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Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)
Consolidated Balance Sheets

Expressed in Canadian Dollars

ASSETS

Current assets

Cash and cash equivalents
Accounts receivable
Inventory

Prepaid expenses

Investment (Note 7)
Property and equipment
Other assets

LIABILITIES

Current liabilities

Accounts payable and accrued liabilities
Deposits

SHAREHOLDERS' EQUITY

Share Capital

Warrants

Contributed surplus

Accumulated other comprehensive loss
Deficit

Contingency (Note 6)

See accompanying notes to consolidated financial statements

On behalf of the Board

“D.H. Blakeway” (signed)
Director

June 30
2010
(Unaudited)

1,418,996
278,616
411,479

30,141

September 30
2009
(Audited)

1,752,799
211,523
355,374

19,199

2,139,232
350,000
33,958
22,114

2,338,895
50,000
42,907
23,728

2,545,304

271,545
19,238

2,455,630

169,779
5,011

290,783

174,790

14,791,057
109,105
415,198

(204,391 )

(12,856,448 )

14,500,112
401,309

(205,132 )

(12,415,549 )

2,254,521

2,280,740

2,545,304

2,455,530

“‘K.R. Tolmie”
Director

(signed)



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)

Consolidated Statements of Operations (Unaudited)

Periods Ended June 30
Expressed in Canadian Dollars

Rewvenues
Costofsales
Gross Profit

Sales and marketing
Depreciation and amortization
General and administration
Research and development
Financial charges

Foreign exchange loss (gain)
Stock based compensation

Loss before income taxes
Income taxes
Comprehensiwe loss

Net (loss) per share
Basic and diluted

Weighted awverage number of shares

See accompanying notes to consolidated financial statements

THIRD QUARTER NINE MONTHS
2010 2009 2010 2009
$ $ $ $
650,290 711,841 1,875,725 2,157,078
403,340 449562 1,180,106 1,419,837
246,950 262,279 695,619 737,241
106,617 103,519 299,504 362,008
4,787 5,109 14,220 15,115
107,378 190,753 383,060 492,452
174,513 72,740 403,766 205,633
4,059 3,485 10,397 20,563
(30,121) 62,794 11,682 (73,512
5,208 - 13,889 0
372,441 438,400 1,136,518 1,022,259
(125,491 ) (176,121) (440,899 ) (285,018)
- - - (10,301)
(125,491 ) (176,121 ) (440,899 ) (274,717 )
(0.01) (0.00) (0.02) (0.01)
24,103,711 18,758 642 22,013,096 18,758,642



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)
Consolidated Statements of Shareholders’ Equity and Comprehensive Loss (Unaudited)
Nine Months Ended June 30, 2010 and 2009

Balance at

September 30, 2008
Foreign currency
translation income

Net loss

Comprehensive loss

Balance at
June 30, 2009

Balance at

September 30, 2009
Foreign currency
translation income

Net loss

Comprehensive loss

Stock based
compensation
Private placement

Balance at
June 30, 2010

See accompanying notes to consolidated financial statements

Accumulated
Other Total
Share Contributed Comprehensive Accumulated Comprehensive Shareholders’
Capital Surplus Warrants Loss Deficit Loss Equity
$ $ $ $ $ $ $
14,500,112 401,309 - (232,224 ) (12,025,475) - 2,643,722
- - - 38,698 - 38,698 38,698
- - - - (274,717 ) (274,717) (274,717 )
- - - - - (236,019 ) (236,019)
14,500,112 401,309 - (193,526 ) (12,300,192 ) (236,019 ) 2,407,703
14,500,112 401,309 - (205,132) (12,415,549 ) - 2,280,740
- - - 741 - 741 741
- - - - (440,899 ) (440,899 ) (440,899 )
- - - - - (440,158 ) (440,158 )
- 13,889 - - - - 13,889
290,945 - 109,105 - - - " 400,050
14,791,057 415,198 109,105 (204,391 ) (12,856,448 ) (440,158 ) 2,254,521



Nanotech Security Corp.
(Formerly Wireless2 Technologies Inc.)

Consolidated Statements of Cash Flows (Unaudited)

Periods Ended June 30
Expressed in Canadian Dollars

THIRD QUARTER

2010 2009
$ $
OPERATING ACTIVITIES
Net (loss) (125,491) (176,121)
ltems notinvolving cash:
Depreciation and amortization 4,787 5,109
Foreign exchange adjustment (16,587 ) (18,231)
Stock based compensation 5,208 -
Non-cash working capital changes - 785 (13,382)
(131,298 ) (202,625 )
INVESTING ACTIVITIES
Propei'ty and equipment acquisitions (2,818 ) (2,342)
Investment - -
(2,818 ) (2,342)
FINANCING ACTIVITIES
Proceeds on private placement - -
Repayment of loans payable - -
Net (decrease) in cash (134,116 ) (204,967 )
Cash, beginning of period 1,553,112 2,021,574
Cash, end of period 1,418,996 1,816,607
Supplementary Cash Flow Disclosure
Interest paid - -
Income taxes paid - 15,834

See accompanying notes to consolidated financial statements

NINE MONTHS
2010 2009
$ $
(440,899 ) (274,717)
14,220 15,115
597 49,721
13,889 -
(18,147 ) (234,638)
(430,340) (444,519 )
(3,513) (18,762)
(300,000 ) (50,000 )
(303,513 ) (68,762 )
400,050 -
- (15,834)
400,050 (15,834 )
(333,803) (529,115 )
1,752,799 2,345,722
1,418,996 1,816,607
: 40,440



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2010 and 2009

1. NATURE OF OPERATIONS

Nanotech Security Corp. (formerly Wireless2 Technologies Inc.) (the “Company”) through its wholly-owned subsidiary
Tactical Technologies Inc., designs and sells sophisticated communication surveillance and intelligence gathering
equipment for the law enforcement and defense industries in the United States and Canada. Nanotech Security Corp.
has been developing in partnership with ||[DJME Technologies Corp., commercially viable nanotechnology designed into
specialized optics yielding unique signatures that cannot be reproduced by a counterfeit. These signatures are both overt and
machine readable, suitable for a variety of security applications. Applications include banknotes, security cards, ID tags (e.g.
driver's license, medical cards), tickets, software licenses, dvds/cds, inspection tags (long-haul pipelines, sprinkler systems), drug
detection containers (pharma), court documents, wills and court orders. This new technology is called N.O.t.E.S - Nano-Optic
Technology for Enhanced Security.

2. ADOPTION OF NEW ACCOUNTING PRONOUNCEMENTS
On October 1, 2008, the Company adopted the following new accounting standards of the Canadlan Institute of
Chartered Accountants (“CICA”"):

(a) Handbook Section 3031, Inventories

The adoption of this new standard requires changes for accounting for inventory, including changes to the definition of
net realizable value. The new standard clarifies the definition of cost to include all costs of purchase, costs of
conversion and other costs incurred to bringing the inventories to their present location and condition. In addition, the
standard requires companies to assess the recoverability of inventory costs in comparison to net realizable value.
Declines in replacement cost below carrying values for raw materials do not require write-downs if the finished goods
in which they will be incorporated are expected to be sold at or above cost. The adoption of the new standard did not
have a material impact on the Company’s consolidated financial statements.

(b) Handbook Section 3064, Goodwill and Intangible Assets

This section replaces Section 3062, Goodwill and Other Intangible Assets, and Section 3450, Research and
Development Costs. The new standard provides additional guidance on measuring the cost of goodwill, intangible
assets and research and development costs. The standard states that upon their initial identification, intangible
assets are to be recognized as assets only if they meet the definition of an intangible asset and the recognition
criteria. Section 3064 did not have a material impact on the financial statements for the quarter ended March 31,
2010.

3. SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of consolidation

These consolidated financial statements have been prepared by management in accordance with Canadian generally
accepted accounting principles (‘GAAP”) and include the accounts of the Company and its wholly-owned subsidiary,
Tactical Technologies Inc. Intercompany balances and transactions have been eliminated on consolidation.

(b) Use of estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Estimates are used for, but are not limited to, the
accounting for doubtful accounts, inventory obsolescence, amortization and income taxes. Actual results could differ
from those estimates.

(c) Inventory

Raw materials are valued at the lower of cost and replacement cost. Cost is determined on a weighted average basis.
Work in process is valued at the lower of cost and net realizable value. The cost of work in process and finished
goods includes the cost of raw material, direct labour and an allocation of related overheads.



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2010 and 2009

3. Significant accounting policies (continued)
(d) Foreign currency translation

Monetary assets and liabilities are translated at the exchange rates in effect at the balance sheet date. Non-monetary
assets and liabilities are translated at the historical rates. Revenues and expenses are translated at the average rates
for the year except for amortization that is translated at historical rates. Translation gains and losses are included in
earnings.

(e) Investments in private entities

The Company has an investment in a non-publicly traded company, in which it has 1.6% of the voting rights and in
which it does not exercise significant influence. The Company monitors this investment for impairment and makes
appropriate reductions in its carrying value when necessary. This investment is carried at cost in the consolidated
financial statements. No impairment has been recorded for the nine months ended June 30, 2010.

() Property and equipment and amortization

Property and equipment are recorded at cost. Depreciation is calculated using the following methods and annual

rates:
Manufacturing and office equipment 20% declining balance
Leasehold improvements Lesser of lease term and 20% straight-line
Website 20% declining balance, ¥ in the 1% year

(g) Intangible assets

Intangible assets with finite lives are recorded at cost less accumulated amortization. Amortization is computed using
the straight-line method over the following period:

Licenses Lesser of term of licensing agreements or ten years
(h) Impairment of long-lived assets

Long-lived assets are tested for impairment whenever events or changes in circumstances indicate that their carrying
value may not be recoverable. An impairment loss is recognized when their carrying value exceeds the total
undiscounted cash flows expected from their use and eventual disposition. The amount of the impairment loss is
determined as the excess of the carrying value of the asset over its fair value.

(i) Income taxes

The Company uses the liability method of accounting for income taxes. Under this method, current income taxes are
recognized for the estimated income taxes payable for the current year. Future income tax assets and liabilities are
recognized for temporary differences between the tax and accounting bases of assets and liabilities as well as for the
benefit of losses available to be carried forward to future years for tax purposes that are more likely than not to be
realized. They are measured using enacted and substantively enacted tax rates expected to apply to taxable income
in the years in which the temporary differences are expected to be recovered in income in the period in which the
change occurs including any change in applicable future tax rates.

(j) Revenue recognition

The Company recognizes equipment rental and service revenue over the term of the applicable operating service
agreements after the rental and/or service has been provided. Sales of product are recognized as revenue pursuant
to contractual arrangements when title passes to the customer as goods are shipped, provided that at the time of
shipping the amount is determinable and collection of the sales proceeds is reasonably assured. The Company
includes in revenues interest earned on cash and cash equivalents.



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2010 and 2009

3. Significant accounting policies (continued)
(k) Stock-based compensation

The Company accounts for all stock-based payments granted on or after October 1, 2002, using the fair value based
method. The method consists of expensing the fair value of stock-based awards over the vesting period of the options
granted. Upon exercise of the stock options, consideration received together with amounts previously recognized in
contributed surplus is recorded as an increase in share capital. The Company'’s stock-based payments are measured
at the fair value of the equity instruments issued at the date of grant using the Black-Scholes option pricing model.
During the nine months ended June 30, 2010, the Company granted 1,250,000 incentive stock options exercisable for
three (3) years at a price of $0.10 per share.

(I) Financial instruments

Financial assets and financial liabilities are initially recognized at fair value and their subsequent measurement is
dependent on their classification as described below. Their classification depends on the purpose for which the
financial instruments were acquired or issued, their characteristics and the Company’s desagnatlon of ~such
instruments. Settlement date accounting is used.

Classification

Cash and cash equivalents Held-for-trading
Investment Available-for-sale
Accounts receivable Loans and receivables
Accounts payable Other liabilities
Deposits Other liabilities

Held-for-trading ’

Held-for-trading financial assets are financial assets typically acquired for resale prior to maturity or that are
designated as held-for-trading. They are measured at fair value at the balance sheet date. Fair value fluctuations
including interest earned, interest accrued, gains and losses realized on disposal and unrealized gains and losses are
included in other income.

Available-for-sale

Financial assets classified as available-for-sale are measured at fair value with the unrealized changes in fair value
recorded each reporting period in other comprehensive loss (income). Investments in equity instruments classified as
available-for-sale that do not have a quoted price in an active market are recorded at cost. Each reporting period,
available-for-sale assets are written down to fair value through financing charges to reflect impairments that are
considered to be other than temporary. No impairments were recorded on available-for-sale assets for the nine
months ended June 30, 2010.

Loans and receivables
Loans and receivables are accounted for at amortized cost using the effective interest method.

Other liabilities
Other liabilities are recorded at amortized cost using the effective interest method and include all financial liabilities,
other than derivative instruments.

Transaction costs

Transaction costs related to held-for-trading financial assets are expensed as incurred. Transaction costs related to
other liabilities and loans and receivables are netted against the carrying value of the asset or liability and are then
recognized over the expected life of the instrument using the effective interest method.



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2010 and 2009

3. Significant accounting policies (continued)
() Financial instruments (continued)

Effective interest method
The Company uses the effective interest method to recognize interest income or expense which includes transaction
costs or fees and premiums or discounts earned or incurred for financial instruments.

(m) Derivative instruments

Derivative instruments held-for-trading or speculative purposes or that are not eligible for hedge accounting are
recognized on the balance sheet at their fair value, with change in fair value recognized in foreign exchange gain or
loss.

(n) Earnings per common share

Basic earnings per share is computed by dividing the net income available to common shareholders by the weighted
average number of common shares outstanding for that period. The Company uses the treasury stock method in
calculating diluted earnings per share. This method requires that fully diluted net earnings per share to be calculated
as if all common share equivalents had been exercised at the beginning of the reporting period of issue, and that the
funds obtained thereby, were used to purchase common shares of the Company at the average trading price of the
common shares during the year.

(o) Recent accounting pronouncements

In January 2009, the CICA issued three new accounting standards: Section 1582, Business Combinations; Section
1601, Consolidated Financial Statements; and Section 1602, Non-Controlling Interests. These new standards will be
effective for fiscal years beginning on or after January 1, 2011. These standards replace the existing guidance and
correspond to similar provisions of International Financial Reporting Standards (“IFRS”). The three standards must be
adopted concurrently and are effective for interim and annual financial statements for fiscal years beginning on or
after January 1, 2011. The Company is currently evaluating the impact of adopting the new standards.

In June 2009, the CICA amended Handbook Section 3862, Financial Instrument - Disclosures, to include additional
disclosure requirements about fair value measurement for financial instruments and liquidity risk disclosures. These
amendments require a three-level hierarchy that reflects the significance of the inputs used in making the fair value
measurements. Fair value of financial assets and financial liabilities included in Level 1 are determined by reference
to quoted prices in active markets for identical assets and liabilities. Assets and liabilities in Level 2 include valuations
using inputs other than the quoted prices for which all significant inputs are based on observable market data, either
directly or indirectly. Level 3 valuations are based on inputs that are not based on observable market data. This
amended standard is effective for annual financial statements relating to fiscal years ending after September 30,
2009. The Company is currently evaluating the impact of adopting the new standard.

(p) International Financial Reporting Standards (“IFRS”)

In 2006, the Canadian Accounting Standards Board (“AcSB") published a new strategic plan that will significantly
affect financial reporting requirements for Canadian companies. The AcSB strategic plan outlines the convergence of
Canadian GAAP with IFRS over an expected five year transitional period. In February 2008, the AcSB announced
that 2011 is the changeover date for publicly-listed companies to use IFRS, replacing Canadian GAAP. This date is
for interim and annual financial statements relating to fiscal years beginning on or after January 1, 2011. The
Company’s first annual IFRS financial statements will be for the year ending September 30, 2012 and will include the
comparative period of 2011. While the Company has begun assessing the adoption of IFRS for 2011, the financial
reporting impact of the transition to IFRS cannot be reasonably estimated at this time.



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)

Notes to Consolidated Financial Statements (Unaudited)
June 30, 2010 and 2009

4. SUPPLEMENTARY CASH FLOW INFORMATION
Change in non-cash working capital

2010 2009

$ $
Accounts receivable (67,093 ) (71,761)
Inventory (66,105) 43,220
Prepaids (10,942) (133)
Accounts payable and accrued liabilities 101,766 (202,775)
Customer deposits 14,227 37,251
Income taxes payable - (40,440)

(18,147 ) (234,638 )

5. INCOME TAXES
The company has approximately $4.0 million in Canadian loss carry forwards, and US$100,000 in US loss carry
forwards, with expiry dates from 2010 to 2029, the tax effect of which has not been recognized in the accounts.

6. CONTINGENCY
In February 2008, the Company was named as a defendant in a lawsuit, which is currently ongoing. Management
believes that the claim is without merit and the Company continues to defend against it. No accrual has been made as
the outcome of the lawsuit is currently unknown. : :

7. OTHER

As of November 9, 2009, the Company has reached an agreement with a private company that is a related party (a
company with a director in common) to purchase rights to a license that can be used in applications such as anti-
counterfeiting for security devices. The Company paid a $300,000 initial payment for the license ($100,000 was paid
during the quarter ended December 31, 2009 and $200,000 was paid in the current quarter), with a further and an
ongoing royalty of 9% of gross revenues achieved from the technology. Beginning in 2010, there will be minimum
annual advance royalties fees of $150,000, of which 50% will be credited to the percentage royalty. As of the date of
the financial statements, the licensing arrangement is still subject to regulatory approval.

Further, the Company funded the initial license fees and marketing expenses relating to the investment referred to
above by raising $400,050 through a unit private placement, issuing 5,334,000 units at $0.075 per unit, which was
completed in January 2010. Each unit is comprised of one share and one half warrant, exercisable for two years at
$0.10. Insiders participated in the placement to the extent of approximately 48%.
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Notes to Consolidated Financial Statements (Unaudited)

June 30, 2010 and 2009
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Nanotech Security Corp.
(Formerly Wireless2 Technologies Inc.)

Management’s discussion & analysis
as at August 27, 2010

The following discussion and analysis should be read in conjunction with the unaudited consolidated
financial statements of the Company, and the notes relating thereto, for the three months ended June 30,
2010, as well as the audited consolidated financial statements and the notes relating thereto, for the year
ended September 30, 2009. Additional information relating to the Company is filed on SEDAR at
www.sedar.com.

This report includes forward-looking statements that are based on current expectations and are subject to
risks and uncertainties. Many internal and external factors may cause actual results to differ materially
including, but not limited to, those outlined in Risk Management below. The Company disclaims any
intention or obligation to update or revise any such forward-looking statements, whether as a result of
new information, future events, or otherwise. ’

General overview

Nanotech Security Corp. (formerly Wireless2 Technologies Inc.) (“Nanotech”) is incorporated under the
laws of British Columbia with its corporate head office located in Surrey, British Columbia. Nanotech's
wholly owned subsidiary, Tactical Technologies Inc. (“Tactical’), has manufacturing facilities in Holmes,
Pennsylvania.

Nanotech Security Corp. (formerly Wireless2 Technologies Inc.) (the “Company”) through its wholly-
owned subsidiary Tactical Technologies Inc., designs and sells sophisticated communication surveillance
and intelligence gathering equipment for the law enforcement and defense industries in the United States
and Canada. Nanotech Security Corp. has been developing in partnership with I|DIME Technologies
Corp., commercially viable nanotechnology designed into specialized optics yielding unique signatures
that cannot be reproduced by a counterfeit. These signatures are both overt and machine readable,
suitable for a variety of security applications. Applications include banknotes, security cards, 1D tags (e.g.
driver’s license, medical cards), tickets, software licenses, dvds/cds, inspection tags (long-haul pipelines,
sprinkler systems), drug detection containers (pharma), court documents, wills and court orders. This

new technology is called N.O.t.E.S - Nano-Optic Technology for Enhanced Security.

The consolidated financial statements include the results, financial position and cash flows of Nanotech
Security Corp. and its wholly owned subsidiary, Tactical Technologies Inc. All significant inter-company
transactions and balances have been eliminated on consolidation.

Revenues include the gross amount billed to customers for sales of products and related services plus
interest earned on cash balances. Cost of sales includes direct expenses related to the manufacture of
products sold.

Results of operations

The unaudited consolidated financial statements for the three (3) months ended June 30, 2010 include
the results and financial position of Nanotech Security Corp., and its wholly owned subsidiary, Tactical
Technologies Inc. The Company derives the majority of its revenues in United States dollars.

Consolidated revenues for the three months ended June 30, 2010 decreased by $61,551 or 9% to
$650,290 compared to the same period last year. Gross profit for the current quarter was 38% of
revenues and $246,950 compared to 37% and $262,279 for the comparable quarter of the 2009 fiscal
year, due largely to product mix. The decrease in revenues is the result of weakened economic
conditions while the changes in gross profit percentage are attributable to the changes in sales volumes
against which overheads may be absorbed and from the product mix of sales. The weakened economic
conditions are expected to continue through the fourth quarter.

Page 1



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)
Management’s discussion & analysis
as at August 27, 2010

Operating costs

Expenses, excluding foreign exchange gain or loss, increased $26,955 during the three months ended
June 30, 2010 compared with the same period in the 2009 fiscal year. Sales and marketing expense
remained consistent at $106,617 and 103,519 respectively. The decreased loss for the three month
period ended June 30, 2010 compared with the same period in fiscal 2009 was largely due to the foreign
exchange gain and loss differences between the periods. Foreign exchange gain in the current period
was $30,121 compared with a foreign exchange loss in the previous period of $62,794. Additionaily,
research and development expense increased significantly this quarter to $174,513 compared to $72,740
compared with the same period in fiscal 2009 as the Company expanded research on its N.O.LE.S.
technologies.

Quarterly results 3rd Qtr 2010 2nd Qtr 2010 1st Qtr 2010 4th Qtr 2009
$ $ $ $
Revenues from continuing operations 650,290 716,986 508,449 588,614
Net (loss) income (125,490) (194,110) (121,300) (115,357)
Net (loss) income per common share -
Basic and diluted (0.01) (0.01) (0.01) (0.01)
Quarterly results - 2009 3rd Qtr 2009 2nd Qtr 2009 1st Qtr 2009 4th Qtr 2008
‘ ' $ $ $ $
Revenues from continuing operations 711,841 754,689 690,548 787,692
(Loss) income before discontinued
operations (176,121) (86,298) (12,869) (68,247)
Income from discontinued operations - - - -
Net (loss) income (176,121) (86,298) (12,869) (68,247)
Net (loss) income per common share -
Basic and diluted (0.01) (0.00) (0.00) 0.00

The fluctuation in revenues is attributable to the changes in the level of purchasing under major
government agencies purchase orders. A significant proportion of the Company’'s revenues and
expenses are generated in U.S. dollars. Revenues and expenses for the three months ended June 30,
2010 were reduced as the average exchange rate fell from 1.14 in the three months ended June 30, 2009
to 1.04 in the current period.

Liquidity

Working capital at June 30, 2010 was $1,848,449 compared to $2,293,857 at June 30, 2009.

In the current quarter, operating activities used cash of $131,298 compared to $202,625 in 2009.

Page 2



Nanotech Security Corp.
(Formerly Wireless2 Technologies Inc.)
Management’s discussion & analysis

as at August 27, 2010

Investing activities

There were no investing activities undertaken in the current quarter or during the nine months ended June
30, 2010.

Capital resources

At June 30, 2010, the Company had working capital of $1,848,449, as compared to $2,293,857 at June
30, 2009. The Company has no long term debt or loans outstanding and had 24,103,711 common shares
issued and outstanding at June 30, 2010 and 18,758,642 common shares issued and outstanding at June
30, 2009.

The Company had no commitments for material capital expenditures as of June 30, 2010.

The Company has no lines of credit or other sources of financing which have been arranged or are being
negotiated. The Company has no investments or exposure in asset backed commercial paper.

Management has reviewed its funding requirements and operations in light of current economic
conditions. Management believes the Company has adequate capital resources to meet all its obligations
and fund operations going forward for the foreseeable future.

Contractual obligations Payments due by period
Less than After

Total 1 year 1-3 years - 4-5 years 5 years

$ $ $ $ $

Operating leases ' 610,226 82,934 264,154 189,423 73,715
Total contractual obligations 610,226 * 82,934 * 264,154 189,423 73,715

* Not including purchase commitments to suppliers

Off-balance sheet arrangements

The Company does not have any off-balance sheet arrangements in place.
Transactions with related parties

The following transactions are in the normal course of business and are measured at the exchange
amount which is the amount of consideration established and agreed to by the related parties.

Management fees of $15,000 (2009 - $17,250) are charged by companies controlled by individuals who
are officers or directors of the Company. As of June 30, 2010 and 2009, there were no amounts owing to
these companies.

Legal matters

In February 2008, the Company was named as a defendant in a lawsuit, which is currently ongoing.
Management believes that the claim is without merit and the Company continues to defend against it. No
accrual has been made as the outcome of the lawsuit is currently unknown.

Page 3



Nanotech Security Corp.

(Formerly Wireless2 Technologies Inc.)
Management’s discussion & analysis
as at August 27, 2010

Critical accounting estimates

The Company’s financial statements have been prepared following Canadian generally accepted
accounting principles. The measurement of certain assets and liabilities is dependent upon future events
whose outcome will not be fully known until future periods. Therefore the preparation of these financial
statements requires management to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses. Actual results may vary from those estimated.

In particular, the amounts recorded for amortization of property and equipment and intangible assets are
based on estimates of the remaining useful lives of such assets. These estimates and those related to the
cash flows used to assess the potential impairment of property and equipment, intangible assets and
income tax loss benefits, are subject to measurement uncertainty and the impact on the financial
statements of future periods could be material. Such estimates and assumptions have been made using
careful judgments, which in management’s opinion, are within reasonable limits of materiality and
conform to the significant accounting policies summarized in Note 3 to the consolidated financial
statements.

Other information

As of November 9, 2009, the Company has reached an agreement with ||D|ME Technologies Corp. a
private company that is a related party (a company with a director in common) to purchase rights to a
license that can be used in applications such as anti-counterfeiting for security devices. The Company
has paid a $300,000 initial payment for the license ($100,000 was paid during the quarter ended
December 31, 2009 and $200,000 was paid in the current quarter), with a further and an ongoing royalty
of 9% of gross revenues achieved from the technology. Beginning in 2010, there will be minimum annual
advance royalties fees of $150,000, of which 50% will be credited to the percentage royalty. As of the
date of the financial statements, the licensing arrangement is still subject to regulatory approval.

Further, the Company funded the initial license fees and marketing expenses relating to the investment
referred to above by raising $400,050 through a unit private placement, issuing 5,334,000 units at $0.075
per unit, which was completed in January 2010. Each unit is comprised of one share and one half
warrant, exercisable for two years at $0.10. Insiders participated in the placement to the extent of
approximately 48%.

L.ooking forward

At the time of this report, Nanotech has entered into an agreement in principle to license nano-hole
technologies for use in the field of anti-counterfeiting. At present, Tactical continues to be successful in
its field and generates approximately $2.3 million in revenues annually. Tactical had a backlog of
approximately $195,000 at September 30, 2009, and at present has a backlog of approximately
$976,867. Tactical is currently assessing the effect of the economic downturn on its operations and
reducing labour costs and expenses where possible.

Capital risk management

Management defines capital as long term debt plus shareholders’ equity, which includes accumulated
other comprehensive loss. Management’s objectives when managing capital are to safeguard the
Company’s ability to continue as a going concern, to provide an adequate return to shareholders, to meet
external capital requirements and preserve financial flexibility in order to benefit from potential
opportunities that may arise. Management considers changes in economic conditions, risks that impact
the consolidated operations and future significant capital investment opportunities in managing its capital.
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Financial risk management

The Company’s activities expose it to a variety of financial risks including market risk (foreign exchange
and interest rate risk), credit risk and liquidity risk. Management reviews these risks on an ongoing basis
to ensure that the risks are appropriately managed. The Company does not have a practice of trading
derivatives and has none outstanding at June 30, 2010.

Interest rate risk

The Company’s objective in managing interest rate risk is to monitor expected volatility in interest rates
while also minimizing financing expense levels. Interest rate risk mainly arises from fluctuations of interest
rates and the impact on the return earned on cash and the expense on floating rate debt. On an ongoing
basis, management monitors changes in short term rates and considers long term forecasts to assess
potential cash flow impacts to the Company. The Company does not currently hold any financial
instruments to mitigate its interest risk. Cash earns interest based on market interest rates and there is no
floating rate debt outstanding.

Foreign exchange risk

The Company operates on an international basis and is subject to foreign exchange risk exposures
arising from transactions denominated in a foreign currency. The Company’s objective is to minimize the
impact of the volatility related to financial assets and liabilities denominated in a foreign currency where
possible through effective cash flow management. Foreign currency exchange risk is limited to the portion
of the Company’s business transactions denominated in currencies other than Canadian dollars. On an
ongoing basis, management monitors changes in foreign currency exchange rates as well as considering
long term forecasts to assess the potential cash flow impact to the Company. The Company has elected
not to actively manage the foreign exchange exposures at this time. The impact of a 10% change in
foreign exchange rates between the Canadian and U.S. dollar on the Company'’s results of operations or
financial position would not be significant.

Credit risk

Credit risk is the risk of a financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations. The Company is exposed to credit risk through its cash
and accounts receivable. The Company manages the credit risk associated with its cash and cash
equivalents by placing its funds with reputable financial institutions and investing in only highly rated
securities that are traded on active markets and are capable of prompt liquidation. Credit risk for accounts
receivables are managed through established credit monitoring activities. The Company also mitigates its
credit risk on trade accounts receivable by obtaining cash deposits from certain customers.

The Company has a concentration of customers in government agencies and law enforcement. Losses
under trade accounts receivable have been historically insignificant. The credit worthiness of new
customers is subject to review by management and that of existing customers is monitored.

The Company reviews its trade receivable accounts regularly and amounts are written down to their
expected realizable value when the account is determined not to be fully collectible. The bad debt
expense is charged to net income in the period that the account is determined to be doubtful. The
Company does not currently have an allowance for doubtful accounts.
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Liquidity risk

The Company's objective related to liquidity risk is to effectively manage cash flows to minimize the
exposure that the Company will not be able to meet its obligations associated with financial liabilities. On
an ongoing basis, Management manages liquidity risk by maintaining adequate cash balances.
Management believes that forecasted cash flows from operating activities will provide sufficient cash
requirements to cover the Company’s anticipated normal operating and capital expenditures.

Business risks

Although the market for our products appears to be expanding, our ability to remain competitive is
dependent upon assessing changing markets and providing new products and capabilities. There can be
no assurances that we will be able to do so or to meet changes in the marketplace or that the sale of new
products will be profitable. Some of our competitors have greater financial resources and may be able to
sustain recurring losses to establish market share at our expense.

The Company does not hold and has not entered into a market risk sensitive instrument for trading
purposes.

The Company believes that inflation and other changes in prices have not had a material effect on the
financial results as at June 30, 2010.

Chahges in accounting policies including initial adoption

On October 1, 2008, the Company adopted the following new accounting standards of the Canadian
Institute of Chartered Accountants (“CICA”) as required by GAAP:

(a) Handbook Section 3031, Inventories. The adoption of this new standard requires changes for
accounting for inventory, including changes to the definition of net realizable value. The new
standard clarifies the definition of cost to include all costs of purchase, costs of conversion and
other costs incurred to bringing the inventories to their present location and condition. In addition,
the standard requires companies to assess the recoverability of inventory costs in comparison to
"net realizable value. Declines in replacement cost below carrying values for raw materials do not
require write-downs if the finished goods in which they will be incorporated are expected to be
sold at or above cost. The adoption of the new standard did not have a material impact on the
Company's consolidated financial statements.

(b) Handbook Section 3064, Goodwill and Intangible Assels replaces Section 3062, Goodwill and
Other Intangible Assets and Section 3450, Research and Development Costs. The new standard
provides additional guidance on measuring the cost of goodwill, intangible assets and research
and development costs. The standard states that upon their initial identification, intangible assets
are to be recognized as assets only if they meet the definition of an intangible asset and the
recognition criteria. Section 3064 did not have a material impact on the financial statements for
the period ended June 30, 2010.

Recent accounting pronouncements
In January 2009, the CICA issued three new accounting standards: Section 1582, Business
Combinations, Section 1601, Consolidated Financial Statements, and Section 1602, Non-Controlling

Interests. These new standards will be effective for fiscal years beginning on or after January 1, 2011.
These standards replace the existing guidance and correspond to similar provisions of International
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Financial Reporting Standards (“IFRS”). The three standards must be adopted concurrently and are
effective for interim and annual financial statements for fiscal years beginning on or after January 1, 2011.
The Company is currently evaluating the impact of adopting the new standards.

In June 2009, the CICA amended Handbook Section 3862, Financial Instruments-Disclosures, to include
additional disclosure requirements about fair value measurement for financial instruments and liquidity
risk disclosures. These amendments require a three-level hierarchy that reflects the significance of the
inputs used in making the fair value measurements. Fair value of financial assets and financial liabilities
included in Level 1 are determined by reference to quoted prices in active markets for identical assets
and liabilities. Assets and liabilities in Level 2 include valuations using inputs other than the quoted prices
for which all significant inputs are based on observable market data, either directly or indirectly. Level 3
valuations are based on inputs that are not based on observable market data. This amended standard is
effective for annual financial statements relating to fiscal years ending after September 30, 2009. The
Company is currently evaluating the impact of adopting the new standard.

International Financial Reporting Standards

In 2006, the Canadian Accounting Standards Board (“AcSB”) published a new strategic plan that will
significantly affect financial reporting requirements for Canadian companies. The AcSB strategic plan
outlines the convergence of Canadian GAAP with IFRS over an expected five year transitional period. In
February 2008, the AcSB announced that 2011is the changeover date for publicly-listed companies to
use IFRS, replacing Canadian GAAP. This date is for interim and annual financial statements relating to
fiscal years beginning on or after January 1, 2011. The transition date of January 1, 2011 wili require
restatement for comparative purposes of amounts reported by the Company for the year ended
September 30, 2010. The Company's first annual IFRS financial statements will therefore be for the year
ending September 30, 2012 and will include the comparative period of 2011. While the Company has
begun assessing the adoption of IFRS for 2011, the financial reporting impact of the transition to IFRS
cannot be reasonably estimated at this time.

Disclosure controls and procedures

The Chief Executive Officer (“CEQ”) and Chief Financial Officer (‘CFO”) are responsible for establishing
and maintaining the Company’s disclosure controls and procedures and internal controls over financial
reporting to provide reasonable assurance that material information about the Company and its
subsidiaries would have been known to them and regarding the reliability of financial reporting and the
preparation of financial statements for external purposes.

The CEO and CFO have evaluated and concluded that the Company’'s disclosure controls and
procedures are adequate and effective for providing reasonable assurance that material information
relating to the Company, including its consolidated subsidiary, would have been known to them as of the
fiscal year ended September 30, 2009 and as of the nine months ended June 30, 2010.

As well, as of the end of the fiscal year ended September 30, 2009 and as of the nine months ended June
30, 2010, the CEO and CFO have evaluated and concluded that the Company’s internal controls over
financial reporting have been adequate to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes. However, control
systems, no matter how well designed and operated, have inherent limitations, therefore, those systems,
although determined to be adequately designed, can provide only reasonable assurance that the
objectives of the system are met. ‘
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During the fiscal year ended September 30, 2009 and for the nine months ended June 30, 2010, there
was no change in the Company’s internal controls over financial reporting that has materially affected, or
is reasonably likely to materially affect, the internal control over financial reporting.

“Doug H. Blakeway” “Brian F. Causey”
President & Chief Executive Officer Chief Financial Officer
August 27, 2010 August 27, 2010
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