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CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTMBER 30, 2011 AND 2010



PEER 1 NETWORK ENTERPRISES, INC.

Condensed Interim Consolidated Statement of Financial Position (Unaudited)
(in thousands of United States dollars)

Sept 30, June 30, July 1,
2011 2011 2010
(note 13) (note 13)
Assets
Current:
Cash and cash equivalents $ 3487 $ 7,803 3 2,321
Trade and other receivables (note 11) 5,281 6,447 3,249
Current tax asset 30 1,189 96
Prepaid expenses 3,189 1,448 1,610
Income tax receivable 2,171 2,874 1,192
Total current assets 14,158 19,761 8,468
Non-current:
Other assets $ 2329 $ 2353 $ 2,738
Deferred tax assets 2,130 1,817 1,277
Property and equipment (note 5) 92,461 87,697 53,717
Equipment under finance lease (note 5) 569 724 986
Intangible assets (note 6) 6,983 6,636 5,921
Total non-current assets 104,472 99,227 64,639
Total assets $ 118,630 $ 118,988 $ 73,107
Liabilities
Current:
Trade and other payables 10,469 9,944 9,115
Loans and borrowings (note 7) 6,503 5,008 3,000
Derivatives (note 4) 452 250 170
Income tax payable - - 569
Obligations under finance lease 141 237 376
Deferred revenue 2,790 2,561 2,210
Total current liabilities $ 20,355 % 18,000 $ 15,440
Non-current:
Loans and borrowings (note 7) 49,389 53,062 16,404
Derivatives (note 4) 1,470 875 171
Deferred tax liability 964 1,660 640
Obligations under finance lease 2,351 11 232
Deferred revenue 852 791 740
Total non-current liabilities 55,026 56,399 18,187
Total liabilities $ 75381 $ 74399 § 33,627
Equity
Issued capital $ 28,326 $ 28,221 % 27,631
Share-based payments reserve 10,226 9,985 6,804
Warrants - - 86
Accumulated other comprehensive income 11 391 -
Retained earnings 4,686 5,993 4,961
Total equity (note 8) $ 43249 $ 44589 % 39,482
Total liabilities and equity $ 118630 $ 118,988 $ 73,107

On behalf of the Board of Directors
““Scott Shaw ”
Director

“David Harrison”

Director

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



PEER 1 NETWORK ENTERPRISES, INC.
Condensed Interim Consolidated Statement of Comprehensive Income (Unaudited)
(in thousands of United States dollars, except per share amounts)

Three months ended Sept 30

2011 2010
(note 13)
Revenue
Colocation services $ 8,382 $ 7,093
Hosting services 23,129 19,235
31,511 26,328
Cost of sales 18,781 16,286
Gross profit 12,730 10,042
Administration expenses 4,950 4,656
Sales and marketing expenses 4,754 3,950
Other operating expenses 1,204 1,191
Operating profit before other items 1,822 245
Finance income (6) (13)
Gain on disposal of property and equipment 48 (16)
Foreign exchange loss (gain) 1,991 (1,699)
Finance expense 1,528 373
Profit (loss) before income taxes (1,739) 1,600
Income taxes (432) 561
Profit (loss) for the period (1,307) 1,039
Other comprehensive income (loss):
Foreign currency translation gain (loss) (4,690) 2,201
Unrealized gain (loss) on net investment in subsidiaries 4,310 (1,090)
Other comprehensive income (loss) for the period, net of tax (380) 1,111
Total comprehensive income (loss) for the period $ (1,687) $ 2,150
Profit (loss) attributable to common shares $ (1,307) $ 1,039
Total comprehensive income (loss) attributable to common shares (1,687) 2,150
Earnings (loss) per share
Basic $ (0.02) $ 0.01
Diluted $ (0.01) $ 0.01
Weighted average number of common shares outstanding
Basic 120,633,144 119,733,661
Diluted 120,633,144 120,321,757

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



PEER 1 NETWORK ENTERPRISES, INC.
Condensed Interim Consolidated Statements of Changes in Equity (Unaudited)

(in thousands of United States dollars except number of shares)

Share-based

Accumulated

Common Sha}re Warrants payments other . Reta!ned Total
shares capital reserve com_prehenswe earnings
income
Balance at July 1, 2010 119,721,834 $ 27631 $ 86 6,804 $ - $ 4961 $ 39,482
Stock options exercised 47,285 47 - (21) - - 26
Stock-based compensation - 1,367 - - 1,367
Purchase pf share_s for cancellation pursuant to normal (189,500 (44) ) ) (211) (255)
course issuer bid
Transactions with owners 119,579,619 27,634 86 8,150 - 4,750 40,620
Profit for the period - - - - - 1,039 1,039
Other comprehensive income (loss):
Foreign currency translation gain - - - - 2,201 - 2,201
Unrealized loss on net investment in subsidiaries - - - - (1,090) - (1,090)
Total comprehensive income for the period - - - 1,111 1,039 2,150
Balance at September 30, 2010 119,579,619 27,634 86 8,150 1,111 5,789 42,770
Balance at July 1, 2011 120,576,370 $ 28221 $ - 9,985 $ 391 5,993 $ 44,590
Stock options exercised 85,889 105 - (105) - - -
Stock-based compensation - - - 346 - - 346
Transactions with owners 120,662,259 28,326 - 10,226 391 5,993 44,936
Loss for the period - - - - - (1,307) (1,307)
Other comprehensive income (loss):
Foreign currency translation loss - - - - (4,690) - (4,690)
Unrealized gain on net investment in subsidiaries - - - - 4,310 - 4,310
Total comprehensive loss for the period - - - - (380) (1,307) (1,687)
Balance at September 30, 2011 120,662,259 28,326 - 10,226 11 4,686 43,249

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



PEER 1 NETWORK ENTERPRISES, INC.-
Consolidated Statement of Cash Flows (Unaudited)
(in thousands of United States dollars)

Three months ended September 30

2011 2010
(note 13)
Operating Activities:
Net income (loss) $ (1307) $ 1,039
Adjustments for non-cash items:
Depreciation of property and equipment 5,432 4,249
Amortization of intangible assets 272 116
Bad debt expense 297 112
Gain on disposal of property and equipment 48 (16)
Amortization of deferred loan origination fees 64 56
Future income tax expense (303) (379)
Stock-based compensation 346 1,367
Interest paid (770) (274)
Income taxes refunded (paid) 276 (1,959)
Net change in non-cash working capital 971 (2,267)
Cash flows from operating activities 5,326 2,044
Investment Activities:
Investment in other assets 32 157
Acquisition of property and equipment (20,717) (5,216)
Acquisition of intangible assets (619) (256)
Proceeds on disposition of equipment 29 16
Cash flows used in investing activities (11,275) (5,299)
Financing Activities:
Proceeds from notes payable - 6,000
Repayments of notes payable - (750)
Payment of finance lease obligations (96) (99)
Purchase of shares for cancellation pursuant to normal course
issuer bid i (255)
Issuance of capital stock - 26
Cash flows from (used in) financing activities (96) 4,922
Foreign exchange gain (loss) on cash and cash equivalents 1,729 (1,627)
Increase in cash and cash equivalents (4,316) 40
Cash and cash equivalents, beginning ) 7,803 2,321
Cash and cash equivalents, ending ) $ 3487 $ 2,361
Supplemental non-cash financing and investing disclosure:
Effect of acquisition of property and equipment in trade and other $ 31 % 1,440

payables

W Cash and cash equivalents consist of highly liquid money market instruments with original maturity of three months or

less, which are readily convertible into a known amount of cash.

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



PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

1. Nature of Operations:

Peer 1 Network Enterprises, Inc. (the “Company”) was incorporated under the laws of British
Columbia. The Company’s corporate headquarters are located at Suite 1000 — 555 West Hastings
Street, Vancouver, British Columbia and its registered office is at Suite 1810 — 1111 West Georgia
Street, Vancouver, British Columbia. These condensed interim consolidated financial statements
of the as at and for the three months ended September 30, 2011 and 2010 comprise the Company
and its subsidiaries (together referred to as the “Company”).

The Company is a provider of Internet infrastructure solutions and related managed services. The
Company provides co-location facilities with high performance Internet bandwidth and hosting
servers to web-centric and enterprise customers across North America. The Company has
established local offices and data centres in Canada, the USA, and the UK and also has established
points of presence in London, UK and Amsterdam in the Netherlands.

2. Basis of Preparation:
a) Statement of compliance

These condensed interim consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards (“IFRS™) as issued by the International Accounting
Standards Board (“lASB”), and include the significant accounting policies as described in note 3.
Those accounting policies are based on the IFRS and International Financial Reporting
Interpretations Committee (“IFRIC”) interpretations that the Company expects to be applicable at
that time. The policies set out below were consistently applied to all the periods presented unless
otherwise noted.

These condensed interim consolidated financial statements represent the Company’s initial
presentation of its results and financial position under IFRS and were prepared in accordance with
IAS 34 “Interim Financial Reporting” and by IFRS 1 “First Time Adoption of IFRS” as discussed
in note 3. Items included in this note are reconciliations and descriptions of the effect of the
transition from Canadian generally accepted accounting principles (“Canadian GAAP”) to IFRS
on equity, comprehensive income, IFRS 1 exemptions and elections applied by the Company, an
explanation of the transition to IFRS, details of significant changes in accounting policies, and
presentation classifications. Comparative figures in the financial statements have been restated to
consistently apply the same IFRS.

These condensed interim consolidated financial statements should be read in conjunction with the
Company’s 2011 Canadian GAAP annual consolidated financial statements and the IFRS
transition disclosures included in note x to these financial statements and the additional disclosures
included herein.  These condensed interim consolidated financial statements, including
comparatives, were prepared on a going concern basis and approved and authorised for issue by
the board of directors on November 9, 2011.

The standards that are available for adoption in the consolidated financial statements for the year
ending July 31, 2012 are subject to change and may be affected by additional interpretations.
Accordingly, the accounting policies will be finalized when the first annual consolidated financial
statements are prepared for the year ending July 31, 2012.

PEER 1 Network Enterprises, Inc. Page 6 of 33
Q1 2012 Interim Consolidated Financial Statements



PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

2. Basis of Preparation: (continued)

b)

Basis of measurement

These condensed interim consolidated financial statements are unaudited and have been prepared
on the historical cost bases, except certain financial instruments which are measured at fair value
as explained in the accounting policies set out in note 3.

Use of estimates and significant management judgments in applying accounting policies

The preparation of the condensed interim consolidated financial statements in conformity with
IFRS requires management to make judgments, estimates and assumptions that affect the
application of accounting policies and the reported amounts of assets, liabilities, income and
expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimates are revised and in any future periods
affected.

3. Significant Accounting Policies:

a)

b)

Basis of consolidation

These condensed interim consolidated financial statements include the accounts of the Company
and its wholly-owned subsidiaries that are the entities over which the Company has control. The
accounting policies of its subsidiaries are consistent with the policies adopted by the Company.
Results of subsidiaries are included in the condensed interim consolidated statement of
comprehensive income from the effective date of control or up to the effective date of loss of
control, as appropriate.

Business combinations

Business combinations are accounted for using the purchase method. The purchase method
involves the recognition of the acquiree's identifiable assets and liabilities, including contingent
liabilities, regardless of whether they were recorded in the financial statements prior to acquisition.
On initial recognition, the assets and liabilities of the acquired subsidiary are included in the
consolidated statement of financial position at their fair values, which are also used as the bases for
subsequent measurement in accordance with the Company's accounting policies. Goodwill is
stated after separating out identifiable intangible assets. Goodwill represents the excess of
acquisition cost over the fair value of the Company's share of the identifiable net assets of the
acquiree at the date of acquisition. Any excess of identifiable net assets over acquisition cost is
recognised in profit or loss immediately after acquisition.

As part of its transition to IFRS, the Company elected to not retrospectively apply IFRS 3
“Business Combinations” to acquisitions which took place before the date of transition to IFRS.

PEER 1 Network Enterprises, Inc. Page 7 of 33
Q1 2012 Interim Consolidated Financial Statements



PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)
c) Foreign currency translation

These condensed interim consolidated financial statements are presented in United States dollars.
All financial information presented in United States dollars has been rounded to the nearest
thousand unless otherwise indicated.

Translation of Foreign Currency Transactions: At each balance sheet date, foreign currency
monetary items are translated to reflect the exchange rate at the balance sheet date. Non- monetary
items measured in terms of historical cost in a foreign currency are translated using the exchange
rate at the date of the transaction.

Translation of Foreign Operations: The translation of foreign operation financial statements at
each balance sheet date for consolidation purposes requires that assets and liabilities for each
balance sheet presented to be translated at the closing rate at the date of that balance sheet. Income
and expenses for each income statement are translated at exchange rates at the dates of the
transactions and all resulting exchanges differences are recognbized as a separate component of

equity.
d) Revenue recognition

The two primary sources of revenue are from Co-location Services and Hosting Services. Co-
location Services includes co-location, internet bandwidth connectivity, and other co-location
related services including IP monitoring, tape back-up, technical support, additional access cards,
and additional power and DNS services. Hosting Services includes the provision of hosting
servers and internet bandwidth connectivity. Co-location Services and Hosting Services revenue
is recognized once an agreement is in place, the price is fixed or determinable, the service is
provided and there is probable assurance of cash collection. Revenue is earned through monthly
charges at contractually agreed upon prices. Revenue is recognized ratably over the term of the
contract as services are provided to the customer. One-time installation fees are deferred and
recognized on a straight-line basis over the contractual period, which typically varies from six
months to three years.

e) Finance income and finance expense

Finance income comprises interest income on funds invested, gains on the disposal of available-
for-sale financial assets, changes in the fair value of financial assets at fair value through profit or
loss, and gains on hedging instruments that are recognized in profit or loss. Interest income is
recognized as it accrues in profit or loss, using the effective interest method.

Finance expense comprises interest expense on borrowings and other costs incurred to obtain debt
financing, changes in the fair value of financial assets at fair value through profit or loss,
impairment losses recognized on financial assets, and losses on hedging instruments that are
recognized in profit or loss. Borrowing costs that are not directly attributable to the acquisition,
construction or production of a qualifying asset are netted against the related indebtedness,
deferred and amortized by a charge to finance costs over the term of the debt using the effective
interest method.

PEER 1 Network Enterprises, Inc. Page 8 of 33
Q1 2012 Interim Consolidated Financial Statements



PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)

f)

9)

Borrowing costs

The Company follows the provisions of IAS 23 “Borrowing Costs” which became effective for
periods beginning on or after 1 January 2009. The revised standard requires the capitalization of
borrowing costs, to the extent they are directly attributable to the acquisition, production or
construction of qualifying assets that need a substantial period of time to get ready for their
intended use or sale. In prior periods, the Company's policy was to immediately expense those
borrowing costs. In accordance with the transitional provisions of the revised standard, the
Company has capitalized borrowing costs relating to qualifying assets for which the
commencement date for capitalization was on or after 1 July 1, 2010. No retrospective restatement
has been made for borrowing costs that have been expensed for qualifying assets with a
commencement date before the effective date. Thus, it did not have an effect on the transition to
IFRS.

The revised standard has decreased the Company's reported finance expense and increased the
capitalized cost of qualifying assets under construction in the current period.

Income taxes

Income tax expense comprises current and deferred tax. Current tax and deferred tax are
recognized in profit or loss except to the extent that it relates to a business combination, or items
recognized directly in equity or in other comprehensive income.

Current tax is the expected tax payable or receivable on the taxable income or loss for the year,
using tax rates enacted or substantively enacted at the reporting date, and any adjustment to tax
payable in respect of previous years.

Deferred income taxes are calculated using the liability method on temporary differences between
the carrying amounts of assets and liabilities and their tax bases. However, deferred tax is not
recognized for taxable temporary differences arising on the initial recognition of goodwill, or on
the initial recognition of an asset or liability unless the related transaction is a business
combination or affects tax or accounting profit. Deferred tax is measured at the tax rates that are
expected to be applied to temporary differences when they reverse, based on the laws that have
been enacted or substantively enacted by the reporting date.

Deferred tax assets and liabilities are calculated, without discounting, at tax rates that are expected
to apply to their respective period of realization, provided they are enacted or substantively
enacted by the end of the reporting period. Deferred tax liabilities are always provided for in full.
Deferred tax assets are recognised to the extent that it is probable that they will be able to be
utilized against future taxable income. Deferred tax assets and liabilities are offset only when the
Company has a right and intention to set off current tax assets and liabilities from the same
taxation authority.

Changes in deferred tax assets or liabilities are recognised as a component of tax income or
expense in profit or loss, except where they relate to items that are recognised in other
comprehensive income or directly in equity, in which case the related deferred tax is also
recognised in other comprehensive income or equity, respectively.

PEER 1 Network Enterprises, Inc. Page 9 of 33
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)

h) Cash and cash equivalents

Cash and cash equivalents consist of cash and highly liquid money market instruments with an
original maturity of three months or less, which are readily convertible into a known amount of
cash.

Property and equipment

Items of property and equipment are measured at cost less accumulated depreciation and
accumulated impairment loss. Cost includes expenditure that is directly attributable to the
acquisition of the asset.

Depreciation is calculated over the depreciable amount, which is the cost of an asset, or other
amount substituted for cost, less its residual value. Depreciation is provided on a declining
balance basis since this most closely reflects the expected pattern of consumption of the future
economic benefits embodied in the assets. Depreciation is determined at the following annual
rates

Data Centre equipment 20%
Computer equipment 30%
Furniture and fixtures 30%
Network equipment 20%
Equipment under capital lease 20%

Servers that are included as part of the hosting product line are amortized straight line over their
expected useful life, which is 36 months.

Depreciation of leasehold improvements is provided on a straight-line basis over the terms of the
respective leases.

The carrying values of property and equipment are reviewed when indications of impairment exist.
When the net carrying amount of the property and equipment exceeds the estimated net
recoverable amount, the asset is written down to its estimated fair value and a charge is recorded in
the consolidated statement of operations.

Material residual value estimates and estimates of useful life are updated as required, but at least
annually, whether or not the asset is revalued.

Gains or losses arising on the disposal of property, plant and equipment are determined as the
difference between the disposal proceeds and the carrying amount of the assets and are recognised
as profit or loss within 'gain/loss on disposal of property and equipment.

Depreciation methods, useful lives and residual values are reviewed at each financial year end and
adjusted if appropriate.

PEER 1 Network Enterprises, Inc. Page 10 of 33
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)

),

K)

Intangible assets

Computer software comprising PC based software acquired for internal use is amortized on a
straight line basis over three years. Computer software acquired as a component of revenue
producing assets, or internal systems such as accounting or customer relations management
systems is amortized over the expected useful life of the software. Amortization commences when
the asset is put into service. Licenses are recorded at cost. Amortization is provided on a straight-
line basis over the term of the licenses.

Capitalization of internally developed software

Internally developed software is stated at cost less accumulated amortization and is amortized
using the straight line method over its estimated useful life. Software assets are reviewed for
impairment when events or circumstances indicate that the carrying value may not be recoverable
over the remaining lives of the assets. Costs are capitalized during the software application
development stage. Upgrades and enhancements are capitalized if they result in added
functionality which enables the software to perform tasks it was previously incapable of
performing.

Software maintenance, training, data conversion and business process reengineering costs are
expensed in the period in which they are incurred.

Goodwill

Goodwill represents the excess of acquisition cost in a business combination over the fair value of
the Company’s share of the identifiable net assets acquired. Goodwill is recorded at the amount
originally recognized less accumulated impairment losses. Fair value is determined based on the
present value of discounted cash flows.

As part of its transition to IFRS, the Company elected to not retrospectively apply IFRS 3
“Business Combinations” to acquisitions which took place before the date of transition to IFRS.
In respect of acquisitions prior to July 1, 2010, goodwill is included on the basis of its deemed
cost, which represents the amount recorded under previous Canadian GAAP.

Impairment

A financial asset not carried at fair value through profit or loss is assessed at each reporting date to
determine whether there is objective evidence that it is impaired. A financial asset is impaired if
objective evidence indicates that a loss event has occurred after the initial recognition of the asset,
and that the loss event had a negative effect on the estimated future cash flows of that asset that
can be estimated reliably. Objective evidence that financial assets are impaired can include default
or delinquency by a debtor, restructuring of an amount due to the Company on terms that the
Company would not consider otherwise, or indications that a debtor or issuer will enter
bankruptcy.

PEER 1 Network Enterprises, Inc. Page 11 of 33
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)
m) Impairment (continued)

The Company considers evidence of impairment at both a specific asset and collective level. All
individually significant trade and other receivables are assessed for specific impairment. All
individually significant receivables found not to be specifically impaired are then collectively
assessed for any impairment that has been incurred but not yet identified. Receivables that are not
individually significant are collectively assessed for impairment by grouping together receivables
with similar risk characteristics. In assessing collective impairment, the Company uses historical
trends of the probability of default, timing of recoveries and the amount of loss incurred, adjusted
for management’s judgment as to whether current economic and credit conditions are such that the
actual losses are likely to be greater or less than suggested by historical trends.

For the purposes of assessing impairment, assets are grouped at the lowest levels for which there
are largely independent cash inflows of other assets or groups of assets (“cash-generating units” or
“CGU”). Animpairment loss is recognized if the carrying amount of a CGU exceeds its estimated
recoverable amount. The recoverable amount of a CGU is the greater of its value in use and its
fair value less costs to sell. In assessing value in use, the estimated future cash flows are
discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. Discount factors are
determined individually for each CGU and reflect their respective risk profiles as assessed by
management.

Impairment losses are recognized in profit or loss. Impairment losses recognized in respect of
CGUs are allocated first to reduce the carrying amount of any goodwill allocated to the units, and
then to reduce the carrying amounts of the other assets in the unit (group of units) on a pro rata
basis.

For goodwill, and intangible assets that have indefinite useful lives or that are not yet available for
use, the recoverable amount is estimated each year at the same time. For the purposes of goodwill
impairment testing, goodwill acquired in a business combination is allocated to the CGU, or the
group of CGUs, that is expected to benefit from the synergies of the combination. CGUs to which
goodwill has been allocated are tested for impairment at least annually. An impairment loss in
respect of goodwill is not reversed.

In respect of other assets, impairment losses recognized in prior periods are assessed at each
reporting date for any indications that the loss has decreased or no longer exists. An impairment
loss is reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of depreciation or
amortization, if no impairment loss had been recognized.

PEER 1 Network Enterprises, Inc. Page 12 of 33
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3.

PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

Significant Accounting Policies: (continued)

n) Leases

Leases are classified as either finance or operating leases. A lease that transfers substantially all
the benefits and risks incidental to the ownership of property is classified as a finance lease. At
the inception of a finance lease, an asset and an obligation are recorded at an amount equal to the
lesser of the present value of the future minimum lease payments or the property’s fair value at the
beginning of such lease. A corresponding amount is recognised as a finance leasing liability,
irrespective of whether some of these lease payments are payable up-front at the date of inception
of the lease. Subsequent to initial recognition, the lease is accounted for in accordance with the
accounting policy applicable to that lease.

Depreciation methods and useful lives for assets held under finance lease agreements, correspond
to those applied to comparable assets which are legally owned by the Company. The
corresponding finance leasing liability is reduced by lease payments less finance charges, which
are expensed as part of finance costs.

Other leases are treated as operating leases. Payments on operating lease agreements are
recognized as an expense on a straight-line basis over the lease terms.

Total rental costs over the term of the lease are aggregated and expensed over the term of the
related leases on a straight-line basis.

0) Financial instruments
Financial assets and financial liabilities are recognized when the Company becomes a party to the
contractual provisions of the financial instrument. Financial assets are derecognized when the
contractual rights to the cash flows from the financial asset expire, or when the financial asset and
all substantial risks and rewards are transferred. A financial liability is derecognized when it is
extinguished, discharged, cancelled or expires.
Financial assets and financial liabilities, including derivatives, are measured initially at fair value.
Financial assets and financial liabilities are measured subsequently as described below.
i) Financial assets
For the purpose of subsequent measurement, financial assets other than those designated and
effective as hedging instruments are classified into the following categories upon initial
recognition:
e loans and receivables;
o financial assets at fair value through profit or loss;
e held-to-maturity financial assets; and
o available-for-sale financial assets.
PEER 1 Network Enterprises, Inc. Page 13 of 33

Q1 2012 Interim Consolidated Financial Statements



PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)

0) Financial instruments (continued)

i)

Financial assets (continued)

The category determines subsequent measurement and whether any resulting income and
expense is recognised in profit or loss or in other comprehensive income. All financial assets
except for those at fair value through profit or loss are subject to review for impairment at least
at each reporting date. Financial assets are impaired when there is any objective evidence that
a financial asset or a group of financial assets is impaired.

Cash is designated as loans and receivables and measured at amortized cost.  Accounts
recievable, loans and advances are designed as loans and receivables.

Financial liabilities

The Company’s financial liabilities include accounts payable, accrued liabilities, obligations
under finance lease and loans and borrowings.

The Company recognizes financial liabilities on the date that they are originated or the trade
date at which the Company becomes a party to the contractual provisions of the instrument.
Financial liabilities are measured subsequently at amortized cost using the effective interest
method, except for financial liabilities held for trading or designated at fair value through
profit or loss, that are carried subsequently at fair value with gains or losses recognised in
profit or loss. The Company has not designated any financial liabilities at fair value through
profit or loss or as held for trading.

The Company derecognizes a financial liability when its contractual obligations are discharged
or cancelled or expire.

p) Derivative financial instruments including hedge accounting

A specific accounting treatment is required for derivatives designated as hedging instruments in
cash flow hedge relationships. To qualify for hedge accounting, the hedging relationship must
meet several strict conditions with respect to documentation, probability of occurrence of the
hedged transaction and hedge effectiveness. All other derivative financial instruments are
accounted for at fair value through profit or loss.

The Company uses derivative financial instruments in the management of its interest rate
exposure. The Company’s policy is not to use derivative financial instruments for trading or
speculative purposes.
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)
p) Derivative financial instruments including hedge accounting (continued)
Fair value

The fair value of a financial instrument is the amount of consideration that would be agreed upon
in an arm’s length transaction between knowledgeable willing parties who are under no
compulsion to act. The fair value of a financial instrument on initial recognition is the transaction
price, which is the fair value of the consideration given or received. Subsequent to initial
recognition, the fair values of financial instruments that are quoted in active markets are based on
bid prices for financial assets held and offer prices for financial liabilities. When independent
prices are not available, fair values are determined by using valuation techniques which refer to
observable market data. These include comparisons with similar instruments where observable
market prices exist, discounted cash flow analyses, option pricing models and other valuation
techniques commonly used by market participants. For certain derivatives, fair values may be
determined in whole or in part from valuation techniques using non-observable market data or
transaction prices. A number of factors such as bid-offer spread, credit profile and model
uncertainty are taken into account, as appropriate, when values are calculated using valuations
techniques.

Financial instruments recognized at fair value are classified in fair value hierarchy level as
follows:

e Level 1 — valuation based on unadjusted quotes prices in active markets that are assessable
at the measurement date for identical assets or liabilities and amounts resulting from direct
arms-length transactions.

o Level 2 — valuation techniques based on inputs other than quoted prices in Level 1 that are
observable for the asset or liability, either directly or indirectly for substantially the full
contractual term.

¢ Level 3 — valuations techniques with unobservable market inputs (involves assumptions and
estimates by management of how market participants would price the assets or liabilities.

Hedge accounting

When the Company uses derivatives in hedge accounting relationships, the Company formally
documents all relationships between hedging instruments and hedged item, as well as its risk
management objective and strategy for undertaking various hedge transactions. This process
includes linking derivatives to specific assets and liabilities on the balance sheet or to specific firm
commitments or forecasted transactions. The Company also assesses whether the derivatives that
are used in hedging transactions are effective in offsetting changes in fair values or cash flows of
hedged items. When hedging instruments become ineffective before their maturity or the hedging
relationship is terminated, deferred gains or losses on such instruments continue to be deferred and
charged to earnings in the same period as the corresponding gains or losses for the hedged items;
gains and losses realized subsequently as a result of marking to market are charged directly to
earnings. If the hedged item ceases to exist due to its maturity, expiry, cancellation or exercise
before the hedging instrument expires, deferred gains or losses are charged to earnings.

Derivative financial instruments are classified as HFT. The Company may choose to designate
derivative financial instruments as hedging instruments for which hedge accounting is applied.
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)

g) Provisions

r)

s)

A provision is recognised if, as a result of a past event, the Company has a present legal or
constructive obligation which will probably lead to an outflow of economic resources that can be
estimated reliably. Provisions are measured at the estimated expenditure required to settle the
present obligation, based on the most reliable evidence available at the reporting date, including
the risks and uncertainties associated with the present obligation. Provisions are discounted to
their present values using a pre-tax rate that reflect current market assessments where the time
value of money is material.

All provisions are reviewed at each reporting date and adjusted to reflect the current best estimate.
In those cases where the possible outflow of economic resources as a result of present obligations
is considered improbable or remote, no liability is recognised.

Possible inflows of economic benefits to the Company that do not yet meet the recognition criteria
of an asset are considered contingent assets.

Equity

Share capital represents the nominal value of common shares that have been issued. Common
shares are classified as equity. Incremental costs directly attributable to the issue of common
shares and share options are recognized as a deduction from equity, net of any tax effects.

When share capital recognized as equity is repurchased for cancellation pursuant to the Company’s
normal course issuer bid (“NCIB”), the amount of the consideration paid, which includes directly
attributable costs, net of any tax effects, is recognized as a deduction from equity.

Retained earnings include all current and prior period retained profits. The excess of the purchase
price over the average stated value of shares purchased for cancellation was charged to retained
earnings.

Share-based payment transactions

The Company operates equity-settled share-based remuneration plans for its executives and key
employees. The grant date fair value of share-based payment awards granted to employees is
recognized as an employee expense, with a corresponding increase in equity, over the period that
the employees unconditionally become entitled to the remuneration. All share-based remuneration
is recognized as stock based compensation expense in profit and loss.

If vesting periods or other vesting conditions apply, the expense is allocated over the vesting
period, based on the best available estimate of the number of share options expected to vest. Non-
market vesting conditions are included in assumptions about the number of options that are
expected to become exercisable. Estimates are subsequently revised, if there is any indication that
the number of share options expected to vest differs from previous estimates. Any cumulative
adjustment prior to vesting is recognised in the current period. No adjustment is made to any
expense recognised in prior periods if share options ultimately exercised are different to that
estimated on vesting.
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)

)

f)

Share-based payment transactions (continued)

Upon exercise of share options, the proceeds received net of any directly attributable transaction
costs up to the nominal value of the shares issued are allocated to share capital with any excess
being represented in share based payment option reserve

Earnings per share

The Company presents basic and diluted earnings per share (“EPS”) data for its common shares.
Basic EPS is calculated by dividing the profit or loss attributable to common shareholders of the
Company by the weighted average number of common shares outstanding during the period.
Diluted EPS is calculated by dividing the profit or loss attributable to common shares by the
weighted average number of common shares outstanding for the effects of all dilutive potential
common shares, such as convertible notes and shares options granted. The dilutive effect is
calculated using the treasury stock method. This method assumes that all common share
equivalents have been exercised at the beginning of the period (or at time of issuance, if later), and
that the funds obtained thereby were used to purchase common shares of the Company at the
average trading price of common shares during the period.

Future accounting pronouncements

The following Standards are effective for annual periods beginning on or after January 1, 2013.
Early adoption is permitted if all five Standards are adopted at the same time.

(i) Financial instruments
IFRS 9 Financial Instruments (“IFRS 97) is effective for annual periods beginning on or after
January 1, 2013, with earlier adoption permitted. As part of the project to replace IAS 39,
Financial Instruments: Recognition and Measurement, this standard retains but simplifies the
mixed measurement model and establishes two primary measurement categories for financial
assets. More specifically, the standard:
o establishes two primary measurement categories for financial assets: amortized cost and fair
value;
o prescribes that classification depends on entity's business model and the contractual cash
flow characteristics of the financial asset;
o climinates the existing categories: held to maturity, available for sale, and loans and
receivables.

Certain changes were also made regarding the fair value option for financial liabilities and
accounting for certain derivatives linked to unquoted equity instruments. The Company has not
early adopted the standard.
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)
u) Future accounting pronouncements (continued)

(ii) Consolidated Financial Statements

IFRS 10 Consolidated Financial Statements (“IFRS 10”) will replace existing guidance on
consolidation in IAS 27 Consolidated and Separate Financial Statements, and SIC 12
Consolidation — Special Purpose Entities. The portion of IAS 27 that deals with separate financial
statements will remain. IFRS 10 changes the definition of control, such that the same
consolidation criteria will apply to all entities. The revised definition focuses on the need to have
both “power” and “variable returns” for control to be present. Power is the current ability to direct
the activities that significantly influence returns. Variable returns can be positive, negative or
both. IFRS 10 requires continuous assessment of control of an investee in line with any changes in
facts and circumstances.

(iii) Joint Arrangements

IFRS 11 Joint Arrangements (“IFRS 11”) will replace IAS 31 Interests in Joint Ventures (“IAS
31”), and SIC 13 Jointly Controlled Entities — Non-monetary Contributions by Venturers. IFRS
11 defines a joint arrangement as an arrangement where two or more parties contractually agree to
share control. Joint control exists only when the decisions about activities that significantly affect
the returns of an arrangement require the unanimous consent of the parties sharing control. The
focus is not solely on the legal structure of joint arrangements, but rather on how the rights and
obligations are shared by the parties to the joint arrangement. IFRS 11 eliminates the existing
policy choice of proportionate consolidation for jointly controlled entities. In addition, the
Standard categorizes joint arrangements as either joint operations or joint ventures.

(iv) Disclosure of Interests in Other Entities

IFRS 12 Disclosure of Interests in Other Entities (“IFRS 12”) is the new Standard for disclosure
requirements for all forms of interests in other entities, including subsidiaries, joint arrangements,
associates and unconsolidated structured entities. Matters covered include information about the
significant judgments and assumptions that any entity has made in determining whether it has
control, joint control or significant influence over another entity.

(v) Separate Financial Statements

IAS 27 Separate Financial Statements (“1AS 27”) has been updated to require an entity presenting
separate financial statements to account for those investments at cost or in accordance with IFRS 9
Financial Instruments. The amended IAS 27 excludes the guidance on the preparation and
presentation of consolidated financial statements for a group of entities under the control of a
parent currently within the scope of the current IAS 27 Consolidated and Separate Financial
Statements that is replaced by IFRS 10.
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

3. Significant Accounting Policies: (continued)

u) Future accounting pronouncements (continued)

(vi) Investments in Associates and Joint VVentures

IAS 28 Investments in Associates and Joint Ventures (“IAS 28) has been revised and it is to be
applied by all entities that are investors with joint control of, or significant influence over, an
investee. The scope of 1AS 28 Investments in Associates does not include joint ventures.

(vii) Fair Value Measurement

IFRS 13 Fair Value Measurement (“IFRS 13”) was issued by the IASB in May 2011, and is
effective for annual periods beginning on or after January 1, 2013. Early application is permitted.
IFRS 13 was issued to remedy the inconsistencies in the requirements for measuring fair value and
for disclosing information about fair value measurement in various current IFRSs. IFRS 13
defines fair value as the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date, i.e. an exit price.

(viii) Presentation of Financial Statements

IAS 1 Presentation of Financial Statements (“IAS 1”) was amended in June 2011. The
amendments are effective for annual periods beginning on or after July 1, 2012. Early adoption is
permitted. The amendments to IAS 1 requires companies preparing financial statements in
accordance with IFRSs to group together items within other comprehensive income (“OCI”) that
may be reclassified to the profit or loss section of the income statement. The amendments also
reaffirm existing requirements that items in OCI and profit or loss should be presented as either a
single statement or two consecutive statements.

(ix) The 1ASB is expected to publish new IFRSs on the following topics during 2012. The
Company will assess the impact of these new standards on the Company’s operations as they are
published:

e |eases

e Revenue recognition

4. Derivative Liabilities

The carrying amount of the derivative financial instrument in a hedge relationship was as
follows:

Sept 30, June 30, July 1,
2011 2011 2010
Derivative financial instruments designated as cash
flow hedges
Interest — rate swap agreement $ 1922 $ 1125 $ 341

The interest rate swap matures at the same time as the loans and borrowings described in Note 7.
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PEER 1 NETWORK ENTERPRISES, INC.

Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

5. Property and Equipment

Computer  Data center Dedicated Furniture Leasehold Network Total
equipment  equipment servers  and fixtures improvements equipment
Cost:
Balance, July 1, 2010 $ 3717 $ 9565 $ 48988 % 794 % 28,027 $ 17,425 $ 108,516
Additions 1,859 2,678 16,963 65 25,773 2,725 50,063
Disposals - (92) (1,893) - - - (1,985)
Currency translation 120 643 346 13 2,195 701 4,018
adjustment
Balance, June 30, 2011 5,696 12,794 64,404 872 55,995 20,851 160,612
Additions 365 676 8,258 4 3,023 1,367 13,693
Disposals (201) - (479) - - (16) (696)
Currency translation (129) (626) (1,114) (11) (3,065) (619) (5,564)
adjustment
Balance, Sept 30, 2011 5,731 12,844 71,069 865 55,953 21,583 168,045
Depreciation:
Balance, July 1, 2010 (1,310) (4,358) (31,858) (401) (7,927) (7,959) (53,813)
Depreciation (942) (1,320) (11,381) (133) (3,584) (1,983) (19,343)
Disposals - 83 1,893 - - - 1,976
Currency translation (57) (264) (54) - (296) (340) (1,011)
adjustment
Balance, June 30, 2011 (2,309) (5,859) (41,400) (534) (11,807) (10,282) (72,191)
Depreciation (236) (325) (3,248) (25) (1,143) (416) (5,393)
Disposals 133 - 479 - - 6 618
Currency translation 66 308 730 7 505 335 1,951
adjustment
Balance, Sept 30, 2011 (2,346) (5,876) (43,439) (552) (12,445) (10,357) (75,015)
Net carrying amount:
Balance, July 1, 2010 2,407 5,207 17,130 393 20,100 9,466 54,703
Balance, June 30, 2011 3,387 6,935 23,004 338 44,188 10,569 88,421
Balance, Sept 30, 2011 3,385 6,968 27,630 313 43,508 11,226 93,030
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PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

Intangible Assets

Licenses Computer Goodwill Total
software

Cost:
Balance, July 1, 2010 $ 4,727 $ 6,181 $ 2,363 $ 13,271
Additions - 1,388 - 1,388
Disposals - - -
Currency translation - 93 - 93
adjustment
Balance, June 30, 2011 4,727 7,662 2,363 14,752
Additions - 638 - 638
Disposals - - - -
Currency translation - (51) - (51)
adjustment
Balance, Sept 30, 2011 4,727 8,249 2,363 15,339
Amortization:
Balance, July 1, 2010 (4,727) (2,623) - (7,350)
Amortization expense - (735) - (735)
Disposals - - - -
Currency translation - (31) - (31)
adjustment
Balance, June 30, 2011 (4,727) (3,389) - (8,116)
Amortization expense - (271) - (271)
Disposals - - -
Currency translation - 31 - 31
adjustment
Balance, Sept 30, 2011 (4,727) (3,629) - (8,356)
Net carrying amount:
Balance, July 1, 2010 - 3,558 2,363 5,921
Balance, June 30, 2011 - 4,273 2,363 6,636
Balance, Sept 30, 2011 - 4,620 2,363 6,983

7. Loans and Borrowings

On November 9, 2010, the Company entered into credit agreement (the “CA”) with National
Bank of Canada as Agent (the “Agent”) under which the Agent and other lenders (the
“Lenders”) agreed to provide the Company with two credit facilities (the “Facilities”): a
revolving facility (the “Revolving Facility”) for a term of five years, for up to $30,000,000 (or
the Canadian dollar equivalent); and a non-revolving facility (the “Non-Revolving Facility”)
for a term of five years for up to $45,000,000 (or the Canadian equivalent). Loans (“Loans”)
made under either Facility may be, at the Company’s option, made in Canadian dollars
pursuant to Prime Rate Loans or Banker’s Acceptances or in US dollars pursuant to US Base
Rate Loans or LIBO Rate Loans, all as defined in the CA. In addition, Letters of Credit in
either Canadian or US dollars are available under the Revolving Facility. At the Company’s
option, the Company can convert Loans from one type to another. Both Facilities mature five
years after the closing date. The Revolving Facility has an accordion feature (the “Accordion
Feature”), which allows the Company to borrow up to an additional $25,000,000. The
Accordion Feature must be drawn in multiples of $5,000,000 and is available to be drawn
down up to 90 days preceding the Maturity Date. Repayment terms of the Accordion Feature
are the same of those under the Revolving Facility.
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September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

7. Loans and Borrowings (continued)

Loans and borrowings as of September 30, 2011 include amounts payable to National Bank
of Canada. Amounts are shown net of related transaction and financing costs. Details are as

follows:
Sept 30, June 30, July 1,
2011 2011 2010
Loans and borrowings under non-revolving term $43,356 $44515 $12,750
Loans and borrowings under revolving term facility 13,356 14,515 7,000
Less: unamortized deferred loan origination fees (820) (960) (346)

L_oans_and borrowings, net of related transaction and 55.892 58,070 10,404
financing costs

Less: current portion (6,503) (5,008) (3,000)

$49,389  $53,062  $16,404

(@) On May 29, 2009, the Company entered into a credit agreement with National Bank of Canada for a
three year resolving facility up to US$25 million (“Facility A”). Facility A was fully paid off on
December 14, 2010. On November 9, 2010, the Company entered into a credit agreement with
National Bank as Agent under which the Agent and other lenders agreed to provide the Company with
a revolving facility (the “Revolving Facility™) for a term of five years, for up to $30,000,000 (or the
Canadian dollar equivalent). As of September 30, 2011, the Company has advanced CDN$14 million
under the revolving facility.

(b) On May 29, 2009, the Company entered into a credit agreement with National Bank of Canada for a
three year resolving facility up to US$15 million (“Facility B”). Facility B was fully paid off on
December 14, 2010. On November 9, 2010, the Company entered into a credit agreement with
National Bank as Agent under which the Agent and other lenders agreed to provide the Company with
a non-revolving facility (the “Non-Revolving Facility”) for a term of five years for up to $45,000,000
(or the Canadian equivalent). As of September 30, 2011, the Company has advanced US$30 million
and CDN$14 million under the non-revolving facility.

Borrowing costs of $0.15 million (FY2011:$0.001 million) have been capitalized for the
quarter ended September 30, 2011. The capitalization rate is 5.28% (FY2011: 6.58%) and is
related to interest capitalization of borrowing cost related to the build-out of the Portsmouth
data center.

8. Shareholders’ Equity

Capital Stock:

The Company is authorized to issue unlimited common shares without par value and unlimited
preferred shares without par value.
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8. Shareholders’ Equity
Stock Options:

The Company’s stock-based compensation plans include an Employee Stock Option Plan
(“Option Plan™).

In 2002, the Company’s Board of Directors adopted the Option Plan (as amended in 2006 and
2008), which provided for a maximum of 20% of the number of common shares outstanding
to be allocated to Option Plan participants.

Terms and conditions of options granted under the Option Plan are determined solely by the
Company’s Board of Directors. Under the Option Plan, the exercise price of each option
equals the last trading price on the Toronto Stock Exchange on the day prior to the option
grant date. The term of option grants may not exceed 10 years from the date of the grant of
the option. Generally, options are granted with a three year vesting period (1/3 vesting on the
1st anniversary of the grant, and thereafter 1/24th of the remaining unvested Options vest
monthly) with the total grant expiring generally four or five years after the grant date.

During the three months ended September 30, 2011, 85,889 options were exercised. (three
months ended September 30 , 2010: 47,285). During the three months ended September 30,
2011, there were no shares purchased for cancellation pursuant to normal course issuer bid
(during the three months ended September 30 , 2010: 189,500 shares were repurchased and
cancelled).

As at September 30, 2011, the Company had 21,655,350 stock options outstanding (September
30, 2010: 18,653,300).

9. Related Party Balances and Transactions
The Company has entered into a number of related party transactions with companies either
owned or subject to significant influence by management, directors, and principal

shareholders.

The significant transactions with related parties are as follows:

Sept 30, Sept 30,
2011 2010
Transactions during the period:
Revenue earned from companies owned or subject to
significant influence by directors and principal shareholders $ 25 % 34
Other expenses from companies owned or subject to
significant influence by directors and principal shareholders $ - $ -
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(dollar amounts are presented in thousands of
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9. Related Party Balances and Transactions (continued)
These transactions are in the normal course of operations and are measured at their exchange

amounts, which is the amount of consideration established and agreed to by the related
parties.

Sept 30, Sept 30,
2011 2010

Balances at the end of the period:

Accounts receivable from companies owned or subject to
significant influence by directors and principal shareholders $ - 3 -

Accounts payable to companies owned or subject to
significant influence by directors and principal shareholders $ - 3 -

The balances are payable on demand and have arisen from the sale of products, provisions of
services and invoice payments.

10. Capital Risk Management

The Company manages its capital to maintain its ability to continue as a going concern and to
provide returns to shareholders and benefits to other stakeholders. The capital structure of the
Company consists of cash and cash equivalents, notes payable and equity comprising of issued
capital, contributed surplus and retained earnings. As at September 30, 2011, the Company’s
capital totaled $98,146 (June 30, 2011: $95,105).

The Company manages its capital structure and makes adjustments to it in light of economic
conditions. The Company, upon approval from its board of directors, will balance its overall
capital structure through new share issues, share repurchases, the payment of dividends, the
issue of debt or by undertaking other activities as deemed appropriate under the specific
circumstances. The Company is subject to externally imposed capital requirements as
required under the terms of its loan agreement, which includes the maintenance of financial
ratios. The Company’s overall strategy with respect to capital risk management remains
unchanged for the three months ended September 30, 2011.

11. Financial Risk Management
a) Overview:
The Company has exposure to credit risk, liquidity risk and market risk. The Company’s

Management has overall responsibility for the oversight of the Company’s risk management
within parameters established by the board of directors.

PEER 1 Network Enterprises, Inc. Page 24 of 33
Q1 2012 Interim Consolidated Financial Statements



PEER 1 NETWORK ENTERPRISES, INC.
Notes to Condensed Interim Consolidated Financial Statements (Unaudited)
September 30, 2011 and 2010
(dollar amounts are presented in thousands of
United States dollars, except per share amounts)

11. Financial Risk Management (continued)
b) Credit risk:

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a
financial instrument fails to meet its contractual obligations, and arises principally from the
Company’s cash and cash equivalents and trade and other receivables. The carrying amount
of financial assets represents the maximum credit exposure. The Company has adopted a
credit policy which includes a requirement for payment at commencement of service for
dedicated hosting and colocation customers.

The Company’s exposure to credit risk with its customers is influenced mainly by the
individual characteristics of each customer. The Company’s customers are primarily located
in the United States, Canada and the UK and represent various industries. At September 30,
2011 and June 30, 2011, no single customer represented more than 5% of accounts receivable.
The Company establishes an allowance for doubtful accounts that represents its estimate of
incurred losses in respect of trade receivables. The main components of this allowance is a
specific loss component that relates to individually significant exposures, and an overall loss
component established based on historical trends and other information. Trade accounts
receivable are written off against the allowance account after management has determined that
the loss is probable. As at September 30, 2011, the Company had an allowance for doubtful
accounts of $671 (June 30, 2011: 383). At September 30, 2011 and June 30, 2011, the
Company had no individually material past due trade accounts receivables.

The following table provides the aging analysis of accounts receivable:

Sept 30, June 30, July 1,
2011 2011 2010
Total trade and other receivables $ 5,952 $ 6,830 $ 3,834
Less: allowance for doubtful accounts (671) (383) (585)
Trade and other receivables, net $ 5,281 $ 6,447 $ 3,249
Of which:
Not overdue $ 2,697 $ 2,190 $ 1121
1-30 days 1,203 1,605 1,470
31-60 days 478 218 440
61-90 days 202 161 129
91 days and over 324 152 28
Less: allowance for doubtful accounts (671) (383) (585)
Trade and other receivables — other 1,048 2,504 646
Trade and other receivables, net $ 5,281 $ 6,447 $ 3,249
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11. Financial Risk Management (continued)
b) Credit risk: (continued)

The following table reflects the movement in the allowance for doubtful accounts:

Sept 30, June 30, July 1,

2011 2011 2010

Allowance for doubtful accounts, beginning $ 383 $ 585 $ 585
Foreign exchange effect on opening balance (8) 8
Bad debt expense 298 426
Write-off of uncollectible accounts (2) (636)

Allowance for doubtful accounts, ending $ 671 $ 383 $ 585

c) Liquidity:

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as
they fall due. The Company’s approach to managing liquidity is to ensure, as far as possible,
that it will always have sufficient liquidity to meet its liabilities when due, under both normal
and stressed conditions, without incurring unacceptable losses or risking damage to the
Company’s reputation.

As at September 30, 2011, the Company had financial assets held for trading of $3,487 (June
30, 2011: $7,803), loans and receivables of $5,281 (June 30, 2011: $6,447) and other financial
liabilities of $68,853 (June 30, 2011: $68,261). All of the Company’s financial liabilities have
contracted maturities of less than 3 years. The Company manages its liquidity risk by
continuously monitoring forecast and actual gross profit and cash flows from operations.

d) Market risk:

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest
rates and equity prices will affect the Company’s income or the value of its financial
instruments. The Company provides its services in the United States, Canada and the UK,
substantially all of the Company’s financial assets and liabilities originate in United States
dollars, Canadian dollars and UK Pound Sterling. The Company is subject to interest rate risk
on its cash and cash equivalents. A change of 1% in interest rates for the three months ended
September 30, 2011 would have changed net income by $0.14 million (September 30, 2010:
$0.06 million).

e) Currency risk:

The Company’s functional currencies are Canadian Dollars, US Dollars and UK Pounds
Sterling. The Company is exposed to currency risk for sales and purchases that are
denominated in Canadian Dollars, Euros and UK Pound Sterling and has not entered into
derivative contracts to limit its exposure to foreign exchange risk.
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11. Financial Risk Management (continued)

f) Fair value of financial instruments:

The fair values of financial assets and financial liabilities are determined as follows:
i) For cash and cash equivalents, accounts receivable, accounts payable and accrued
liabilities carrying amounts approximate fair value due to their short-term maturity;
ii) The fair value of notes payable and obligations under finance lease approximate
their carrying value as their effective interest rates approximate current market rates;
iii) The fair value of derivative financial instruments is determined based on fair market

valuation methods.
12. Segment Information

Operating segment

The Company operates in a single reportable operating segment which involves the provision
of outsourced data center infrastructure services. The Company’s service offerings include the
provision of physical space within its data centres, a complete suite of managed and dedicated
hosting services and high availability bandwidth connectivity.

Segment information is presented in accordance with IFRS 8 “Operating Segments” for all
periods presented. IFRS 8 only requires disclosure of segment information. There was no
effect on the recognition and measurement of financial statement items upon transition to

IFRS.

Geographic segments

The Company presents geographic segment information for Canada, US, and the UK. The
Company’s revenues, assets and liabilities by geographic areas for the three months ended
September 30, 2011 and September 30, 2010 are as follows:

Sept 30,

Canada USA UK 2011

Revenue $ 8,310 21,865 $ 1,336 $ 31,511
Current assets 2,756 6,110 3,121 11,987
Non-current assets 37,645 48,520 20,478 106,643
Total assets $ 40,401 54,630 $ 23,599 $ 118,630
Current liabilities 9,454 9,141 1,760 20,355
Non-current liabilities 51,238 3,490 298 55,026
Total liabilities $ 60,692 12,631 $ 2,058 $ 75,381
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12. Segment Information (continued)

Sept 30,

Canada USA UK 2010

Revenue $ 5482 $ 20,270 576 $ 26,328
Current assets 3,166 5,262 751 $ 9,179
Non-current assets 27,605 41,156 2,490 71,251
Total assets $ 30,771 $ 46,418 3,241 $ 80,430
Current liabilities 5711 8,895 364 14,970
Non-current liabilities 22,113 552 41 22,706
Total liabilities $ 27,824 $ 9,447 405 $ 37,676

13.

First Time Adoption of International Financial Reporting Standards (IFRS)
a) Explanation of transition to IFRS

These are the Company's first condensed interim consolidated financial statements prepared in
accordance with IFRS. The Company has adopted IFRS on July 1, 2011 with a date of
transition of July 1, 2010, and this is date on which the Company prepared its opening IFRS
balance sheet.

The Company’s IFRS accounting policies presented in note 3 have been applied in preparing
the condensed interim consolidated financial statements for the three months ended September
30, 2011, the comparative information presented in these financial statements for the year
ended June 30, 2011 and the three months ended September 30, 2010, and in the preparation
of an opening IFRS statement of financial position at July 1, 2010.

In preparing its opening IFRS statement of financial position, the Company has adjusted
amounts reported previously in financial statements prepared in accordance with previous
Canadian GAAP. An explanation of how the transition from previous Canadian GAAP to
IFRS has affected the Company’s financial position, financial performance and cash flows is
set out in the following tables and the notes that accompany the tables.

Under IFRS 1 “First-time Adoption of International Financial Accountings Standards” the
IFRS are applied retrospectively at the transition date with all adjustment to assets and
liabilities taken to retained earnings unless certain exemptions are applied.

b) Exceptions and Exemptions

In preparing these condensed interim consolidated financial statements in accordance with
IFRS 1, the Company has applied the mandatory exceptions and certain optional exemptions
from full retrospective application of IFRS. Below describes the IFRS 1 applicable exceptions
and exemptions applied by the Company in the conversion from Canadian GAAP to IFRS.
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13. First Time Adoption of International Financial Reporting Standards (IFRS) (continued)

b) Exceptions and Exemptions (continued)

Mandatory exceptions adopted by the Company:

1)

2)

The Company has only applied hedge accounting in the opening statement of financial
position where all the requirements in IAS 39 were met at the date of transition.

The Company has used estimates under IFRS that are consistent with those applied
under previous GAAP (with adjustment for accounting policy differences) unless there
is objective evidence those estimates were in error.

Optional exemptions adopted or not adopted by the Company:

1)

2)

3)

4)

IFRS 3 Business Combinations

IFRS 1 indicates that a first-time adopter may elect not to adopt IFRS 3 “Business
Combinations” retrospectively to business combinations that occurred before the date
of transition to IFRS. The Company has elected not to apply IFRS 3 Business
Combinations retrospectively to business combinations that occurred before the
transition date.

IAS 27 Consolidated and Separate Financial Statements

In accordance with IFRS 1, if a company elects to apply IFRS 3 retrospectively, IAS
27 “Consolidated and Separate Financial Statements” must also be applied
retrospectively. As the Company elected to apply IFRS 3 prospectively, the Company
has also elected to apply IAS 27 prospectively.

IAS 21 The Effects of Changes in Foreign Exchange Rates

IFRS 1 allows a first-time adopter to not comply with the requirements of IAS 21
“The Effects of Changes in Foreign Exchange Rates” for cumulative translation
differences that exists at the date of transition to IFRS. The Company has chosen to
apply this election. The Company has deemed the cumulative translation differences
for foreign operations at the date of transition to be zero. Adjustments to give effect to
this are recorded against opening equity. After the date of transition, translation
differences arising on translation of foreign operations are recognised in other
comprehensive income and included in a separate 'translation reserve' within equity.
If, subsequent to adoption, a foreign operation is disposed of, the translation
differences that arose before the date of transition to IFRS will not affect the gain or
loss on disposal.

IFRS 2 Share-based Payments

IFRS 1 encourages, but does not require, first time adopters to apply IFRS 2 “Share-
based Payment” to equity instruments that were granted on or before November 7,
2002, or equity instruments that were granted subsequent to November 7, 2002 and
vested before the later of the date of transition to IFRS and January 1, 2005. The
Company has elected not to apply IFRS 2 to awards that vested prior to July 1, 2010.
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13. First Time Adoption of International Financial Reporting Standards (IFRS) (continued)
b) Exceptions and Exemptions (continued)

5) 1AS 32 Financial Instruments Presentation
The Company has elected to not apply split accounting to a compound instrument
since the liability component of that instrument is no longer outstanding on July
1,2010, the date of transition to IFRS.

6) 1AS 23 Borrowing Costs
The Company has elected to apply the transitional provisions of IAS 23 “Borrowing
Costs” and commence capitalizing borrowing costs for qualifying assets on July 1,
2010, the date of transition to IFRS.

c) Reconciliations of Canadian GAAP to IFRS

In preparing its opening IFRS statement of financial position, the Company has adjusted
amounts reporting previously in financial statements prepared in accordance with Canadian
GAAP. Presented below are reconciliations and explanations prepared by the Company to
reconcile to IFRS the equity, comprehensive income, and cash flows from those previously
reported under Canadian GAAP.

Note Three months Twelve months
ended Sept 30, ended June 30,
2010 2011
Profit reported under Canadian GAAP $ 3%6 % (1,108)
IFRS adjustments increase / (decrease):
Depreciation — effect of change in foreign exchange ii (31) (327)
Stock based compensation — share based payment iv (910) (1,235)
transactions
Unrealized foreign exchange — revaluation of transactions ii 1,646 3,524
and operations — effect of change in foreign exchange.
Capitalization of borrowing costs % 1 349
Income Taxes — Share Based Payments viii 8 698
Gain amortization — deferred gain on sales and leaseback iii (20) (78)
transaction
Hedge accounting — swap mark to market Vi (11) (579)
Profit reported under IFRS $ 1039 3 1,244
Accumulated Other comprehensive income reported under $ 11 3 (579)
Canadian GAAP
IFRS adjustments increase / (decrease):
Hedge accounting — swap mark to market Vi 11 579
Unrealized foreign exchange — translation adjustment — ii 2,201 4,461
effect of changes in foreign exchange.
Unrealized foreign exchange - revaluation of ii (1,090) (4,070)
intercompany net investment — effect of changes in foreign
exchange.
Other comprehensive income reported under IFRS $ 1,111 $ 391
Accumulated comprehensive income reported under IFRS $ 2,150 $ 1,635
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13. First Time Adoption of International Financial Reporting Standards (IFRS) (continued)

c) Reconciliations of Canadian GAAP to IFRS (continued)

July 1, Sept 30, June 30,
2010 2010 2011
Equity under Canadian GAAP $39,788 $ 40,361 $ 40,340
IFRS adjustments increase / (decrease):
Current and deferred tax arising from share based payment viii (1,304) (1,304) (974)
Deferred gain on sales and leaseback transaction iii 493 473 414
Unrealized foreign exchange — revaluation of transactions ii 504 3,238 4,481
and operations — effect of change in foreign exchange.
Stock based compensation — Share based payment iv - (910) (1,255)
transactions
Capitalization of borrowing costs v - 1 349
Share based payments reserve — Share based payment iv - 910 1,235
transactions
Equity under IFRS $39481 $ 42,769  $ 44,590

d) Notes to the reconciliations

IFRS employs a conceptual framework that is similar to Canadian GAAP. However, significant
differences exist in certain matters of recognition, measurement and disclosure. The adoption of
IFRS has resulted in changes to the Company’s reported financial position and results of
operations. In order to allow the users of the financial statements to better understand these
changes, the Company’s Canadian GAAP financial statements have been reconciled to IFRS,
with the resulting differences explained.

i) Cumulative translation differences
At the date of transition to IFRS, as allowed by International Financial Reporting Standard
1 First Time Adoption of International Financial Reporting Standards, the Company has
elected to use the exemption which deems cumulative translation differences for all
foreign operations to be zero at the date of transition, July 1, 2010.

ii) The effect of changes in foreign exchange rates
As part of the transition to IFRS, the Company identified differences in the application of
functional currencies to companies in its consolidated financial statements in accordance
with 1AS 21, Effects of Changes in Foreign Exchange Rates, compared to previous
Canadian GAAP. This resulted in an increase to the total comprehensive income of $2,735
at September 30, 2010 (June 30, 2011- $3,588 and July 1, 2010 an increase to retrained
earnings of $505).
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13. First Time Adoption of International Financial Reporting Standards (IFRS) (continued)
d) Notes to the reconciliations (continued)

iii) Deferred gain on sales and leaseback transactions

Previously, Canadian GAAP required that gains arising on sales and leaseback
transactions be deferred and amortized over the term of the resulting lease. IFRS requires
that where the original sale was at fair value that the gain be recognized in income
immediately. This resulted in an increase to the liability in the amount of $20 at September
30, 2010 (June 30, 2011 an increase in liability of $78; July 1, 2010 an increase of $493).
The impact on amortization for the quarter is a decrease in the gain amortization of $20 at
September 30, 2010.

iv) Share-based payment transactions
The Company has elected under IFRS to not apply IFRS 2, Share Based Payments to
equity awards that vested and liability awards that settled prior to July 1, 2010 in
determining the adjustment at July 1, 2010. The Company recorded an additional share-
based payments expense of $910 for the three month period ended September 30, 2010
and $1,235 for the year ended June 30, 2011 under IFRS arising from the measurement of
differences described above.

v) Borrowing costs
The Company has elected to apply the transitional election of 1AS 23, Borrowing Costs,
and commence capitalizing borrowing costs for qualifying assets on July 1, 2010. This has
resulted in $1 of interest being capitalized on major projects at September 30, 2010 (June
30, 2011 - $349).

vi) Hedge accounting

IFRS 1 requires a Company to recognize, classify and appropriately measure all financial
assets and financial liabilities at the date of transition in accordance with IAS 39, Financial
Instruments: Recognition and Measurement. The Company has only applied hedge
accounting in the opening statement of financial position where all requirements in IAS 39
were met at the date of transition. This has resulted in an adjustment of $341 at July 1,
2010. The Company did not meet the requirements of cash flow hedge under IAS 39 on
the date of transition and has accounted for its hedges as such. Under cash flow hedge
accounting, derivative financial instruments are marked to market at each period and
unrealized gains or losses are recognized in the consolidated statements of comprehensive
income to the extent the hedging relationship is effective. This has resulted in an
adjustment to other comprehensive income at September 30, 2010 of $11 (June 30, 2011
$579) and a decrease to profit of $11 (June 30, 2011 $579).
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13. First Time Adoption of International Financial Reporting Standards (IFRS) (continued)

d) Notes to the reconciliations (continued)

vii) Reclassification of contributed surplus

The Company grants stock options to certain directors and certain employees of the
Company as an element of compensation. In accordance with Canadian GAAP, the grant
date fair value of such options is recognized as compensation expense over the related
service period with a corresponding increase in contributed surplus.

In accordance with IFRS, contributed surplus does not arise as a result of the granting of
stock options.  Accordingly, contributed surplus related to stock options has been
reclassified to the “Share-based payments reserve” which is a separate component of
equity. The reclassification of this balance had no impact on net equity as at transition to
IFRS.

viii) Current and deferred tax arising from share based payment

f)

Previously, Canadian GAAP allowed for the deferred tax asset for a stock option to be
determined based on the options fair value on the date the option is granted. Under IFRSs
the deferred tax asset is based on the tax deduction that would be available based on the
current share price at each reporting date based on the intrinsic value. This resulted in an
increase to the deferred tax asset in the amount of $8 at September 30, 2010 (June 30,
2010 - $698; and a decrease of deferred tax asset at July 1, 2010 - $187).

Cash flows

The adoption of IFRS has had no impact on the net flows of the Company. The
changes made to the consolidated balance sheets and consolidated statements of
operations and comprehensive income have resulted in the reclassification of
amounts on the statements of cash flows, however as there have been no changes
to the net cash flows. IAS 7 “Statement of Cash Flows” requires that cash flows
relating to finance expense/interest and income tax to be disclosed separately
within the statement classifications. Under Canadian GAAP these amounts were
previously disclosed as a note to the statement of cash flows. These amounts have
been separately disclosed under ‘operating activities’ within the consolidated
statement of cash flows under IFRS.

Presentation reclassifications

IAS 12 “Income Taxes” requires that all deferred income tax items be classified as
non-current in the balance sheet. The total amount presented as “Current portion of
future income tax benefits’ under Canadian GAAP has been reclassified to
‘Deferred tax assets’.
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