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***CONFIDENTIAL*** 

I . Please provide documentation that the applicant has suffi cient financaal capability to provide the 
requested service in the geographic area proposed to be :;erved. 

Sta tement of Financial Capability 

Cannect Communications, Inc. has sufficient financial capability to provide the requested 
telecommunication services, the financial capability to maintain these services. and the fi nanctal 
capability to meet its lease and ownership obligations. Attached are the audited financial statements 
of Cannect Communications, Inc. as of June 30. 1998. 

Some of Cannec t Communications, Inc.'s highlights are: 

* 

* 

Current asset ratio o~ 

Cash & cash equivalents o~ 

Property, Plant & Equipment balance o~htch consists of the Company's 
mvestment in infrastructure to commence opera~ 

Positive equity balance o~ 

Equity cash infusion o~ 
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.c. The company has access to additional equity funding and debt funding If necess:u: . 

~urn mary 

A s noted in the analysis documented above, the Company is preparing properly for its vr.:nture into 
the telecommunications business. The Company is positioned to add significant revenue growth 

-while having a majority of its expenses fixed in nature. The Company has sufficient financt:ll 
- capability to provide the requested telecommunication services, sufficient financial capability to 

----nleet all lease and ownership obligations, and sufficie nt financial capability to maintain a large 
---4Customer base. 
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2. Please provide documentation that the applicant has suffi cient financial capability to maintain the requested service. 

Please see response to question #I . 

3. Please provide documentation that the applicant has $Ufficient financial capability to meet its lease or ownership obligations. 

Please see response to question #I. 

~OTE: This documentation may include, but :is not limited to, financ1al statements. a projected profit and loss statement, credit references, credit bureau repons. and descriptions of business relationships w1th financial institutions. 
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Independent Auditors' Report 

To the Sh:veholders of 
Cannect Communic:1tions lnc. 

• 
Sutte 2100 
l 055 Ounstnulr Sire<et 
PO. Box .!9279 
Four BentaU Centre 
Vai'ICOuver. BnllSh C.:,lurnbt..l 
V7X lPJ 

Teleonone t604) 669 ·<~J60 
Facs.rm;e 6()..:1 oo:;·0395 

We have audited the balance sheet ofCnnnect Communications lnc. (a development stage compan~) as Jt June j0, 1998 and the statements of loss and deficit and changes in fmancull posmon for the penod from :-tare!!~~ . 1998. tne d01te of mcorporation, to June 30, 1998 (all expressed in Canadian dollar-s). These financial sutements :ve the responsibility of the Company's mll!lagemeoL Our responsibility is to express an opinion on these financi:ll statements based on our audiL 

We conducted our audit in accordance with generaUy accepted auditing standards. Those standards require that we plan and perform an audit to obtain reasonable assurance whethe.r the financial statements are free of m:~ten:~l mtsstatement. An audit includes examining, on a test basis, evidence supportmg the amounts ll!ld disclosures in the ftnancial statements. An audit also includes assessing the accounting principles used a.nd sigmficant estimates made 
b~ management, as well as evaluating the ovcr:lll financial statement presentation. 

In our opinion, these fmancial statements present fairly, in all matenal respects, the fma.ncial position oi the Com pan~ as at June 30, 1998 and the results of its operations and the changes tn tts imanct:~l pomion for the ;><:nod from the dale of incorporatton, March 21, 1998, 10 June JO, 1998 in accotd.lnc: wtth accounttng pnnctples gener.~lly accepted in Canada. 

Charered Accountants 
\':~ncouver. Bnush Colurnbta 
July20, 1998 

Comments by Auditors for U.S. Readers on Canada- United States 
B..eporting Differences 

In the Unued States, reporting standards for auditors would requtre the addmon of an explan:nory paragraph 
followmg the opltlion paragraph when the ftnancial statements have been prepared assuming that the Compan~ "''II conunue as a gotng concern. As discussed in Note I to the ftnancial statements, the Company has opcr.~tcd as a 
development stage enterprise since its inception by dcvo1ing subStantially all of its effons to flflanctal platltllflg, r.ltslflg capital. research and development and devclopltlg markets for its producu. Consequently, as shown 10 the accompanying fltlancial statements, the Company had losses of S8ll ,3l 7 since 1ts inception through to June 30, 1998. The Company's conttnued existence is dependent upon Its ability to obtain additional workltlg captLll, to 
dc·.elop and market its products and, uhtrn&lcly, upon its ability to attam profitable operations. Our report to the shareholders dated July 20, 1998 is expressed in accordance with Canadtan reporting SUUldards which do not pcnnit a reference to such uncertainties in the auditors' report when the uncertainties arc adequately disclosed in the fmanc1al statements. 

Charter~d Accountants 
Vancouver, Bnttsh Colurnb1a 
Jul) 20. 1998 



• CANNECT COMMUNICATIONS INC. 
(A development s tage company) 
Balance Sheet 
J une 30, 1998 
(Expressed in Canadian Dollars) 

ASSETS 

CURRENT 
Cash 
Inventory (Note 6) 
Prepaid ex and tt .. r,..circ 

CAPITAL ASSETS, net (Note 3) 

LlABll.ITIES 

CURRENT 
Accounts payable 
Accrued liabilities 

COMMITMENTS (Note 7) 

SHA REHOLDERS' EQUlTY 

Share capn.al {1'-:ote 4) 
Authorized 

100,000,000 common shares with no par value 
Issued 

APPROVED BY THE BOARD 

~--:2 IL-··············· .......... ···· ··~ ..... ~ .... ... Director 

... ....... : ........ D irector 
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e • CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Statement of Loss and Deficit 
For the period from March 21, 1998, the date o f incorporation. to June 30, 19% 
(Expressed in Caudian Dollars) 

EXPENSES 
General and administrative 

Audit, accounting and legal 
Depreciation 
Meals and enteruinment 
Mtscellaneous 
Office 
Rent 
Telephone 
Travel 

Business development costs 
Consulting 
:-..tarketing 
Stan-up costs (Note 

We ighted average number of shares outstanding 

:: 
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• • CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Statement of Cash Flow 
fo r tbe period from March 27, 1998, the date of incorporation, to June 30, 1998 
(Expressed in Canadian Dollars) 

OPERATING ACTMTIES 
Net loss for the period 
Item not requiring cash 

Changes in non-cash working capital items 
Inventory 
Prepaid expenses and deposits 
Accounts payable 
Accrued liabilities 

Fr>:A:-.:Cl~G ACTIVITY " __ C_o_m_m_o_n_s_hM_e_s_i_ss_u_ed ___________________________________________ ~ 

INVESTING ACTIVITY 
Capital asset 

:-.:ET CASH FLOW 
'· 

CASH. BEGI1'o~G OF PERIOD 
_c_A_._H_._E_N_rn __ o_F_P_E_ru __ o_o _________________________________________ s __ 111111111 
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e 
CANNECT COMMlJNICATIONS INC. 
(A development stage company) 
Notes to the Financial Statements 
June 30, 1998 
(Expressed in Canadi:ln Dolbrs) 

1. NATURE OF OPERATIONS 

e 

The Company, which was incorporated on March 27, 1998 under the U1lada Business Corporation Act, 
is developing its business which will focus on providing telecommunications outsourcing and other 
conneetivity services to customers. 

The Company has operated as a development St.1ge enterprise smce its inception by devoting 
substantially all of its efforts to research and development, developing markets for its products, anti 
raising capital to support these efforts. 

The ultimate success of the Company is dependent upon its atuining profitable ope:ations and its 
continuing ability to raise additional financing as required. The Company's financial statements have 
be1:n prepared using accounting pri.nciples applicable to a going concern, which contemplates the 
realiza tion of assets and liquidation of liabilities in the ordinary course of business. The financial 
statements do not include any adjustments relating to the recoverability :md classnica::cr.s o f ~ecorded 
assets and liabilities that might be necess:ll')' should the Company !Je unable :o conttnue in existence. 

! . SIG:"o"'FFCA..-..1 ACCOUNITNG POLICrES 

The Company's financial statements nrc presented in acco rdance wtth Jccounting pnnctples generally 
accepted in Canada which, for these financial Statemcnts, confo rm mall rnatc:nal respects v.1th those m 
the United States, except as outlined in Note: 9. 

(a) b'IVentory 

Inventory, consiSting of purchased goods for resale: to customers, IS recorded at the IO\\er of cost 
(first-in, first-out basis) or net realizable: value. 

{b) Capital assets 

Capital assets arc: recorded at cost. Amortization IS computed usmg strnight-line methods over the 
estimated useful Jives (generally three to five years) of the assets. The Company makes reviews for 
the impairment of long-lived assets whenever .:vents or changes in circumstances indicate that the: 
c;mying amount of an asset may not be recoverable. An impairment loss would be recognized if 
and when estimated future cash flows expected to resul t from the use o f the asset and its eventual 
disposition is less than its carrying amount. No such impairment losses have been identified by the 
Company fo r the period ended June 30, I 998. 

Deloitte& 
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e 
CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Notes to the Financial Statements 
June 30, 1998 
(Expressed in Canadian Dollars) 

2. SIGI'IDCANT ACCOUNTING POU CIES (Continued) 

(c) Use of estimates 

• 

The preparation of financial statements in conformiry wilh gent:r:1lly accepted :~ccounting principles 
requires management to make estimates and assumpuons !hat :ttTcct !he reported antount of J.Ssets 
and liabilities ;md disclosure of contingent assets and liabiltties :tt !he date oi !he: iin:mc13t 
statements and !he reported amount of revenues and expenses during !he period. Actual results m:~y 
differ rrom !hose estimates. 

(d) Financial instruments 

Unless otherwise specified, !he Compnn)l believes !he book v:~iuc: oi its iman.:i:!l instruments 
approximates !he fair value. 

3. CAPITAL ASSETS 

Furniture and equipment 
Com nt 

4. SHARE C.>\PIT AL 

During the period, the Company issued shares as follows: 

Issued for cash on private placement 
Issued for start-up costs 

Cost 
Accumulated 
Depreciation 

Number of 
Shares 

>let Book 
Value 

Amount 

Balance at June 30, 1998 .... s_. 
The Company entered into an agreement under which it acquired certain rights and interests related to start-up costs incurred in !he development of !he busmess concept which is now under further 
development by !he Company. The consideration paid, representing !he start-up costs incurred by !he •cndors, consisted of 261,825 shares at a value of S I per sh:ue. 

Deloitte& 
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• • CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Notes to the Financial Statements 
June 30, 1998 
(Expressed in Canadian Dollars) 

4. SHARE CAPITAL (Continued) 

During the period ended June 
purchase an aggregate 
~arrants each 
~June 15,2003. 
the Company atWIIIIt share 

5. INCOME TAXES 

1998, the Company granted various options and issued warrants to 
of its common stock to direc tors and consultants. The 

to pure has~ one common share of the Company at~ 
each entitle the holder to pun:ha.se one comma~ 

I June 15, 2003. 

1998, the Company has estimated non-capital losses carryforward of approximately 
can be applied to reduce future Canadian income ta..xes otherwise payable and which 

. No recognition has been given to the potential u.x benefit associated with these losses. 

6. RELATE.D PARTYTRA.I'IISACTIONS 

During the period~nded Ju 30, 1998, Lhe Company purchased finished goods inventory ot 5 j • and equipment o m a company with directors in common. Included in accounts payable and accrued liabilities at une 30, 1998 is an amount o~yablc.: to a compan) \\ith directors i~ common. 
~ t 

During the period ended June 30, 1998, the Compan: paid consulting fees totalling ....-. directors and individuals related to directors. ............ 

7. COMMITME~"TS 

As at June 30, 1998, the Company has the followtng contractual commttments: 

(a) Payments under operating leased premises including operaung costs and e<;utpment lc:a.ses: 

:::.. 

1999 
2000 
2001 

Deloitte& 
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• • CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Notes to the Financial Statements 
June 30, 1998 
(Exp ressed in Can2dian Dollars) 

7. COMMITMENTS (Continued) 

(b) Minimum 3mounts pnyable under telecornmunacntions service ngrcements: 

!999 
2000 
2001 
2002 
2003 
2004 and 2005 

:. 

~ubsequent to the ye.u end, the Company entered tntO n three ~car agreement for ccrtam software 
services and Ius committed to total pnyments of SI S I ,000 over the term of the agreement. 

8. UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 

The Company may experience the effects of the Veru- ~000 Issue before. on, or atter January 1. :!000. 
and that the effects,on operauons and financial reportang, if not addressed, may range from minor errors -; 
to significant systems failure which could affect the Compan~ 's nbihty to conduc1 nor:r.al busmess 
operations. It is not possible to be certain th:u allnspects of the Y car :!000 Issue affcct:ng the Com pan}, 
including those related to the efforts of customers, supplu:rs. or other thard p:utic:s. wall be f\JII} 
resolved. 

The Company installed verdor upgrades for each of its computcr·bascd applicattons th:ll wtll 
nccommodnte the millennium change. The Company as. however. in the process of identifying any 
cur.ent suppliers who are not prepared to offer tusurances that their s~ stems "' all be year 2000 
compliant. The ultimate outcome of the review is ~urrentl) not determinable 

Deloitte & 
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e 
CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Notes to the Financial Statements 
J une 30, 1998 
(Expressed in Canadian Dollars) 

9. UNITED STATES GENERALLY ACCEPTED ACCOUNTl!'llG PRINCIPLES 

These financial statements have been prepared in accordance "'ith accounting pnnciples generally 
accepted in Canada ("Canadian GAAP") which. in the case oi these financia l statements, conforms in 
all material respects with those in the United Sutes ( .. U.S. GAAP'') except as follows: 

I 

• • 
(a) AdjustmentS to net loss and loss per common share .. 

., s 
\. 

Net loss for the period - U.S. GAAP ~ 
_L_o_s_s ~pe_r_c_o_m_m_o_n __ sh_ar_e_-_u __ .s_._G_AAP __ ~C~n ____________________________ s ____ ,...... 

Weighted average shares outstanding <n -... ~~----~--------~---------------------------------~ 

(b) Adjustments to cash flow 

Operating activities - Canadian GAAP s 
Non-cash item - costs issued for common shares (e ) 

Operating activities- U.S. GAAP ~ ~~---------------------------------------------~ 
Fmancing activities- Canadian G.-\AP s 

on-cash item- costs issued for common shares (e) 

Financing activities- U.S. GAAP S ---~~-----------------------------

(c) Adjustments to shareholders· equuy 

Shareholders' equiry- Canadian GAAP 
Consu (d) 

s 

Shareholders' equiry - U.S. GAAP S --------------~----------------------------------------------~ 

Deloitte& 
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CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Notes to the Financial Statements 
Juoe 30, 1998 
(Expressed io Canadian Dolla.rs) 

9. UNITED STATES GENERALLY ACCEPTED ACCOl.J~""fDiG PRII"C IPLES (Continued) 

::. 

(d) Stock based compensation 

For U.S. GAAP purposes, the Company accounts for stod.-bascd compensation to employees and 
directors under Accounting Principles Board Opmion No. 25, Accounrmg for Stock Issued to 
Employees ("APB 25"'), using the intrinsic value based method whereby compensation cost is 
recorded for the excess, if any, of the quoted market price over the exercise price, at the date stock 
options are granted or warrants are issued. As at June 30, 1998, no compensation cost has been 
recorded for any period under this method. 

Statement of Financial Accounting Standards No 123, Acco:.mtmg f or Stock-Based Compensatio,; 
("SFAS 123"), issued in October 1995, requires the usc of the fair value based method of 
accounting for Stock options. Under this method. compensation cost is measured at the gnnt date 
based ' n the fair value of the options granted and is n:eogni1cd O\ er the exercise penod. During 
the period ended June 30, 1998, the Company issued o ptions and warrants to indtviduals other than 
employees and directors which, under SFAS 123, must be recognized as a consulting expense in the 
period they are issued. For the period ended June 30, 1998, the consulung expense related to the 
issuance of options and warrants to individuals other than employees is S272,562. 

SFAS 123, however, allows the Company to cont inue to measure the compensation cost of 
employees and directors in nccordance with A.PB 25 . The Company has therefore :~dopted the 
disclosure-only provision.s of SF AS I :n. .~ 

Using the fair value method for stock-based compensation. :~ddtuonal costs of S 118,607 would have 
been recorded for the period ended June 30, 1998. 11liS :1mount is determined usin·g an option 
pricing model assuming no dividends are to be paid, vesting occurring on the dlte of grant. :1 
weighted average volatility of the Company's share price o f 0% since the Company w.r-s a pnvate 
enterprise during and at the end of the period. and an annual nsk free rate o f 5 5% 

The following pro forma financial information presents the net loss for the penod and the loss per 
common share had the Company adopted SF AS 1:!3 fo r all stock opuons tssued to employees and 
directors: 

·~ 

Net loss for the period- U.S. GAAP s 
Additional stock-based nsation costs 

Pro forma net loss - U.S. GAAP s .... 
Pro forma loss per share - U.S. GAAP S ---------~---------------------------------------

Deloitte& 
Touche 

D 



e 
CANNECT COMMUNICATIONS INC. 
(A development stage company) 
Notes to the Financial Statements 
June 30, 1998 
(Expressed in Canadian Dollars) 

9. UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (Continued) 

(e) Statement of cash flows 

Under U.S. GAAP, presentntion of a statement of cash flow is required which reflects only cash tr:ulsactions relating to operating, financing, and investing activities. Under Canadian GAAP, non­cash fmancing and investing activities are required to be presented in addauon to cash flows in the statement of changes in financial position. The statement of cash flow under U.S. GAAP would also disclose payments relating to interest and income taxes during each period presented. The Company made no payments relating to interest and income u.xes during the period presented. 

(j) Loss per share 

In February 1997 the Financial Accounting Standards Board issued Statement >:o. I :Zfs, Earnmgs Per Share ("SF AS 128"), which established new sundards for computing and presenting earnings per share effective for fi.seal years ending after December 15, 1997. With SF AS 128. prima!) earnings per share is replaced by basic earnings per share, "'hich is computed by daviding income available to common shaneholders by the weighted average number of shares outstanding for the period. In addition, SFAS 128 requires the presentation of diluted earnings per sh:lfe. whach includes the potential dilution that could occur if dilutive secunues "'ere exercased or con' c:ned into common stock. The computation of diluted e.amings per share does not assume: the conversion or exercise of securities if their effect is anti-dilutive. Under SFAS 128 the ''etghted average number of shares outstanding for each of the periods presented is not significantly different from that 
c:~lculated under Canadian GAAP. 

Options and WatraJ)ts to purchase an aggreg:~te of 1,665,500 shares of common stock were not mcluded in the computation of diluted earnings per share because their effect was anti-diluuve. 
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e e 
CANNECT COMMUNICATIONS INC. 
{A development stage company) 
Notes to the Financial Statements 
June 30, 1998 
(Expressed in Canadian Dollars) 

9. UNITED STATES GENERALLY ACCEPTED ACCO\JNTDIG PRL'-'ClPLI:S (Continued) 

{g) Other Financial Acco101ting Standards Boards Starements 

In June 1997, the Financial Accowlting Stancbrds Board issued SFAS No. 130, "R~porting Comprehensive Income", which is effective for fiscal years beginning after December 1 S, 1997 and requires that an enterprise report, by major components and as a single toul, lhc ch:lllge in its net assets during the period from nonowner sources: and SF AS No. 131, ''Disclosures About s~gmenrs of an Enterprise and Related /nformarion ··. which is effective for fiscal years beginning after December 15, 1997 and establishes annual :llld interim reporting standards for an enterprise's business segments and related disclosures about its products, services, geogr:tphic areas. and major customers. Ado!Jtion of these statements will not impact the disclosure of lhe Company's fin:lllcial position, results of operations or cash flow. 

In June 1998, the Financial Accounting Standards Board (FASB) 1ssued Statement of Financial Accounting Standards (SFAS) No. 133, "Accounrmg for Dertvattve lnsrrummts and Hedgmg Activuies ", which defines derivatives. requires that all derivatives be earned at fair value, and provides for hedging accounting when certain condiuons are meL This statement 1s effectave for 
fi s~l years beginning after June 15, 1999. On a forward-looking basis, although the Company has not fully assessed the implications of this new statement, the Company believes adoption of thas statement will not have a material ampact on the Company's financial position or results of operations. 
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