CORPORATE OVERVIEW

SEAIR Inc. is a leading developer of
proprietary diffusion and sterilization
technologies in North America and
internationally. This patent pending
technology allows for the diffusion of gases
into a liquid, and has applications in the
agriculture, aquaculture, sterilization and
animal enhancement industries.

SEAIR Inc. is primarily focused on
generating revenues through the sale of
SEAIR diffusion technology to the
greenhouse industry. Initial and continuing
results have demonstrated that using the
SEAIR system results in increased yields,
decreased plant loss due to disease and
reduced nutrient use. SEAIR is also
continuing research into the sterilization
and aquaculture industries.

SEAIR Inc.’s manufacturing and head office
are in Edmonton, Alberta. SEAIR Inc. is the
public company entity and the actual
operations take place through a company
called Seair Diffusion Systems Inc., a wholly
owned subsidiary of Seair Inc.

TSX Venture Exchange Symbol: SDS

Fiscal Year-end: August 31

Corporate Overview

NOTICE OF ANNUAL MEETING

Shareholders and others interested in the
affairs of Seair Inc. are invited to attend the
Annual Meeting which will be held in the
President’'s Room at the Edmonton
Chamber of Commerce, Suite 600, 10123 -
99 Street, Edmonton, Alberta, T5J 3G9, on
Friday the 28'[h day of November, 2003, at
the hour of 2:00pm.
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Management’'s Discussion

and Analysis

Message From The President

Initial Public Offering

Fiscal 2003 marked the culmination of a
significant transition period for Seair Inc. that
saw the company overcome its greatest
challenge and achieve many smaller
successes. The company completed its Initial
Public Offering (IPO) for a net of $1 Million on
July 14, 2003. This cash infusion gave the
company the necessary capital it needed to
sustain operations and expand marketing
initiatives, to complete the remaining product
enhancements and ongoing new product
development. Seair Inc. began trading on the
TSX Venture exchange on August 5 under the
symbol "SDS".

The IPO was Seair Inc.’s greatest challenge
during the fiscal year as the IPO was originally
to be completed by November 2002.
Unfortunately due to circumstances beyond
the company's control, the IPO was
significantly delayed. This delay cost Seair
Inc. roughly eight months of general and
administrative expenses. During the eight-
month delay Seair Inc. significantly reduced
operations, using the time to make industry
contacts, build relationships, retain critical
staff and complete some already ongoing
product research. The significant losses for
the period recognize the cost of the delayed
IPO plus the cost of market penetration to
increase sales.

Sales

The Company is proud to highlight that its
unaudited sales for the first month of fiscal
2004 were virtually equal to the sales for the
entire fiscal 2003.

Financial Position

At the end of the IPO Seair Inc. was in an
excellent position with sufficient cash for
operations until the Company could generate
the sales it needs for self-sustaining cash flow.
The Company also paid off all its suppliers,
we retained our critical well-trained staff and
we actively recruited for a Chief Financial
Officer (CFO) that was successfully completed
on October 1, 2003 with the hiring of Michael
Fekete, CA.

Strategic Focus

The Company recognizes that the IPO process
and the eight-month delay were very costly
to the Company and resulted in a lower cash
position by the end of fiscal 2003 than originally
forecasted. The Company’s plan to mitigate
this reduced cash position relative to budget
is to temporarily narrow the Company’s
strategic focus and to secure a bank credit
facility. The Company will focus on creating
self-sustaining cash flow by increasing sales
of the oxygen diffusion products to the North
American greenhouse industry. This coupled
with significantly reducing the research plan
for the sterilization technology from what was
originally planned and by restricting the
aquaculture research plan to research that is
already under way.



Management’s Discussion

and Analysis

Message From The Chief Operating Officer

During fiscal 2003 the Company continued
to forge inroads and contacts in the greenhouse
industry, reduced the production costs of
nutrient diffusion units and continued with
on going research and development of
equipment designs in relation to oxygen
and ozone diffusion. Major studies were
undertaken with Greenhouses and the B.C.,
Alberta and Federal Governments.

Marketing Focus

Seair Inc. concentrated its market
development on the Alberta greenhouse
industry, which represents over 70
greenhouse operations of varying sizes.
The Company’s attendance at several trade-
shows also facilitated more industry contacts
and created awareness of Seair Inc. and
our technology in the greenhouse industry.

Research Projects

During the year the Company commenced
a controlled study of the effect of oxygen
enriched water on the biomass development
of Cucumber and Tomato seedlings conducted
under the direction of Dr. M. Mirza of the
Alberta Government Department of
Agriculture, Crop Diversification Centre,
North located in Edmonton, Alberta. This
test took place in the spring of 2003 with
the result being that the plants receiving
Oxygen enriched liquid solution developed
from 15% to 25% greater biomass.

Seair 10 LPM Diffuser Unit

(continues)



Management’'s Discussion

and Analysis

Message From The Chief Operating Officer

(continued)

In conjunction with the Government of
Alberta, Seair Inc. developed the protocol
of a controlled study of the effect of oxygen-
enriched water in relation to protecting
greenhouse grown plants against various
harmful pathogens such as Pythium and
Fusarium. This study was to be conducted
under the direction of Dr. R. Howard, Chief
Plant Pathologist of the Government of
Alberta Department of Agriculture, Crop
Diversification Centre, South located in
Brooks, Alberta. This test was to commence
in August 2003 and continue, with interim
reports being provided throughout, until
the test is completed in 2005.

Developed the protocol of a controlled study
| ; of the effect of oxygen enriched water on the
{/r ;;;;‘EGULAR . growth and development patterns, as well as
h TOXYGEN 9.4 ;Di[ determining its effectiveness as protection

I against various pathogens in relation to
Tomatoes, Peppers, Roses and Gerbera. This
test was to be conducted at the University of
Guelph, Guelph, Ontario under the direction of
Dr. Mirza Study Drs. M. Dixon and Y. Zheng. This test was to
commence during September of 2003 and
continue, with interim reports being provided
through 2005. Funding for this test, estimated
to exceed $200,000, will be provided by various
vegetable and flower Ontario based greenhouse
agencies as well as the Ontario Government.

Seair Inc. participated in a study to determine
the effectiveness of providing oxygen enriched
water to the performance animal sector by
installing and monitoring the effectiveness of
an oxygen diffusion system in the performance
and recovery time in thoroughbred racehorses
within the Santa Anita racetrack in California.
Results from this test are not going to be
available until late fiscal 2004.

(continues)



Management’s Discussion

and Analysis

Message From The Chief Operating Officer

(continued)

During the year Seair has developed and tested
the benefits of their Sterilization process.
Management suggests, based on the research,
that the technology will have great opportunities
in the following areas: Sterilization of food
process areas, waste water clean up,
Greenhouse clean up and reclaimed water
remediation, preservation of food products,
treatment of biological and chemical bio hazards
and medical instruments sanitation.
Management feels strongly that the market is
ready for this environmentally friendly and cost
effective method of sterilization.

Distributors
Continued with the Seair Inc. marketing
program within the North American
Greenhouse Industry by establishing three
distributors to service British Colombia,
Ontario, North East United States and the
U.S. Pacific Northwest and implemented a
direct sales program throughout the Alberta
greenhouse industry.

Seair Sterilizer Unit
Seair worked closely with our distributors
in order to provide appropriate training in
relation to the installation and maintenance
of the Seair diffusion equipment and to
provide guidance in the selling of the Seair
diffusion technology to the North American
greenhouse industry.

Website

During the year we completed the
developing a Seair web site (www.seair.ca),
providing detailed information for investors,
a description of our products and description
of our research completed to date.



Management’s Discussion

and Analysis

Message From The Chief Financial Officer

This report contains certain forward-looking information with respect to Seair Inc. and its future results. It
contains management’s analysis of the financial results for the year ended August 31, 2003, compared with
the previous year and should be read in conjunction with the audited financial statements and acCompanying

notes.

Operating Results

Sales

Seair Inc.'s Sales for the period where minimal due
to the reduction of operations in anticipation of the
IPO’s completion. With the IPO completion in mid
July, these financial statements essentially represent
no more than one full month of operations.

Near the end of the year, Seair Inc. had received an
order for 10 of its 10 Litre Diffusion units but was
only beginning to manufacture the units at year-end.

Gross Margins

The Company’s gross margin for the year is 28%;
this however included other production costs. The
other production costs relate to one time engineering,
one time mold costs and other startup related
materials obsolescence costs. Management expects
the balance of other production costs to be
significantly reduced in the future. The cost of units
produced on the income statement is the direct cost
of materials and labour for the production process.

Expenses

Management compensation is the significant
expense during the period and reflects the
Company’s key employee retention initiative and
the recording of the convertible debenture.
Management expects this to be a reduced expense
in fiscal 2004. In accordance with the prospectus,
original management has restricted itself to $60,000
annual cash salaries, although for accounting
purposes the full contract salary amount is included
in management compensation on the income
statement with the unpaid amounts recorded as
management compensation payable on the liability
side of the balance sheet.

Net Loss

The Company had a net loss of $690,096 for the fiscal
year ended August 31, 2003. On a per share basis,
the loss for the period is 6 cents per share. This loss
is largely due to the delay in the IPO as the corporation
only received the IPO pay out in mid July 2003.

Cash Flow

The cash flow statement reflects the net IPO proceeds
of $1 million dollars with the corresponding ordering

and payment for inventory and the payment of suppliers.

Financial Position

The Company'’s positive working capital is $276,000,
however, the management compensation payable in
current liabilities is payable only when the Company
is profitable and thus this liability will not be paid out
of our existing financial resources. Adjusting working
capital for this fact puts our current working capital
at roughly the same as our cash balance.

The Company is committed to securing a bank credit
facility secured by inventory and accounts receivable.

Management believes that one of Seair Inc.’s hidden
assets is the fact that the Company will not have to pay
any tax on the first $1,488,500 of net income as we
have sufficient loss carry-forwards, Scientific Research
and Experimental Development expenditures and
investment tax credits. No income tax asset has been
recorded in the Company’s financial statements related
to this potential recovery.

Outlook

The Company has had encouraging sales results in
the first two months of 2003 as sales are already above
last year’s entire fiscal year’s sales. The Company is
confident that the greenhouse market is beginning to
accept and will continue to accept the diffusion product.



To the Shareholders of Seair Inc.:

We have audited the consolidated balance
sheets of Seair Inc. as at August 31, 2003 and
2002 and the consolidated statements of
loss and deficit and cash flows for the years
then ended. These consolidated financial
statements are the responsibility of the
Company's management. Our responsibility
is to express an opinion on these consolidated
financial statements based on our audit.

We conducted our audits in accordance with
Canadian generally accepted auditing
standards. Those standards require that we
plan and perform an audit to obtain reasonable
assurance whether the consolidated financial
statements are free of material misstatement.
An audit includes examining, on a test basis,
evidence supporting the amounts and
disclosures in the consolidated financial
statements. An audit also includes assessing
the accounting principles used and significant
estimates made by management, as well as
evaluating the overall consolidated financial
statement presentation.

In our opinion, these consolidated financial
statements present fairly, in all material
respects, the financial position of the
Company as at August 31, 2003 and 2002
and the results of its operations and its cash
flows for the years then ended in accordance
with Canadian generally accepted accounting
principles.

Kingston Ross Pasnak LLP
Chartered Accountants
October 9, 2003

Edmonton, Alberta

2900 Bell Tower
10104 - 103 Avenue
Edmonton, AB

T5J OH8

Tel: 780.424.3000
Fax: 780.429.4817
www.krpgroup.com

Auditor’s Report



SEAIR INC.

CONSOLIDATED STATEMENTS OF LOSS AND DEFICIT
Years Ended August 31, 2003 and 2002

2003 2002
REVENUE $ 147,152 $ 112,500
COST OF SALES
Costs of units produced 50,409 45,709
Other production costs 55,472 35,786
105,881 81,495
GROSS PROFIT 41,271 31,005
EXPENSES
Management compensation 372,309 228,000
Salaries and benefits 90,649 42,827
Professional fees 43,260 62,415
Research and development 42,367 5,087
Automotive 36,719 48,196
Bad debts 35,895 -
Product testing and trade show 29,884 30,710
Interest and bank charges 23.943 5,078
Rent 15,799 14,254
Amortization 15,494 11,051
Meals and entertainment 9,459 7,016
Telephone 7,765 3,691
Miscellaneous 4,658 1,088
Office and shop 2,241 4,189
Sub-contracts 800 -
Fees and licenses 781 9,401
Recovery of scientific research and
experimental development
investment tax credits - (64,419)
732,023 408,584
LOSS FROM OPERATIONS (690,752) (377,579)
OTHER INCOME 656 -
NET LOSS (690,096) (377,579)
DEFICIT - BEGINNING OF YEAR (608,005) (230,426)
DEFICIT - END OF YEAR $ (1,298,101) $ (608,005)
LOSS PER SHARE (Note 11)
Basic $ (0.061) $ (0.038)
Diluted $ (0.062) $ (0.038)

See accompanying notes to financial statements



SEAIR INC.

CONSOLIDATED BALANCE SHEETS
August 31, 2003 and 2002

2003 2002
ASSETS
CURRENT
Cash $ 394,225 -
Accounts receivable 78,731 105,084
Inventory (Note 3) 201,364 126,613
Income taxes receivable - 66,116
674,320 297,813
CAPITAL ASSETS (Note 4) 31,684 33,562
DEFERRED DEVELOPMENT COSTS (Note 5) 32,564 41,059
$ 738,568 372,434
LIABILITIES AND SHAREHOLDERS'EQUITY
CURRENT
Bank indebtedness $ - 22,349
Accounts payable and accrued liabilities 91,801 76,292
Current portion of long term debt (Note 6) 1,908 -
Advantages from affiliates (Note 7) 39,789 143,701
Current portion of convertible debenture (Note 8) 87,422 -
Management compensation payable 177,200 136,000
398,120 378,342
LONG TERM DEBT (Note 6) 6,661 -
CONVERTIBLE DEBENTURE - LIABILITY PORTION (Note 8) 9,123 -
413,904 378,342
COMMITMENT (Note 9)
SHAREHOLDERS' EQUITY
Convertible Debenture (Note 8) 3,455 -
Share capital (Note 10) 1,619,310 602,097
Deficit (1,298,101) (608,005)
324,664 (5,908)
$ —738,568 —372,434

ON BEHALF OF THE BOARD

Director

Director

See accompanying notes to financial statements



SEAIR INC.

CONSOLIDATED STATEMENTS OF CASH FLOW
Years Ended August 31, 2003 and 2002

2003 2002
OPERATING ACTIVITIES
Cash received from customers $ 173,505 $ 17,873
Cash paid to suppliers and contractors (840,454) (485,879)
Interest received 656 -
Income taxes received 66,116 53,717
Cash flow used by operating activities (600,177) (414,289)
INVESTING ACTIVITY
Additions to capital assets (5,119) (8,019)
Cash flow used by investing activity (5,119) (8.019)
FINANCING ACTIVITIES
Advances from affiliates (103,912) 105,622
Share issue costs paid (315,077) (39,206)
Issuance of equity 1,332,290 347,075
Convertible debentures issued 135,000 -
Convertible debentures repaid (35,000) -
Long term debt incurred 9,523 -
Repayment of long term debt (954) -
Cash flow from financing activities 1,021,870 413,491
INCREASE (DECREASE) IN CASH FLOW 416,574 (8,817)
Deficiency - beginning of year (22,349) (13,530)
CASH (DEFICIENCY) - END OF PERIOD $ 394,225 $ (22,347)

See accompanying notes to financial statements
10



SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

1.

GENERAL

The Company was incorporated under the Business Corporations Act (Alberta) on April 12,
2001. The Company is a technology corporation which is based in Edmonton, Alberta. It is
developing proprietary diffusion technology that may have global applications in several
industry sectors.

The Company is engaged in the business of developing two primary product lines: a water
diffuser and a water sterilization device. Since inception, the efforts of the Company have
been devoted to the development of these two product lines. To date, the Company has not
earned significant revenues and is considered to be in the development stage.

The Company has completed product testing on both the water diffuser and the water sterilizer.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiary,
Seair Diffusion Systems Inc. (formerly O2 CANADA Water Inc.). All significant intercompany
balances and transactions have been eliminated.

Revenue Recognition
Revenue is recognized when the customer provides a contractual intention to purchase and
the product is shipped.

Inventory
Inventory is valued at the lower of cost and net realizable value with the cost being determined
on an average cost basis.

Capital Assets
Capital assets are stated at cost less accumulated amortization. Capital assets are amortized
over their estimated useful lives at the following rates and methods:

Diffuser equipment 20% declining balance method
Machinery 15% declining balance method
Molds 75% declining balance method
Office equipment 20% declining balance method
Patent costs 25% declining balance method

The Company regularly reviews its capital assets to eliminate obsolete items. The Company
records half the normal annual amortization in the year of addition, and no amortization in
the year of disposal. No amortization is taken unless the assets are available for use.

(continues)
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SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

2.

12

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Deferred Development Costs

Deferred development costs relate to some of the initial product development completed by
the Company. In 2002 the product became commercially viable and the Company began
amortizing on a straight-line basis over five years.

Research and Development

Research costs are expensed as incurred. Development costs which meet generally accepted
criteria, including reasonable assurance regarding recoverability, are deferred and amortized
from the beginning of commercial production. Annually, the Company reviews the recoverability
of deferred development costs through an evaluation of the expected future cash flows from
commercialization of the associated products to determine if there has been an impairment
in the recoverable amount.

Investment Tax Credits

The Company claims investment tax credits as a result of incurring scientific research and
experimental development expenditures. Investment tax credits are recognized when the
related expenditures are included, and there is reasonable assurance of their realization.
Management has made a number of estimates and assumptions in determining the expenditures
eligible for the investment tax credit claim. It is possible that the allowed amount of the
investment tax credit claim could be materially different from the recorded amount upon
assessment by Canada Customs & Revenue Agency.

Future Income Taxes

The Company follows the asset and liability method of accounting for income taxes. Under
the asset and liability method, the change in the net future tax asset or liability is to be included
in income. Future tax assets and liabilities are measured using enacted rates expected to
apply to taxable income in the years in which the temporary differences are expected to be
removed or settled.

Leases

Leases are classified as capital or operating leases. A lease that transfers substantially all of
the benefits and risks incidental to the ownership of property is classified as a capital lease.
All other leases are accounted for as operating leases, wherein rental payments are expensed
as incurred.

Translation of Foreign Currency Transactions

Foreign currency transaction have been translated to the Canadian dollar equivalent at the
average exchange rate for the fiscal year, with the exception of assets and liabilities, being
translated at the current exchange rate. Any resultant gain or loss has been taken into income.

(continues)



SEAIR INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

2.

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Financial Instruments

The Company's financial instruments consist of accounts receivable, income taxes receivable,
bank indebtedness, accounts payable and accrued liabilities, management fees payable,
deposits, advances from affiliates and convertible debentures. Unless otherwise noted, it is
management's opinion that the Company is not exposed to significant interest, currency or
credit risks arising from these financial instruments. The fair value of these financial instruments
approximate their carrying values, unless otherwise noted.

Statement of Cash Flow
The Company is using the direct method in its presentation of the Statement of Cash Flow.

Measurement Uncertainty

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities, disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses
during the period. Such estimates include providing for amortization of capital assets and
goodwill. Actual results could differ from those estimates.

Stock-Based Compensation

The Company has adopted the intrinsic value based method to account for stock-based
compensation. Under this method, no compensation expense is recorded in the accounts of
the Company when stock or stock options are issued to employees. Proforma disclosure is
provided to show the effect had the fair value based model been applied.

Consideration paid by employees on the exercise of stock options is credited to common
shares. For consideration paid to an employee for the repurchase of stock options, the excess
consideration paid over the carrying amount of the stock option cancelled is charged to the
retained earnings.

INVENTORY
2003 2002

Inventory is comprised of the following:

Finished goods $ 132,217 $ 76,427
Raw materials 69,147 50,186
$ 201,364 $ 126,613

13



SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

4, CAPITAL ASSETS
2003 2002
Cost Accumulated Net book Net book
amortization value value
Diffuser equipment $ 41,394 $ 24,222 $ 17,172 $ 21,465
Machinery 9,679 2,607 7,072 8,080
Molds 6,214 5,971 243 971
Office equipment 4,785 1,088 3,697 3,046
Patent costs 3,600 - 3,500 -
$ 65,672 $ 33,888 $ 31,684 $ 33,562
Amortization provided for in the current year totalled $6,999; (2002 - $9,635)
5. DEFERRED DEVELOPMENT COSTS
2003 2002
Deferred development costs $ 42,475 $ 42,475
Accumulated amortization (9,911) (1,416)
$ 32,564 $ 41,059

Amortization provided for in the current year totalled $8,495; (2002 - $1,416). The products
were commercially viable in July 2002 and the amortization has been expensed accordingly.

LONG TERM DEBT
2003

2002

14

Canada Trust loan bearing interest at prime plus 1.5% per
annum, repayable in monthly principal payments of $159
plus interest. The loan matures on March 17, 2008 and

is secured by all assets and undertakings of the Company. $ 8,569 $ -
Amounts payable within one year (1,908) -
$ 6,661 $ -

Principal repayment terms are aproximately:

2004 $ 1,908
2005 1,908
2006 1,908
2007 1,908
2008 937

$ 8,569



SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

7. ADVANCES FROM AFFILIATES
The advances are due on demand, are unsecured and have no specific terms of repayment.
All advances bear no interest. The affiliated parties have indicated that they do not intend to
materially reduce the loan balance within the next fiscal year. However, because the parties
do not have a written contract or other postponements, the amount has been presented as
a current liability. All affiliated parties are either controlling shareholders or companies
controlled by these same shareholders.

8. CONVERTIBLE DEBENTURES
On October 31, 2002, the Company issued unsecured subordinated convertible debentures
in the amount of $135,000 to a director of the company for cash advanced to the company
and services rendered.

The debentures bear interest at prime plus 4.0% per annum, with the first interest payment
due January 1, 2003. The debentures are convertible into common shares of the Company
at conversion prices as follows:

$0.35 per share within the first 2 years from the date issued
$0.385 per share during the 3rd year from the date issued
$0.4235 per share during the 4th year from the date issued
$0.46585 per share during the 5th year from the date issued

The debt component has been calculated as the present value of the required interest payments
discounted at a rate approximating the interest rate that would have been applicable to non-
convertible debt at the time the debentures were issued. Interest expense is determined on
the debt component, such component being reduced by the required monthly interest payments.
The difference between the debt component and the face value of the debentures is classified
as equity, net of issue costs adjusted for income taxes. The equity component of the debentures,
net of the value ascribed to the holders' option, is increased over the term to the full face value
by charges to retained earnings (deficit).

The Company repaid $35,000 of the debenture during the year and the equity and debt

components have been adjusted accordingly.

9. COMMITMENT
The Company has obligations under a long-term lease for its office premises. The lease
commitment is for a minimum period ending June 30, 2004 with a renewal option for an
additional three year term. Minimum lease payments in future years are as follows:

2004 $ 5,400

15



SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

10.SHARE CAPITAL

2003 2002
Number of Stated capital Number of Stated capital

shares shares
Opening 10,580,769 $ 602,097 9,192,469 $ 294,228
Units issued for cash 402,000 100,500 1,388,300 347,075
Public offering 3,519,400 1,231,790 - -
Share issue costs - (315,077) - (39,206)
14,502,169 $ 1,619,310 10,580,769 $ 602,097

During the prior year, 1,388,300 units, being one common share and one warrant to purchase
a common share at $0.45 per share, were issued for $347,075 of cash proceeds.

During the year, 402,000 units being one common share and one warrant to purchase a
common share at $0.45 per share, were issued for $100,500 of cash proceeds. Also during
the year, the company closed its initial public offering of 3,519,400 shares at $0.35 per share,
for $1,231,790 of cash proceeds.

At August 31, 2003, there were zero; (August 31, 2002 - 1,728,300) warrants outstanding.
During the year, the company exchanged the 2,130,300 outstanding warrants for options to
purchase shares. The options have an exercise price of $0.45 per share and expire on July
14, 2004.

At August 31, 2003, the following amounts are held in escrow with CIBC Mellon Trust Company
pursuant to the company's Escrow Agreements dated January 24, 2003 and March 7, 2003.
The Escrow Agreement provides that these items be released from escrow as follows:

Escrow:
Common shares October 19, October 31, Convertible
2001 options 2002 options debentures
January 14, 2004 1,243,889 33,000 150,000 42,750
July 14, 2004 1,243,889 33,000 150,000 42,750
January 14 2005 1,243,889 33,000 150,000 42,750
July 14, 2005 1,243,888 33,000 150,000 42,750
January 14, 2006 1,243,888 33,000 150,000 42,750
July 14, 2006 1,243,887 33,000 150,000 42,750
7,463,330 198,000 900,000 256,500
(continues)
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SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

10.SHARE CAPITAL (continued)
Stock options outstanding:
The company has distributed 5,008,310 stock options of which 2,350,100 are distributed to
directors, officers and employees under the terms of its stock option plan, 2,130,300 are
distributed to share subscribers and 527,910 are distributed to the company's transfer agent.

A summary of the status of the plan as at August 31, 2003 and 2002 and changes during the
years then ended is presented below:

2003 2002

Options Weighted Options Weighted

average average

exercise price exercise price

Outstanding, beginning of year - $ - - $ -
Granted 5,008,310 0.393 - -
Outstanding, end of year 5,008,310 $ 0.393 - $ -

Options exercisable, end of year 5,008,310

The option prices and expiry dates of the 5,008,310 stock options outstanding as at
August 31, 2003 are as follows:

Expiry date Options Option price per share
July 14, 2004 2,130,300 $ 0.45
July 14, 2005 1,527,910 0.35
July 14, 2008 1,350,100 0.35

17



SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

10. SHARE CAPITAL (continued)

18

Stock-based compensation:

During the year the Company granted options for a total of 2,350,700 common shares to
certain directors and officers. A total of 1,000,000 of these options may be exercised within
two years of issuance at a price of $0.35 per common share and expire on July 14, 2005. The
remaining 1,350,100 options may be exercised within five years of issuance at a price of $0.35
per common share, expiring on July 14, 2008.

The company applies the intrinsic value based method of accounting for stock-based
compensation. Accordingly, no compensation expense is recorded in the accounts for the
share option plans. For share options granted after 2001, disclosure of the impact on earnings
as if the fair value based method of accounting for the share-based compensation has been
applied is required. An estimate of the fair value of the options has been calculated to be
$0.11 per option, for the options expiring July 14, 2005, using the Black Scholes Model. For
the options expiring July 14, 2008, the estimate of the fair value of the options has been
calculated to be $0.15 per option. The assumptions utilized in determining this value was a
spot rate of $0.44, a strike price of $0.35, a risk-free rate of 3.6%, volatility of 2.14% and a
maturity period of 2 years for the July 14, 2005 options and a maturity period of 5 years for
the July 15, 2008 options.



SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 31, 2003 and 2002

11. LOSS PER SHARE
The company has adopted the new CICA accounting standard for determining earning per
share. The treasury stock method is now used for calculating diluted earnings per share.
Basic net loss per share is determined by dividing net loss available to common shareholders
as reported in the Statement of Loss by the average daily number of common shares
outstanding for the period.
2003 2002
Net income Weighted Per share Netincome Weighted Per share
(loss) average (loss) average
shares shares
outstanding outstanding
Basic $ (690,096) 11,389,222 $ (0.061) $ (377,579) 9,982,659 $ (0.038)
Options - (2,878,010) - - - -
assumed
exercise
Shares - 2,582,829 - - - -
assume
purchase
Diluted (690,096) 11,094,041 (0.062) (377,579) 9,982,659 (0.038)
12. RELATED PARTY TRANSACTIONS

Management compensation of $372,309; (2002 - $228,000) were paid to the controlling
shareholders of the Company.

Included in the accounts payable are $9,737; (2002 - $10,140) due to companies controlled
by directors and managers of the Company.

These transactions were measured at the exchange amount, which is the amount of

consideration agreed to by the related parties and were incurred in the normal course of
operations.
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SEAIR INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Yaers Ended August 31, 2003 and 2002

13. INCOME TAXES

14.
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As at August 31, 2003, the Company had income tax losses carried forward for tax purposes
aggregating $838,463 that are available for the reduction of future year's taxable income. No
recognition has been given in these financial statements to any potential tax savings arising
from application of these losses. The losses expire are follows:

2006 $ 15,577
2007 20,512
2008 128,829
2009 238,538
2010 435,007

$ 838,463

The company had investment tax credits carried forward arising from expenditures in Scientific
Research and Experimental Development of $73,239. These credits will be applied directly
against taxes incurred. No future tax benefit has been recognized in these financial statements
for any potential tax savings arising from these credits. The company has $446,626 (net of
investment tax credits carried forward) of deductible Scientific Research and Experimental
Development expenditures available for the reduction of future year's taxable income.

COMPARATIVE FIGURES

Some of the comparative figures have been reclassified to conform to the current year's
presentation.



