Financial Statements of

Q9 NETWORKS INC.

Three and nine months ended July 31, 2004 and 2003
(Unaudited)



Q9 NETWORKS INC.

Balance Sheets
(In thousands)

(Unaudited)
July 31, October 31,
2004 2003
Assets
Current assets:
Cash and cash equivalents $ 5,550 $ 2195
Short-term investments (note 2) 64,178 39,638
Accounts receivable 1,873 1,959
Unbilled revenue 285 223
Prepaid expenses 647 378
72,533 44,393
Restricted cash 1,320 2,270
Capital assets 38,855 38,572
$ 112,708 $ 85,235
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable and accrued liabilities $ 4,249 $ 2,040
Deferred revenue 3,165 2,517
Current portion of leasehold inducements 195 175
Notes payable 606 467
8,215 5,199
Deferred gain on sale of property 1,305 1,364
Long-term portion of leasehold inducements 852 779
Shareholders' equity:
Capital stock:
Common shares (note 3) 177,750 420
Preference shares (note 3) - 148,472
Contributed surplus 590 -
Deficit (76,004) (70,999)
102,336 77,893
$ 112,708 $ 85,235

See accompanying notes to financial statements.



Q9 NETWORKS INC.

Statements of Operations and Deficit
(In thousands, except per share amounts)
(Unaudited)

Three months ended

Nine months ended

July 31, July 31,
2004 2003 2004 2003
Revenue:
Co-location $ 2443 $ 1626 $ 6,632 $ 4,575
Managed bandwidth 1,512 1,431 4,691 4,027
Managed services 2,451 1,905 7,097 4,755
Set-up fees 187 162 506 446
6,593 5,124 18,926 13,803
Cost of revenue 5,213 5,296 15,310 15,567
Gross margin 1,380 (172) 3,616 (1,764)
Expenses:
Sales and marketing 1,144 1,131 3,162 3,355
General and administrative 1,713 1,375 4,322 4,326
Lease termination costs (note 9) - 1,101 1,571 1,101
Amortization 141 176 408 589
2,998 3,783 9,463 9,371
Loss from operations (1,618) (3,955) (5,847) (11,135)
Interest expense (1) (18) (4) (53)
Accretion of interest on
redeemable convertible
preference shares - (3,672) - (11,016)
Interest income 357 348 896 857
Amortization of deferred
financing costs — (119) - (357)
356 (3,461) 892 (10,569)
Loss before income taxes (1,262) (7,416) (4,955) (21,704)
Income taxes 17 22 50 65
Loss for the period (1,279) (7,438) (5,005) (21,769)
Deficit, beginning of period (74,725) (57,995) (70,999) (43,664)
Deficit, end of period $ (76,004) $ (65,433) $ (76,004) $ (65,433)
Basic and diluted loss per share
(note 5) $ (0.06) $ (18.70) $ (0.70) $ (54.74)
Basic and diluted weighted average
number of common shares
outstanding (note 5) 20,135 398 7,170 398
Pro forma basic and diluted loss
per share (note 5(b)) $ (0.06) $ (0.22) $ (0.28) $ (0.64)
Pro forma basic and diluted weighted
average number of shares
outstanding (note 5(b)) 20,135 16,320 17,630 16,320

See accompanying notes to financial statements.
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Q9 NETWORKS INC.

Statements of Cash Flows
(In thousands)

(Unaudited)
Three months ended Nine months ended
July 31, July 31,
2004 2003 2004 2003
Cash provided by (used in):
Operating activities:
Loss for the period $ (1,279) $ (7,438) $ (5,005) $ (21,769)
Iltems not involving cash:
Amortization 1,841 2,067 5,395 6,328
Deferred gain (20) (20) (59) (33)
Amortization of leasehold
inducements (34) (26) (101) (78)
Accretion of interest on
redeemable convertible
preference shares - 3,671 — 11,015
Amortization of deferred
financing costs - 119 - 357
Stock-based compensation
expense 571 - 590 -
Change in non-cash operating
working capital (note 8) (440) 509 1,607 162
639 (1,118) 2,427 (4,018)
Financing activities:
Issuance of notes payable 570 107 675 381
Repayment of notes payable (173) (119) (536) (119)
Repayment of long-term debt - (359) - (582)
Increase in leasehold inducements - - 194 -
Issuance of shares, net of issue
costs (note 3) - — 28,858 —
397 (371) 29,191 (320)
Investing activities:
Proceeds on sale of property
and building - - - 12,500
Purchase of capital assets (3,158) (92) (4,673) (2,522)
Decrease (Increase) in short-term
investments and restricted cash, net (10,278) 1,959 (23,590) (6,660)
(13,436) 1,867 (28,263) 3,318
Increase (decrease) in cash and
cash equivalents (12,400) 378 3,355 (1,020)
Cash and cash equivalents,
beginning of period 17,950 1,883 2,195 3,281
Cash and cash equivalents,
end of period $ 5,550 $ 2,261 $ 5,550 $ 2,261
Supplemental cash flow information:
Interest received $ 344 $ 497 $ 1,042 $ 1,037
Interest paid 1 18 4 53
Income taxes paid 19 38 58 186
Supplemental disclosure of non-cash
financing and investing activities:
Acquisition of capital assets in
accounts payable 1,283 402 1,283 402

See accompanying notes to financial statements.



Q9 NETWORKS INC.

Notes to Financial Statements
(In thousands, except for per share amounts)

Three and nine months ended July 31, 2004
(Unaudited)

Q9 Networks Inc. (the "Company") is a Canadian provider of outsourced Internet infrastructure and
managed services for companies with mission-critical Internet operations. On April 29, 2004, the
Company completed its initial public offering of common shares (note 3). The Company's common
shares are listed on the Toronto Stock Exchange under the symbol "Q".

1. Significant accounting policies:

The interim financial statements have been prepared in accordance with Canadian generally
accepted accounting principles. Certain information and note disclosures normally included in
the annual financial statements prepared in accordance with generally accepted accounting
principles have been condensed to include only the notes related to elements which have
significantly changed in the interim period. As a result, these interim financial statements
should be read in conjunction with the Company's audited financial statements and notes
thereto for the fiscal year ended October 31, 2003. The financial information included herein
reflects all adjustments, consisting only of normal recurring adjustments, which, in the opinion
of management, are necessary for a fair presentation of the results for the interim periods
presented. The results of operations for the nine months ended July 31, 2004 are not
necessarily indicative of the results to be expected for the full year.

These interim financial statements are prepared following accounting policies consistent with
the Company's audited annual financial statements and notes thereto, except for the following
accounting policies adopted in the period:



Q9 NETWORKS INC.

Notes to Financial Statements (continued)
(In thousands, except for per share amounts)

Three and nine months ended July 31, 2004
(Unaudited)

1.

Significant accounting policies (continued):

(a) Stock-based compensation:

Effective November 1, 2003, the Company adopted the revised Canadian Institute of
Chartered Accountants' ("CICA") Handbook Section ("HB") 3870, "Stock-based
Compensation and Other Stock-based Payments”, which requires that a fair value method
of accounting be applied to all stock-based compensation payments to both employees and
non-employees. In accordance with the transitional provisions of HB 3870, the Company
has prospectively applied the fair value method of accounting for stock option awards to
employees granted after November 1, 2003 and, accordingly, has recorded compensation
expense for such awards. Prior to November 1, 2003, the Company accounted for its
employee stock options using the settlement method and no compensation expense was
recognized. Under the settlement method, any consideration paid by employees on the
exercise of stock options is credited to share capital. For awards granted to employees
from November 1, 2002 to October 31, 2003, the standard requires the disclosure of pro
forma loss and loss per share information as if the Company had accounted for employee
stock options under the fair value method. The pro forma effect of awards granted to
employees prior to November 1, 2002 has not been included in the pro forma loss and loss
per share information.

The estimated fair value of the options is amortized to expense over the vesting period, on
a straight-line basis. Prior to becoming a public company, the Company used the minimum
value method using the following assumptions to determine the fair value of the stock
options:

Risk-free interest rate 3.47%
Dividend yield -
Weighted average expected life of the options 5 years




Q9 NETWORKS INC.

Notes to Financial Statements (continued)

(In thousands, except for per share amounts)

Three and nine months ended July 31, 2004

(Unaudited)

1. Significant accounting policies (continued):

Pro forma disclosures giving effect to the fair value for awards granted to employees from

November 1, 2002 to October 31, 2003:

Three months ended

Nine months ended

July 31, July 31,
2003 2004 2003
(Unaudited) (Unaudited)

Loss for the period,

as reported $ $ (7,438) $ (5,005) $ (21,769)
Stock-based compensation

expense (3) (8) (7)
Pro forma loss $ $ (7,441) $ (5,013) $ (21,776)
Loss per share, basic

and diluted, as reported  $ $ (18.70) $ (0.70) $ (54.74)
Pro forma loss per share,

basic and diluted (18.68) (0.70) (54.72)

The weighted average estimated fair value at the date of grant for options granted for the

nine months ended July 31, 2004 and 2003 was $8.44 and $1.33, respectively.

(b) Revenue recognition:

Effective February 1, 2004, the Company adopted, prospectively, the new CICA Emerging
Issues Committee Abstracts 141 and 142 that were issued in December 2003 regarding
the measurement and timing of revenue recognition and the classification of certain items
as revenue or expense. The adoption of these standards did not have any impact on the

financial statements.



Q9 NETWORKS INC.

Notes to Financial Statements (continued)
(In thousands, except for per share amounts)

Three and nine months ended July 31, 2004
(Unaudited)

1. Significant accounting policies (continued):
(c) Generally Accepted Accounting Principles:

Effective November 1, 2003, the Company adopted CICA HB 1100, "Generally Accepted
Accounting Principles" ("GAAP"). HB 1100 establishes standards for financial reporting in
accordance with Canadian GAAP. It describes what constitutes Canadian GAAP and its
sources, and also provides guidance on sources to consult when selecting accounting
policies and determining appropriate disclosures when the primary sources of Canadian
GAAP are silent. The adoption of this standard did not have a material impact on the
financial statements.

2. Short-term investments:

July 31, October 31,

2004 2003

Government Investment Certificates 3,980 3,030
Government and Crown Corporation Bonds 5,296 20,799
Corporate Bonds 54,664 15,426
Accrued interest 238 383
$ 64,178 $ 39,638

Short-term investments are recorded at cost. Interest bearing instruments are recorded at cost
plus accrued interest.



Q9 NETWORKS INC.

Notes to Financial Statements (continued)
(In thousands, except for per share amounts)

Three and nine months ended July 31, 2004
(Unaudited)

Capital stock:

Authorized:

Unlimited common shares

Issued and outstanding:

Class C Class A Class B Class C
Common shares common shares preference shares preference shares preference shares
Number Amount Number Amount Number Amount Number Amount Number Amount

Balance, October 31, 2003 - $ - 398 $ 420 2,159 $ 11,489 2,344 $ 14913 7,375 $ 122,070
Conversion of Class A, Class B and Class C

preference shares and Class C common

shares into a new class of common shares 16,320 148,892 (398) (420) (2,159) (11,489) (2,344) (14,913) (7,375) (122,070)
Issuance of common shares upon initial

public offering 3,810 28,823 - - - - - - - -
Issuance of shares upon exercise of

stock options 5 35 - - - - - - - -
Balance, July 31, 2004 20,135 $ 177,750 — $ — — $ — — $ - - $ -

Prior to the closing of the Company's initial public offering for its common shares on April 29, 2004, the Company reorganized its share capital. Concurrently
with the closing of the initial public offering, the articles of the Company were amended to, among other things, remove the Class C preference share
provisions, including all liquidation rights attached to such shares, and reclassify the share capital of the Company through the conversion of all of the Class
C common shares, Class A preference shares, Class B preference shares and Class C preference shares into a new class of common shares on the basis
of one common share for each Class C common share, Class A preference share and Class B preference share, and 1.5483871 common shares for each
Class C preference share; to remove the authorized but unissued Class C common shares, Class A preference shares, Class B preference shares and
Class C preference shares and all rights, privileges, restrictions and conditions attached thereto; and consolidate the common shares on a five-to-one basis
("share capital consolidation"). In addition to the foregoing, all outstanding options and warrants were consolidated on a five-to-one basis in accordance
Consequently, at the time of the closing of the initial public offering, the Company was

with the terms of the agreements governing these securities.
authorized to issue an unlimited number of common shares.



Q9 NETWORKS INC.

Notes to Financial Statements (continued)
(In thousands, except for per share amounts)

Three and nine months ended July 31, 2004
(Unaudited)

3. Capital stock (continued):

The impact of the share capital consolidation has been reflected retroactively in these financial
statements and the accompanying notes.

The Company completed its initial public offering of common shares, resulting in the issuance
of 3,810 common shares at a price of $8.50 per common share for gross proceeds of $32,385
and net proceeds of $28,823. Issuance costs of $3,562 have been recorded as a reduction of
share capital, net of the related income tax benefit of nil.

4. Stock-based compensation plans:

The Company modified the terms of its stock option plan for officers, directors, employees and
consultants as a consequence of its initial public offering. The common shares reserved for
issuance under the option plan are 2,300. For each option granted prior to the closing of the
initial public offering on April 29, 2004, with the exception of those options granted with a
nominal exercise price, one-third of such option vests one year after the date of grant of the
option and 1/24 of the remaining two-thirds vest each month thereafter. These options expire
seven years after the date of the grant. For all options granted subsequent to the closing of the
initial public offering on April 29, 2004, the exercise price of these options will be based on the
weighted average trading price of each of the five trading days immediately preceding the date
of grant and will expire eight years after the date of grant. One-quarter of the option grants will
vest one year after the date of grant and the remaining three-quarters of the options will vest
evenly over the next 12 quarters. All options vest immediately upon a change of control of the
Company. During the nine months ended July 31, 2004 and 2003, all outstanding options were
granted to employees of the Company.

Details of stock options outstanding at July 31, 2004 is as follows:

Weighted
average
exercise

Number price
Outstanding, October 31, 2003 1,014 $ 6.99
Granted 814 0.06
Cancelled (17) (8.17)
Exercised (5) (6.40)
Outstanding, July 31, 2004 1,806 3.86




