expected life of the
options in years. For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expenses over the option vesting periods.
Had compensation cost been determined using the fair value based method at the date of grant for awards granted in 2003 and 2002, the
Corporation’s pro forma net loss and net foss per share would have been $44,935,000 and $6.23 ($20,998,000 and $3.84 in 2002) for the year
ended December 31, 2003. These pro forma amounts inciude a compensation cost based on weighted-average grant date fair value of $8.56
per stock option for the 113,000 stock options granted during 2003 and 2002, as calculated using the Black-Scholes option pricing model,
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options of five years. The pro forma disclosure omits the effect of awards granted before January 1, 2002.

Loss per share

The Corporation had outstanding options and warrants that could potentially dilute the earnings per outstanding share in the future, but were
excluded from the caiculation of the diluted net loss per share for the years presented, as they would have been anti-dilutive,

Research and development expenses, net

Investment tax credits netted against research and development expenses amounied to approximately $4,329,000 ($7, 219 000 in 2002,
$7,009,000 in 2001).

The Canadian Federal government offers a tax incentive to companies performing research and development (“R&D") activities in Canada.
This tax incentive is calculated based on pre-determined formulas and rates, which consider eligible R&D expenditures and can be used to reduce
federal income taxes in Canada otherwise payable. Such credits, if not used in the year earned, can be carried forward for a period of ten years.
The Quebec Provincial government offers a similar incentive, except that it is receivable in cash, instead of a credit used to reduce taxes
otherwise payable. The cash credit is awarded regardless of whether or not there are Quebec Provincial taxes payable. The Provincial credit
is recorded in income laxes receivable until the payment is received. The Federal credit has been recognized on the balance sheet as investment
tax credits to be used in future periods. There is reasonable assurance that the existing credits on the balance sheet will be realized during their
carry-forward period. SR Telecom existing credits have an average remaining life of 6 to 10 years. As of July 1, 2003, the Corporatlon has ceased
the recognition of further Federal investment tax credits as there is fimited assurance that they will be reahzed

Interest expense
‘ December 31

2003 2002 2001

$ $ $

Interest on fong-term debt 9,262 12,038 13,852
Other interest . - 238 1,025 722
Interest income : (689) (990) (1,375}
8,811 12,073 13,199

Income taxes
December 31

2003 2002 2001
. : $
Income tax recovery at statutory rates 15,616 6,616 23,474
Decrease due to non-taxable write-down of assets ) o - - (18,560)
(Decrease) increase due to non-taxable loss/gain on '
increase/reduction in ownership in subsidiary company - (618) 1,550
(Decrease) increase relating to non-deductible items (1,074) (50) 131
Reversal of temporary differences relating to subsidiaries (1,922) - -
Decrease due to non-recognition of losses carried forward (10,245) (5,518) -
Other 470 (682) 169)
Income tax recovery (expense} 2,845 (252 6,426
Future income taxes consist of the following temporary differences:
: December 31
2003 2002
$
Investment tax credits ) (5,629) (5,864)
Excess of tax value over book value of property, plant and equipment and intangible assets 30,341 6,570
Holdbacks (2,593) (2,586)
Unclaimed research and development expenditures - 24,209 10,751
Losses carried forward 44,108 . 11,417
Other : 899 . 1,318
Valuation allowance (69,514) (5,518}
21,821 16,088

i
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Income taxes (cont.)

The timing difference arising from investment tax credits is due to the recognition of these tax credits for accounting purposes versus the
non-recognition for tax purposes, resulting in future income taxes, since in the year that investment tax credits are used, they are subject to income
taxes. The remaining life of the investiment tax credit assets is 6 to 10 years.

Certain research and development expenditures incurred in Canada in the amount of approximately $56,000,000 can be carried forward
indefinitely to reduce future taxable income. The timing difference arising from unclaimed research and development expenditures is the amount
that has not yet been claimed for tax purposes and can be carried forward indefinitely to reduce future taxable income.

The current business plan for CTR supports the realization of future income tax assets only to the extent of those recorded in prior years. As a resuit
in 2002, management determined that it was not more likely than not that the benefits of losses carried forward, incurred .in 2002 and 2003,
relating to CTR would be realized in the foreseeable future. Accordingly, a valuation allowance was recorded for the additional benefits of
losses carried forward.

As of July 1, 2003, management determined that it was not more likely than not that the benefits of losses carried forward, after that date,
relating to the wireless telecommunication seament, would be realized in the foreseeable future. Accordingly, a valuation aliowance was
recorded for the additional benefits of losses carried forward.

The expiry dates of the Corporation’s losses carrled forward for tax purposes by pnncnpal jurisdiction are in the approximate amounts
as follows:

Expiry
Amount date

$
‘Canada 13,700 2010
Chile 113,000 Indefinite
United States ) 52,000 2023

The Corporation also has unrecorded investment tax credits which can be used to reduce future income taxes payable, expiring at various
dates and in different taxation jurisdictions as follows: .

Expiry
Amount date

, ’ $
Canada 2,000 2013
United States - 12,000 2018

The components of income tax recovery (expense) are as foliows:
+ December 31

2003 2002 2001
$ $ $
Current {511) (517) 979
Future . 3,356 265 5,447
2,845 (252) 6,426

Restructuring, asset impairment and other charges

2003 Restructuring and other charges

In the fourth quarter of 2003, restructuring charges of $1,723,000 are accrued. These charges were undertaken by the Corporation to reduce its cost
structure, and comprised primarily of severance and termination benefits.

In total, 42 employees were terminated including 12 research and development employees, 13 project and service management employees, and
17 sales and marketing employees.

Certain assets acquired in 2003 in the amount of $1,363,000, have been written off during the year due to changes in the market place and customer
requirements that go beyond the capabilities of the current technology.

During 2003, the Cotporation determined that certain satellite related assets to be deployed had deteriorated. Accordingly, a charge of $630,000 was
recorded to write-down such assets to their estimated fair vaiue.




The following table summarizes the activity related to the fourth quarter restructuring charges: .
Remaining

Amounts liability at

Restructuring paid/ December 31

charges written off 2003

$ $ $

Severance and termination 1,723 (299) 1,424
Asset write-down 1,993 (1,993) -
3,716 (2,292) ' 1,424

The rémaining liability is-expected to be settled by the end of the second quarter of 2004.

2002 Restructuring and other charges ,
In November 2002, restructuring charges of $4,912,000 were accrued. These charges were undertaken by the Corporation to reduce its cost

structure, and comprised primarily of severance and termination benefits, as well as the elimination of inventory balances in certain specified -

jocations. An amount for lease termination costs relating to the closure of a research and development site in Montreal has also been included.

In total, 90 employees were terminated including 39 research and development employees, 31 project management employees, B sales and
marketing employees and 12 general and administrative employees. The inventory write-down relates to the Corporation’s offices in Asia, where
existing repair service centers are being reorganized.

The following table summarizes the activity related to the fourth quarter restructuring charges:

Remaining

: Amounts liability at

Restructuring paid/ December 31

charges written off 2002

. $ $ $

Severance and termination 2,564 (865) 1,699

- Lease termination costs 135 S - 135
Inventory write-down 2,213 (2,213) ~
4,912 (3,078) 1,834

The remaining liabilities were settled during the third quarter of 2003.

2001 Asset impairment and restructuring charges

As of December 2001, the Corporation determined that the estimated future undiscounted cash flows from the long-lived assets of CTR were
insufficient to recover their carrying amount, and as a result, wrote down the carrying valie of the telecommunication networks by $58 million,
to their estimated recoverable amounts.

In June 2001, restructuring charges of $3,655,000 were accrued. This amount consisted primarily of severance and related costs resulting from
cost reduction initiatives and the rationalization of international operations.

In total, 35 employees were terminated including 12 project management employees, 12 sales and marketing employees and 11 general and
administrative employees.

The following table summarizes the activity related to restructuring charges incurred in the second quarter:

Remaining

liability at

Restructuring Amounts December 31

charges paid 2001

$ $ $

Severance and termination 3,655 (1,355) 2,300

The remaining liabilities were settled during the first and second quarters of 2002.
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£U. plscontinued operations

In December 2001, the Corporation reversed its treatment of CTR as a discontinued operation. The financial uncertainty surrounding
the South American market coupled with a continuing weakness in the telecommunications industry made the sale of CTR unlikely in the near
future. Consequently, the consolidated statements of loss for the year ended December 31, 2001, as reclassified, present the results of
operations of CTR as part of continuing operations.

The $46,859,000 {(net of future income taxes of $8,550,000) of earnings from discontinued operations reflects the reversal of the provision
reccrded at the end of December 31, 2000. The estimated loss on the dlspasal of CTR in 2000 was based on management’s best estimate of
the impact of the prevailing market conditions.

2001

$

_CTR's total assets , . 180,147

CTR’s total liabilities 133,730

CTR's revenue : ’ 19,890

CTR’s operating losses before foreign exchange, interest and taxes 61,921
Reversal of loss on discontinued operations:

Reversal of loss on disposal of CTR (net of future income taxes of $8,250,000) 46,859

21. (Loss) gain on change in ownership in subsidiary company

On June 30, 2001, an indirect wholly-owned subsidiary of CTR acquired telecommunication network assets from another Chilean telecommu-
nication setvice provider in exchange for 13% of its total issued and outstanding common shares.

The transaction was measured using the estimated fair value of the assets received of $14,546,000. The reduction in the direct and indirect
ownership in CTR resulted in a dilution gain of $9,393,000. The consolidated statement of operations includes revenue and expenses related
to the acquired network assets from July 1, 2001. In 2001, the resulting non-controlling interest was allocated losses to the extent of its equity.
On December 31, 2002, the Corporation’s shareholding in CTR increased by 8.9% to 95.9%. The increase resulted from certain performance
requirements contained within the asset purchase agreement not being met with respect to the acquired assets. The increase in the direct and
indirect ownership in CTR resuited in an estimated charge to earnings of $3,974,000, subject 1o final negotiations. There were no income tax
effects on these transactions.

22. Commitments and contingencies

a) The Corporation leases land, buildings and equipment under non-cancelable operating leases, including the operating iease of the San Jose, -
California facifities. Future minimum lease payments for the forthcoming years are as foliows:

$

2004 11,256

2005 10,164

2006 3,447

2007 1,187

2008 1,096

Thereafter 853

Total future minimum payments 28,003

b) The Corporation has entered into bid and performance related bonds associated with various customer contracts. Performance bonds

generally have a term of twelve months and bid bonds generally have a much shorier term. The potential payments due under these bonds

are related to SR Telecom’s performance under the applicabie customer contracts. The total amount of bid and performance refated bonds
that were available and undrawn at December 31, 2003 is $2,631,000.
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The Corporation has the followmg major types of guarantees:
As part of the normal sale of product, the Corporation has provided its customers with product warranties. These warranties generally extend
for one year. The following summarizes the accrual of product warranties that is recorded as part of accounts payable and accrued liabilities
in the accompanying consolidated balance sheet:
. December 31
2003 2002 .
- . 3 5 i
Balance, beginning of year 2,216 1,857
Payments made during the year (1,420) (913}
Warranties-accrued during-the year.. ‘ 1,011 1,272
Less: Reduction in provision. . v (1,057) -

Balance, end of year : 750 2,216

The Corporation also indemnifies its customers against any actions from third parties refated to intellectual property claims arising from

use of the Corporation’s products. In the Corporation’s experience, claims under such indemnifications are rare, and the associated fair value

of the liabifity is not materiai.

Pursuant to the acquisition of Netro Corporation, the Corporation has agreed to indemnify and hold harmiess, the directors and officers
~ of Netro, for a period of six years, and to obtain directors and officers insurance in this regard for a period of three years. A liability

of $1,939,000 was recorded for the indemnification (note 3). .

d)Litigations

The Corporation has included in accounts payable and accrued liabilities, management’s best estimate of the outcome of several of Netro’s

litigations which existed at the date of acquisition (note 3) described as follows:
Solectron Arhitration _
On December 19, 2002, Solectron California Caorporation filed arbitration against Netro Corporation for disputes arising under its 1998
“Manufacturing Agreement”. Solectron claimed that in 2000, it purchased materials on the basis of Netro’s forecasts, which were not
supported by sales orders. As a result, Solectron claims it has an excess inventory of materials it is unable to sell. Netro disputes that
the purchase of materials had not been approved by Netro as required by the agreement. The results of the arbitration are not
determinable at this time. The total claim, including the cost of materials and asserted carrying charges, is approximately
US$$14,500,000. .
Future Communications Company (“FCC”) Litigation
The dispute with FCC refates to the alieged improper draw down by Netro of a fetier of credit, opened by FCC, with the Bank of Kuwait

and the Middie East, and the alleged refusal by Netro 1o accept return of inventory provided to FCC. The results of this litigation are
not determinable at this time. The amount in dispute is approximately US$1,013,000 plus interest from December 31, 1999.
Merger-related Litigation

On April 8 and May 23, 2003, several of Netro’s stockholders filed proceedings against Netro's directors cla|mmg that they breached
their fiduciary duties to Netro allegedly by failing to properly value and obtain the highest price reasonably available for Netro.
The claim againstNetro’s divectors also states that Netro favored SR Telecom over potential competing acquirers by engaging in
self-dealing in connection with the merger. The parties have reached an agreement in principal to settie this fawsuit. Included in the
terms of settiement is a proposed payment of US$590,000. On January 6, 2004, the court issued an order preliminarily approving the
proposed settlement, providing for notice to be given to the settlement class and scheduling a hearing for final approval
on April 13, 2004.

General

From time 1o time, the Corporation is involved in various legal proceedings in the ordinary course of business. The Corporation is not currently
involved in any additional litigation that, in management’s opinion, would have a material adverse negative effect on its business, cash fiows,
operating results or financial condition; however, there can be no assurance that any such proceeding will-not escalate or otherwise become
material to the Corporation’s business in the future.
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Statements ot cash Tlows

Non-cash working capital items
December 31

2003 2002 2001

$ $ $

Increase in short-term restricted cash (616) - -
Decrease in accounts receivable 11,446 16,214 19,621
(Increase) decrease in income taxes receivable (244) 338 197
(Increase) decrease in inventories (6,173) 3,175 14,134
(Increase) decrease in prepaid expenses (291) (205) 43
Decrease (increase) in investment tax credits 163 (4,358) (4,225)
(Decrease) increase in accounts payable and accrued liabilities "~ {16,636) 13,773 (1,661)
Decrease in customer advances ) (6,371) (69) (12,031
(18,722) 28,868 16,078

Supplementary cash flow information

Non-cash financing and investing activities
Shares issued in connection with the acquisition of Netro . 28,012 - -
- - (46,859)

Provision for disposal of discontinued operations
28,012 - (46,859)
Cash paid for:
Interest 9,850 12,012 14,794
Income taxes 899 323 412

Related party transactions :
The following transactions and balances with related parties were in the normal course of business and measured at the exchange amount:
December 31

2003 2002 2001

: $ $ $

Revenue (i) - 101 642
Purchases (ii) 367 ) 448 56
Directors fees (ii) . o 217 - 196 143
Accounts payable (ii) ‘ 84 ' 20 -

(i) The related party transaction relates 10 sales to an affiliated Company.

(i) The Corporation has entered into various iransactions with members of the Board of Directors of the Corporation and their affiliated
companies as well as with a shareholder company exercising significant influence. The affiliated companies and the shareholder company
have provided primarily professional services to the Corporation.

Derivative financial instruments

At December 31, 2003, the Corporation has a forward contract as a partial economic hedge against fluctuations in the US dollar with respect
to its US dollar receivabies. This forward contract sells US$$2.0 million at a rate of 1.4203 in March 2004. The change in market value of the
contract from the date of purchase to the balance sheet date resulted in a foreign exchange gain of $249,000 recorded in the statement of
operations. The Corporation had also entered into another forward contract in 2003, which was selling US$2.0 million at a rate of 1.4119 that
expired in December 2003. The change in market value of this contract from the date of purchase to expiry date resulted in a realized foreign
exchange gain of $231,000, recorded in the statement of operations.

Employee benefit plan

The Corporation maintains a defined contribution retirement program covering the majority of its employees. For the year ended December 31,
2003, the Corporation contributed and recorded an expense of approximately $1,207,000 to the plan (2002 - $1,280,000), ,
Pursuant to the acquisition of Netro, the Corporation maintains an employee savings plan covering its US employees. This plan qualifies under
Section 401 (k) of the Internal Revenue Code (“the Code”). The plan allows employees to make pre-tax contributions in specified percentages
up to the maximum dollar limitations prescribed by the Code. The Corporation has the option to contribute to the plan, but has not made
contributions to date, and accordingly, has not recorded any expense in the consolidated statement of operations related to this plan.
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The Corporation operates in two business segments. The first is the engineering, marketing and manufacturing of wireless telecommunication
products and the installation of related turnkey systems. These products are used to provide and upgrade Internet, data and voice
telecommunications systems for carriers in urban, rural and remote areas. The products are also used to provide data, voice and
telecommunications systems for industrial use.
The second business segment, carried dut by Comunicacion y Telefonia Rural S.A., provides telecommunication services to end-users.
The inter-segment eliminations for the balance sheet represent primarily the elimination of investments in subsidiaries and inter-segment
amounts receivable.

Wireless Telecommunications Telecommunications Inter-Segment
Products Service Provider Eliminations Consolidated
2003 2002 2001 2003 2002 2001 2003 2002 2001 2003 2002 2001
$ $ $ $ $ $ $ $ $ $ $ $
Balance sheets
Property, plant and
equipment, net 23,371 18,721 85,358 92,052 (18,602) ( 19,50&}) 90,127 91,268
Intangible :
assets, net 5,408 - - - - - 5,408 -
Other assets, net 1,160 1,830 ' 5,894 6,542 (5,345). (4,525) : 1,709 3,847

Total assets 282,508 291,401 158430 227,830 (151,63) (198,426) 289,775 320,805

Statements of operations :
External revenue 113,817 181,029 141,597 14,064 15,874 19,890 - - - 127,881 196903 161487
Inter-segment revenue 254 - 1,886 - - - (254) - (1,886) - - -
Gross profit 52,815 91,713 66,497 14,064 15,874 19,890 - - - 66,879 107,587 86,387
Interest expense, net 5,653 6,153 5,448 3158 5920 7,751 - - - 8,811 12,073 13,199
Amortization and

depreciation

of propetty, i

plant and equipment 4,691 4,888 4,907 7,125 8,716 10,683 {954) (953) (897) 10,862 12,651 14,693
“Amortization of

other assets 670 568 824 648 751 675 820 943 923 2,138 2,262 2,422
Amortization of

intangible assets 288 - - - - - - - - 288 - -
Restructuring, asset .

impairment and

other charges 3,086 4912 3,655 630 : - 58,000 - -
Gain on repurchase o

of debentures 1,199 - - - [ - - - - . 119 - -
(Loss) gain on change

in ownership

in subsidiary - - - - (3,974) 9,393 - - - - (3974) 9,393
Income tax

recovery {expense) 5,098 (252) 2,550 (2,253} - 3,876 - -
Discontinued operations - - - - - 46,859 - ~ -
Net loss (42,288) (3,885) (6,347) (2,467) (17,000) (9,718) ~ -
Purchase of property,

plant and equipment

and other assets

for the years ended

December 31 4,704 3,600 4,928 1,061 458 5,934 (51) ~ 174 5,714 4058 11,036

3,716 4912 61,655

1

2,845 (252) 6,426
- - 46,859
(44,755)  (20,885) (16,065)

fii
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The Corporation’s basis for attributing revenue from external customers is based on the location of the customer.

Telecommunication service revenue is generated entirely in Chile.

The following sets forth external revenue by individual foreign country where the revenue exceeds 10% of total consolidated revenue:

For the year ended December 31, 2003:

% of Revenue Revenue
]
Canada 4.5% 5,812
Chile 11.0% 14,064
Australia 12.3% 15,766
Other 72.2% 92,239
100.0% 127,881

For the year ended December 31, 2002:
% of Revenue Revenue
$
Canada 1.3% 2,611
Australia 16.7% 32,881
Thailand 18.4% 36,291
- Saudi Arabia 23.8% 46,935
Other : 39.8% 78,185
100.0% 196,903

For the year ended December 31, 2001
% of Revenue Revenue
) $
Canada 2.0% 3,252
Chile v 12.3% 19,890
Philippines =~ . 14.7% 23,776
Saudi Arabia 16.0% 25,813
Thailand 16.8% : 27,073
Other 38.2% 61,683
100.0% 161,487

The following sets forth external revenue by individual customer where the revenue exceeds 10% of total consolidated revenue. All of these
customers are part of the wireless telecommunications products business segment.

For the year ended December 31, 2003:

Revenue ($) % of Revenue

Telstra Corporation Limited 15,766 12.3%
For the year ended December 31, 2002:

Revenue ($) % of Revenue

Saudi Telecom Company 31,295 15.9%

Telstra Corporation Limited 32,881 16.7%

) ' 64,176 32.6%
For the year ended December 31, 2001:

] Revenue ($) % of Revenue

Rural Telephone Services Company Limited 25,001 15.5%

Department of Transport and Communications of the Philippines 18,114 11.2%

43,115 26.7%
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to United States GAAP and other. supplementary United States GAAP disclosures (cont.)

The following items present other supplementary U.S. GAAP disclosures:

Pro forma information regarding acquisition of Netro Corporation

The following pro forma information gives effect to the acquisition of Netro as if it had occurred on January 1 2003 and 2002, respectively.
December 31

2003 . 2002

$ ' $

Revenue 136,870 219,010
Net foss (88,306) (117,510
Net loss per share {(8.85) (12.21)

Fair value of stock options
The fair value of each option is estimated at the date of grant using the Black-Scholes option pricing model, regarding the Corporation’s stock option pian.
The following assumptions were used for grants:

December 31

2003 2002
Dividend yield 0.0% 0.0%
E xpected volatility 65.0% 65.0%
Risk-free interest rates 4.7% 4.7%
Expected life 5 years 5 years

Under U.S. GAAP the Corporation accounts for its stock-based compensation plans using the intrinsic value method prescribed in Accounting Principles Board
(“APB’") No. 25 “Accounting for Stock Issued to Emplayees.” Compensation cost for stock options, if any, is measured by the excess of the quoted market price
of the Company’s stock at the grant date over the exercise price. Had costs for the stock-based compensation pians been determined based on the fair value
at the grant dates for awards consistent with SFAS 123, the Corporation’s pro forma net loss and loss per share-would have been as follows:

December 31

2003 ' 2002
$ ‘ $
Net loss — U.S. GAAP
As reported ' (43,700) (11,125)
Fair value of stock-based compensation - (1,044) (352)
Pro forma o . (44,744) 11,477
Basic and diluted earnings per share — U.S. GAAP
As reported (6.06) (2.03)
Pro forma (6.21) (2.10)
Stock-based compensation included in net loss as reported : - -
Weighted average fait value of options granted by the Corporation 16.24 9.10

In December 2002, the FASB issued SFAS 148 " Accounting for Stock-Based Compensation — Transition and Disclosure”, an amendment of FASB Statement
No. 123 which amended the transitional provisions of SFAS 123 for entities choosing 1o recognize stock-based compensation under the fair value based method
of SFAS 123, rather than electing to continue to follow the intrinsic value method of APB 25. Under SFAS 148, the Corporation may adopt the
recommendations of SFAS 123 either (1) prospectively 10 awards granted or modified after the beginning of the year of adoption, (2) retroactively with
restatement for awards granted or modified since January 1, 1995, or {3) prospectively to awards granted or modified since January 1, 1995. SFAS 148
is effective for years ending after December 15, 2002. The Corporation did not adopt the fair value based method under SFAS 123.

Subsequent event

On February 18 and 24, 2004, the Corporation completed a public and private offering of 7,242,929 units for gross proceeds of $50,000,503, which includes
the exercise of the over-aliotment option. Each unit is comprised of one common share and one-half of one common share purchase warrant. Each whole
warrant entitles the holder to acquire one common share at a price of $9.00 per share until February 2006, The gross proceeds will be aflocated between
common shares and warrants based on their fair values.
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Under SFAS 115 “Accounting for Certain Investments in Debt and Equity Securities”, the Corporation’s investments in securities would be classified as
available-for-sale securities and are carried at fair value. Unrealized holding gains and losses on available-for-sale securities are excluded from earnings
under U.S. GAAP and reported as a net amount in accumulated other comprehensive income (loss), which is a separate component of shareholders’
equity on the halance sheet, until realized. On realization, comprehensive income (loss) would be adjusted to reflect the reclassification of the gains
or losses. into income (loss). As at December 31, 2003, the carrying value of the investments approximated market value.

Share issue costs

Under Canadian GAAP, share issue costs may be charged to retained earnings. Under U.S. GAAP share issue costs must be deducted from the proceeds
of issue. In 2003, share issue costs deducted from retained earnings amounted to $527,000 (2002 - nil). Accordingly, there is no impact in the
reconciliation of shareholdet’s equity from Canadian GAAP to U.S. GAAP

Statement of cash flows

Under Canadian GAAP, cash position, in certain circumstances, can be defined as cash and cash equivalents less bank indebtedness. Under U.S. GAAP,
cash position is only defined as cash and cash equivalents. As at December 31, 2003 there was $670,000 of temporary bank indebtedness included in
cash and cash equivalents (2002 - $364,000).

(viii) Research and development

(ix)

x)
(xi)

(xii)

Under Canadian GAAP investment tax credits on research and development are deducted from research and development expense. Under U.S. GAAP,
Canadian federal investment tax credits are included in the provision for income taxes. Accordingly, $1,954,000 (2002 - $4,361,000) of federal
investment tax credits recorded as a reduction of research and development expense under Canadian GAAP would have been reclassified as a reduction
of income tax expense for U.S. GAAP purposes. The average remaining life of the investment tax credit assets is approximately 6 to 10 years. The cost
reduction method is used to account for investment tax credits.

Gross profit relating to CTR

Under Canadian reporting, telecommunications operating expenses have not been included in the determination of gross profit. Under U.S. reporting,
all operating costs related to the telecommunication service provider would be included in the determination of gross profit. The resulting gross
profit {including the impact described in note 30 (xi) below) under U.S. GAAP for the years ended December 31, 2003 and 2002 is $43,231,000 and
$82,864,000, respectively,

Statement of Comprehensive foss .

Comprehensive loss is the same as net loss and accordingly, a statement of comprehensive loss is not presented

Restructuring charges
For U.S. reporting purposes, inventory write-downs in the nature described in note 19 would be included as a component of cost of revenue and not
included in restructuring charges.

Recent pronouncements

In January 2003, the FASB issued Interpretation (“*FIN") No. 46 “Consolidation of Variable Interest Entities”” FIN 46 clarifies the application of
Accounting Research Bulletin No. 51 - Consolidated Financial Statements to those entities defined as “Variable Interest Entities” (more commonly
referred to as special purpose entities) in which equity investors do not have the characteristics of a “controlling financial interest” or do not have
sufficient equity at risk for the entity to finance its activities without additional subordinated financial support from other parties. FIN 46 applies
immediately to all Variable Interest Entities created after January 31, 2003, and by the beginning of the first interim or annual reporting period
commencing after June 15, 2003 for Variable Interest Entities created prior to February 1, 2003. The adoption of FIN 46 did not have an impact on the
Corporation’s business, results of operations or financial condition.

In November 2002, the EITF reached a consensus on Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables.” Issue 00-21 provides
guidance on how to account for arrangements that involve the delivery or performance of multiple products, services andfor rights to use assets. The
provisions of EITF 00-21 apply to revenue arrangements entered into in fiscal petiods beginning after June 15, 2003 but do not supercede existing
authoritative guidance. The adoption of Issue 00-21 did not have an impact on the Corporation’s results of operations or financial condition.

In Aprit 2003, the FASB issued SFAS No.149,"Amendment of SFAS No. 133 on Derivative Instruments and Hedging Activities.” SFAS No. 149 amends
and clarifies accounting for derivative instruments, including certain derivative instruments embedded in other contracts, and for hedging activities under
SFAS No. 133. In particular, this Statement clarifies under what circumstances a contract with an initial net investment meets the characteristic of a
derivative. It also clarifies when a derivative contains a financing component that warrants special reporting in the statement of cash flows.
SFAS Ne. 149 is generally effective for contracts entered into or modified after June 30, 2003 and did not have an impact on the Corporation’s results
of operations or financial condition.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity.” SFAS
No. 150 establishes standards for how a company classifies and measures certain financial instruments with characteristics of both liabilities and equity.
It requires that an issuer classify certain financial instruments as a liability {or as an asset in some circumstances). SFAS No. 150 is effective for
financial instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning after
June 15, 2003. The adoption of SFAS No. 150 did not have an impact on the Corporation’s results of operations or financial condition.
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to United States GAAP and other suppiementary United States GAAP disclosures

These consolidated financial statements are prepared in accordance with Canadian GAAP which differs in certain material respects from United
States GAAP (“U.S. GAAP”). While the information presented below is not a comprehensive summary of all differences between Canadian and
U.S. GAAP other differences are considered unlikely to have a significant impact on the consolidated net loss and shareholders’ equity
of the Corporation. ‘ v
All material differerices between Canadian GAAP and U.S. GAAP and the effect on net loss and shareholders’ equity are presented in the following
tables with an explanation of the adjustments. :

December 31

2003 2002
$ $
Net loss — Canadian GAAP . (44,755) (20,885)
Adjustments
Asset impairment (i) 1,666 1,666
Bid costs (ii) : 97 27
Deferred charges and start-up costs {ii) 2,041 - 1,767
Derivative instruments (iii) (2,425) 2,900
Loss on change in ownership in subsidiary company (iv) - 3,974
~ Tax effect of above adjustments (324) (574}
~Net loss— U.S: GAAP : . (43,700) (11,125)
Basic and diluted loss per share ~ U.S. GAAP i {6.06) (2.03)

Reconciliation of shareholders’ equity
December 31

2003 2002

: $ $

Shareholders’ equity — Canadian GAAP 91,740 102,326

Adjustments

Asset impairment (i) (20,726) (22,392)
Bid costs (ii) - 9N
Deferred charges and start-up costs (ii) (1,709) (3,750)
Derivative instruments (iii) o ' 475 2,900
Tax effect of above adjustments . 907 1,231
Shareholders’ equity — U.S. GAAP 70,687 80,218

(i) Asset impairment
Under Canadian GAAP the impairment loss recorded in 2001 was based on the difference between the carrying value of the asset and the
undiscounted future net cash flows. Under U.S. GAAPR if the undiscounted future net cash flows are less than the carrying value of the asset, the
impairment loss is calculated as the amount by which the carrying value of the assets exceeds their fair value. Fair value has been caiculated as the
present value of estimated future net cash flows. The resulting adjustment is net of the impact of depreciation.

(i)  Bid costs, deferred charges and start-up costs
Under Canadian GAAP bid costs, deferred charges and start-up costs that satisfy specified criteria for recoverability are deferred and amortized.
Under U.S. GAAP, such costs are expensed as incurred. The resulting adjustments are net of the amounts amortized under Canadian GAAP.

(iii) Derivative instruments
Under U.S. GAAP ail derivative instruments, including those embedded in contracts, are recorded on the balance sheet at fair value with gains or losses
recognized in earnings. The estimated fair value of embedded derivatives is $475,000 at December 31, 2003 and $2,900,000 at December 31, 2002.
(iv) . (Loss) gain on change in ownership in subsidiary company
Under U.S. GAAP gain recognition upon the issuance of shares by a subsidiary is not approptiate where, amongst other considerations, a subsequent
repurchase of shares is contemplated, As a result, the dilution gain recorded in 2001 and the foss on share repurchase in 2002 under Canadian GAAP
is accounted for as an equity transaction under U.S. GAAP Accordingly, there is no impact in the reconciliation of shareholders’ equity from Canadian
GAAP to U.S. GAAR
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December 31

2003 2002

$ $

Canada 16,029 13,476
Chile 66,756 72,547
Other 7,342 5,245
90,127 91,268

Financial instruments
The Corporation operates internationally, giving rise to significant exposure to market risks from changes in interest rates and foreign
exchange rates. The Corporation may use derivative financial instruments to reduce these risks but does not hold or issue financial instruments
for trading purposes. These financial instruments are subject to normal credit standards, financial controls, risk management and
monitoring procedures.
Interest rate risk
The Corporation has exposure to interest rate risk for both fixed interest rate and floating interest rate instruments. Fluctuations in interest
rates will have an effect on the valuation and collection or repayment of these instruments. .
Currency risk ,
The Corporation has currency exposure arising from significant operations and contracts in multiple jurisdictions. The Corporation has limited
cutrency exposure to freely-tradable and liquid currencies of first world countries. Where practical, the net exposure is reduced through
operational hedging practices.
Credit risk
The Corporation has credit risk exposure equal to the carrying amount of financial assets. Wherever practicable, the Corporation requires
accounts receivable to be insured by an export credit agency and/or by confirmed irrevocable letters of credit. The amount due from a customer
represents 18% of the total trade receivables (2002 ~ three customers represented 35%).
Fair value of financial instruments
The following methods and assumptions have been used to estimate the fair value of the financial instruments:
« Current financial assets and liabilities, lease liability and capital {eases approximate their fair values.
+ The fair values of the fong-term contract holdbacks are impractical to determine due to the uncertainty as to the date

on which they will be collected.
« The long-term accounts receivable approximates its fair value based on the evaluation of counsel.
» Debentures and notes payable are valued using year-end market prices for the instruments or similar freely traded instruments.
The fair value and carrying amount of these financial instruments as at December 31, are as follows: ' .

’ 2003 2002

Carrying Fair Carrying Fair

amount value amount value

$ $ $ $

Debentures 71,000 49,700 75,000 39,750
Notes payable 45,232 ) 33,924 64,761 61,468

Comparative figures
Certain comparative figures have been reclassified in order to conform with the basis of presentation adopted in the current vear.
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