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Overview

The following discussion of results contains infatran relevant to the operations of Uniserve
Communications Corporation (“the Company”, “Unisgivor “UCC”) as at the date of issuance
of these statements. Unless otherwise stated,naftbon is current to September 25, 2009, and
all amounts are stated in Canadian dollars anditsebave been recorded and presented in
accordance with Canadian Generally Accepted AcaogrRrinciples (“GAAP”). For additional
financial details, please refer to the completeitaddannual financial statements as at May 31,
20009.

Additional information on the Company’s productsiaservices is available at the Company’s
website at www.uniserve.com and in the Companyldipdilings atwww.sedar.com

About the Business

Uniserve Communications Corporation (“the Comparwds incorporated on January 19, 1988
under the Company Act of British Columbia. The Camgs principal business activity is the
provision of Internet access and related commuioicgatservices primarily in British Columbia,
Alberta, Ontario and Quebec which represents desiogerating segment. Uniserve as a retail
communications services provider delivers voice alada services to over 50,000 retail
consumers and small businesses across Canada. theldParasun banner, the Company
delivered voice and data services to over 180,d6B-$peed consumers through partnerships
with over 200 cable system operators primarilyhia USA. The Parasun business was sold in
October 2008, see “Discontinued Operations.” Unisenas continued the development of a
social networking application under the Kinzin.cbamner (currently in a public “beta” test) and
since October 2007, has had nearly 2 million peaogke their applications. “Kinzin.com”, is a
private social network for families, classroomsprsp teams and other private groups, designed
to enhance communications between group membeatecan archive of group activities, and
provide tools to create and publish group relatednorabilia.

Going Concern

Our consolidated financial statements have beepapee on a going concern basis, which
contemplates the realization of assets and théesamt of liabilities in the normal course of
business. As at May 31, 2009, the Company has &ingpicapital deficiency of $4,683,073
compared to a working capital deficiency of $9,2b4, as at May 31, 2008. For the year ended
May 31, 2009, the Company had a negative cash filom continuing operations, but incurred
significant net losses due to interest expensejigorexchange, amortization of customer lists
and other intangible assets, and accretion tovfakee of subordinated debt and preferred shares.
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Liquidity risk is the risk that we will not be able meet our financial obligations as they become
due. Accordingly, the Company’s ability to continaga going concern, which means that it can
realize its assets and discharge its liabilitieh@nnormal course of business, is dependent in par
upon the Company’s ability to continue to generatfficient cash flow from operations and to
obtain additional equity or debt financing in theanterm to continue to meet its obligations as
they come due.

During the year conditions in the credit marketsederated substantially. These credit market
conditions had a serious impact on the economygtwhas contributed to a significant decline in
the demand for and selling price of the productsele As a result of these conditions our share
price has declined substantially. Current weak gladzonomic conditions make access to the
credit and capital markets difficult for us, whinolay compromise our ability to obtain suitable
financing.

The Company may not generate sufficient funds figeerations to meet all of its financial
obligations and may need to generate funds froreratburces to do so. To address our near
term liquidity requirements, we have agreement witir key suppliers to provide us with
additional time to generate cash and/or acces®ppate sources of financing. There can be no
assurance that these suppliers will continue terektredit beyond their normal terms.

We have also taken a number of other steps totassis1 meeting our financial obligations,
including deferring the payment of dividends on @onvertible Preferred Shares, Series A,
reducing capital and discretionary spending, sigaiftly reducing the size of our workforce and
selling Parasun. We are also pursuing other pateasiset sales. There can be no assurance that
we will be able to complete further sufficient dssaes on a timely basis.

Our ability to meet our financial obligations dedsron a number of factors, some of which are
beyond our control. These include general globahemic, credit and capital market conditions,
and the demand for and selling price of our praglu€here is no assurance that the expected
cash flows from operations in combination with assdes and other steps being taken will allow
us to meet our obligations as they become due.

Our existing financial obligations will constrairurocapital spending and that may have an
adverse effect on our operations. Our debt levels also limit our ability to expand our
operations or make other investments that wouldecd our competitiveness.

Accordingly, there is some risk that the steps dieed above will not be successful in allowing
us to meet our obligations, which may require usebcore assets or raise debt or equity capital,
which management believes would enable us to gatigfobligations as they fall due. However,
these actions may have a material adverse effeotipbusiness and on the market prices of our
equity securities.
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Recast Historical Statements of Operations and Deiit

Effective June 1, 2009 the Company has adoptedaagehin accounting policy pursuant to
recent Canadian accounting pronouncements. Thestremaounts reflect the retrospective
application of the adoption of CICA Handbook Sett®064, Goodwill and Intangible Assets
(Change in accounting policy for start-up costs).

In February 2008, the CICA issued Handbook Sec8064 (“CICA 3064"), “Goodwill and
Intangible Assets”. CICA 3064 replaces Section 3062odwill and Intangible Assets”, and
Section 3450, “Research and Development Cost®stliblishes standards for the recognition,
measurement and disclosure of goodwill and intdagiissets. The new section also provides
guidance for the treatment of preproduction and-s§a costs and requires that these costs be
expensed as incurred. This new standard is efeedov the Company’s interim and annual
consolidated financial statements commencing Jun€0D9 and has been adopted on a
retrospective basis.

Prior to the adoption of Section 3064, Uniserveitaéiped and amortized product development
start-up costs on a straight-line basis over tfeedf the product. The impact of adopting this
accounting standard, on a retrospective basisn im@ease of $1,100,893 in the net loss and
comprehensive loss for fiscal 2008, a decreasptangible and other assets of $2,160,857 as at
May 31, 2008 and a decrease of $1,059,964 in sblgels’ equity at May 31, 2007,. This
change reflects the expensing of product developnséart-up costs that were previously
capitalized.

Non-GAAP Financial Measures

The Company’s continuous disclosure documents geogliscussion and analysis of non-GAAP
financial measures. These financial measures dochaw¢ standard definitions prescribed by
Canadian GAAP and therefore may not be comparabkntilar measures disclosed by other
companies. The Company utilizes these measuresakingn operating decisions and assessing
its performance. Certain investors, analysts amerst utilize these measures in assessing the
Company’s financial performance and as an indicafats ability to service debt. These non-
GAAP financial measures have not been presenteth @dternative to net income or any other
measure of performance required by Canadian GAAP.

This following describes the Company’s use of no®RAB financial measures and provides a
reconciliation of the non-GAAP financial measuresthe most comparable Canadian GAAP
financial measures.

EBITDA

The Company defines EBITDA as earnings before @sterforeign exchange, income taxes,
amortization of capital and intangible assets, kstzsed compensation, write-down of goodwiill
and intangible assets, variable compensation dret abn-cash financing related charges.
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EBITDA, among other measures, is used by the Cognfraassess the operating performance of
our ongoing businesses without the effects of amadrbn expense and other items. Variable
compensation is excluded as it is a performanceuambased on EBITDA. Stock-based
compensation is also excluded as it is a non-capbrnse and does not impact the Company’s
ability to service its debt.

The Company believes that certain investors antystsause EBITDA to measure a company’s
ability to service debt and to meet other paymepligations, or as a common valuation
measurement in the telecommunications industry. TBBI allows the Company to compare its
operating performance on a consistent basis. Th&t cammparable Canadian GAAP financial
measure is net income (loss). The table below m@lEm net loss, related to continuing
operations, to EBITDA on a consolidated basis.

2009 2009 2009 2009 2008 2008 2008 2008
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
$ $ $ $ $ $ $ $
Asrestated®  Asrestated®  Asrestate®  As restated”

Net loss (537,589) (622,018)  (1,996,329)  (1,334B  (2,609,579) (654,351) (443,228) (702,848)
Variable compensation expense 26,494 47447 52,950 53,606 106,171 15,000 15,000 15,000
Amortization expens@) 351,692 310,712 427,474 2832, 399,041 465,888 402,372 434,530
erte—downl of intangible assets 101,949 300719 1017572
and goodwill
ertg—down of property and 41318
equipment
Product development start-up 217,755 289,278 268,121 325,739
costs
Foreign exchange loss (gain) 450,044  (87,497) 230,596 (820 135,070 (182,231) (725,928) (118,516)
Loss on settlement of note 149,057
payable
Accretion to face value of
subordinated debt and preferred (2,182) 79,798 79,798 79,798 306,787
shares
Interest expens@ 333,690 301,684 366,389 28, (80,380) 390,488 402,693 634,988
Income tax expense (recovery) (339,764) (26,335  (67,200) 175,791 (222,300)
Stock option amortization 1,032 2,937 (70,298) 35,149 35,149
EBITDA 426,684 30,126 (556,660) 90,271 (253,013) 136,921 (45,821) 588,893

(1) Includes amortization of property and equipmertgngible assets and deferred finance costs.
(2) Amounts include accrued dividends on the convextitneferred shares. 2008 Q1 includes non-cashroptipense relating to the
transaction financing of $258,082 and one-timed®itban financing expense of $120,000.
(3) CICA Handbook Section 3064 Goodwill and Intangiasets, requiring that start-up costs be expenssdadopted on June 1, 2009
and applied on a retrospective basis. The impaedopting this standard, on a retrospective basin increase of $1,100,893 in the
net loss for fiscal 2008, a decrease in intanginld other assets of $2,160,857 as at May 31, 2008&alecrease of $1,059,964 in
shareholders’ equity at May 31, 2007.
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The table below shows EBITDA on an annual basis.

2009 2008 2007
As restated? As restated®
$ $ $
EBITDA (9,579) 426,980 1,675,759

1) CICA Handbook Section 3064 Goodwill and Intdotgiassets, requiring that start-up costs be exgewss adopted on June 1, 2009
and applied on a retrospective basis. The impaatlopting this standard, on a retrospective baséas increase of $1,100,893 in the
net loss for fiscal 2008, a decrease in intangiole other assets of $2,160,857 as at May 31, 200&ia increase of $1,059,964 in
the net loss for fiscal 2007.

The 2009 EBITDA from continuing operations of ($89% is significantly lower than the prior
year figure of $426,980, a decrease of $436,552.220) compared to the prior year. This is
mostly due to a decline in revenue of the Companyi® Internet services. The revenue has
decreased due to increased competition from tige lelecom service providers, who now have
more freedom to pursue aggressive pricing straseagea result of a CRTC decision to no longer
regulate prices in major urban markets. The Compmldyreduce operating expenses to align
with the reduced revenues; however the declineewrenue was higher than the decline in
operating expenses resulting in a lower EBITDA.

Annual Financial Highlights

The following selected annual information include$ormation from filed audited annual
financial statements, except where noted thatitt@nial statements have been restated

2009 2008 2007
As restated”  As restated”
$ $ $

Statement of operations
Revenues from continuing
Loss before income taxes from

18,637,624 23,188,579 23,039,551

from continuing operations

(4,943,945)

(4,456,515)

(2,494,583)

Income tax recovery 433,699 46,509 25,066
Net loss from continuing operations (4,510,246) (4,410,006) (2,469,517)
Results from discontinued operations 4,418,501 (1,893,203) (14,775)
Net loss (91,745) (6,303,209) (2.471,292)
Net loss per share from

continuing operations (0.183) (0.191) (0.113)
Net loss per share (0.004) (0.273) (0.113)

Balance sheet

Current assets 3,944,732 1,513,709 7,423,642
Total assets 11,712,139 10,559,575 18,917,865
Current liabilities 8,627,805 11,599,893 14,770,401

Total liabilities
Long-term debt included in total
liabilities (including current portion)

11,891,688

3,301,494

22,922,457

11,314,229

26,290,435

10,824,985

Amounts due to related parties included in
total liabilities (including current portion) - 1,893,458 1,813,944
Q) CICA Handbook Section 3064 Goodwill and Intdlgiassets, requiring that start-up costs be exggewss adopted on June 1, 2009
and applied on a retrospective basis. The impaatiopting this standard, on a retrospective basan increase of $1,100,893 in the
net loss for fiscal 2008, a decrease in intangiolé other assets of $2,160,857 as at May 31, 200&aa increase of $1,059,964 in
the net loss for fiscal 2007.
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Year Ending May 31, 2009

Revenue

Consolidated revenues from continuing operations$b8,637,624 represent a decrease of
$4,550,955 (19.6%) over the prior year. Over tharyhe Company continued to transition its

revenue streams away from a dependence on thdingsaf dial-up Internet access towards a

more diversified and sustainable combination ofereie that includes revenue from its own

proprietary products. However, due to the down tarthe economy the Company was not able
to generate enough revenue from its new productsder to offset the decline in the Internet

services revenue.

Cost of Sales

Consolidated cost of sales for continuing operatiof $9,594,476 decreased by $1,678,918
(14.9%) from the previous year. The decrease isnlgnaattributable to a decrease in
telecommunication service provider expenses reguftom a lower number of subscribers.

Gross margin

Consolidated gross margin of $9,043,148 decreaged(872,037 (24.1%) from the previous
year. The consolidated gross margin as a percentfageenue was 48.5% compared to 51.4%
last year. The decrease in the total gross margm ke attributed to increased competition
resulting in a lower number of subscribers. Therelgse in gross margin as a percentage of
revenue resulted from the Company not being abledace the cost of sales enough to match
the decline in the revenue due to the telecommtiait@osts and labor costs being fixed in the
short term.

Operations and service delivery costs

Operations and service delivery costs of $8,962dérteased by $3,087,372 (25.6%) from the
previous year. The decrease in operations andceedelivery costs are comparable to the
decline in the revenue. The expenses were reducadréitionalization of operating expenses to
the reduced revenue and a significant reductiostafffing levels on account of the decline in
revenue.

Sales and marketing

Consolidated sales and marketing expenditures asedeby 60.1% to $270,470 from $690,142
the previous year. The reduction is due to the Gomis overall focus on reducing expenses to
offset the decline in revenue. The Company did sgnd a significant amount of money
attracting new customers, focusing instead oniitstdd resources on retaining the existing
customer base.

Amortization of capital assets
Amortization expense for the year related to eqeipirand leasehold improvements increased
by 4.7% to $834,015 compared with $796,734 fopttexious year.
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Amortization of intangible assets

Amortization expense for the year related to custolists and intellectual property decreased by
38.7% to $554,725 compared with $905,098 for tlewipus year, mostly due to the write-down
of intangible assets in the prior year and thetamlthl write-downs in the current year.

Write-down of goodwill and intangible assets

The total write-down of goodwill and intangible etsswas $1,017,572 in the prior year relating
to the write-down of intangible assets and goodwillKBT. In the current year there was an
additional write-down of $309,197 in the carryinrguwe of KBT'S goodwill and a write-down of
UPS’s customer list of $101,949. After these wdtavns the carrying value of the intangible
assets and goodwill associated with both KBT an& iil.

I nterest and bank charges
Interest and bank charges totaled $1,381,965 foyéar, up $34,176 (2.5%) from $1,347,789
the previous year.

I ncome taxes

The current income tax recovery for the year is%$358 compared to an expense of $362,985 in
the previous year. The future income tax expenséhtoyear is $64,341 compared to a recovery
of $409,494 in the previous year.

Deferred product devel opment costs

During the year an additional $867,658 was expef¢ite Company’s investment in its private
social networking software application and relapgedducts and services. “Kinzin.com”, is a
private social network for families, designed tdamce family communications, and create an
archive for family culture. The site offers famibgvent calendars, private photo and video
galleries, and a place to record family stories emi@stones. The site creates tools for group
members to create and publish memorabilia relatongach private group. The Company
believes it is appropriate to defer the costs amdrtize them against future revenue streams
from these applications, which will include premiusubscription fees, ad revenue and
merchandizing revenues. The Company expects togaaerating revenue from Kinzin in fiscal
2010 Q3.
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Summary of Unaudited Quarterly Results
2009 2009 2009 2009 2008 2008 2008 2008
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
$ $ $ $ $ $ $ $
As restated® As restated® As restated® As restated®
Revenue§’ 4,222,164 4,427,506 4,849,213 5,138,741 5,539,728 5,710,571 5,702,660 6,235,620
Net loss® (537,589) (622,018) (1,996,329) (1,354,310) (2,609,579) (654,351) 43228) (702,848)
Net loss per shar® (0.02) (0.03) (0.08) (0.06) (0.11) (0.03) (0.02) (0.03)

(1) Amounts are only for continuing operations as Raragas sold in October 2008, see “Discontinued &jsis”.

(2) Amounts include accrued dividends on the cdible preferred shares. 2008 Q1 includes non-aggion expense relating to the
transaction financing of $258,082 and one-timed®ithan financing expense of $120,000.

(3) CICA Handbook Section 3064 Goodwill and hgile assets, requiring that start-up costs bersgd was adopted on June 1, 2009
and applied on a retrospective basis. The impaatopting this standard, on a retrospective basin increase of $1,100,893 in the
net loss for fiscal 2008, a decrease in intangible other assets of $2,160,857 as at May 31, 20@0&a increase of $1,059,964 in the
net loss for fiscal 2007.

Fourth Quarter Ending May 31, 2009

Revenue

Fourth quarter consolidated revenues were $4,222d @lecrease of $1,317,564 (23.8%) from
the previous year. The decrease in revenue isu#t idancreased competition and the down turn
in the economy.

Grossmargin

Gross margin for the quarter was $1,939,344, aedser of $1,018,244 (34.4%) from the
previous year. Gross margin as a percentage of sae 45.9% of revenues, compared to 53.4%
for the same period last year. The decrease igrthes margin % is due to increased competition
which has negatively impacted the gross margins.

Operations and service delivery costs

Consolidated operations and service delivery caste $1,501,447 compared to $3,386,931 in
the same quarter the previous year, a decreasel,88%159 (55.7%). This is due to the
Company decreasing operations and service delegpgnditures to keep the costs in line with
the decrease in revenue and to conserve workintatap

Sales and marketing

Consolidated sales and marketing expenditures $87e709 for the quarter, as compared to
$147,596 for the same period last year, a decrefa$£09,887 (74.5%). The decrease is mainly
due to the Company’s focus on reducing expenditiredfset the decline in revenue.

Amortization
Amortization expense for the quarter was $351,@92ecrease of $47,349 (11.9%) over the
same period last year.

I nterest and bank charges

Interest and bank charges for the quarter were ,$983compared with a credit of $80,380 for
the same period last year. The amount for the oumearter includes $85,700 for accrued
dividends and approximately $150,000 for late ceargn amounts due to telecommunication
service providers. The credit in 2008 arose duedoe-time adjustment of interest charges.
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Liquidity and Capital Resources

As of May 31, 2009 the Company has a working chpiédicit of $4,683,073 compared to a
working capital deficit of $9,814,257 in the prigear.

The Company’s current assets decreased to $3,@4pf8pared to $4,103,676 in the previous
year. Last year there was $2,589,967 in currergtegsom discontinued operations relating to
Parasun. This year there is $2,729,250 held inoesérom the sale of Parasun. This year the
inventory and accounts receivable are lower asCivapany is trying to conserve its working
capital.

The Company’s current liabilities decreased to $8,805 compared to $13,917,933 for the prior
year. The majority of the decrease is due to $2(BBrelating to the current liabilities for the
discontinued operations of Parasun in 2008, whiehnd in 2009, and the payment of the note
payable, the amounts due to vendors and the rexpleiedit facility of $1,500,000. These
decreases were offset by an increase in accoupéblgaand accrued liabilities of approximately
$1,277,000 this year. The increase in accountsip@yaend accrued liabilities is mostly due to
interest charges on the amounts overdue to theot@i@unication providers, accrued dividends
payable on the convertible preferred shares, anacarual for a contingent liability relating to
the sale of Parasun.

In October 2008, the Company completed the salaodsun. In conjunction with the sale, the
subordinated debt, the due to related parties,vngpcredit facility and capital leases were all
paid out, resulting in a significant improvementtive liquidity of the Company. After the sale
the only current debt outstanding is a bank dentaad which has a balance of $122,345 as at
May 31, 2009 and the only long-term debt outstagdsthe preferred shares which have a
balance of $3,245,441 as at May 31, 2009. The catibie preferred shares are included in
liabilities as the preferred shares are redeematbllee option of the holder on or after the fifth
anniversary of the date of issue.

The Company believes that despite its current vimgyldapital deficit, it will be able to generate
sufficient cash flow from operations, combined witth ability to obtain financing from related
parties and existing shareholders, it will havedisgt resources to carry on operations in the
short term and in the long term to pursue its essrplan.
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Contractual Obligations and Commitments

The Company starting in the prior year renegotiatgaplier agreements resulting in shorter term
obligations. In addition, more of the Company’svemes fall under tariffs set and regulated by
the CRTC (Canadian Radio and Telecommunicationsr@iesion), reducing the need for long

term contracts for pricing and provision of theservikes. Further, the Company has
amalgamated a number of contracts amongst its ceeqioviders to take advantage of its
purchasing power in the marketplace. These matgars increased the Company’s flexibility in

managing its margins in future periods.

The Company leases office space and equipment matecancelable operating leases expiring
in various years through 2017 and also leaseseofiicniture and computer hardware and
software under non-cancelable capital leases. Mlim commitments under non-cancelable
leases as at May 31, 2009 are as follows:

2014 and
2010 2011 2012 2013 Beyond Total
$ $ $ $ $ $
Supplier commitments 32,100 - - - 32,100
Operating leas! 321,800 180,556 137,500 160,417 501,042 1,301,315
Capital leases 42,184 11,051 10,839 - - 64,074

(1) The operating lease for the rental premisesrathe name of Parasun. After the sale of Pardduiserve agreed to split the costs associated
with the rental premises on a 50/50 basis. The atsahown above include 50% of the total cost efghared lease premises with IBBS,
the purchaser of Parasun.

Related Party Transactions

The Company was charged $100,000 in loan exterie@min the year ended May 31, 2008. As
at May 31, 2008 accumulated interest in arrears$bf1,603, $113,520, and $18,345 was
included in accounts payable and accrued liakslifer the $1,000,000, $650,000 and $400,000
loans respectively. On October 7, 2008, the $1(),the $650,000 and the $400,000 loans
plus accrued interest amounts of $190,493, $151,$4B,938 respectively, were paid in
conjunction with the sale of Parasun to IBBS, d@is¢ontinued Operations”.

During the year ended May 31, 2007, the Companuried costs associated with issuing
350,000 share purchase warrants to a director hackisolder for the extension of the expiry
date of certain loan facilities. Each warrant ésditthe holder to purchase one common share at
an exercise price of $0.40; the fair value of theaserants was $66,500. These warrants expired
on March 9, 2008 and the previously recorded wamwalue was charged to contributed surplus
in the year ended May 31, 2008.

One of the Company’s subsidiaries entered intoaadeagreement, commencing June 1, 2008
with a private company controlled by a director ahdreholder.

Related party transactions are in the normal coafsgperations and are recorded at amounts
established and agreed between the related parties.

10
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Discontinued Operations

On October 7, 2008, the Company completed theagate wholly owned subsidiary, Parasun to
IBBS, for cash consideration of US$20,000,000 ichexge for all of the issued and outstanding
shares of Parasun. Of the purchase price, US$D00®s to be held in escrow for a period of 1
year to satisfy any indemnification claims for adgficiencies in the representations and
warranties and US$1,500,000 is to be held in es¢oovany taxes owing up to the date of sale.
The Company has agreed to extend the date of trevesunds held for taxes to March 31,

2010.

In conjunction with the sale, the subordinated a#liS$10,000,000 including an early payment
fee of US$400,000 plus the accrued interest wasdep

The following is a summary of the considerationereed and the book value of the assets and
liabilities of Parasun. The sale resulted in a gaindisposition of $7,373,356 before income
taxes. The Company has sufficient tax losses auailto fully offset this gain; therefore no
income tax expense has been recorded for the rsaisaction. The allocation of the purchase
price and the gain on sale as at May 31, 2009a8npinary and may change due to working
capital adjustments and the expiration of the eggreriods.

May 31, 2009 May 31, 2009
UsD $ CDN $
Consideration received
Cash 17,500,000 19,533,500
Amounts held in escrow 2,500,000 2,790,500
Management contract termination fee 500,000 558,100
Purchase price adjustment (350,000) (390,670)
Working capital deficiency (254,434) (284,000)
Transaction costs (997,756)
21,209,674
Assets
Cash 505,547
Non-cash current assets 2,777,262
Equipment 1,132,755
Other assets 46,780
Intellectual property 3,027,688
Customer list 4,238,763
Goodwill 5,597,810
17,326,605
Liabilities
Accounts payable and accrued liabilities 1,488,957
Deferred revenue 99,820
Due to former shareholders 440,652
Future tax liability 1,460,858
3,490,287
Net book value 13,836,318
Gain on disposition 7,373,356

11
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Summarized financial information for the discongdwperations of Parasun are as follows:

2009 2008
$ $
Revenues 3,485,106 10,381,894
Gross margin 2,474,913 7,798,371
Expenses 3,330,222 8,288,385
Operating loss (855,309) (490,014)
Other expense (2,646,667) (2,122,507)
Gain on disposition 7,373,356 -
Profit (loss) before income taxes 3,871,380 (2,612,521)
Income tax recovery 547,121 719,318
Net profit (loss) and comprehensive profit
(loss) for the period 4,418,501 (1,893,203)
2009 2008
$ $
Current assets - 2,589,967
Non-current assets - 14,273,230
Current liabilities - 2,318,040
Non-current liabilities - 2,274,048

Outstanding Share Data

As of May 31, 2009 the Company had 24,630,865 comsimres outstanding, compared with
24,430,865 at the end of the previous year. OnlA&#j 2008, the Company issued 1,506,498
units via a private placement. Each unit consistedne common share at $0.35 and one half
share purchase for total proceeds of $527,277. Altare exercisable until April 24, 2010 at an
exercise price of $0.45. On issue the amount atalcep share capital was $505,609 and $21,668
was allocated to the warrant. The value assignethéowarrants of $0.0288 per share was
determined using the Black Scholes option pricimgniula with the following assumptions: risk
free interest rate — 3.25%; annual dividends — expected life — 23 months; expected stock
price volatility — 40%.

As at May 31, 2008, the Company had received $00f60an additional 200,000 units which
were issued in June 2008. On issue the amount#diddo share capital was $67,123 and $2,877
was allocated to the warrant.

As of September 25, 2009 the number of common sharstanding is 24,630,865.

As of September 25, 2009 there has been no fudhange in the number of stock options
issued.
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Management Report on Internal Controls over Financal Reporting

Management is responsible for establishing and taiaimg a system of controls and procedures
over the public disclosure of financial and norafigial information regarding the Company.
Management is also responsible for the design aidtemance of effective internal control over
financial reporting to provide reasonable assuraegarding the integrity and reliability of the
Company’s financial information and the preparatadrits financial statements in accordance
with Canadian Generally Accepted Accounting Prilesp(*GAAP”). Management maintains
appropriate information systems, procedures andralsnto ensure integrity of the financial
statements and maintains appropriate informatistesys, procedures and controls to ensure that
information used internally and disclosed extegnallcomplete and reliable.

As required by Multilateral Instrument 52-109, ti@@mpany is required to evaluate the
effectiveness of its disclosure controls and procesl as of the end of the year ended May 31,
2009 under the supervision and with the particgratof the Chief Executive Officer and the
Acting Chief Financial Officer. Based upon, anddasthe date of this evaluation, the Chief
Executive Officer and the Acting Chief Financialfioér concluded that our disclosure controls
and procedures were effective, as the Company enaet a sufficient complement of personnel
with an appropriate level of knowledge, experieaod training in the application of Canadian
GAAP and in internal control over financial repagi commensurate with the Company’s
financial reporting requirements. However, there still some weaknesses in the Company’s
information systems including weak access and pragchange controls and an undefined
disaster recovery plan. In fiscal 2010, the Comparlyobtain additional information systems
resources to address these weaknesses. In lighesé weaknesses, the Company performed
additional analysis and other post-closing procesluto ensure our consolidated financial
statements are prepared in accordance with gepemdktepted accounting principles.
Accordingly, management believes that the finanstatements included in this report fairly
present in all material respects our financial ¢omal, results of operations and cash flows for
the periods presented.

Management of the Company, including our Chief kxige Officer and Acting Chief Financial
Officer, do not expect that our disclosure contratsl procedures of our internal controls will
prevent all error and all fraud. A control systema,matter how well conceived and operated, can
provide only reasonable, not absolute, assuraraetie objectives of the control system are
met. Further, the design of a control system me#iect the fact that there are resource
constraints, and the benefits of controls mustdresiclered relative to their costs. Because of the
inherent limitations in all control systems, no lexsion of controls can provide absolute
assurance that all control issues and instancefsaatl, if any, within Uniserve have been
detected.
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Critical Accounting Estimates

This Management’s Discussion and Analysis of thenany’s financial condition and results of
operations is based on its consolidated finandatements, which are prepared in accordance
with Canadian generally accepted accounting praisipThe Company’s significant accounting
policies are described in Notes 1 and 2 to its cliseted financial statements. The preparation
of these financial statements requires that cedsiimates and judgments be made that affect the
reported assets, liabilities, revenues and expefi$ese estimates and judgments are based on
historical experience and on various other assumgtthat are believed to be reasonable under
the circumstances. Areas requiring the use of eséisninclude allowance for doubtful account of
trade receivables, the rates of depreciation fétwsoe and equipment and amortization for
intangible assets, the assumptions used in thendetgion of the fair value of stock-based
compensation, the determination of the valuatidomaince for future income tax assets and the
net future cash flows attributed to intangible &ss@d goodwill for purposes of the allocation of
purchase prices for acquisitions and determiningainment. Anticipating future events cannot
be done with certainty, therefore these estimatey whange as new events occur, more
experience is acquired and as the Company’s opgratvironment changes. The Company
considers the following to be its most critical @eoting estimates:

I mpairment of long-lived assets

The carrying value of long-lived assets, which ugg software and equipment, customer lists
and intellectual property are periodically reviewfs impairment or whenever events or
changes in circumstances indicate that their cagryamounts may not be recoverable. This
requires the Company to forecast future cash flawbe derived from the utilization of these
assets based upon assumptions about future busimedisions and technological developments.
Significant, unanticipated changes to these assangtould require a provision for impairment
in the future.

Taxes

Estimates of future taxable income and the contionaof ongoing prudent tax planning
arrangements have been considered in assessingjlination of available tax losses. There are
various tax returns which could be subject to auditthe future, the results of which could
change the current and future tax positions ofGbepany. Further, there is uncertainty related
to the amounts of deductions and tax pools realiredoth acquired enterprises and the
Company that could impact on the Company’s tax tmosiwhen clarified. Changes in
circumstances and assumptions and clarificationsngkrtain deductions and tax pools may
require changes to the valuation allowances agsocvwaith the Company’s future tax assets. The
Company believes that adequate allowance have freerded for in the consolidated financial
statements.
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Purchase price allocation and goodwill impairment

The Company has closed a number of acquisitiorterigally which requires the allocation of
the purchase price to the assets and liabilitigsiieed based on their fair value with the excess
allocated to goodwill. The determination of fairlwa requires significant assumptions about
future business conditions, technological develams)efuture cash flows and discount rates.
Changes in assumptions effect the allocation betweeagible assets, intangible assets and
goodwill. Furthermore, the Company performs an ahnmmpairment test requiring the
determination of the fair value of the reportingtsino which goodwill relates and comparing the
fair value to the carrying value. Significant urniaeipiated changes to these assumptions could
require a provision for impairment.

Future Accounting Policies

The following accounting pronouncements have be&ased but have not yet been adopted by
the Company:

(i) Financial Statement Concepts

In February 2007, the CICA issued Handbook Sectif00, “Financial Statement
Concepts”. This Section will be applicable to fineh statements relating to fiscal years
beginning on or after October 1, 2008. Accordinghe Company will adopt this new
standard for its fiscal year beginning June 1, 2@¥xtion 1000 on financial statements
concepts removes references to recognition of asset liabilities solely on the basis of
matching of net income items and clarifies timinfy expense recognition and the
creation of an asset. The Company is currentlyuatalg the impact of the adoption of
this new Section on the financial statements.

(i) International Financial Reporting StandardsIFRS”):

In February 2008, the Canadian Accounting Stand&asrd (“AcSB”) of the CICA
affirmed its intention to replace Canadian GAAPhMIERS. The changeover date from
Canadian GAAP to IFRS is for annual and interinaficial statements relating to fiscal
years beginning on or after January 1, 2011. Adoghg, the new standard will apply to
the Company effective for the year commencing Jun2011. While the Company has
started to assess the adoption of IFRS for 2014 itipact to the balance sheet and
ongoing results of operations resulting from tlansition to IFRS cannot be reasonably
estimated at this time.
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Risks and Uncertainties

UCC has identified the following significant busaserisks that affect its ability to continue the
execution of its business plan. Accordingly, in leaéing the Securities of the Company, the
following risks factors should be considered:

(@)

(b)

(€)

(d)

(e)

The Internet access, telephone services andhastiing markets are highly competitive
and the competitive landscape includes comparfiasnauch greater size than Uniserve.
The Company may not be able to compete succegsaghinst current or future
competitors, many of who have greater financisbugces.

The Company has pursued growth by acquisifidrere are risks associated with this
acquisition strategy. These risks include:

(1) Possible difficulties in assimilating the aaad operations, personnel and costs
related to restructuring;

(i)  Possible distraction of management’s attemtiand disruption to ongoing
business;

(i) Possible difficulties to successfully incamate acquired assets into the
Company’s business;

(iv) Possible difficulties in maintaining uniforstandards, controls, procedures, and
policies which could confuse subscribers or otleewadversely affect the
business’s image or operations; and

(v)  Possible changes in management or operatimm & transaction may impair
relations with employees and subscribers.

Any future transaction could require:

(1) The issue of additional equity securities, whigould dilute current shareholder
interest in the Company, and/or

(i)  Additional debt, which could affect liquidityf the Company. The resulting
expenses or amortization of goodwill could redue¢ income or increase net
losses from operations.

The company depends on continued use of therniet and telephone networks by
subscribers and continued subscriber access byspeavided by the Company.

The market for Internet access, telephone dner selated services is characterized by
rapidly changing technology, industry standardfsstiber needs, and new service and
product introductions. Such changes may renderctimepany’s existing technologies
obsolete or less desirable. Offering new servicey mequire significant amounts of
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(f)

(9)

(h)

(i)

()

(k)

()

capital, which the Company may or may not be ablaise on acceptable, or any, terms.
Economies of scale in the industry may change fogmtly with advances in
technology.

Additional capital may be required. The Companyst continue to develop its services
to compete and meet the increasing demands foliceequality, availability, and
competitive pricing. Significant funds may be raedifor purposes such as:

0] Funding growth and increases in operating esps to accommodate a larger
organization;

(i)  Developing and introducing new products onsees;
(i)  Funding acquisition or amalgamation relatasts; and
(iv)  Otherwise respond to unanticipated developsiencompetitive pressures.

If the company does not have sufficient casioueces in reserve, from operations, or a
credit facility to meet the above-noted requirerserit will be necessary to seek
alternative sources of financing. The Company matybe able to raise needed cash on
acceptable terms or at all. A financing may be detepl on terms that are dilutive to
shareholders.

The business depends on its network infrastractapacity. Future success depends on
the capacity, reliability and security of the netWwanfrastructure of the Company
including both owned equipment and services fromd tharty network providers.

Network security breaches and inappropriate bgelnternet users. Future success
depends on the security of the Company’s netwonkistaose of its third party service
providers.

Attracting and retaining key personnel. Futstecess depends on the continued efforts
of the senior management team and its technicaketiag, finance and sales personnel.

Principal shareholders and management can iseesgynificant influence. As a result,
they may exercise significant influence over mosatters requiring shareholder
approval, including the selection of directors d@hd approval of significant corporate
matters, such as amalgamations or change of- dargnsactions.

Developments in regulations, laws, and tariffsternet access and telephone service
providers are regulated by the Canadian Radio T&tev and Telecommunications
Commission and other related government agenciesjdition to having to conform to
regulations applicable to businesses generallermet-related regulatory policies are
continuing to develop, and it is possible thatititustry could be further regulated in the
future.
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Caution Concerning Forward-Looking Statements® ?

Certain statements contained in this MD&A conséittdrward-looking statements. In addition,
other oral or written statements which constitatevard-looking statements may be made from
time to time by or on behalf of Uniserve Communmas Corporation. These forward-looking
statements relate to the future financial condijticsults of operations, or business of UCC.
These statements may be based on current expestatiol estimates about the markets in which
UCC operates and management’'s beliefs and assumptiEgarding these markets. These
statements are subject to risks and uncertaintieshware difficult to predict and assumptions
which may prove to be inaccurate. The results anty predicted in the forward-looking
statements contained in this MD&A may differ maaélyi from actual results or events. Forward-
looking statements contained in this MD&A represe@C’s expectations and intentions as of
the date hereof. UCC disclaims any intention orgaltion to update or revise any forward-
looking statements, whether as a result of newnédion, future events, or otherwise.

In particular, forward-looking statements do nofle the potential impact of any mergers,
acquisitions, divestitures, or other business coatibns, or other transactions that may be
announced; see “Risks and Uncertainties”. Investwes cautioned against attributing undue
certainty to forward-looking statements.

In some cases, forward-looking statements may émtified by words such as “anticipate”, “could’gtk”, “may”, “intend”, “will”’, and
similar expressions.

2 Securities laws encourage companies to disclosefd-looking information so that investors can gétetter understanding of the company’s
future prospects and make informed investment therss
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