PENDING PETITION MEMO

Date: 5/8/2007

TO : oT
0GC
A&F
FROM: CENTRAL OPERATIONS

UTILITY: STARVOX COMMUNICATIONS, INC.

SUBJECT: 07-C-0530

Petition of U.S. Wireless Data, Inc. and StarVox Communications, Inc.
for Approval of the Transfer of Control.



RECEIVED
PUALIC SERVICE
COMMISSION
EXEC-FILES-ALBANY-

n

weenpr -6 B SThe Comamlaw Group

HELEIN & MARASHLIAN, LLC Telephone: (703) 714-1300

1483 Chain Bridge Road Facsimile: (703) 714-1330

Suite 301 E-mail: mail@CommLawGroup.com

McLean, Virginia 22101 Website: www.CommlawGroup.com

Writer's Direct Dial Number Writer’s E-mail Address

703-714-1313 jst@ commlawgroup.com
May 7, 2007

Via Overnight Courier

Jaclyn A. Brilling

Secretary to the Commission

New York Public Service Commission
Three Empire State Plaza

Albany, New York 12223-1350

Re:  StarVox Communications, Inc. & U.S. Wireless Data, Inc.
Petition for Grant of Authority of Transfer of Control

Ladies and Gentlemen:
StarVox Communications, Inc. and U.S. Wireless Data, Inc., through undersigned
counsel, herewith files an original plus four (4) copies of their Petition for Grant of Authority of

Transfer of Control.

An additional copy of this letter is also enclosed, to be date-stamped and returned in the
postage-prepaid envelope provided.

Should there be any questions regarding this filing, kindly contact the undersigned.
Respectfully submitted,

W“’A Dl erach i
Ly

Jonathan S. Marashlian



STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

Petition of
U.S. WIRELESS DATA, INC.,

Transferee, Case No.

STARVOX COMMUNICATIONS, INC.,
Transferor,

For Grant of Authority of
Transfer of Control

N N N N N N N N S N St Nt ot st

PETITION

U.S. Wireless Data, Inc. (“USWI”) and StarVox Communications, Inc.
(“StarVox”)(together “Petitioners™), through their undersigned counsel and pursuant to Section
100 of the Public Service Law of New York, N.Y. PUB. SERV. LAW § 100, hereby provide notice to
advise the New York Public Service Commission (“PSC”) of a transfer of control of the
ownership interests in StarVox. On March 23, 2007, StarVox became a wholly owned
subsidiary of USWI, a publicly traded shell holding company, pursuant to a merger agreement.
As described below, this transaction serves the public interest and will be entirely transparent to
StarVox’s customers. The merger did not involve changes in the management or operations of
StarVox, or of the authority to provide telecommunications services in New York held by
StarVox.

Petitioners state as follows:

I. DESCRIPTION OF THE TRANSFER OF CONTROL TRANSACTION

In order to gain access to public capital markets, on March 23, 2007, StarVox completed

a merger with USWI pursuant to which a wholly owned subsidiary of USWI merged with and

into StarVox, with StarVox surviving as a wholly owned subsidiary of USWI. In connection



with the merger, warrants issued pursuant to a late-2006 bridge financing to then-existing
shareholders who chose to participate were exercised as a condition to and immediately prior to
the consummation of the merger. The StarVox common stock issued in connection with such
exercise was then converted into the right to receive shares of USWI Series A preferred stock in
connection with the merger along with all other outstanding shares of StarVox common and
preferred stock. The merger diluted the ownership interests of some individuals and entities that
had previously held a cognizable interest in StarVox. Nonetheless, StarVox was privately held
by substantially the same individuals and entities who now hold equity interests in USWI, the
new parent corporation with 100% ownership of StarVox. StarVox’s officers and management
became the officers and management of USWI.
1L DESCRIPTION OF THE ENTITIES INVOLVED IN THE TRANSACTION
A. StarVox

StarVox provides switched and dedicated intrastate, interstate, and international long
distance message toll telecommunications services to business, enterprise (multi-location
businesses), and carrier customers on a retail and wholesale basis. StarVox is currently
providing long distance services in California, Washington, D.C., Florida, Georgia, Indiana,
Massachusetts, Michigan, New Jersey, New York, North Carolina, Ohio, Pennsylvania, Texas,
Utah, Virginia and Washington pursuant to requisite regulatory authorizations. StarVox has
authority to provide long distance telecommunications services in New York pursuant to the
authorization issued on September 9, 2005 in Docket No. C-05-C-0955. StarVox is organized
under the laws of the State of California, and its principal place of business is 2728 Orchard
Parkway, San Jose, California 95134.

B. USWI

Prior to the completion of the merger, USWI was a publicly traded shell company having

no operations, employees or assets. Following the merger, USWI is no longer a shell, and

intends to change its name to StarVox Communications, Inc. USWI is a Delaware corporation,



with its principal place of business located at 2728 Orchard Parkway, San Jose, California
95134.

III. DESIGNATED CONTACT

Correspondence regarding this application should be addressed to:

Jonathan S. Marashlian, Esq.

HELEIN & MARASHLIAN, LLC

1483 Chain Bridge Road

Suite 301

McLean, VA 22101

Telephone: (703) 714-1313

Facsimile: (703) 714-1330

Counsel for StarVox Communications, Inc.

With a copy to:

Thomas E. Rowley

Chief Executive Officer and Director
U.S. Wireless Data, Inc.

2728 Orchard Parkway

San Jose, CA 95134

Telephone: 408-625-2701

Facsimile: 800-270-9380

And

Kyle Dickson, Esq.

General Counsel

StarVox Communications, Inc.
8275 El Rio

Suite 110

Houston, TX 77054

Tel: 713-440-4100

Fax: 713-440-4139

E-mail: kdickson@starvox.com

IV. THE TRANSFER OF CONTROL IS IN THE PUBLIC INTEREST
StarVox respectfully submits that the transfer of control effected through its recent
merger with USWI, a publicly-traded shell holding corporation, serves the public interest.
StarVox continues to operate under the same name and operating authorities as before the
merger. All existing tariffs and rates will remain in place.
The transfer of control was entirely transparent to StarVox customers and did not have

any adverse impact on them. StarVox continues to provide services under the StarVox name and



servicemarks.  The transfer of control involved no change in the entity providing
telecommunications service directly to customers and the end user services, rates, terms and
conditions of such services have not changed and StarVox has no plans to make any changes in
the near future. Lastly, the merger did not result in the transfer or disposition of StarVox
customers or New York authorization. In sum, consummation of the merger did not result in any
perceivable changes to StarVox’s customers. The only change will be in the ultimate ownership
of StarVox, which now resides with USWI, a publicly traded shell holding corporation.

The transfer of control is also in the public interest and in the interest of current StarVox
customers, as it provides StarVox with access to the public financial market. StarVox, as the
subsidiary of a publicly-traded holding corporation, USWI1, will have access to additional sources
of financing that will enhance its ability to continue providing reliable, technologically advanced
and competitively priced services to customers and to grow its business and further broaden the
diversity of services it can offer the public.

V. CONCLUSION
For the reasons stated above, Petitioners respectfully submit that the public interest,

convenience and necessity are furthered by the transaction described herein.



V1. VERIFICATION

An executed Verification is attached hereto as Exhibit A.

VII. APPENDIX/EXHIBITS

The Telecommunications Carrier Critical Information Form is attached hereto as Exhibit B.

Respectfully submitted,

By: QD/W bJ ) ﬁMaMO/D
Jonathan S. Marashlian, Esq. VL‘S/C/

HELEIN & MARASHLIAN, LLC

1483 Chain Bridge Road

Suite 301

McLean, VA 22101

Telephone: (703) 714-1313

Facsimile: (703) 714-1330

Counsel for StarVox Communications, Inc.

Kyle Dickson, Esq.

General Counsel

StarVox Communications, Inc.
8275 El Rio

Suite 110

Houston, TX 77054

Tel: 713-440-4100

Fax: 713-440-4139

E-mail: kdickson@starvox.com

Thomas E. Rowley

Chief Executive Officer and Director
U.S. Wireless Data, Inc.

2728 Orchard Parkway

San Jose, CA 95134

Telephone: 408-625-2701

Facsimile: 800-270-9380

E-mail: tomrowley@starvox.com



VERIFICATION
I, Kyle Dickson, acting on behalf of StarVox Communications, Inc., first being
duly sworn upon oath depose and say I am General Counsel of StarVox Communications,
Inc.; that I am authorized to make this statement on its behalf; that I have read the above
and foregoing filing and know the contents thereof; and that said contents are true in
substance and in fact, except as to those matters stated upon information and belief, and

as to those, I believe same to be true.

Executed this 20 day of M 2007.

¢ U

K;le Ditkson
General Counsel
StarVox Communications, Inc.
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL INFORMATION

The following unaudited pro forma condensed consolidated financial statements gives effcgt to the Merger of U.S. Wﬂreless Data;D
Inc. (“USWD"”) and StarVox Communications, Inc. (“StarVox™) on February 28, 2007, to which a wholly'oyvned subsidiary of US
merged with and into StarVox, with StarVox surviving the merger and becoming our wholty—owned subsidiary.

The pro forma balance sheets and operating data presented are not necessarily indicative of the fesglts_ that actually would hgved
occurred if the Merger had been completed on the assumed date(s) nor are the statements neces_sanly indicative of future combine
financial position or eamings. The data presented should be read in conjunction with the financial statements of StarVox and US
Wireless.

The transaction is being treated as a reverse acquisition and a recapitalization. StarVox is the acquirer for accounting purposes. The
pro forma financial data does not purport to be indicative of the results which actually would have been_obtamed had the acquisition
been effected on the dates indicated or the results which may be obtained in the future. In connection with the merger, all issued and
outstanding shares of StarVox common stock and preferred stock were exchanged for an aggregate of 301,5?4 shargs of our p.rcferr.ed
stock, which are convertible into 22,224,705 shares of our common stock. The shares of our preferred stock 1§sued in cc_mnect!on with
the merger will be automatically converted into our common stock upon the amendment of our certificate of incorporation to increase
our authorized number of shares of common stock, contingent upon the approval of such amendment by our stockholders. In
connection with the merger, we assumed all outstanding options and warrants to purchase StarVox capital stock. The to_tal fully
diluted effect of Starvox outstanding options and warrants would be a total of 503,849 shares of our preferred stock which then
converts into 37,129,047 shares of common stock.

On June 15, 2006, StarVox acquired all of the capital stock of Capital Telecommunications, Inc. (“CTI"). The fo.llowmg unal{dlted
pro forma condensed consolidated financial information, with explanatory notes, present how the condensed consohdatgd financial
statements of USWD and StarVox may have appeared had USWD, StarVox and CTI been consolidated for the year ending August 31,
2006, and three months ending November 30, 2006.

The pro forma information has been prepared utilizing the historical financial statements of StarVox Communications, Inc.
(“StarVox”) and notes thereto for the three month period ended November 30, 2006 and years cndec_l August 31, 2005 and 2006. Thfe
historical resuits of USWD are incorporated by reference to its historical financial statements since its emergence from bankruptcy in
May 2005. The unaudited pro forma condensed consolidated financial information may not be indicative pf the actual results of th?j
combined business had the acquisitions occurred on September 1, 2005, nor are financial information .md]catlve of future combine y
financial position or earnings. The accompanying unaudited pro forma condensed consolidated financial information presented shou
be read in conjunction with the historical financial statements and the related notes of StarVox, USWD and CTI.

This data should be read in conjunction with “Management’s Discussion and Analysis of Fina}ncigl Condition and Results of
Operations” and the consolidated financial statements, related notes and other financial information included in this Current Report on
Form 8-K. The historical results are not necessarily indicative of results to be expected for any future period.
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StarVox Communications, Inc.
Unaudited Pro Forma Condensed Consolidated Statements of Operations
For the Fiscal Year Ended August 31, 2006
(in thousands except per share data)

Year September
Ended 1,
2005
August 31, through Year Ended
June 13, June 30,
2006 2006 2006 Pro Forma Pro Forma

USWD dlus‘menb‘ Consolidated.

3 g rw MW*@‘$ o T

[

eratmg expense:
oﬁ%g IR

Operatmg expenses R ‘ ) 13’527 o 6,548 (11105) - A1) '-
" Impairment charge ™ s THoser: 1 500 SR i e e e
Total Operating expenses

(1,105)

Weighted average shares outstanding, basic
and diluted 3,736 5,867 33,684

Unaudited pro forma condensed consolidated tinancial statements for the year ended August 31, 2006 as shown above include the
operations and activities of each company as if the merger was complete for the entire time period.

. “Notes to the unaudited pro forma condensed consolidated financial statements for the fiscal year ended August 31, 2006 are as
ollows:

1 ghmmatlon of the effect of $20,000 USWD interest income relatcd to the $3,500,000 promissory notes between USWD and
tarVox.

2 Eliminating the $79,000 interest expense recorded by StarVox relating to the $3,500,000 promissory notes between USWD
and StarVox.

3 Ellmmatmg the net effect of $59,000 of other interest income/expense related to the two promissory notes totaling $3, 500,000
in principal between USWD and StarVox.
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StarVox Communications, Inc.
Unaudited Pro Forma Condensed Consolidated Balance Sheet
~ November 30, 2006
(in thousands except per share data)

November September
g 30, Pro Forma Pro F?rma
2006 Adjustments Consolidated
AN

Current Assets:

Accounts receivable, net

Interest receivable
35 Tk «vﬁ S PN W W’m
¥ Due from related payifel ™ e R

Prepaids and other current assets __I_M

I e

.o R T 6% ! %o m R o a3 gyyw‘{z W:‘.E
B Total current assets OO A M NN T T 392 i .I._

Property and equipment, net of accumulated
__depreciaton

Other assets

Liabilities, Convertible Preferred Stock and
Stockholders’ Deﬂclt

Blitrent LiaBMMSs s iR e G o B
Accounts payable and accrued llabllmes - 3 74506 $\4 134 S
w2 pppes ATEATIARE ey A BE = o B 2
Notes payable TR A AN R
6 J—
F}(ig&‘tlzg ll;)al:t; C:gtgp Bysble ”m*wvwwmwmwwwlg %gs““""“’”" B i L
Accrued interest on notes payable et sty 1,2 W,g,,&,h‘, P R R A ; j
eferred revenue _ L e "fy:..:,’"-?‘sﬁlﬁg';l' R K ‘ « il
Total current liabilities 36,500 134 (3.607) 2

Treasury stock

Total Liabilities, Convertible Preferre(i Stock and

Stockholders® (Deficit) 27.878 4,624 $_(3.520) $ 28982

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007



StarVox Communications, Inc.
Unaudited Pro Forma Condensed Consolidated Statements of Operations
For the Three Months Ended November 30, 2006
(in thousands except per share data)

Three Three
Months Months
Ended Ended
November September
30, 2006 30, 2006 Pro Forma Pro Forma
; StarVox Adjustments »Consolidated
Revenues 3 X e ' g 13416
Operatm xpense:
COSt%?SB%CS : ‘:\4’9!.59’:*, 2 @@8 g » B 4 1
Operatmg expenses " 17 31'2 1,542
Operating expens@s o o eems iy G 116,280 7
Loss from o eratlons (2,864)
m?e%s???('ﬁ%) SXpe S S
Net i income before i income taxes (4,729)
ision 1 E:?%!‘” T T MY SRR T e B e 3 e T T ’”’3’)"
Net loss $ (4.523) (4,523) 5 (214) $ 8 (4,729,
S e
Basic and diluted net loss per share 1.27 $_(0.02) $__(0.14)
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Unaudited pro forma condensed consolidated financial statements for the three months ended Nc_wembe!- 30, 2006 as shown above
include the operations and activities of each company as if the merger was complete for the entire time period. 1_'he first quarter for
USWD ends on September 30. We included the September 30, 2006 first quarter financial information from their 10Q filing in the pro
forma statement of operations.

Notes for the three months ended November 30, 2006 pro forma schedules are as follows:

4  Elimination of principal amount of a $3,200,000 note payable and a $300,000 note payable for a total of $3,500,000 in
principal fqr notes between USWD and StarVox.

5  Elimination of $20,000 interest receivable from the two promissory notes between USWD and StarVox that have a total
principal balance of $3,500,000.

6  Elimination of $107,000 accrued interest from the two promissory notes between USWD and StarVox that have a total
principal balance of $3,500,000. ’

7 Eliminating the $87,000 effect on retained earnings due to the interest iﬁcome/expense resulting from the elimination of the
two promissory notes between USDW and StarVox.

8  Elimination of the net effect of $8,000 of other interest income/expense related to the interest on the promissory notes between
USWD and StarVox.

Pro forma financial statements are to be used in combination with audited financial results and management commentary on the ,
results of operations. Read this financial statement with the accompanying form 8-K, managements discassion and analysis, quarterly
forms 10-Q and annual form 10~K as well as related financial data as described. Future results may be very different from the
financial statements shown here. :

This data should be read in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results ofR o
Operations™ and the consolidated financial statements, related notes and other financial information mcluc.ied in this Current Repo
Form 8-K. The historical results are not necessarily indicative of results to be expected for any future period.

- 96- '
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StarVox Communications, Inc. -

Index to Consolidated Financial Statements

Independent Auditors” Report
Consolidated Balance Sheets as of August 31, 2005, 2006 (Restated) and November 30, 2006 (unaudited)

Consolidated Statements of Operations for the period from June 1, 2004 (inception) through August 31, 2004, years ended
August 31, 2005, 2006 (Restated) and the three months ended November 30, 2006 (unaudited)

Consolidated Statements of Convertible Preferred Stock and Stockholders’ (Deficit) from June 1, 2004 (inception) to

?ugu;t 31, 2004, years ended August 31, 2005, 2006 (restated) and the three months ended November 30, 2006
unaudited)

Consolidated Statements of Cash Flows from June 1, 2004 (inception) to August 31, 2004, years ended August 31, 2005,
2006 (restated) and the three months ended November 30, 2006 (unaudited)

Notes to Consolidated Financial Statements
F-1

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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INDEPENDENT AUDITORS’ REPORT

To the-Board of Directors and Stockholders
StarVox Communications, Inc.
San Jose, California

We have audited the accompanying consolidated balance sheets of StarVox Communications, Inc. (“the Company’:) as of Aug(;xst 3*11,
2005 and 2006, and the related consolidated statements of operations, convertible preferred stock and stockholders’ deficit, and cas
flows for the period from June 1, 2004 (inception) to August 31, 2004 and for the years enc_iegi'Au_gust 31, 2005 and ?.QO6. Thfhse
consolidated statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those sfmndarq:;l
require that we plan and perform the audits to obtain reasonable assurance about whether the ﬁnanglal statements are f_ree o n:jaterl
misstatements. An audit includes consideration of internal control over financial reporting as a basis for designing audit proce ures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the gffectlveness qf t.he Comptan{ t?asis
internal control over financial reporting. Accordingly, we express no such opinion. An audit also 1pcludqs examining, onda tes 'ﬁcan;
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting prm'mples used an ‘f'ltgmrovide
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits p

a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the ﬁmmci;l pos@ggn fJf
StarVox Communications, Inc. as of August 31, 2005 and 2006, and the results of its operations and its cagh f!ows.for t eﬁ)erl C ed
ended August 31, 2004 and the two—year periods ended August 31, 2006 in conformity with accounting principles generally accep

in the United States of America.

The accompanying financial statements have been prepared assuming that the Company will continue as a going concem. As?tal
discussed in Note 3 to the financial statements, the Company has incurred recurring losses from oper’atlons z_md has a net l:;apx ers
deficiency that raise substantial doubt about its ability to continue as a going concern. Managements plans in regard to t efsehma

are also described in Note 3. The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

As discussed in Note 2 to the consolidated financial statements, the Company has restated its 2006 consolidated financial statements.

ARMANINO McKENNA LLP

San Ramon, California

October 31, 2006, except for the computation of net loss per share described in Note 1, the _rcstaten}ent dpscribed in Note 2t, tl;,ehgglgi
Concern described in Note 3 and the subsequent events described in Note 16 to the Consolidated Financial Statements, as to
date is February 15, 2007. 5

F_

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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StarVox Communications, Inc.
Consolidated Balance Sheets
(in thousands, except share and per share data)

30
August 31, November 30,
2005 2006 2006
. (asRestated) (1} I (Unaudnted)

Current assets; o ‘
Cash p i,v,, LSRN IR R ',ui,v; AT, 8
... Accounts recelvable net of allowance of $88 and $664 respecnvely S )@mﬂl 658 i ke ggo
““Prepaid expenses and otfier current aséets s S T 3997 —9386 - '
T t asset 2267 nmismsiosn o0 o s R
e C:; :zlluif;xec;f”ﬁéi"&f“ GBI EGIANGR ™ 7 R ot |y 3 TSRO 4 308 AT 9377
 Intangible assets o o 1,200 6,271 ww,‘s 756,@
ﬂ} ! KR 0 e N . T 7;400%
Restricted cash and other assets o e B e ] 392
) Tolal aséets ‘ TR RO AR 0 T PR TR 1,880 3.684 "

Liabilities Convernble Preferred Stock and Stockholders’ Deﬁcnt
Birrent s fitics: -
Line of credit n '
P Accourits payaBie 1 2 et cisee
Accrued liabilities and other N

""Notes payable GRS 1 i
Convertible notes payable . o

P Deferred revenue BRcia . N B
Related party payables

Totd] curfent liabil RS "™ 3K = st e e
cher”l/o_nﬂgvterm liabilities
B UTotal liabilities RS

ARG e R Y

Commitments and contingencies (see Note 14)

Series A convertible preferred stock, 0, 24,000,000 and 24,000,000 shares
designated at August 31, 2005, 2006 and November 30, 2006,
respectively; 0, 18,835,688 and 18,835,688 shares issued and
outstanding at August 31, 2005, 2006 and November 30, 2006,
respectively (aggregate liquidation preference of $9,418,000 at 7025
August 31, 2006 and November 30, 2006) — 7,925 ,

Deferrcd stock compensatlon
Additional paid-in capital
Accumulated deficit
Treasury stock iy
Total stockholders’ deﬁcn

(20,068

(12 976) (17,497)

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007



““Ritatoonveitible preferved tack and stoektioldens” deficit- -+ - = A G k1) s S
Total liabilities, convertible preferred stock and stockholders’ deficit 4,880 328684
F-3

878

$_ 27,

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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StarVox Communications, Inc.
Consolidated Statements of Operations
(in thousands,except per share data)

June 1, 2004
(I:‘lfreoﬂxng(;xn) Three Months Ended November
August Fiscal Year Ended August 31, 30, =
31,2004 2005 2006 2005 2

(as Restated)

Revenues A TN

pperatmg expenses;

Cost o sales  F@Waesmmemcn e . 12.53'95; .-

Operating expenses _ o , .y g P

Depreciation and LRt L SRR R 7T SRTRTROER g TR

Impamnent charge —— 675 #?‘lrm - @_W————m& Ww g 968 "
; Total operating SxgehS@y™ « ™ rier # TR Wl ] 08 WY U5 40) T 5956 12 552 4
Loss from operations (73) (2,190) (10,775) (2,089) (2:552)

Interest and amortization ex| ense R ==
L e + 5 -

Net other expense

Basic and diluted net loss per share

net loss per share.

Basic and diluted net loss per share _—
(unaudited pro forma) (See Note 1) 0.39 :

i 33848 165370 °

ee ote 1)

(1) SeeNote 2 — “Restatement of Consolidated Financial Statements” of the notes to our consolidated financial statements.

The accompanying notes are an integral part of these consolidated financial statements
F-4

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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StarVox Communications, Inc. .
Consolidated Statements of Convertible Preferred Stock and Stockholders® Deficit
(in thousands, except share and per share data)

- Total Stock
Convertible Preferred Stock Deferred  Additional and

Series 4 Series A- Common Stock Stock  Paid-in __TremsuryStock A ! ‘ Deficit
s gom Sew o Ao Swm. AverCproater ol -See o Aves oDt Rl RS

L et T R T

Common stock issued to

Juie 1, 2004 B
{inception) Ihrom R
August 31,2004 p—

Balances at August 31, 2004 e -

Common stock grante| B o

employees -
Amortization of deferred

stock compensation — —
ass TR e
oAl L2

los!

Balances at
August 3|,
200:

prefemed stock 12,165 688 4,906
Issuance of Series A
convertible
preferred stock, net
of issuance costs
MiBtsion of athier
© 7 liabilities to
Series A~1 ! 5
convertible R S5 . . : . : N i} . . L e
preferred stock — - - 1,900,000 950 —— = S = -
Issuance of conymon stock
for Zfone

Common stock granted to
employces

i

of
deferred stock
compensaton for
terminated
employces

1 NNESS (a5 RestatBgy™ss

Bal u: . 6
hnc;sz'.:n;)g(ls;llloo (as 900,000 950 4330000 4 ) _25619 832500} @) M - e

R

Reclassification of
unamontized
balance of deferred
stock compensation
upon adoption of

(1) See Note 2 — “Restatement of Consolidated Financial Statements” of the notes to our consolidated financial statements.

The accompanying notes are an integral part of these consolidated financial statements
F-5
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StarVox Communications, Inc.
Consolidated Statements of Cash Flows
(in thousands)

Period From

Jlrne I, _2004

(l?lf;)ptrlg%n) Three Months Ended November
August Eiscal Year Ended August 31, i 30,
31,2004 2005 2006 2005 2006

(as Restated) i d)
P W‘ﬁfmﬁﬁ&;&mg‘Aﬁﬁ%ég? o A t-_:% -*« S T ;¢,S€f?v¢§{» :_“?“F,g"’p{,v:’ - L M 4 523’)
Net loss h (73) $(2,375) 3 (13 097) $ (2,192) $ (

cash used in Operating Activities:
Deprecratlon and amortization
* Gain on salé of property and
““.W‘m
Impairment charge -
po “Non—cash stock baséli‘c ﬁ?‘ﬁ&?ﬁsﬁ? R e
expense
Non-—-cash interest  expense
PRI Changes in operating assets afi
liabilities: 410
Accounts receivable

Prep;a:sc: tt;xpcrrscs and’ other crxrre‘ht' e 5 13 (131) “ (207);.

Accounts ayable
“Accried f}:abrlmes and otkér
Deferred Revenue

ed in operating activitigs = TR LA

24

Cash flows from Investm Actrvmes ‘
F7 Pirchase of Prdp 1d e ot
Proceeds from sale of property and
e u_l_pment _ )

“acquired . - i -
Net cash used in mvestmg actrvmes

. Ve AT ATV S
(Borrowings) repayments under line of
L. Credit Seinr AT R
RScests ik Gl
payable -
Proceeds from issuance of convertlble
. notes a able —

Proceeds from issuance of preferred stock
net of i issuance costs
‘ Repurchase of common stock
Nt cash provided by finaticing at :
Net increase in cash and cash equwalents N . 2,\,1,0ﬁ -
Cash at beginining of pefiod =~ B AME Rl B

Cash at end of period g — 1o

Cash paid durmg the perlods for o
% Interest &
Income taxes $
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Other accrued expenses for purchase of
software licenses in advance of stock
__issuance N o $ — $ 200 $ = $ - §
. Payable to rél#dfinr for-purehase'of e G =

software licenses in advance of stock

issuance
Note payable issued to related party for
purchase of software licenses $ 250 $ — h) - $ - $

(1) See Note 2 — “Restatement of Consolidated Financial Statements” of the notes to our consolidated financial statements.

The accompanying notes are an integral part of these consolidated financial statements
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STARVOX COMMUNICATIONS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of Presentation and Summary of Significant Accounting Policies
Summary of Business

StarVox Communications, Inc. (“StarVox” or “the Company”), a Delaware corporation founded June 1, 2004, was “ftathh‘:’fl tﬁ ¢
build a large base of business subscribers by acquiring the customer bases of Competitive Local Exchange Carriers or ( CLECs”) tl a
typically are concentrated in Tier 2 & Tier 3 markets and are serving their customer base with legacy voice communication technology
- such as TDM (time division multiplexing) technology. StarVox will migrate the CLEC’s legacy network to its VoIP (voice over
internet protocol) network, - ’

In addition, StarVox will migrate the customer base to new generation integrated voice and data products. StarVox currently offers
a suite of both TDM and VolIP products designed to meet the voice and data communications needs of these acquired customers.
StarVox’s VoIP Integrated Voice and Data (IVAD) product allows local voice service, long distance service and data service (1.%'
Internet Access) to be offered to a business site over an intégrated voice and data access line. StarVox’s IP Centrex pl:oduc‘t coml d“:ieia
the IVAD offering with a StarVox network hosted office phone system, such that a business site can outsource all of its voice and da
communications to a single supplier—StarVox.

. The Company has incurred significant operating losses since inception. As a result, the Company has generated negativ«la1 cash
flows from operations, and has an accumulated deficit at-August 31, 2006. The Company’s primary source of funds throug
August 31, 2006 was the issuance of debt and equity securities (see Note 3).

Principles of Consolidation
The accompanying restated consolidated financial statements, (see Note 2), have been _prepared in af:cordance wit_h g;en:rigy
accepted accounting principles in the United States of America (U.S. GAAP). The consolidated financial statements include the

accounts of StarVox Communications, Inc. and its wholly owned subsidiaries. All intercompany accounts and transactions have been
eliminated in consolidation. ’

Unaudited Interim Financial Statements

The consolidated financial statements as of November 30, 2006 and for the three months ended November 30, 2006 and gqostl:ere
unaudited. All disclosures as of November 30, 2006 and for the three months ended November 30, 2006 and 2005, presenlte mn i
notes to the financial statements are unaudited. In the opinion of management, all adjustments (which include only norma rfecumng

adjustments) considered necessary to state.fairly the financial ~* . -
F-7
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condition as of November 30, 2006, and the results of operations and cash flows for the three months ended November 30, 20(}6;5’“
been made. The results of operations for the three months ended November 30, 2006 and 2005 are not necessarily indicative of the
results that may be expected for the full year.

Use of Estimates

The preparation of the financial statements in accordance with U.S. GAAP requires management to make certain estimzlltes axllt(:
assumptions that affect the amounts reported and disclosed in our financial statements and the accompanying notes. Actual resu
could differ materially from these estimates.

On an ongoing basis, we evaluate the estimates including those related to the useful lives of property and equipment and software
licenses, the valuation allowance for accounts receivable, goodwill and the value of common stock and stock warrants. We bashe ;)ur
estimates on historical experience, available market information, appropriate valuation methodologies mcludlpg the Black—Sq 0f es
option model (“Model”), and on various other assumptions that we believe to be reasonable, the results of which form_ the basis gr
making judgments about the carrying value of assets and liabilities. The inputs for the Model are sto.cg price at valuation date an
issuance date, strike price for the options, risk—free interest rate, life of the option in years and volatility.

Segment Information

The Company currently opetates as one business segment. The Company is not organized by market and is managed anrtli opetr_azed
as one business. A single management team reports to the chief operating decision maker whg compreih.ensw'ely manages t e en (ljr N
business entity. The Company does not operate any separate lines of business or separate business entities with respect to its prot ngé
Accordingly the Company does not accumulate discrete financial information with respect to separate product lines and does no
separately reportable segments.

Fiscal Year
Our fiscal year ends on August 31st, References to fiscal 2006, for example, refer to the fiscal year ending August 31, 2006.
Revenue Recognition

We recognize revenue when telecommunication services and products are delivered, rates are fixed and determmab;e an:i o
collection is deemed probable. We invoice our customers weekly, semi—weekly and monthly and we defer revenue and costs for
services and products that have not yet been provided.

Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid investment instruments purchased with original maturities of three mo_nltfls or
less. At August 31, 2005, 2006 and November 30, 2006, our cash consists of cash deposits with banks, recorded at cost, whic
approximates fair value. ’

F-8
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Restricted Cash and Letters of Credit

Restricted cash consists of certificates of deposit held as collateral for letters of credit issued on our behalf. Certain of our vfinﬁa(t)trsrs
that provide on—going services require letters of credit in the event we fail to meet our obligations. The amount of collateralize e
of credit is $133,000, $1,306,000, and $1,309,000 at August 31, 2005, 2006, and November 30, 2006, respectively.

Concentration of Credit Risk

Our financial instruments that are exposed to concentrations of credit risk principally consist of cagh and accounts recen_'able. ;Ve
deposit our cash in accounts with major financial institutions and, at times, such investments may be in excess of federally insure:
limits. Much of our revenue and resulting accounts receivable, which are unsecured, is concentrated w1th1'n a small number of large
customers. In fiscal 2005, three customers each accounted for more than 10% of our total revenue. Combined, th'ese three customers
accounted for 52% of our total revenue. Four customers each accounted for more than 10% of our accounts recelvabl;a and combmled
account for 63% of accounts receivable at August 31, 2005. In fiscal 2006, one customer accounted for more than 10% of our tota |
revenue at 22%. That same customer accounted for 16% of our accounts receivable at August 31, 2006. In the ﬁrst' quarter ofoﬁsca
2007, two customers consisted for more than 20% of our total revenue. Those same customers consisted of approximately 18% of the
total accounts receivable at November 30, 2006, .

F_
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Allowance for Doubtful Accounts

We continually monitor customer payment histories in order to maintain a reserve for estimated lossgs't!)at are likely to r:asult from
our customers’ inability to make required payments. In determining the reserve, we evaluate the collectibility of our accoun sb'l‘ ©
receivable based upon a variety of factors. When we become aware of circumstances that may impair a specific custo'rnecll' s abi lt}{) Lo
meet its financial obligations, we record a specific allowance against amounts due, and thereby reduce the net recognize retc:lzra
the amount reasonably expected to be collected. We also record a general allowance for doubtful accqunts ba_sed on factors tha N
include our historical write—off experience, the length of time receivables are past due, customc.r creditworthiness, and the currcﬁlI
business environment. Actual future losses from uncollectible accounts may differ from our estimates. Our allpwancc for doubt
accounts totaled $88,000, $664,000, and $557,000 at August 31, 2005, 2006 and November 30, 2006, respectively.

Deferred Financing Costs

"° ° Weaccountfor legal, accounting and other advisory fees related to acquisition or capital fupd raising as c?apitalizablc a:tc_;ulzlttl:n
costs or reductions in the proceeds of equity, respectively. Advisory fees related to debt financing are capitalized and amortize
interest expense over the term of the related debt instrument. .

Long—Lived Assets

Statement of Financial Accounting Standards (“SFAS™) No. 144, “Accounting for the Impairment or Disposal of Long— Lgle ? es
Assets,” requires that long-lived assets, including intangible assets, with definite lives be amomzed.over their estimated use wble
and reviewed for impairment whenever events or changes in circumstances indicate an asset’s carrying value may not be reco[:e:ihe :
Recoverability of an asset is measured by comparison of its carrying amount to the expected future gndlscounte_d cash flows tba e b
asset is expected to generate. If it is determined that an asset is not recoverable, an impa@rment loss is recqrded in the amoun:) y W
the carrying amount of the asset exceeds its fair value. Excluding goodwill and unamortized software, no impairments have been
incurred to date.

Property and Equipment

Property and equipment includes acquired assets and those accounted for under capital leases and_ consist primari:jy of ne:‘);"?srsk
. .equipment and computer hardware, a building, furniture and fixtures and software. Property and equipment are state faltl coss.
“accumulated depreciation. Depreciation is computed using a straight—line method based on estimated useful lives as follows:

Software 3to g years
Computers and equipment g to 5 years
Fumniture and fixtures years

Buildings & improvements 15 to 25 years

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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Our network equipment and hardware, which consists of routers, gateways and servers that enable our telephony services and
products, is subject to technological risks and rapid market changes due to the introduction of new products and services into our i
markets and changing customer demand. These changes may result in future adjustments to the estimated useful lives or the carrying
value of these assets, or both.

Goodwill and Intangible Assets

We account for goodwill in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” which, among other th"t‘hg:'
establishes new standards for goodwill acquired in a business combination, eliminates the amortization of goodwill and requlrgsed :
carrying value of goodwill and certain non—amortizing intangibles to be evaluated for impairment on an annual basis. As required by
SFAS No. 142, we perform an annual impairment test on recorded goodwill by comparing the estimated falr. valug to its canym_%m3
value. Our estimation of the fair value requires making judgments conceming future cash ﬂpws apd appropriate dlscoqnt rates.
estimate of the fair value of goodwill could change over time based on a variety of factors, including our ?cmgl operating e, we
performance. If the carrying value of the assets and liabilities, including goodwill, were to exceed our estlmatnor_x of t.he fal.r va luc;, -
would record an impairment charge in an amount equal to the excess of the carrying value of goodwill over the implied fair valu
the goodwill. ’

Fair Value of Financial Instruments

The carrying amount of our financial instruments, which include cash and cash equivalents, restricted cash, net accounts receivable,
accounts payable, and other accrned expenses, approximate their fair values due to their short maturities.

Income Taxes

We account for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxe_s." SFAS No. 109 requires the use
of the asset and liability method, under which deferred income tax assets and liabilities are determined based upon the d\ffcre:lxct: e
between the financial statement carrying amounts and the tax basis of assets and liabilities and are measured using the em;f:teb_l. X o
expected to apply to taxable income in the years in which the differences are expected to be reversed. In assessing thc.rca lzg ility
deferred tax assets, we consider whether it is more likely than not that some portion or all of the deferred tax assets will not be ich
realized. The realization of deferred tax assets is dependent upon the generation of future taxable income during the periods ;{11 nv]v ic
those temporary differences become deductible. We consider the scheduled reversal of deferred tax liabilities and pro;ecteq re
taxable income in making this assessment. We record a valuation allowance to reduce our deferred tax assets when uncertainty
regarding their realizability exists. -

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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Computation of net loss per share

Basic and diluted net loss per share is computed by dividing the net loss for the period by the weighted average number of corrfxmon
shares outstanding during the period. Weighted—average shares include treasury stock. Poten’tlally dllqtlve securities consisting 0
unvested restricted shares, stock purchase warrants and convertible preferred stock were not included in the diluted net loss per
common share calculations for all periods presented because the inclusion of such shares would have had an anti—dilutive effect.

The following table sets forth the computation of basic and diluted net income loss per share for the periods indicated (in
t_housands, except share and per share amounts):
Three Months
Ended

Years Ended August 31, November 30,
2004 2005 2006 2006'
(l_maudu‘ed)” .

1ty s S B S s R

i

Net Loss attributable to stockholders » $ (73 $  (2,375) §  (13,097) $

Weighted average number of shares outstanding used
in computing basic and diluted net loss per share 720,000 3,113,333 __ 3736417

(4,523)

Unaudited Proforma

limerator™ ™" gt et
Net loss attributable to stockholders

A T D s PN L G ST (A T

Weighted average shares outstanding used in
computing basic and diluted net loss per share
(abol\)/e) 8 P 3,736,417 3,561,436

30111340 161,808,687,

Proforma weighted average shares outstanding basic
and diluteg avereg g 33,847,757 165,370,123

The following convertible preferred stock and warrants to purchase common and preferred stock were excluded from t'he
computation of diluted net loss per share for the periods presented because including them would have been anti—dilutive:
F-12
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November 30,

2006

T W 730,735,668
Convertible preferred stock S 9,375,652
Convertible notes payable 542 169 836°
Warrants to purchase comon-staek. .0 A2 - 1205 4 50’000

Warrants to purchase preferred stock
Stock—Based Compensation

We account for stock—based compensation in accordance with Accounting Principles Board (“APB”) Opinion No. 25‘:AAccoutr}lt11ng
for Stock Issued to Employees” and related interpretations and elected to utilize the disclosure option of SFAS No. 12},_ cct:ilm ng
for Stock~Based Compensation” as amended by SFAS No. 148, “Accounting for Stock—Based Compensahon—Trgnsn;orlll an ons
Disclosure.” Under the provisions of APB No. 25 and related interpretations, compensation expense is to be recognize _v&l en Opunt of
to purchase shares of common stock are issued below the fair market value of the unde.rlymg s‘tock on the date of grant. he amo v
compensation expense to be recognized is equal to the intrinsic value per share, which is thg difference bgtwe_en the exermszeor())gcer
the fair market value at the date of grant. The Company did not have any issued or outstanding stock options in fiscal year of
2005.

Stock Warrants Issued to Third Parties

We account for stock warrants issued to third parties in accordance with the provisions of the Emerging Issues Tgs_k Force
(“EITF”) issue No. 96—18, “Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, gr in
Conjunction with Selling, Goods or Services.” Under the provisions of EITF No. 96-18, because none of our agreements avehz; .
disincentive for nonperformance, we record and expense the fair value portion of the warrants earned from the point in time w
vesting of the warrants becomes probable. Final determination of fair value of the warrants occurs upon final vesting.

Recently Issued Accounting Standards

In December 2004, the FASB issued SFAS No. 123R, “Share—Based Payment.” SFAS No. 123R ltequires_ compensation expenge
related to stock—based awards to be recognized in- the financial statements. The amount of compensation ‘e)\(pense will be met;sfl_ne l
based upon the fair value of the stock—based awards at the date of grant. We will adopt SFAS No. 123R in'the first quarter o :;sca
2007. At that time, we will begin recognizing compensation expense related to unvested stock—based awards and newly grante
awards.

Stock—based compensation expense recorded under SFAS No. 123R will increase operating expenses. The full impact is dcl?t?",\:e“t
upon, among other things, the timing of when additional employees that we hire commence employment, new long— temfl_ {ncer; 1 o
strategies involving stock awards in order to attract and retain employees, the total number of stock awards granted, the fair value
the stock awards at the time of grant and the tax benefit that we may or may not receive from stock—based expenses.

In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes: an interpretation of
FASB statement no. 109.” FIN No. 48 clarifies the
F-13
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accounting treatment for uncertainty in income taxes recognized in an enterprise’s financial stateme'nys in_ accor@ance with SFA%S

No. 109, “Accounting for Income Taxes,” by defining the minimum recognition threshold a tax position is required to meet bel ore
being recognized in our financial statements. FIN No. 48 is effective commencing with the Company’s. fiscal year 2007 annual
financial statements. The Company is currently evaluating the effect that the adoption of Fin No. 48 will have on its financial position
and results of operations.

2. Restatement of Consolidated Financial Statements

The Company is restating its consolidated balance sheet as of August 31, 2006, and the related consolidated statements of
operations, convertible preferred stock and stockholders’ deficit and cash flows for the year ended August 31, 2006.

In November 2006, the Company’s finance and accounting department initiated a revieyv of the Comp_any’s :etccounting'I’Ol“"e:idfor
the recording of deferred revenue and related cost of sales (COS), capitalized and unamortized software licenses and certain prep:
expenses associated with current and future acquisitions.

The Company determined that deferred revenue and the associated deferred COS were not properly re:cprded for the acqn.xisiiticfm (Lfd
CTI (see Note 4). As of August 31, 2006, the accounting error resulted in an adjustment to record an additional $1,336,000 in deferr
revenue and $452,000 in deferred COS, with an increase of $884,000 to goodwill.

After considering revised information regarding the purchased and unamortized software licenses (see Note 6), Mgnaggmenttof the
Company determined that the unamortized software had no net realizable value at August 31, 2006. Accordingly, an impairmen
charge in the amount of $1,200,000 was recorded to write off the full value of this asset.

The Company concluded that certain previously capitalized legal and accounting expenses inqurred in connection with (ai’plirnx:;e:t o
private equity investment (see Note 4) had no net realizable value as of August 31, 2006. Accordingly, we have made an adjus
the amount of $399,000 to write off these legal and accounting expenses.

Management of the Company, after considering the quantitative and qualitative anal'ysis pr'epared by the finance and ac:\count;lslflt
department relating to these issues, concluded that the Company should restate its previously issued financial statements. As a r
of the above errors and adjustments, we have restated our financial statements for the year ended August 31, 2006.

The impact of the restatement on the consolidated statements of operations is an increase in the nét loss of $1.6 million.

The following table presents the effects of the adjustments to record deferred revenue and COS, tp re'cord an impairment charge for
the value of unamortized software licenses, to write off certain prepaid expenses and the corresponding income tax effect of theseh
adjustments made to the Company’s previously reported consolidated balance sheet as of August 31, 2006 (in thousands, except share
amounts): :
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Year Ended August 31, 2006

As
Prles‘;:,:; Y Adjustments As Restated
In lhogsarrds except sl_tare and pgr__share _4ata .
Réets ™ | A
Current assets: S ——
o Restrlctcd cash o 1 306
* Accounts teceivabfe; et 6 iiowandBBE 528 and $664; tespectively: . - TR gég P esn
Prepaid expenses and other current assets P o T g TR oy
Total current assets TSI T LGl T 140 TR 45D fats Wﬁig’ggg
Property and equipment, net of accumulated deprecratlon ‘ 4,308 ROSR——— Py

Intangible assets

Goodwill 4
Other assels o 989 i RACH 1 SRR ARG RN RN R
Total assets $ 29,073 $ 389 g 28684

Notes payable
" Convertible fiotes paym
Accrued taxes
P Other accried expétises =
Deferred revenue
W”"Related party payab{&s"
Total current llabrlmes

teérm liabilities

SSERC. s St adae

Total liabilities

Preferred stock, $0.001 par value; 25,900,000 shares authorized at August 31,
2006

August 31 )
_August 31; 2006)

Series A—1 convertible preferred stock, 1,900,000 shares designated at
August 31, 2006, 1,900,000 shares issued and outstanding at
August 31, 2006, (aggregate liquidation preference of $950,000 at 950
August 31, 2006) 950 —

Common stock, $0.001 par value; 36,000,000 shares authorized at
August 31, 2006, 4,330,000 shares issued and outstanding at
_ Auust_3l, 2006,

*Accumulated deficit.
Treasury stock

47
"5 076

(4,101)
el

Total convertible prefcrred stock and stockholders deficit

TotMiEbiTities, convertible preferred st8EK Tnd StorRhoTAR" Tdfteit

The accompanying notes are an integral part of these consolidated financial statements
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The restatement had no net impact to our reconciliation of our net loss to thp cash used in qpprating activi‘tie's. The $:h6 Txg:]g:sh
increase in our net loss was off-set by an increase in the impairment of intangible assets. Additionally, certain items within
provided by/used in, investing or financing activities were minimally affected by the restatement adjustments.

3. Going Concern

The accompanying financial statements have been prepared on the basis of accounting principles applicable to ahgomg -cot?::m’
which contemplates the realization of assets and extinguishment of liabilities in the normal course of busmess. As. s ngl m(June "
accompanying balance sheet the Company has incurred a cumulative net loss of $20,f)6$,000 for thg period fr_om Inzegt t('m Gind 10 ,
2004) to November 30, 2006, As of November 30, 2006, the Company will require sngnlﬁcant.ad(}1t|onal equity or debt fun se
sustain its operations and satisfy its contractual obligations. These factors, among others, may indicate that the Compal!_\y "t‘i‘a;' of the
unable to continue in existence. The Company’s financial statements do not include any adjustments related to the r;a iza lfle o
carrying value of assets or the amounts and classification of liabilities that might be: necessary should Fhe Cpmpany h te 'unadditional
continue in existence. The Company’s ability to establish itself as a going concern is dependent upon its ability to lq amt:l1 Ao o
financing, in order to fund its planned operations and ultimately, to achieve profitable operations. Management be éeves bl? h its);l £ as
be successful in obtaining equity and/or debt financing which will enable the Co_rnpany to continue in existence an isg lsmber 30
a going concern. The Company has sold approximately $25.9 million of convertlbh_s notes and common stpck thl:oug '(:z‘x’fto et ;ts
2006, and management believes that the Company will be successful in raising addlt}opal funding to have suff’1c1ent3c(;ap21006 !
obligations for its planned operations. The Company has raised an additional $1.8 million subsequent to November 30,
convertible debt (see Note 16).

4. Business Combinations
New Global Telecom’s International Wholesale Business

On June 1, 2005, we acquired certain assets and certain customer and vendor relationships from New G'°bal|TT)lec.° mmt;:g: t;\?gfr
(“NGT”), a Delaware Corporation, for cash payments totaling $850,000. We acquired the international wholesa T dus(;qess oting
and routed the traffic onto our network to generate revenue and to defray a portion of the fixed network costs included in op
expenses,

The acquisition was accounted for as a purchase in accordance with SFAS No. 141, “Accounting fo_‘r_]':?usine‘s's Combm;txons
(SFAS 141)”; accordingly, we allocated the purchase price to the fair value of assets acquired. No liabilities were assumed.

The final allocation of the purchase price, based on the fair value of each component, consisted of the following:
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(in thousands)
Goodwill —_—
i/ Total parcHdase prce -

850

The excess of the purchase price over the fair value of the underlying net tangible assets purchased from NGT was recorded as
goodwill.

In August of 2005, we reduced the expected cash flows related to the NGT acquisitioq significantly. Our expcrience,z has shc:v(/in the
international wholesale business to be significantly more competitive than expected, putting pressure on the Company fi e:pe? ecal
profit margins. As a result, the associated goodwill was deemed impaired and a $675,000 impairment charge was recorded in fis
2005.

ZFone VoIP Corporation

In January 2006 we acquired certain assets from ZFone VoIP Corporation (“ZFone”); an IPCentrex service provider headquartered
in Orlando, Florida for cash payments totaling $40,000 and 100,000 shares of our common stock.

The acquisition was accounted for as a purchase in accordance with SFAS 141. Accordingly, we allocated the purchase price to the
fair value of assets acquired. No liabilities were assumed.

The final allocation of the purchase price, based on the fair value of each component, consisted of the following:

(in thousands)
SRR dias o 2 1 K e Bt {17 L 19
Accounts receivable - S
Goodwill , )
¥ Total pitchage prige” o e amsmmer et g

L

The excess of the purchase price over the fair value of the underlying net tangible assets purchased from Zfone was recorded as
goodwill. The recorded goodwill was written off in November 2006,

Capital Telecommunications, Inc.

On June 15, 2006 we acquired all the capital stock of Capital Telecommunications, Inc. (“CTI"), 2 registered CLEC ht_zadquartirdcd
in York, Pennsylvania. The aggregate purchase price was $15,144,000. Purchase considerat!on consisted of $12,000,000 in casg a
the assumption of all liabilities. Additionally, we entered into a 16 month, $500,000 consulting agreement with one of the founders.
The acquisition was financed with a consortium of bridge loans that became callable in November 2006,
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The acquisition was accounted for as a purchase in accordance with SFAS 141. Accordingly, we allocated the purchase price to the
fair value of assets acquired and liabilities assumed.

The preliminary allocation of the purchase price, based on the fair value of each component, consisted of the following:

(in thousands)
Goodwill § i ; SEEE Zggg
Customer contracts ’300
Trade names o

Acquired tangible assets, net of liabilities assumed
F . L n P B 2
:i Total purchase price. =~ © <% o

The value attributed to the customer contracts and trade names acquired from CTI contributed to a purchase price in excess ?if the
fair value of tangible assets acquired. The remaining excess of the purchase price over the fair value of the acquired tangible an
intangible assets purchased from CTI was recorded as goodwill.

The results of operations of CTT have been included in the Company’s restated consolidated financial statements subsequen; tg’lfllw
date of acquisition. The financial information in the table below summarized the combined results of qperatlons of StarVox an . »
on a pro forma basis, as though the companies had been combined as of the beginning of fiscal 2006 (in thousands, except per share
amounts):

August 31,
ol prolommareveriR i« e o E?’ ; ,'é?g;
Pro formanetloss S . S . d‘{:'.S( : 656)"9'1’"
Pro forma net loss per share —BESIC AHY HIEER 7T S R o T SRR

6

Reported reven o $24;§2,
R‘g‘gg’ﬁgﬁﬁﬁgg: T WIII CER R € I e ¥ A0
Reported net loss per share — basic and diluted $ (039

The pro forma financial information is presented for informational purposes only and is not i_ndicative of the results of oper?tionsial
that would have been achieved if the merger had taken place at the beginning of each of the periods presented. The pro forma financ
information for the year ended August 31, 2006 excludes merger related expenses of $24,000 recorded by CTI.
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US Wireless Data, Inc.

In June 2006, we signed a reverse merger agreement with US Wireless Data, Inc. (‘USWD”), a public Company. USWD is from
currently a “shell” company with virtually no operations. USWD effected a reorganization on March 18, 2004, thereby emerging fr
Chapter 11 Proceedings. Our business plan was to merge or effect a business combination with a domestic or foreign public entltg
thereby gaining access to public capital markets. Under the terms of the merger agreement we will contribute all of our a;sets an :
liabilities (including our CTI subsidiary) in exchange for approximately 72% of USWD’s common stock. Our current officers a.nt i
management will become the officers and management of USWD and following the completion of the reverse merger, USWD inten
to change its name to StarVox Communications, Inc. .

In connection with the negotiations and signing of the reverse merger agreement with USWD, we issued to USWD two SCI’(I)I%I(‘) 0is
secured promissory notes totaling $3,500,000. As of August 31, 2006, the note for $300,000 is callable and the note for $3,200,000 1
callable after September 30, 2006. See Note 8.

The following table outlines changes to the carrying amount of goodwill:

(in
th ds
‘f:%m?g‘gq’sanﬁ*"‘-f

Balance at Au gy
_.Goodwill acquired — NGT _
™ Impairment charge — NGT

7.400

————

i wmggwcaﬁ:m&
(26)

S. Property and Equipment

Property and equipment consists of:

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007



August 31, November 30,
2005 2006 2006
(unaudited) _
(in thousands)

5 —  §.030 % %0
= (222 522
1433 0 0 HAsT e HORY
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L AT
1,350
o Ty gt (985
$1273  $4308  § 3937

Property and equipment,
6. Goodwill and Intangible Assets

Goodwill and intangible assets consist of:

August 31, November 30,
2005 2006 2006

(unaudited)

AT o

Acquired customer contracts e : it ? : §
L S SRR S S § - $ 5,900 5,900
F¥ Acquired tradematks / trade Rafas " = ISRIIIRINT0 Km0 F R N U0 40 S T R ’800"j‘":?='f’,~""-*‘~ Ertes "800”'55

5

— ) v , 6,700
T TR AT RSB 5 A w‘“é(ztgg‘} R (944 ¥

N I— $ 6271 3 5,756

TR B TR Y R

Goodwill ‘ - o $ . — 7427 $ 7400
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Software Licenses

In 2004, we purchased a unified communications software license from our founder in exchange for a $259,000 note payable anzll a
future issuance of $750,000 of preferred stock. The $1,000,000 fair value of the software license was based on thc arpount our fol:m ;r
had previously paid in cash and notes for the license, an analysis of discounted cash flows, a comparison to similar licenses purchase
by unrelated parties under similar terms and a value determined by a third party specialist. At August 31, 2006 the software was o
deemed impaired and fully written off. See Note 2. As of August 31, 2005, these obligations were recorded as related party payables.
See Note 10. As of August 31, 2006, the $250,000 note payable to our founder remains outstanding. As of Ngvember 30, 2006, §
$100,000 of the note was repaid and the remaining $150,000 plus accrued interest of $48,000 was converted into unsecured deman:
promissory notes.

In 2005, we purchased certain software licenses and intellectual property from a group that included our Vice President of fvare
Marketing and our largest equity investor for a future issuance of $200,000 of preferred stock. The $200,000 fair value of the so
was based on an analysis of discounted cash flows and recorded as a related party payable. At August 31, 2006 the software was
deemed impaired and fully written off. See Note 2.

In October 2005, 1,900,000 shares of Series A—1 Convertible Preferred Stock was issued in satisfaction of $950,000 of related
party payables.

We evaluate our intangible assets for impairment whenever events and circumstances indicate its fair value may be less than gs )
carrying value. Adjustments to record impairment of intangible assets could have a material adverse impact on our ﬁpanclal ‘clc:nhltlon
and results of operations in the period or periods in which such impairment is identified. Amortization expense associated with the

acquired customer contracts and trade names was $429,000 and $515,000 in fiscal 2006 and the three months ended November 30,
2006, respectively.

The anticipated amortization schedule for intangible assets is as follows:

Acquired Acquired
Year ending Customer Trademarks / |
August 31, Relationships Trade Names —Total
(In thousands

T EIEEET g D 68

‘ o 1260 -
IR () (O ¥ € ORI T TR TR S i e g e
2010 L1717 .
m;;.»,uzo] l B e T T P T s 71 R TE gt ) 1"1 : 681 XYt o SROs
$_5.638 $ 633
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7. Line of Credit

In August 2005, we entered into a one year financing agreement with a financial institution providing a line of credit of $750,000
through August 2006 where we can borrow up to 70% of eligible accounts receivables at an effective interest rate of 24% per annum.
In addition, certain of our other creditors agreed to subordinate their interest to this financial institution. In January 2006, the line of
credit was amended to increase the borrowing limit to $1,500,000.

As-of August 31, 2005, 2006, and November 30, 2006, we had borrowed $516,000 plus accrued interest of $1,000, $1,125,000 and
$145,000, respectively.

In September 2006, we finalized a two part credit facility with a financial institution. The first part is a $6 million revolving line of
credit where we can borrow up to 80% of eligible accounts receivable. Interest is calculated as prime rate plus 1.0% or prime rate plus
1.5% dependant upon our quick ratio. We intend to use some of the proceeds from this facility to retire our current accounts receivable
credit line. The second part is a $6 million general term facility that can grow to $10 million as we achieve certain profitability targets.
The interest rate is prime rate plus 2.25% and we will be required to issue to the bank up to 300,000 Series A pref;rred stock warrants,
exercisable at $0.50 per share depending upon the amount of credit extended. We must maintain a fixed debt service coverage ratio,
and certain EBITDA targets, and obtain the bank’s consent to enter into certain material agreements. Borrowings under both credit
facilities are secured by all of our assets and are senior to all other debt holders.

8. Notes Payable
In fiscal 2006, we issued two senior secured promissory notes to USWD in connection with the contemplated reverse merger as
follows:

Year ended August 31, 2006 and three months ended November 30, 2006 - - : Toal

(in thousands)
Badi g i phcix TN T i i S i SRR e Wﬁy@'w'” i S o]
Siior secll issory note maturing August 2006, interest at 10% per annum until maturity, then 15% per § . 300
annum :
Senior secured promissory note maturing September 2006, interest at 10% per annum until maturity, then 15% per 3200

o ————

red demand promissory notes bearing interest at 5% per annum
: 7 - S —

Both notes payable are collateralized by all of our assets. In connection with the issuance of these note§, significant holders of our
voting stock have entered into a stockholders voting agreement establishing the makeup of our board of directors. The stockholderis
voting agreement will terminate on the earlier of the closing of the merger with USWD or the repayment in full of the notes payable to
USWD.

As of August 31, 2006, the $300,000 senior secured promissory note has matured, is callable and bears interest at 15% per annum.

Between October 2006 and November 2006, we issued $4,300,000 in unsecured demand promissory notes with simple interest of
5% per annum. In connection with these notes, non—detachable warrants were issued to purchase approximately 131,700,000 sl_1ares of
common stock at a price of $0.03 per share. Just prior to the merger (see Note 4), the principle of these notes was used to exercise the
warrants,
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9. Convertible Notes Payable

The following schedule details all convertible notes payable and their respective terms:

August 31 November 30,
2005 2006 2006
(unaudited)

through October 2005; interestat

rtible notes payable matur
Secured convertible promissory note, due upon demand, interestat 8% per annum
Secured convertible promissory notes, due upoii demand; interest at 5% per annum
 untif maturity, then 15% perafnum =~ -~ 00 L S
Secured convertible promissory notes maturing August and September 2006;
interest at 5% per annum until maturity, then 15% per annum )
B¥ior secited convertible pfomissory notes matiring November BTN
.. December 2006; Interest at 12% pér annurn tntil faturity, then 15
©anmum, - B T S

: Unamortized issuance costs 18296

Lﬁ

In connection with the $4,500,000 convertible notes issued in fiscal 2005, note-holders were also issued warrants to purchase
4,500,000 shares of common stock at an exercise price of $0.525 per share. The warrants were fully Yested and exercisable upon
issuance and expire three years from the date of the note. The fair value of the warrants calculated using the Black—Scholes option
pricing model was determined to be immaterial. As of August 31, 2006, and November 30, 2006 warrants to purchase 4,500,000
shares of common stock remained outstanding.

In October 2005, $4,475,000 of the $4,500,000 13% convertible notes payable plus $2}1,000 in accrued interest was con\./ell;telc(ij into
11,765,688 shares of Series A Preferred Stock. We retired the remaining $25,000 c_onvertlble note payable by paying the note holder
in cash. The convertible notes were converted into Series A Preferred Stock at a price of $0.40 per share.

In September 2005, we issued an additional $100,000 secured convertible demand promissmy note bearing interest at 8% l(;?):)
annum. Then in October 2005, for cash and the conversion of the $200,000 of convertible promissory notes, we issued 7,070,
shares of Series A Preferred Stock at a price of $0.50 per share.

Between February and June of 2006, we issued $18,320,000 in secured and senior secured convertible promis§ory notes to servctas
bridge financing for the acquisition of CTI and to fund continuing operating costs. Certain of the secured convertible promissory notes
were
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callable upon issuance, with the balance callable upon maturity between August and December of 2006. As of August 31, 2006,
$2,820,000 of the outstanding promissory notes are callable. As of November 30, 2006, $15,320,000 notes are callable.

In connection with $14,000,000 senior secured convertible promissory notes issued in 2006, note holders were also issued wgrrants
to purchase 6,772,489 shares of common stock at an exercise price of $0.01 per share. The warrants were fplly vested and exercisable
upon issuance and expire three years from the date of the note. The fair value of the warrants cqlculated using thp Black—Scholes
option pricing model is $2,515,000 and has been recorded as a note issuance discount and is being amortized to interest expense cf)iver |
the life of the notes. Interest expense associated with the amortization of the warrant discount was $1,321,000 and $1,170,000 in fisca
2006 and the quarter ended November 30, 2006, respectively.

10. Related Party Payables and Transactions

In 2003 our founder purchased a perpetual unified communications software license for $1,00Q,0QO. In 2004 w:, purchased thisd
license from our founder in exchange for a demand promissory note in the amount of $250,000 with interest at 12% per annum and a
future issuance of preferred stock with a value of $750,000. These obligations were recorded as related party payables

In 2005, we purchased certain software licenses and intellectual property from a group that included our Vice Presidet;t l«:f fvare
Marketing and our largest equity investor for a future issuance of $200,000 of preferred stock. The $200,000 fair value of the so
was based on an analysis of discounted cash flows and recorded as a related party payable.

In October 2005, 1,900,000 shares of Series A—1 Convertible Preferred Stock were issued in satisfaction of the $?50,000 of ;l_xe
future issuance of preferred stock obligation. As of August 31, 2006, the $250,000 note payable to our founder remains outstanding.

In September 2006, notice was received demanding full payment of the note payable. See Note 6.

In November 2006, $100,000 of the note was repaid. The remaining $150,000 note and accrued interest of $48,000 was converted
in to a demand promissory note.

The following table represents future issuance of preferred stock and notes payable to founder.
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August 31, November 30,
2005 2006 2006
{unaudited)

(in thousands)

Future issuances of preferred stock (Se& Noté 5)
To founder for acquisiton of software lice:

IS

~ Torelated group for acquired softwar

Notc payable to founder, due uppn_démad; il:l St at 12% per
Note payable to founder, due upon demand: interest at 5% per ahnum

11. Convertible Preferred Stock
The rights, preferences, and privileges of the convertible preferred stock are as follows:
Dividends

The holders of Series A prefetrred stock are entitled to receive dividends out of any assets legally available prior and in preference
to any declaration or payment of any dividend on Series A—1 preferred and common stock at a rate of 8% of the_ original issue pr_lceA
per annum, when and if declared by our Board of Directors. After payment of the dividend preference, outstanding shares of Series p
preferred stock shall participate with shares of Series A—1 preferred and common stock as to any additional declaration or payment o
any dividend. As of August 31, 2006, no dividends had been declared or paid.

Conversion

Each share of Series A and A—~] preferred stock is convertible, at the option of its holder, into the number of fully paid aqd
non—accessible shares of common stock which results from dividing the applicable original issue price per §hare by the applicable
conversion price per share at the time of conversion. The original issue prices per share of Series A and Series A-1 preferred stock are
$0.50. As of August 31, 2006 and November 30, 2006, the conversion prices per share of Series A and Series A—1 preferred stock
were $0.50, and the rate at which each share converted into common stock is one for one.

Each share of Series A and A—1 preferred stock will automatically convert into common stock, at the conversion rate then in effect,
immediately on the earlier of (1) the affirmative election of the holders of a majority of the outstanding shares of Series A and A-1
preferred stock, or (2) the closing of the sale of our common stock in a firm commitment underwritten public offering with aggregate
gross proceeds of at least $20,000,000.

Liquidation Preferences

In the event of any liquidation, dissolution, or winding up of the Company, whether voluntary or involuntary, the holders of

Series A preferred stock will be entitled to receive, prior
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and in preference to any distribution to Series A—1 and common stock shareholders, an amount equal to the original purchase fpnce of
$0.50 per share, plus any declared but unpaid dividends. If, upon the occurrence of such event, the assets and funds available for al
distribution among the holders of Series A preferred stock are insufficient to permit the payment of these preferential amounts ll1nth ,
the entire assets and funds legally available for distribution will be distributed ratably in proportion to the full amounts to which they
would otherwise be respectively entitled.

After payment of the full liquidation preference to Series A preferred stock holders, the holders of Series A—1 preferred stockl \t:r)lll
be entitled to receive, prior and in preference to any distribution to Series A—1 and common stock shareholders, an amount eqtl;]a 0 s
the original purchase price of $0.50 per share, plus any declared but unpaid dividends. If, upon the occurrence of such event,f ﬁ a
and funds available for distribution among the holders of Series A—1 preferred stock are u}sufﬁcx;nt_to permit the payment of ¢l eset e
preferential amounts in full, the entire assets and funds legally available for distribution will be distributed ratably in proportion to
full amounts to which they would otherwise be respectively entitled.

Voting Rights

Each share of Series A and A—1 preferred stock is entitled to the number of votes equal to the number of shares of cox'nmgnt Stgg:ﬂ
into which such shares of Series A and A—1 preferred stock could be converted on the record date for any vote, or effective date Y
written consent, as applicable.

In addition to any other vote or consent required, a majority affirmative vote of the Series A_prqfcr(ed shareholders is required to
affect or validate certain actions relating to the Certificate of Incorporation or changing our capitalization structure.

For as long as 13,000,000 shares of Series A preferred stock remain outstanding, the holders qf Series A prefetred Stl:mk’d vo;lr::;gn 1:;
a separate class, are entitled to elect three members of the Board of Directors. The holders_of Series A—1 preferred stoc Zn ((:1 i
stock, voting together as a single class, are entitled to elect one member of the Board of Directors. The hplders of Serlef anc &
"preferred stock and common stock, voting together as a single class on an as—if—converted basis, are entitled to elect all remaining
members of the Board of Directors.

Anti—dilution Provisions
Each share of Series A and A—1 preferred stock has standard anti—dilution protection.

Warrants

In fiscal 2006, we issued a warrant to purchase 150,000 shares of Series A converti}:le preferred stock at an exerlcisedpri(_:e Otfhe
$0.525 per share to the financial institution providing our line of credit facility. The fair value of the warrants calculated using
Black—Scholes option pricing model was determined to be immaterial,

In fiscal 2006, we issued a warrant to purchase 250,000 shares of common stock at an exercise price of $0.525 per share to

consultants. The fair value of the warrants calculated using the Black—Scholes option pricing model was determined to be immatcria
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In September 2006, we issued a warrant to purchase 300,000 shares of Series A cc_mvertible preferred stock at an exerc?se pltl'icc of
$0.50 per share to the financial institution providing our line of credit facility. The fair value of the warrants calculated using the
Black-Scholes option pricing model was determined to be immaterial.

Issuance of Series A and Series A—1 Preferred Stock

In October 2005, we issued 1,900,000 shares of Series A—1 preferred stock to satisfy $950,000 of obligations to issue preferred
stock resulting from the purchase of acquired technology. See Note 5.

In October 2005, $4,475,000 of convertible promissory notes and $231,000 in accrued inteyest were converted into | 1,1365,688'&
shares of Series A preferred stock. The convertible notes and accrued interest were converted into Series A preferred stock ata pn
of $0.40 per share.

In October 2005, 7,070,000 shares of Series A preferred stock were issued in exchange for net cash of $2,819,000 and $200,000 of

convertible promissory notes at a price of $0.50 per share.
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12. Stockholders’ Deficit
Restricted Stock

Since inception, we have issued 2,515,000 restricted shares of common stock. The restricted shares generally vest 50% on egc}l;tof
the first and second anniversaries following the award date. As of August 31, 2006, 1,172,500 shares were vested, rsapurchase ngh S
had been exercised on 932,500 shares after employment termination and 410,000 shares of common stock were subject to repurchase
rights upon termination of employment by the holders. As of November 30, 2006, there were still 1,172,500 shares vested, )
repurchased rights had been exercised on 945,000 shares after employment termination and 397,500 shares of common stock were
subject to repurchase rights upon termination of employment by the holders

Treasury Stock

Between January and September of 2006 we repurchased 945,000 shares of unvested common stock for $47,000 from employees
that had left the Company.

Stock Based Compensation

For fiscal years 2005, 2006 and 2007, we recognized $6,000, $16,000, and $3,000 respectively, of stock—based c_ompensatll(oln .
expense in connection with the award of restricted stock to certain employees. The restrictions on the shares of restricted stoc z:ip§
50% on each of the first two anniversaries following the award date. Compensation expense was measured on the award.date and is
being recognized over two years as these restrictions lapse. The unamortized balance of defe'rred stock based compensation was
reclassified to additional paid in capital upon the Company’s adoption of FAS 123(R) effective September 1, 2006.

Shares Reserved for Future Issuance

We have reserved shares of common stock for future issuance at August 31, 2005 and 2006, as follows:

Auvgust 31, November 30,
2005 2006

Conve 20,735,688

1

5524

4,650,000 32,408,177 164,405,
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13. Income taxes

At August 31, 2006 and 2005, federal, state, and local tax expenses included in the accompanying financial statements are as
" follows:

2005 —2006__
(in thousands)

LT E

Federal o
" State and Tocil-
Total

@

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities as of
August 31, 2006 and 2005 are as follows:

2005 2006
(in thousands)
ST i e

R e oy . S

" Accruals - S— 54~«M%$~&312§“
"™"“Net operdiii JEIGEY™ e sewm e g e e B
Depreciation and amortization ) ) I
e Oﬂll)e’t ’ LT TR T SR I A R SO e e TS e

863

Tvot_al d_eferred tax liabilities
PPNt doferved tax aksets TR

A reconciliation between the income tax provision at the federal statutory tax rate and the reported provision for income taxes is as
follows:
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2005 2006

o (nthousands)
L R p—— VS i §.@0n st
Provision for state income tax, net of fedgr‘a__l‘bencﬂt . (210)

863w 430

Changg in valuatién allowance:
Tax effects of acquisitions )
Effect of nondeductible expefists: e .
Other

Provision forinctttie taxes- .

A valuation allowance must be established for a deferred tax asset if a tax benefit may not be realized from the asset. Wel .l;;\l/e than
established a 100% valuation allowance to the extent our deferred tax assets exceed our deferred tax liabilities as it is more likely
not we will not realize the benefit from our deferred tax assets during fiscal 2007.

At August 31, 2006, we have approximately $11,718,000 of net operating loss car{yforwards, expiring at various d.atesl through
2026, available to offset future federal taxable income. Additionally, we have approximately $9,739,000 of net operating loss
carryforwards, expiring at various dates through 2016, available to offset future state taxable income.

A

e o E

B T Fa e T

14, Commitments and Contingencies
Lease Commitments

Rental expenses under operating leases were $125,000, $325,000 and $137,000 for fiscal 2005, 2006 and the three mong_\s crsld:ges
November 30, 2006, respectively. We have future minimum rental commitments for non—cancelable operating leases on office sp
as of August 31, 2006, as follows:

Year ending
August 31

o
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In August 2006, we entered into a $2,300,000, 36 month capital lease arrangement to acquire network equipment. Our bank issued
an $844,000 letter of credit in favor of the lessor and we will be required to make quarterly lease payments of $218,000 once
equipment has been delivered. As of November 30, 2006 we had not taken delivery of the equipment.

Letters of Credit

We have several outstanding letters of credit for the benefit of certain vendors that secure our obligations for leased space and
telecommunications services. The terms of the letters of credit coincide with the terms of the leases or for the peno_ds we contmu_e to
purchase these telecommunications services. The letters of credit are secured by certificates of deposit held by the issuing financial
1institution, are reported as restricted cash and are excluded from our operating cash.

15. Employee Benefit Plans

CTI has a 401(k) Plan (the “Plan”) in which employees who have met certain service and eligibi!ity requi'rem'ents may participate.
Each eligible employee may elect to contribute to the Plan, and CTI may make discretionary matching contributions. CTI made
matching contributions of approximately $73,000, $62,000 and $9,000 during fiscal 2005, 2006 and the three months ended
November 30, 2006, respectively.

16. Subsequent Events

In September 2006, notice was received demanding payment of the related party $250,000 demand prom?ssory note. In o
November 2006, the Company repaid $100,000 of the note payable. The remainder of the note and accrued interest of $48,000 was
converted into the unsecured demand promissory notes discussed below.

From October 2006 through March 2007, for the purpose of providing working capital, the Company issued to our current
investors unsecured demand promissory notes and warrants for an aggregate principal amount of $5,900,000 of which $4,300,030 was
received in the quarter ended November 30, 2006 (see Note 9). The promissory notes-bear interest at 5 percent per annum and the
warrants, with a 10 year term, would convert into 181,400,000 shares of our common stock or §0% of the Company, whichever 1s
greater. The exercise price of the warrants would be equal to the cancellation value of the principal of the related notes.

In December 2006, the Company received equipment under the Cisco lease arrangement signed in August 2006 incurring a capital
lease liability of $2,300,000: This is a three year lease with interest at 9.37%.

In January 2007, the Company granted additional warrants to holders of the $14,000,000 senior secured convertible promissolzy Cam
notes originally issued in fiscal 2006. The additional warrants enable the holders to purf:hasc 64,783,50§ shares of common s:locd l:e "
exercise price of $0.01 per share. The warrants were fully vested and exercisable upon issuance and expire three years from the da

the note. When the Company issues equity
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securities which are convertible into common stock at a discount from the common fair value at the commitment date, the difference
between the fair value of the common stock and the conversion price multiplied by the number of shares iss_u'fxble upon conversion is
recognized as a beneficial conversion feature. The beneficial conversion feature is presented as a deemed_dwndend to the related X
security holders with an offsetting amount to additional paid in capital and will be amortized over the period from the issue date to the
first conversion date. Since the warrants are immediately convertible into commeon stock by the hc_)lder at any tlrr{e,'the.Company'
recorded and immediately amortized a beneficial conversion charge (deemed dividend) of approximately $0.5 million in connection
with its convertible subordinated debentures in February 2007.

In January 2007, the authorized shares of common stock was increased to 369,000,000 shares and the authorized preferred stock
was increased to 31,000,000.

In January 2007, the Company issued Trinad a warrant to purchase 2,500,000 shares of common stock at an exercise price of
$0.525 per share. The warrant is consideration for management consulting services.

Peyton Chandler & Sullivan, Inc., an investor in the Company, was issued 50,000 shares of common stock at the fair market value
of $0.03 per share. This was done in January 2007 as consideration for work performed on a consulting contract.

In January 2007, an out of plan option was granted and exercised by a former employee for 50,000 shares of common stqck atan
exercise price equal to the fair market value of $0.03 per share. This was completed as part of a severance agreement dated in .
August 2006. The fair value of the options calculated using the Black Scholes option pricing model was determined to be immaterial.

In January 2007, the Company approved the 2007 Stock Option Plan. The 2007 Stock Plan provides for the grant of incentive stgck
options, within the meaning of Section 422 of the Internal Revenue Code of 1986, as amended, to our employees and any parent ag
subsidiary corporations’ employees, and for the grant of nonstatutory stock options to our employees, directors and conspltants ank
any parent and subsidiary corporations’ employees and consultants. The 2007 Stock Plan also allons for awards of restricted stock to
our employees, directors and consultants and any parent and subsidiary corporations’ employees, directors and consultants. The
Company also authorized up to 64.5 million common shares to be issued under this plan.

In February 2007, all warrants issued and outstanding, with exercise prices equal to or greater than $0.50 per share, were re—prllfcd
to a value equal to one tenth of the original exercise price. Warrants to purchase an aggregate of 7,700,900 shares of common s;oc ¢
were re—priced with exercise prices ranging from $0.05 to $0.053 per share. The fair value of the fé—-_prlced warrants, calculated using
the Black Scholes option pricing model was determined to be less than the original fair value, accordingly no additional charge was

recorded in connection with the repricing.
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In February 2007, the Company issued nonstatuatory and incentive stock options under the 2007 Stock Option Plan totaling |
55,227,500 options to purchase shares of common stock at an exercise price of $0.03, which is determined to be the fair marketf value.
The company also issued an out of plan option to purchase 400,000 shares of common stock at an exercise price of'$0.50. The fair
value of the common stock calculated using the Black Scholes option pricing model was determined to be immaterial.

In January 2006 and March 2007, the USWD Merger Agreement was amended to account for the increased amount of the
unsecured demand promissory notes and to extend the termination date of the agreement to the end of March 2007.
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Independent Auditor’s Report

To the Board of Directors
Capital Telecommunications, Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheets of Capital Telecommunications, Inc. gnd Subsidiaries (Companz)
as of December 31, 2005 and 2004, and the related consolidated statements of income, stockholders” equity, and cgs}n' flows for eac
of the three years in the period ended December 31, 2005. These consolidated financial statements are the responsibility of the i
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the consolidated fmancm'l cits
statements are free of material misstatement. The Company is not required to have, nor were we engaged to perfonp, an audit 0 f!
internal control over financial reporting. Our audits included consideration of internal control over ﬁnapcnal repqrt.mg as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on thg |
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated ﬁr)ancxal statemfxf\_ts, .
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financi
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial po‘siltlhtlrilr
of Capital Telecommunications, Inc. and Subsidiaries as of December 31, 2005 and 2004,.and §he results (_)f thel'r oPeratlons, al}l
cash flows for each of the three years in the period ended December 31, 2005, in conformity with accounting principles generally
accepted in the United States of America.

Beard Miller Company LLP
York, Pennsylvania
May 5, 2006
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Capital Telecommunications, Inc. and Subsidiaries

Consolidated Balance Sheets

December 31, March 31,
2004 2005 2006
(Unaudited)

£

Current Assets

Investments )

686,467
LN ot

§ DRI

598,765
Capenn

P of $205,000 3957,150 ' %:3,562,263 3,277,318
Deferred income taxes 71,000 71,000 16,000
Total Current Assets 4,837,907 4.317.449 4,105,125

ent, |

$5,198,546, and $5,439,989 (una

Pt

3300333

Other Assets

+-82,139,249, and $2,260,368 (unaudited), respectively . . o 2,046,268
Deferred income taxes 250,000

2,356,268 1,597,792 1,459,673

See notes to consolidated financial statements.
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Capital Telecommunications, Inc. and Subsidiaries

December 31, March 31,
2004 2005 2006
(Unaudited)
3

v Etubilities and StodlHoIder Byifity
Current Liabilities
CUAREEREATA 81,692,652 BsTEATE

1,254,982 328,697 182,331

| ReRTSI R Y A 333684 - - 3105897

Accrued line transmission costs 572,000 595,000 596,000
edsiptsitaxes - FY 657,780 GATABL.

Accrued corporate taxes 343,378 433,682 446,133

16,391 259,307 - 5 e

G553 SRRSO

Other accrued liabilities 816,244 979,171 924,742
f#ni taxes T R g el

Total Current Liabilities 10,106,553 8,157,648 7,468,591

Deferred Income Taxes — 24,000 26.000

iabilities 4 3 R

Stockholders’ Equity
» Preferred stock ($1 lS cumulatlve no par valué arrthonzed -
et 0,000 shares; issued and outstanding — 2,500 shares) @QQOW 25,000
Mm stock (no-par vaing; authiorized E—”fd' BoG,;00D sha PR Las s COR

igsued — 60,000 shares; outstanding — 55,762,,54,922, and

. 54,992 (tnaudited) shares, respectively) : Pl 050,000 kit 56,(200 ST 050,000
Retained eamnings 1,617,909 2,163,549 2,302,553

17,051
_ o , 6 (1,247,792)
Minority interest 60,797 61 1953 61.953

thiér comprehengive ing
d holding gains (lQ_sse . o
pimmon — 4,238 sha aresy and 4,908

shares respectively .

(1,163,792)

Stockholders’ Equity
Total Liabilities and Stockholders’ Equity $11,097.475 $9.215.574 $ 8.703,356

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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Capital Telecommunications, Inc. and Subsidiaries

Consolidated Statements of Income

Years Ended December 31 Three Months Ended March 31,
2003 2004 2005 2005 2006

{ audirted)w i

it

Sales of communications services $43.871,172 $ 34,281.107 5409423 $8,666,303 8,375,728

e

G 51 e N

Line transmission costs, exclusive of %9 6.166.905 5706.632
depreciation 30,306,414 24,156,891 e e o i s
" Sellin ' 1,212,17 337,256 353,600
i = ;’gg‘*;@:k 5 0 O] ""v 5 U e aas
’ ‘ 121,119 121,119

Customer base amortization

1,957,515 177,760 662,008 135,263 255,658

Gain on sale of ﬁui?‘ment

Write—off of note r qiyble N

Minority interest
#¥ Interest éxpense

Total Other Income (Expenses),

Net (449.055) (2,011.462) 235,432 35,452 (24.654)

630,000 (780.000) 351.800 61.000 92.000

See notes to consolidated financial statements.
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Capital Telecommunications, Inc. and Subsidiaries
Consolidated Statements of Stockholders’ Equity

Controlling Interest

Accumulated
Other
Comprehensive
Income (Loss) - Treasury Total ,
Preferred Common Retained Net Unrealized Stock, Minority Stockholders
—Stock _Stock ~_ Earnings Holding Gai!lsw Common _ lnter_evs_t‘n_y_m‘w_ uity
793,051 © ($123,846) - §55,985 78 1,095.:61%
— — 878,460 — —_— — 878,460

oy

tax expense

Total
Comprehensive
Income — _— —_ _ —

Ly sy

™ Bt <

stock - - - 4 .__ : — — g I (26’63076)" SR

Increase in minority
interest — — — —

Net loss — — (1,053,702) — — — (1,053,702)

Total
E::s‘ prehensive — — — — —_— — (1,102.932)

Balances — 609,693
December 31, 2004 25,000 50,000 1,617,909 19,779 (1,163,792) 60,797 609,625

Unrealized holding
losses, net of
$26,000 deferred
income tax
benefit — — —_ (38,563) — — (38.563)

Income —

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007



Purchase of treasury

stock _ _ _ — (84,000) _ (84,000)
Tieedase i minority : 1,156 1,156
interest e L T ki 3 f T . T 3l £y et TEY -
Balances — 26
December 31, 2005 25,000 50,000 2,163,549 (18,784) (1,247,792) 61,953  _1.033.926
i NSHiGsite o i | A
(unaudited) et AR 139,004 o on =3 139)
Unrealized holding
gains, net of
$25,000 deferred
income tax
expense
(urll?audited) — — — 35,835 - — 35833
R ERI O e o  ORER
Comprehensive i ]
Tncome o 174,839
{Unaudited)
Balances — March 31, 2 61.953 1.208.765
2006 (Unaudited) $25.000  $50.000 2,302,553 17051  ($1247.792) $61953  §1.208.76
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Capital Telecommunications, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

Three Months Ended March
31,
Years Ended December 31,
2003 2004 2005 2005 2006

<M SR A

we from Operating Activities - 0

Net income (loss) $ 878 460 ($1,053,702) $‘ M54v5’,640 o $ 109,715
2 i 2 o : ;c&vgﬂ'm\ ‘5&«3‘5”' e S R :,:>,_Y‘:( ;,,«.5,'~. S e
peratr activity SR e 3 :
_ Depreciation l 382,429 1,259 917_ 51,322537_‘”“ . ”309 097 » H%WZM 4‘;’31@
" Amortization 739,007 RS 4R lAGRIE ST A4 4T 21,1197 121,1

Other non—cash adjrlétrnent v oy, 00,000 i gy ——

*Gain on sale of équiptient e L ¥ 79¢800,000) _-(‘I{)ﬁf@ﬁ'ﬁ) 24.147)
Gam on sale Of Investments PN (31 774) m30 840) S ;?.?»ﬂbi;-zrvml’,‘ﬁ?‘T SRR S w‘u'ﬂ:w"_‘ R ""( ;?r A 1

Fir AR W rite—off of hote receivable T = 22,418 HRETEEETIEL == PR

Bad debts and billing

] adustments

o g
o /wsm “?’?

517,417 265,690

. Deferred taxexpense( eneﬁt) A » 531,00

—_ :
il “"Change in cash surrender valué™ ***

of life insurance v S 19,375
oo (Increase) decrease in | assets: e TR B <R sy
MRS Accounts receivable RTOTRO0) T GOEFAYT TN )
—.d - L A550498) S0 A0 11206 GO,
CHRGER G se (decreasé)iin TabiiRiasT ;
§fad Ac&)unts P ay able e — »,1’671!224 g (984 433) 1«%:(980’1*45)'~;4<'282’055'W 14’138’*‘

(336,000) . {(248,000)
(673,241

Accrued payphone
surcharg

Net Cash Provided by

Operating Activities 4,230,005 . 197.290 1,920,445 811.969 539,582

Cash paid to acquire certain assets from
_VNet Source, Inc

v Purchase of availale—for—sale
securities

Net Cash Provided by (Used
in) Investing Activities (2.152.539) 839.854 (287.271) 29.764

Change in line of credit 759,374 (281,722) (493,290) (179,236)

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007



Proceeds frofi¥tong—term debt: ;.

Principal payments against long~term
debt

Cash paid-fortreasury stock

Net Cash Used in Financing
Activities

Net Increase (Decrease) in'Cash
Cash — Beginning

Cash — Ending

44,273

(1,916,484)

(2,079.287) (1035137)  _(L673236)  _(882465)  _(325.602)
- 200700 iAD062) (40,732) 7 . 1(10,833)
63.593 61772 63.779 63.779 23717

B o

UL et

4

4)
0

(359,175)
(30,000) - -

P

(146,366)

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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Capital Telecommunications, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Supplementary Schedule of Non—cash Investing
and Financing Activities

In 2006:

The Company recorded unrealized holding gains on available~for—sale securities of $60,835, less deferred income tax expense
of $25,000 as a direct increase to stockholders’ equity.

In 2005:

The Company recorded unrealized holding losses on available—for—sale securities of $64,563, less a deferred income tax benefit
of $26,000 as a direct decrease to stockholders’ equity.

The Company acquired $142,425 of equipment, the cost of which was included in accounts payable.
In 2004;

The Company recorded unrealized holding losses on available—for—sale securities of $83,230, less a deferred income tax benefit
of $34,000 as a direct decrease to stockholders’ equity.

In 2003:

The Company recorded unrealized holding gains on available—for—sale securities of $323,855 less deferred income tax expense
_0f$131,000 as a direct increase to stockholders’ equity.

The Company entered into a note payable in the amount of $2,483,600 in conjunction with the acquisition of assets from vNet
Source, Inc.

Net assets sold of vNet Source, Inc. consists of the following:

Assets of vNe!
Source, Inc.

B aistiae v

- Net working capital

' Equipm d other assets, net
Note payable assumed by buyer

The gain on sale of these net assets of $400,000 was deferred pending receipt of the note receivable balance.
F-40
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Capital Telecommunications, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 1 — Nature of Operations

. » - . 0 1 e
Capital Telecommunications, Inc. and Subsidiaries {Pennsylvania C coxporgtxons) (Company) operates a long distance telephon
system and is an internet service provider serving customers in the Mid—Atlantic States and Texas.

Note 2 — Estimates and Summary of Significant Accounting Policies

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in tl‘;el.U gillt;?es
States of America requires management to make estimates and assumptions that affet.:t the reportefi amounts of assets ;m ial o )
and the disclosure of contingent assets and liabilities, if any, at the date of the consol}dated financial statements, z.md_t e repot'mates
amounts of revenue and expenses during the reporting period. Actual results could dlﬂ_‘er from those 'es'gmates. Slg“'ﬁca!‘t es ln d
and assumptions made by management include establishing reserves for accounts receivable, depreciation and amortization, a
various tax accruals.

A summary of the significant accounting policies consistently applied in the preparation of the accompanying consolidated
financial statements follows:

Principles of Consolidation

The financial statements include those of the Company and its whplly—owned gnd majority—owned subsidiaries. All
significant intercompany transactions are eliminated in the consolidated financial statements.

Accounts Receivable

Accounts receivable are stated at outstanding balances, less an allowance for doubtful accounts. The allowance for doubtfult
accounts is established through provisions charged against income. Accounts deemed to be uncollectible are charged agains
the allowance and subsequent recoveries, if any, are credited to the allowance. The allowance for doubtful acco?nts is dic
maintained at a level considered adequate to provide for losses that can be reasonably anticipated. Management’s pel;n;at -
evaluation of the adequacy of the allowance is based on past experience, aging of the receivables, adverse gntga}tllons 1 y
affect a customer’s ability to pay, current economic conditions, and other relevant fac%ors. This evaluation is 13 er;:lnt }t,a ed
subjective as it requires estimates that may be susceptible to significant change. Unpaid balances remaining after the s
payment terms are considered past due.’ '

Revenue Recognition

The Company records as revenue the amount of communications services as measured by the minutes of traffic processed,
after deducting an estimate of the traffic which may not be collected.
F—41
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Capital Telecommunications, Inc. and Subsidiaries
Note 2 — Estimates and Summary of Significant Accounting Policies (Continued)
Property and Equipment

Property and equipment is recorded at cost and depreciated commencing with the first full month assets are placed in service,
using the straight line method over their estimated useful lives as follows: communication system equipment, three to five
years; property and improvements, fifteen to twenty~five years; office furniture and equipment, three to five years.
Maintenance and repairs are charged to operations as incurred.

Advertising and Marketing Costs
Advertising and marketing costs are expensed as incurred.
Customer Base

The customer base is amortized on a straight—line basis over five to eight years. Estimf'ited amortization expense for each of
the remaining four years is approximately $484,000 from 2006 to 2008 and $110,000 in 2009.

Investments

At the date of acquisition and each subsequent balance sheet date, investments in debt and equity securities are classified into
three categories and accounted for as follows:

1. Debt securities that management has the positive intent and ability to hold to maturity are classified as
held—to—maturity securities and stated at amortized cost.

2. Debt securities and equity securities having a readily determinable fair value that‘are acquire(_i and helq'principally t(‘;)r
the purpose of selling and benefiting from short—term price fluctuations are classified as trading securities and state
at fair value. Unrealized gains and losses are included in operating results.

3. Debt securities and equity securities having a readily determinable fair value and not classified as helq—to—mtlatunty or
trading securities are classified as available—for—sale securities and stated at fair vahge. Unrealized gains and ost:es .
are excluded from operating results and are reported as a separate component of equity, net of deferred income taxes.

Realized gains and losses, if any, on the sale or disposal of investments are computed on an average cost method.
F-42
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Capital Telecommunications, Inc. and Subsidiaries
Note 2 — Estimates and Summary of Significant Accounting Policies (Continued)
Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist of taxes currently
due plus deferred taxes. Deferred taxes primarily relate to differences between the bases of accounts recewable,.
communications system, investments, customer base, and accrued liabilities for financial and income tax reporting.
Collectively, these differences are referred to as temporary differences. Deferred tax assets and liabilities represent the future
tax return consequences of those differences, which will either be taxable or deductible when the temporary dlffgrences t
reverse, or when the underlying assets and liabilities are recovered or settled. Deferred tax assets are also recognized for ne
operating loss carry forwards that are available to offset future taxable income.

Unaudited Interim Results

The accompanying consolidated balance sheet as of March 31, 2006, the consolidated statements of incomg and of cash flows
for the three months ended March 31, 2005 and 2006, and the consolidated statement of stockholders’ equity for the three
months ended March 31, 2006, are unaudited. The unaudited interim consolidated financial statements have begn prepared on
the same basis as the annual consolidated financial statements and, in the opinion of management, reflect all aQJustm.er'ltS, ¢
which include only normal recurring adjustments, necessary to state fairly the Company’s consolidated financial position as o
March 31, 2006, and the consolidated results of their operations, and their cash flows for the three months ended March 31,
2005 and 2006. The financial data and other information disclosed in these notes to the financial state:peqts (elat_ed to the three
month periods are unaudited. The results for the three months ended March 31, 2006, are not necessarily indicative of the
results to be expected for the year ending December 31, 2006, or for any other interim period or for any future year.

Note 3 — Advertising and Marketing Costs

Advertising and marketing costs amounted to $68,915, $81,305, and $16,296 for the years ended December 31, 2003, 2004, and
2005, respectively.
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Capital Telecommunications, Inc. and Subsidiaries
Note 4 — Investments

The cost, gross unrealized gains and losses, and fair value of available—for—sale securities consist of the following as of:

December 31, 2004
Gross Unrealized
= P — _Available—for-Sale Cost Gains ‘ Losses'
Money riatket account Sl LTSI e g A3 e T s
Equity securities 616393 96,134 (63.355)

$96.134

December 31. 2005‘_’

oney matketaccount ¢ R I 7T SRl ¢ EEEER
Equity securities 616,803 88,878 (120,662)

$630549 $88.878

Tt camhi N R e B L e Y L g e
€s 548 328 82,424

quity securiti
$657415 - $82.424 1

Proceeds from the sale and gross realized gains of available—for—sale securities consist of the following for the years and three
months ended:

®

Three Months Ended
Years Ended December 31, March 31,
2003 2004 2005 2005 2006
——(Unaudited) ___
Proceeds from sale $65,000 $216,426 $— $— $92,514
Gross realized gains (using average cost
method) 31,774 30,840 — — 24,147
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Capital Telecommunications, Inc. and Subsidiaries
Note 4 — Investments (Continued)

Unrealized holding gains (losses) on available-for—sale securities included as a separate component of equity consist of the
following as of and for the years and three months ended:

Three
Months
Ended
Years Ended December 31, March 31,
2003 2004 2005 2006
]Unauditedd) '
Unrealized holding gains (losses) - beginfiilg $(123.846) 169,009 $ (18784)
Unrealized holding gains (losses) 355,629 (52,390) (64,563) 84,982
e b N
~income (loss) celyy

Net unrealized holding gains (losses) 323,855 (83,230) (64,563) 60,835
fafit(eRbenRey o vEEY o ERIL00 34,000 :

Net unrealized holding gains (losses), net of income taxes 192,855 (49.230) 38.563 35835

ling gains (losses) = ending = 184)
The following tables show the investment securities gross unrealized losses and fair value, aggregated by investment category
and length of time that individual securities have been in a continuous loss position as of December 31, 2004 and 2005 and
March 31, 2006. Six individual securities had unrealized losses as of December 31, 2004 and 200§ and March 31, 2006.
Management believes that holding losses recorded on these investments are not a permanent impairment.

Less than Twelve
Months Twelve Months or More _Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value _Losses —Value Losses

December 31, 2004 %

Common stocks $§ — $ — $177.075 $(63.355) $177.075 63,355

December 31, 2005

Common stocks 104,040 $(33,195) $152.963 $(87.467) $257.003 $120,662
March 31, 2006 (
Common stocks $101.520 $(35.715) $197.934 $(17,657) 209.454 $ 53372
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Capital Telecommunications, Inc. and Subsidiaries

Note 5 — Write—off of Note Receivable

On October 7, 2003, the Company’s subsidiary, vNet Source, Inc. sold certain of its assets for consideration of $6,068,230. The

consideration and resulting gain consisted of the following for the year ended:

Cash collected at settlemet: -
Assumption of note payable
Assumption of accounts payBIE: #4%7
Installment sale note receivable

' Total Consideration =~

Less: Book value of assets sold:
T 8 o PRI

ATCOUNISTECCIvaDle %
_ Other assets s o "
Ly e IR N T X LU R S P e w, -,
¥ Equipment, net ' PERRERES e e t ‘

Portion of Gain Deferred

The write—off of the note receivable consists of the following for the year ended:

Write—off of note receivable
F—-46

December 31,

264,

$ 400,000

December 31,
2004

(400,000)

$ 1722418

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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Capital Telecommunications, Inc. and Subsidiaries
Note 6 — Property and Equipment

The cost of property and equipment consists of the following as of:

December 31, March 31,
2004 2005 2006
 {Unaudited)
7,874,674 587,542,717
971,502

78006 T 59:991 0
$8,924.202 $8.,498.879 $8,578.547

Note 7 — Line of Credit

The Company entered into a line of credit agreement with M&T Bank. The line of credit agreement provides for maximum
borrowings of $3,000,000 at the bank’s prime rate plus 0.50% (8.25% as of March 31, 2006), and is collateralized by the
Company’s accounts receivable, inventory, real estate, equipment, and general intangibles, and the assngmpent of a life insurance
policy. The line of credit contains a covenant which requires the Company to maintain certain financial ratios. The Company is not
in violation of any covenants. Amounts outstanding under this agreement amounted to $1 1692,652, $1,974,374, and $1,513,416 as
of December 31, 2005 and 2004, and March 31, 2006, respectively.’
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Capital Telecommunications, Inc. and Subsidiaries
Note 8 — Long—~Term Debt
Long—term debt consists of the following as of:

December 31, March 31,
2004 2005 2006
(Unaudited)

% ] . % i 3152005 notes payableit¥attous
amounts through July, 2006 collaterahzed by related commumcanon

systém equipment $7328897 . § 183331

7% (fixed); promissory note payable; collateralized by related customer base

acquired; repaid during 2005 572,000 - -
y the assets acquired; repaic S AR
1,636,211 328,697
maturities of long~term debt (1,254,982 328,697
$ 381229 N S— I

Notes payable contain covenants which require the Company to maintain certain financial ratios. The Company is not in
violation of any covenants.
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Capital Telecommunications, Inc. and Subsidiaries
Note 9 — Provision for Income Taxes (Benefit)

Provision for income taxes (benefit) consist of the following for the years ended December 31

2003 2004 2005
Ciffretirenpenise . o PR
* Federal and state “ $ 99,000 $ 80,000 $ 87,800
Dbt cxpiise ones eIy s oitbes pistiowangs .~ 96000 (JOTOOY 264000

(125,000 (553,000) =
The federal income tax provision differs from the provision that would result from applying graduated federal statutory rates to

income before income taxes because of the federal benefit of state income taxes. Transactions without tax consequences are not
significant.

Benefit resulting from net operating loss carry forwards

DEBED ol 4w

The components of net deferred income tax assets consist of the following as of December 31:

2004 2005_
e AR L R A $ 671000 '$ 675,000
Amortization of customer base ) N o AT R
¥ Bad debt reserve T NN O S8 et SR IR 00
~ Net operating losses o :_ 1?818,000’7{2‘_,?{?% 222,888
% Acerued liabilities VBRI ST T e e A b LI " e i 61,000 > 00
Other 27,000 43,0
&; AT ‘,
Gross deferred tax liabilities: AR
PECURASBRoesY i adpreaition o v i e (853.,000) (’»66@2@5@9
x depreciation S (259.000) (233.000)

The Company has federal net operating loss carry forwards amounting to approximately $850,000 that may be used to offset
against future taxable income. These net operating loss carry forwards will expire between 2020 and 2024.
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Capital Telecommunications, Inc. and Subsidiaries
Note 10 — Preferred Dividend
As of December 31, 2005, the cumulative value of the preferred dividends in arrears amounted to $64,688 ($25.88 per share).

Note 11 — Commitments

As of December 31, 2005, the Company was committed under non—cancelable, non—capitalized leases for the rentaloc())t;) ofﬁ(ée
and retail space which requires annual minimum lease payments of approximately $380,000, $234,000, $164,000, $88145 . an
$79,000 from 2006 to 2010, respectively. Total rental expense for all operating leases amounted to $571,933, $520,817, an
$515,978 for the years ended December 31, 2003, 2004, and 2005, respectively.

Note 12 — Retirement Investment Plan

The Company sponsors a retirement investment plan which covers all eligit{lc employees. Contributions to ;l;%glf;nl ggn:ézt (;E]d
employee contributions and Company matching contributions. Company pontrxbuhons to the plan totaled $139,900, 464,
$62,181 for the years ended December 31, 2003, 2004, and 2003, respectively.

Note 13 — Concentration of Credit Risk

. - - . d
The Company maintains cash balances at several financial institutions. At times during the years ended December 31, 2004 an
2005 the Company’s cash balances may have exceeded the federally insured limit of $100,000.

Note 14 — Significant Events

On December 31, 2003, under a court order, the Company received a $1,500,000 adminisfrative expense claim. The court
ordered stipulation is the result of certain claims filed by the Company alleging br,:ech ofa s1x—_month minimum service lidated
commitment by a customer. The proceeds of this claim were netted-against operating expenses in the accompanying consol
statements of income.

In October, 2003, a contract from a customer was cancelled. Revenue from that customer was approximately 12% of the
Company’s total revenue for the year ended December 31, 2003.

Note 15 — Reclassifications

Certain information in the 2003 and 2004 consolidated financial statements and related fgotnotes contain reclas_mﬁca_nons to
make that information comparable to information presented in the 2005 consolidated ﬁnanclgl ;tatements. Reclasfsnf;catlo?s
primarily relate to the reclassification of selling, general and administrative expenses, depreciation, and write—off of a note
receivable.
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NEW YORK STATE PUBLIC SERVICE COMMISSION
TELECOMMUNICATIONS COMPANY CRITICAL INFORMATION FORM
(TCCI)

Instructions: Please fill in and print out three copies of this form and mail to the following address:

Jaclyn A. Brilling, Secretary
New York State Department of Public Service
Three Empire State Plaza
Albany, NY 12223-1350

If you have any questions regarding the completion of this form, contact
Maria LeBoeuf at (518) 474-1362.
It is advised that you retain a copy of this TCCI form for your records.

Please Note: If there are any subsequent changes to your company's information, please submit a new revised TCCI form
immediately; letters or phone calls to the Department with information changes will no longer be accepted.

Please check only one of the three following boxes below and follow any applicable
instructions for the box chosen.
T Sl S R i, S i N R A A SO R N G A
. This company is seeking certification in New York State

Mail three copies of the TCCI form together with a completed application form for certification and tariff. Send the complete
package for review to the address above.

v: This company is certified by the New York Public Service Commission and already has a TCCI
form on file but is submitting this new revised TCCI form that contains updated company
information

[_i This company is certified by the New York Public Service Commission but has not submitted a

TCCI form. Please Note: This company will be listed on our website as Inactive with the

Department until a properly completed TCCI form is received.

G i . e R A, e o S A S 0 bt i o SO, Dl S8k
ALL OF THE FOLLOWING FIELDS MUST BE FILLED OUT OR THIS FORM WILL BE CONSIDERED

INCOMPLETE.
INCOMPLETE FORMS WILIL NOT BE ACCEPTABLE. IF A FIELD IS NOT APPLICABLE, INDICATE "NA".
Company's StarVox Communications, Inc.
Corporate
Name: NA
(Doing Business As, if applicable)

NA
(Formerly Known As, if applicable)

If Providing Cable Service:

Region where|| NA
providing
service:

System:|| NA

http://www?3.dps.state.ny.us/T/Telco.nsf/printable TCCIForm?OpenForm 5/7/2007



TELECOMMUNICATIONS CARRIER CRITICAL INFORMATION FORM
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State in which
Certificate of
Incorporation
filed:

California

Company
Website:

www.starvoxcom.com

Company
Corporate
Address:

2728 Orchard Parkway

San Jose, California 95134

Company
President:

Douglas Zorn

Telephone

Number:
(Area code) +
Number

1408-464-3090

Fax Number:
(Area code) +
Number

408-354-3551

E-mail address:

kdickson@starvox.com

Mailing address:

2728 Orchard Parkway

San Jose, California 95134

http://www3.dps.state.ny.us/T/Telco.nsf/printable TCCIForm?OpenForm

5/7/2007



TELECOMMUNICATIONS CARRIER CRITICAL INFORMATION FORM

Regulatory
Contact:

Kyle Dickson

Title:

General Counsel

Telephone

Number:
(Area code) +

Number

1713-440-4100

Fax Number:
(Area code) +
Number

713-440-4139

E-mail address:

{kdicksbn@st—éfvok.éor_ﬁ -

Mailing address:

8275 El Rio

Suite 110

Houston, Texas 77054

Regulatory
Consumer

Complaint
Contact:

Kyle Dickson

Telephone

Number:
(Area code) +

Number

713-440-4100

Fax Number:
(Area code) +

Number

713-440-4139

E-mail address:

[kdickson@starvox.com

Mailing address:

8275 El Rio

Suite 110

Page 3 of 4

Houston, Texas 77054

http://www?3.dps.state.ny.us/T/Telco.nsf/printable TCCIForm?OpenForm
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Business Office
Contact,

Agent (for

purposes):

Representative or

billing/assessment

Kyle Dickson

Telephone(|713-440-4100
Number:
(Area code) +

Number

Fax Number:
(Area code) +

Number

713-440-4139

E-mail address:

fkai‘ckson@ starvox.com

Mailing address:

8275 El Rio

Suite 110

Houston, Texas 77054

Form Preparer's
Name:

Jonathan S. Marashlian, Regulatory Counsel

Telephone

Number:
(Area code) +
Number

703-714-1313

E-mail address:

lism@commlawgroup.com

Click Here To Print Completed TCCI Form

http://www?3.dps.state.ny.us/T/Telco.nsf/printable TCCIForm?OpenForm

5/7/2007



