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Date: 5 /8 /2007  

TO : OT 
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A&F 

FROM : CENTRAL OPERATIONS 

UTILITY: CAPITAL TELECOMMUNICATIONS, INC 

SUBJECT: 07-C-0531 

P e t i t i o n  o f  Capi ta l  Telecommunications, Inc .  and U.S .  Wireless Data,  
Inc .  f o r  Approval o f  the  Transfer  o f  Contro l .  



RTEIVED 
PUS!-!C SERVICE,  

CCMM:SS toll 
EX~C-F~LES-AL?AHY: 

D ~ ~ K : , Y - ~  w o :  ?'$'he C m L a w  Group 

HELEIN & MARASHLLAN, LLC 
1483 Chain Bridge Road 
Suite 301 
McLean, Virginia 22101 

Writer's Direct Dial Number 
703-714-1313 

Telephone: (703) 714-1300 
Facsimile: (703) 714-1330 

E-mail: mail@CommLawGroup.com 
Website: www.CommLawGroup.com 

Writer's E-mail Address 
j s ~ c o d w g m u p . c o m  

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: Capital Telecommunications, Inc. & US. Wireless Data, Znc. 
Petition for Grant of Authority of Transfer of Control 

Ladies and Gentlemen: 

Capital Telecommunications, 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, 

Jonathan S. Marashlian u 



STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

Petition of 

U.S. WIRELESS DATA, INC., 

Transferee, ) 

CAPITAL TELECOMMUNICATIONS, INC., ) 

Transferor, 
) 

Notification of 1 
Transfer of Control 1 

Case No. 

PETITION 

U.S. Wireless Data, Inc. ("USWI") and Capital Telecommunications, Inc. 

("CTI")(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 CTI's direct parent, StarVox Communications, Inc. ("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 CTI's customers. The merger did not involve 

changes in the management or operations of CTI, or of the authority to provide 

telecommunications services in New York held by CTI. 

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. CTI remains a direct, wholly owned subsidiary 

of StarVox. 

11. DESCRIPTION OF THE ENTITIES INVOLVED IN THE TRANSACTION 

A. CTI 

CTI is authorized to provide telecommunications services in Connecticut, Delaware, 

Washington, D.C., Maryland, Massachusetts, New Jersey, New York, Pennsylvania, Rhode 

Island and Texas. CTI has authority to provide local and long distance telecommunications 

services in the State of New York pursuant to the authorization granted in Docket No. 02-C- 

1580. CTI is organized under the laws of the State of Pennsylvania, and its principal place of 

business is 200 West Market Street, York, Pennsylvania 17401. 

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 

95 134. 



111. DESIGNATED CONTACT 

Correspondence regarding this application should be addressed to: 

Jonathan S. Marashlian, Esq. 
HELEN & MARASHLIAN, LLC 
1483 Chain Bridge Road 
Suite 301 
McLean, VA 22 10 1 
Telephone: (703) 7 14- 13 13 
Facsimile: (703) 714-1330 
Counsel for Capital Telecommunications, Inc. 

With a copy to: 

Thomas E. Rowley 
Chief Executive Officer and Director 
U.S. Wireless Data, Inc. 
2728 Orchard Parkway 
San Jose, CA 95 134 
Telephone: 408-625-270 1 
Facsimile: 800-270-9380 

And 

Kyle Dickson, Esq. 
General Counsel 
Capital Telecommunications, Inc. 
8275 El Rio 
Suite 1 10 
Houston, TX 77054 
Tel: 7 13-440-4 100 
Fax: 7 1 3-440-4 1 39 
E-mail: kdickson@,starvox.com 

IV. APPROVAL OF THE TRANSFER OF CONTROL 
IS IN THE PUBLIC INTEREST 

CTI respectfully submits that the transfer of control effected through its parent's recent 

merger with USWI, a publicly-traded shell holding corporation, serves the public interest. CTI 

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 CTI customers and did not have any 

adverse impact on them. CTI continues to provide services under the CTI 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 CTI has no plans to make any changes in the 

near future. Lastly, the merger did not result in the transfer or disposition of CTI customers or 

New York authorization. In sum, consummation of the merger did not result in any perceivable 

changes to CTI's customers. The only change will be in the ultimate ownership of CTI's parent, 

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 CTI 

customers, as it provides StarVox with access to the public financial market. CTI, as the 

subsidiary of a company in turn held by a publicly-traded holding corporation, USWI, 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. 



VI. VERIFICATION 

An executed Verification is attached hereto as Exhibit A. 

VII. APPENDIWEXFIIBITS 

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

Respectfully submitted, 
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By: & a p d .  f l & J U d L J  
Jonathan S. Marashlian, Esq. 
HELEIN & MARASHLIAN, LLC 
1483 Chain Bridge Road 
Suite 301 
McLean, VA 22 10 1 
Telephone: (703) 7 14- 13 13 
Facsimile: (703) 7 14- 1330 
Counsel for StarVox Communications, Inc. 

Kyle Dickson, Esq. 
General Counsel 
StarVox Communications, Inc. 
8275 El Rio 
Suite 110 
Houston, TX 77054 
Tel: 7 13-440-4 100 
Fax: 7 13-440-4 139 
E-mail: kdickson@,starvox.com 

Thomas E. Rowley 
Chief Executive Officer and Director 
U.S. Wireless Data, Inc. 
2728 Orchard Parkway 
San Jose, CA 95 134 
Telephone: 408-625-270 1 
Facsimile: 800-270-9380 
E-mail: tomrowley@starvox.com 



VERIFICATION 
4 

I, Kyle Dickson, acting on behalf of Capital Telecommunications, Inc., first being 

duly sworn upon oath depose and say I am General Counsel of Capital 

Telecommunications, 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. 

General Counsel 
Capital Telecommunications, Inc. 



EXHIBIT A 



UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL MFORMATION 

The following unaudited pro forma condensed consolidated financial statements gives effect to the Merger of U.S. Wireless Data, 
Inc. ("USWD") and StarVox Communications, Inc. ("StarVox") on February 28,2007, to which a wholly owned subsidiary of USWD 
merged with and into StarVox, with StarVox suwiving the merger and becoming our wholly-owned subsidiary. 

The pro forma balance sheets and operating data presented are not necessarily indicative of the results that actually would have 
occurred if the Merger had been completed on the assumed date(s) nor are the statements necessarily indicative of future combined 
financial position or earnings. 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 obtained 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 301,594 shares of our preferred 
stock, which are convertible into 22,224,705 shares of our common stock. The shares of our preferred stock issued in connection 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 total fully 
diluted effect of Stawox 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 following unaudited 
Pro fonna condensed consolidated financial information, with explanatory notes, present how the condensed consolidated financial 
statements of USWD and StarVox may have appeared had USWD, StarVox and CTI been consolidated for the year ending August 3 1, 
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 ended August 3 1,2005 and 2006. The 
historical results of USWD are incorporated by reference to its historical financial statements since its emergence from banlcruptcy in 
May 2005. The unaudited pro forma condensed consolidated financial information may not be indicative of the actual results of the 
combined business had the acquisitions occurred on September 1,2005, nor are financial information indicative of future combined 
financial position or earnings. The accompanying unaudited pro forma condensed consolidated financial information presented should 
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 Financial 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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Source: U S WIRELESS DATA IN, 8-K, March 26,2007 
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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 
Awust 31. throueh Year Ended - - 

June 13, June 30, 
2006 2006 2006 Pro Forma Pro Forma 

USWD Adjustments Consolidated 
- A*" . - ""$ 51.828 

T,'!' R Y V  * 2  h ? + + ' W r . ~  mm 
Operating exqenses 13,527 6,548 1,105) 

pRC<y wx.i*w. ?.\ 
18,990 

p ~ m p a i r n e n t  charge "" e I 2 0 0 + ~ ~ m q p - - a  --I.& . 
Total Operating expenses 35.401 26,124 (1.105) 20 60,440 

am*-..-:* l . ! ~ x t ' . ~ , i t p ~ ' f q  
nterest (other) expense, net (2.302) (133) - (79) (2) (2.5141 

Weighted average shares outstanding, basic 
and diluted 3,736 

Unaudited pro forma condensed consolidated financial statements for the year ended August 3 1,2006 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 3 1,2006 are as 
follows: 

1 Elimination of the effect of $20,000 USWD interest income related to the $3,500,000 promissory notes between USWD and 
StarVox. 

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

3 Eliminating the net effect of $59,000 of other interest incomefexpense related to the two promissory notes totaling $3,500,000 
in principal between USWD and StarVox. 
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Source: U S WIRELESS DATA IN, 8-K, March 26,2007 
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StarVox Commt~nications, Inc. 
Unaudited Pro Forma Condensed Consolidated Balance Sheet 

November 30,2006 
(in thousands except per share data) 

November September 
30, 30, Pro Forma Pro Forma 

2006 2006 Adiustments Consolidated 
- -  

StarVox USWD 
> < J  *;.ab, - , R '  " -w~w*Wv. 

Current Assets: : Casa and i:m~mfiw . . * *+ "r. * "-'" ,.,, kX# '- , . 8' *,, d fi'-sy3.Jq :@a $ , ".& ;. + .. .$ ,pq3$ 
6,608 - 6,608 Accounts receivable,net , * ,ml.#,.>nr 

< , \a. " a  - - 'ST . ,r .Q %,Y&~ ;&+ ;. - F ~ o a n s  receivable I 

Interest receivable - 110 90 PDue from related tjm#" ~ . , s + . x . . " I ~ . N > y ~ . , : ' - . ~ i \ V , > t & . , ~ ?  : " -ww*  - '-Ae w::f">-k 15 - "*.A .., - -- ' 

Prepaids and other current assets 1.004 45 - 1.049 
* ' ~ , r n F n r n  mfhw . p.r. - . T<?9 392 p.m- ---=- 4'iT243>& '. T3.S"fjl"gYm,~ 

' - 
48 1 Total current assets ' 

Property and equipment, net of accumulated 
- - 3,937 

< ,,-' *T3 : r %  
- -- 

Other assets 1 393 - - l . j Y 3  

BBw" Total ass%' , 3 ,  4 1J _*r%hW z" qsw??T '*tVt7'g78 * U * Y T *  4.4 &4 ' *~  , ~ - ' t ~ . ? f ~ J y ~ M $ @ ~ " ~ g  982% 

Liabilities, Convertible Preferred Stock and 

~ccrued lia 

Stockholders' Deficit m=ent ~ i ~ b m ~ $ ~  %qn,"'kh*z- a# p p ~ t  . c , '  c , ., .@#pf&+-pr, h * i 9  ?..,'R 

Accounts payable and a b~lities $ 7,506 $ 134 $ - 
" T,j75 ""-- .3' .- 'W1" 'U* 

$ 7,640 
m o t e s  payable 

- h -6, -'. -. .." "q *. * . ' 3  - ' ,  . -*;- ' -7,5759 . 
Conv~rtible notes payal ti 18,296 - (!7500)14)xw .-..J 14,796 

n e l a t e d  pad$jiiite , ~ ~ ~ w ~ n u ~ . v - r ~ *  ,- ihr 1 9 g r 2 - * s y ~ . i t r  u, .-mi. T h r * - . w , v r  .* r+ - t i 198- 

Accrued interest on notespayable 1 191 
i =* g+:.* * * , .-'?w&+ r tkrr i~q ;"  lJ98+.7*- 1 = , +;=&*a - , , :*,, *fiJT2 x.", ;tv (107)(6) %A%e95 ?t6if 

mete'etred'revenue 1,627 - , %is>, - A 

Total current liabilities 36,500 134 (3.607) 33.027 

,; .<,:.,;:,::. ' ' 
-, .,,, , . ;:. : . : : . <%m, 

..,. ::,:>, . . . 

8717Ji h: :$.:. . it., ;. :, .,. .:,: ,,.# ,Y::wc,413 *LP4 
. >  . . . . 

- ' (48) 
,@;!$;;; ?.~, ,755; :,..7jf,345)Y 

Total Liabilities, Convertible Preferred Stock and 
Stockholders' (Deficit) $ 27.878 $ 4,624 $ (3,520) $ 28.982 
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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 USWD Adlustmento Consolidated 

$ - : "$ 13,416 

Operatin& expense: ! .' 
Cost oTsales ""Lffm* ' b:d~e . a  ~~-;:Y?T+W s r + . %,m q * s c '  . ,- 3 - 
Operating expenses 

% 

- 7.230 312 7.542 
operating e i p e n s x ~ ~ ? > ~ : e - ~ + r * ; " ' : ,  w, - ,  P.L2 . < +q*r - - 16.280 " 15,968 

, 3 twW$Y3$, .a9"xr'w'"'2; 

Loss fiom operation 
8Re62~8tTiif) e@e 

~ ~ ~ ~ l o s s ~ b ~ f o ~ ~ ~ ~ o m , e w f t ! ~ ~ ~  
r6 isf0n r%xbs' 

Net loss $ (4.729) 

, r ~ z .  ,, :: ' 33,'r;8&*' 

Basic and diluted net loss per share 

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



Unaudited pro fonna condensed consolidated financial statements for the three months ended November 30,2006 as shown above 
include the operations and activities of each company as if the merger was complete for the entire time period. The first quarter for 
LJSWD 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 foma 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 S3,500,000 in 
principal for notes between USWD and StarVox. 

5 Elimination of $20,000 interest receivable from the twopromis~ory 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 incomefexpense 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 incornelexpense related to the interest on the promissory notes between 
USWD and StarVox. 

. . 
Pro forma financial statements a? 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 5 ,  managements discussion 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 of 
Operations" and the consolidated financial statements, related notes and other financial information included in this Current R W *  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 Commu~ications, Inc. . . 

Index to Consolidated Financial Statements 
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rNDEPENDENT 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 August 31, 
2005 and 2006, and the related consolidated statements of operations, convertible preferred stock and stockholders' deficit, and cash 
flows for the period from June 1,2004 (inception) to August 3 1,2004 and for the years ended August 3 1,2005 and 2006. These 
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 standards 
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material 
misstatements. An audit includes consideration of internal control over financial reporting as a basis for designing audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 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 financial statements, assessing the accounting principles used and significant 
estimates made by management, as well as  evaluating the overall financial 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 position of 
StarVox Communications, Inc. as of August 3 1,2005 and 2006, and the results of its operations and its cash flows for the period 
ended August 3 1,2004 and the two-year periods ended August 3 1,2006 in conformity with accounting principles generally accepted 
in the United States of America. 

The accompanying financial statements have.been prepared assuming that the Company will continue as a going concern. As 
discussed in Note 3 to the financial statements, the Company has incurred recurring losses from operations and has a net capital 
deficiency that raise substantial doubt about its ability to continue as a going concern. ~anagements '  plans in regard to these matters 
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. 

ARMANMO McKENNA LLP 

San Ramon, California 

October 3 1,2006, except for the computation of net loss per share described in Note 1, the restatement described in Note 2, the Going 
Concern described in Note 3 and the subsequent events described in Note 16 to the Consolidated Financial Statements, as to which the 
date is February 15, 2007. 

F-2 

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 andper share data) 

A u m t  31. November 30, 
2005 2006 2006 

(as Restated) (I) (Unauditqd) 7e 

, . . zy r.P,,.'; r ,8* ' > +<.'.. .:p, 
, \ ~ & ' ,  

cash . -,+,- '.ex - ,. , .. . . . . % - ~ , 3 ~  '.-,*. -? . &;+,+gyy. , . r;sgi " , " x : F t  

.,-m Accounts receivable, netvof,allowance of $88 and $664, respectively_+,, _*__ 1,658 i d  . ..Y 
399 -- Prepaid ekpe'nses and other current assets 

' 

Total current assets 2,267 9,286 9,392 
perty and equipment,%% &-Fa&fi613m&&@@# ' . ^ *-" ""*'""'-" I , 273*~!~  ( c w  :- '4,308'~'sf.'z* X""3,957 * 

Intangible assets 1,200 6,27 1 5,756 
Goodwill " . . , ~ ~ ~ ~ , $ ~ ~ ~ J  ',-+.it. .- *cil& '' FWfW'G 7 , 4 2 ~ ~ " ~ ' ~ ; 4 ~ o g  

Restricted cash and other assets 
" * 

140 1.392 1.393 w < w V w  .- 3 ?>.* "4tb$ i ! . ' - -dd-* a - y 8  684 - - l + W $ ~ ~  ~ o f a l  asheis 

Liabilities, Convertible Preferred Stock and Stockholders' Deficit 
&;rent 1iaWitie.k: , <. " - "; '-*':%: ~ ' F W V ~ ~ , .  ~iw+-tr. 

Line of credlt $ .  1,125 $ 145 
AEoouna pay;bjg w .  . s*: *I-.: - y k L *  ..* . .,;mw..ayww ;+ $ 4 7-+-w - --* 67 1 

5,63q~ ' w v  * m.q8"l 5\(i 

Accrued I~abil~t~esand other 283 ." .. 3,476 3,844 
m o t e s  payabl - . *'+kn'hn *+ri' *. - +a,,, ..i rab , mi* .t 

* 3,500 ' wa " 'mC'i,575P 
Convertible r ble 4,600+.n ,.&- 17,126 18,296 
Deferred rcvc -+. !' 3.b.- ' -2 ;': ,, :: .*' '"yw yb;*; .$${W+Fd *ist 71,*; - "' 1,627' - 1;627" 
Related party payables 1 200 250 198 

~ ~ t ~ l  l i ab i lmi>J -~ 'T :~m ' ~ , w - ~ r ~ w v ~ y < ~ ~ r )  ..v7f271 7 ~ ~ x -  * - + :.32,743 . @'rz *-T$)o q 
Other long term liabilit~es - 42 - 

' Total liabilities .* % * ~ - w A  : . s ~ ~ . ~ 7 ; ; * , ~ ~ p ~ ~ y ~ ~ ~ ~ ~ ~  -( - 97, ,$A %4 .m ?~,3@07 
"32 '7s5 " " ;"* " -' 

Commitments and contingencies (see Note 14) 

Series A convertible preferred stock, 0,24,000,000 and 24,000,000 shares 
designated at August 3 1,2005,2006 and November30,2006, 
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 
August 3 1,2006 and November 30,2006) - 7,925 7,925 

j 

, . 
' , .  . - . designated at A 

. respectively; 0, . . ;:< . !. . . 'at August 3 1, 2 . . 
. . (aggregate liqu 
: .  . November 30, 

Stockholders' deficit: 

ouis tandir 
respective 
erred stoc 
4;i;nn01 ..- 

)r' *$&st? .;'%&$$P ,.. ' - b  
0% q$2&.: .:* . *-, 

" r &A, ? 
,2005, 

res~ectively; 3,580,000,4,330,000 and 4,330,000 shares issued and 
~g at August 3 1,2005,2006 and November 30,2006, 

> 
i 

:I y 4 4 4 1 

Def (7) < 
,a' 

k compensation 
;*,$#-+- .?+I ; : ,*,: ,, . m; - .s2dz;)- y .. %Ye* r . . .-- 

hw'z A ~ G , ~ . ~ , , , ,  yaid-in capital 
Accumulated defic~t .!2,448) ! .  --w (1 5,545) (20,068) 

7' 
Treasury stock :+%('<,:r* - '.St, +.g , \" ) 5.- - (47'i"':: &*%'- [48? 

Total stockholders' deficit (2,39 1 (12,976) (17,497) 

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



' %Emvereible pref&Bt& d staekhdldm' deficit 
Total liabilities, convertible preferred stock and stockholders' deficit 
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StarVox Communications, Inc. 
Consolidated Statements of Operations 
(in thousands, except per share data) 

June 1,2004 
(inception) 

through 
August 
31.2004 

m&e& -if . . $ '*"'":- 
Operating expenses: 
host oTsales 7E ' s +; ' w ~  

Operating expenses 
. , 

73 
P ~ e ~ r e c i a t i o n  and ad@#f#mh WL 

Impairment charge - 
B19P' Total opierating expeni&"'* " ',"-73 
Loss from operat~ons (73 

Three Months Ended November 
Fiscal Year Ended Aueust 3 1. ' 30. 
2005 2006 2005 2006 

(as Restated) 
( 1 )  

$ 39% . F'" 24;82& f '. 

*>)rrgrr * <  . .> :+- . *%*L. ' '+ ,ryAqd?mq+@qy 'FZ. ?R,-WL .:%y . , 
wr r r m p -  

Interest and , 
P '0 the r  expen: I , > , Lcq,,a,,,+-l 

(1,971) ' t  

Net other expense - ( 184) (2.302) 0 (1.971) 

Basic and diluted net loss per share 
(unaudited pro forma) (See Note 1) 

(1) See Note 2 -"Restatement of Consolidated Financial Statements" of the notes to our consolidated financial statements. 

The accompanying notes are an integral part ofthese consolidatedflnancial statements 
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StarVox Communications, Inc. 
Consolidated Statements of Convertible Preferred Stock and Stockholders' Deficit 
(in thousands, except share andper share data) 

Tohl 
ConvertiUe 
Prefemd 

Tohl Stock 
and 

Scrier A Scriu A-l Slack Stock Paid-in T m u w  Sock Accumulated Stockholders' S~ckholden' 

S b  Sham a t  Sham A-tCo-011 C n ~ i b I  , Sham A m  J&L -*- Deficll 
b) - S - - S - - ' S -  s - " ' $  -3- - $ - , $  - L 

Common stock l s r d  to 
founders - 

> P s  for WWIMV - , ,.MF, 
h n e  1.2004 
(inception) thn 
Augusl3 1.20( - 

Balances at August 3 1.700 
Comnlon m c k  m n t  

.. 
stock compcmation - - - - 6 - - 6 6 - - m*. .*-" : . .-*,,;&&&,, ,. 2, z*.,9w.Fx&... 1g:.5~; <,w,-. * f d & ,  ,.,a?:; - - J: 2 . m  
Balanscs .I 

- 
August 3 I. 

- - - - 2 448) 
h , : ', , t 8. - ;.* ' 3-580.000 d"., ? Q , * '!?9!'F*&C d,jyp, n ,.,$.,* p--"d:UI V 

pmfcmd stock IZ.165,6RR 4,906 - - - - - - - - - - 4.906 
Issuance of Scnes A 

convcnlblc 
preferred stock, nel 
of ~ssuance costs 6670.000 3.019 - - - - - 3.019 

on ofotber ' W r i W ' W t *  st$ - *.:w ., <,' - a ,, ?~$W,VpRJ I* G%kW+? wV; 
billties to 

Series A- l  
canvemble 
wlened stock I ,wO,OOO - - - 950 

Issuance ofconin~on rtucr 
far 7fonc . . . -. . . . . 

. - 
- 475.m - 

Common stock rrantcd to 

wvcn ib l c  notes 
payablc - - - 2,515 2,515 

Rcpurchasc o f  common 
stack - - - - - - (932,500) (4:) - (4:) 

W I  "V ~ ~ . ~ @ I K : - '  ( 4 7 k , \ a  s % 
& - - - l -  16 16 

Revmal o f  unarnonnud 
ddcmd  stock 
ccmpcnsalan for 
tminatcd 

Balanca nt August 3 1.2006 (as 
Rat.nd) (I ) 

5-= c > . .  .,, + , . ,, qy++p:+i- -, .z;'.\~ y* . r,r;W~ z ~ s "  $7 wy* 
+- , fra,sod3 (1s (1)' --T-- ' " 

Reclassification o f  
u~mon i zed  
balance ofdefcmd 
stock conlpcnsation 
uwn sdoolion o f  
FAS IZJU - - - - .,: ,. .. ; ~ ; : ; ; ~ ~ r i ~ i c ~ :  .;,:.pi‘).;$~y;:?i~,:~,; . . ;.., . # : ,  . . . . . 

i. ... . , ... pmiousjb*: . . ,,:: . , y: :;< ..! :b?L : . . 
;,,:,..-::,A,<; . . . . .  , . . , /.. . . b . * .  , ... , .  . . .  . ,*. .~ ~. : . . ,, . z . .  . . ":. ... . . . . ,,warded . .<. ~ , ,  . . .. . , ii' , .~ :. . .  _.-, .. . . .  . . - . .  

. . " 
7 ,  : ,' - i 3 

Nn 105s - - - - - - - - - - (4.523) (4.521~ (4.525) --- ------- 

(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 comolidatedfinancial statements 
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StarVox Communications, Inc. 
Consolidated Statements of Cash Flows 
(in thousands) 

Period From 
June 1,2004 
(inception) 

through Three Months Ended November 
August Fiscal Year Ended Aurmst 3 1, 30. 

31.2004 2005 2006 2005 2006 
(as Restated) 

( 1 )  (Unaudited) 
y&&@tjd&g &&-h,& " "  , %ly";";> ' , 9 \*qpp -q <y-+-: 

Net loss $ (73) $(2,375) $*  (13,097) $ (2,192) $ (4,5233 

'I + <  , . - , A  ;, -$*W.- 

cash used in Operating Activit 
Depreciation and amortization - 

*,, < + . t , .  987 059 
-* ,?. .-4 Gain on sale of property and 

equipment - 7 - 
lmpai%ent charge 

i y K C  Non-cash stock b m w & m  
expense 

- - Interest expense .. , J ..*.-. s.4..q, wf3 ,.+hs ??*+ ,#wv , < %x w ~ % r .  ' e q e * w e ,  .* * 676 .i ?I v w c h a n g e s  in operating assets an 
liabilities: 
Accounts receivable - (1,658) . (27 1 55).w,., e 410  prepaid ebenses &$$~+f&i K':' . r ,*@IL? ' *sCSW&$$%% w%3! ( l8I)  . A  7 .  m L.;?. Q 

' assets . . - (499 (1,326) ( 1 3 1 ) - .  . (207)' 
Accounts ayable 649 (8?9>,, 

-'t'.*~ .'k&cru~ lfabilirieiMJ"dEhFf fiw " " 283 (396)1 

Deferred Revenue - - 1 627 - 
,r.v -;...'. F., -- r - ,  dyl ~ l ~ p ~ e t ~ ~ q , ~ ~ ~ B n ~ C -  - -. * 7 ' 5 2 9 r ~ " g * " g * " g * * ~ ~ ~ ~ - ~ ~  -@rnjgC &d in operating acZviG&! 

Cash flows from Investing Activities: p"m*t;fmamflfi < ' ' .+?~ :~  r.m 
Proceeds from sale of property and 

.&A ; , A< '> 7 ' Y,'. *.z% 
,*> , ' k  .̂ .. 

acquired , A L A u ~ - .  - (850) (16.058) - - 
Net cash used in investing activities - (2.025) (16.770) (133) 0 

@g.&flw; yq$@gr;< . ::.:<: ! f*:: ?;>-**= . . , , ,, 
, - .:?, : ; : . . ~ , : ~ p p : : : % : ) . c ' l : 9 :  ":? . ... . .. . . , .., . . : 

( ~ o r r o w i n ~ s )  repayments under lineof 
credit - 608 

& < ~ @ 3 & 3 * 3  .,, % : .&:'< -+:.w*w +*:;.* 2,: ' * '9 8% 2: 
payable . _ , < .  . ,  - - 3,500 - - 

Proceeds from issuance of convertible 

Repurchase of common stock - - 47 - - 
, 

f%it cash provided by financing a c t l ~ ~ B $ s ' ~ @ % ~  2 . A +, 51 O* * TS::75)"*c-Z ~ 6 3  *YPB * i p i p ~ - . ~ ~ ~ ~  ' N . N . . ~  - r -- $r v - 
Net increase in cash and cash equivalents - 210 1,176 418 

",,* # , . . 210 T e - k v 2 1  ~ d ~ w ~ C *  *." 
394 

Cash at beginning of pedod 'ww +&?*-, - - c*- Y ~ W W  - ;1,386$ 
Cash at end of period $ - $ 210 $ 1.386 $ 628 $ 1.780 

Y 

hinmtd ..'f;;p*p^ F R ~ m ~ ; .  
\ " , . 

Cash paid during the per~ods for: 
. %!@ $ ' T Interest 

Income taxes $ - $ - $ 1 $ - $ - 

Source: U S WIRELESS DATA IN, 8-K. March 26.2007 



lvmw-tl nwgm *smg a m k x t  
Other accrued expenses for purchase of 

software licenses in advance of stock 
issuance $ - $ 200 $ - $ - $ - 

.?.$$able to d- fbrf&&Wii ., T.. , 
software licenses in advance of stock ' 
issuance 750 - - - I I 

Note payable issued to related party for 
purchase of software licenses $ 250 $ - % - % - $ - 

(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 consolidatedjinanci& statements 
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STARVOX COMMUNICATIONS, INC. 

N O m S  T O  CONSOL~DATED 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 established to 
build a large base of business subscribers by acquiring the customer bases of Competitive Local Exchange Carriers or ("CLECS") that 
Wically 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 offen 
a suite of both TDM and V o P  products designed to meet the voice and data communications needs of these acquired customers. 
StarVox's VoIP Integrated Voice and Data (WAD) product allows local voice service, long distance service and data service (1.e.. 
Internet Access) to be offered to a business site over an integrated voice and data access line. StarVox's IP Centrex product combines 
the IVAD offering with a StarVox network hosted ofice phone system, such that a business site can outsource all of its voice and data 
communications to a single supplierStarVox. 

The Company has incurred significant operating losses since inception. As a result, the Company has generated negative cash 
flows from operations, and has an accumulated deficit at August 3 1,2006. The Company's primary source of funds through 
August 3 1,2006 was the issuance of debt and equity securities (see Note 3). 

Principles of Consoidation 

The accompanying restated consolidated financial statements, (see Note 2), have been prepared in accordance with generally 
-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. 

Unaudfted Interim Financiul Stacemew 

The consolidated financial statements as of November 30,2006 and for the three months ended November 30,2006 and 2005 are 
unaudited. All disclosures as of November 30,2006 and for the three months ended November 30,2006 and 2005, presented in the 
notes to the financial statements are unaudited. In the opinion of management, all adjustments (which include only normal recurring 

aGusments) considered necessary to state fairly the financial -. 
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condition as of November 30,2006, and the results of operations and cash flows for the three months ended November 30,2006 hive 
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 f i l l  year. 

Use of Estimates 

The preparation of the financial statements in accordance with U.S. GAAP requires management to make certain estimates and 
assumptions that affect the amounts reported and disclosed in our financial statements and the accompanying notes. Actual results 
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 base our 
estimates on historical experience, available market information, appropriate valuation methodologies including the Black-Scholes 
option model ("Model"), and on various other assumptions that we believe to be reasonable, the results of which form the basis for 
making judgments about the carrying value of assets and liabilities. The inputs for the Model are stock price at valuation date and 
issuance date, strike price for the options, risk-free interest rate, life of the option in years and volatility. 

Segment In formation 

The Company currently opetates as one business segment. The Company is not organized by market and is managed and operated 
as one business. A single management team reports to the chief operating decision maker who comprehensively manages the entire 
business entity. The Company does not operate any separate lines of business or separate business entities with respect to its products. 
Accordingly the Company does not accumulate discrete financial information with respect to separate product lines and does not have 
separately reportable segments. 

Fiscal Year 

Our fiscal year ends on August 3 1st. References to fiscal 2006, for example, refer to the fiscal year ending August 3 1,2006. 

Revenue Recognition 

We recognize revenue when telecommunication services and products are delivered, rates are fixed and determinable and 
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 months or 
less. At August 3 1,2005,2006 and November 30,2006, our cash consists of cash deposits with banks, recorded at cost, which 
approximates fair value. 
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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 vendors 
that provide on-going services require letters of credit in the event we fail to meet our obligations. The amount of collateralized letters 
of credit is f 133,000, $1,306,000, and $1,309,000 at August 3 I ,  2005, 2006, and November 30,2006, respectively. 

Concentraiion of Credit Risk 

Our financial instruments that are exposed to concentrations of credit risk principally consist of cash and accounts receivable. We 
deposit our cash in accounts with major financial institutions and, at times, such investments may be in excess of federally insured 
limits. Much of our revenue and resulting accounts receivable, which are unsecured, is concentrated within a small number of large 
customers. In fiscal 2005, three customers each accounted for more than 10% of our total revenue. Combined, these three customers 
accounted for 52% of our total revenue. Four customers each accounted for more than 10% of our accounts receivable and combined 
account for 63% of accounts receivable at August 3 1,2005. In fiscal 2006, one customer accounted for more than 10% of our total 
revenue at 22%. That same customer accounted for 16% of our accounts receivable at August 31,2006. In the first quarter of fiscal 
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. 
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Allowance for Doublful Accounts 

We continually monitor customer payment histories in order to maintain a reserve for estimgted losses that are likely to result from 
our customers' inability to make required payments. In determining the reserve, we evaluate the collectibility of our accounts . . 
receivable based upon a variety of factors. When we become aware of circumstances that may impair a specific customer's abflltJ' to 
meet its financial obligations, we record a specific allowance against amounts due, and thereby reduce the net recognized receivable to 
the amount reasonably expected to be collected. We also record a general allowance for doubtful accounts based on factors that 
include our historical write-off experience, the length of time receivables are past due, customer creditworthiness, and the Current 
business environment. Actual fhture losses from uncollectible accounts may differ From our estimates. Our allowance for doubtful 
ztccounts totaled $88,000, $664,000, and $557,000 at August 31,2005,2006 and November 30,2006, respectively. 

Deferred Financing Costs 
. . - .  

We-accourrtfor legal, accounting and other advisory fees related to acquisition or capital fund raising as capitalizable acquisition 
costs or reductions in the proceeds of equity, respectively. Advisory fees related to debt financing are capitalized and amortkzed to 
interest expense over the term of the related debt instrument. 

LoncLived Assets 

Statement of Financial Accounting Standards ("SFAS") No. 144, "Accounting for the Impairment or Disposal of Long-Live! 
Assets," requires that long-lived assets, including intangible assets, with definite lives be amortized over their estimated useful lives 
and reviewed for impairment whenever events or changes in circumstances indicate an asset's carrying value may not be recoverable. 
Recoverability of an asset is measured by comparison of its carrying amount to the expected future undiscounted cash flows that the. 
asset is expected to generate. If it is determined that an asset is not recoverable, an impairment loss is recorded in the amount by which 
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 

9- and equipment includes acquired assets and those,accounted for under capital leases and consist primarily of network 
. . ~ u l p m e n t  and computer hardware, a building, furniture and .fixares and software. Property and equipment are stated at cost less 
' accumulated depreciation. Depreciation is computed using a straight-line method-based on estimated useful lives as follows: 

Software 
Computers and equipment 
Furniture and fixtures 
Buildings & improvements 

3 to 5 years 
3 to 5 years 
5 years 
15 to 25 years 

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



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 . 
markets and changing customer demand. These changes may result in future adjustments to the estimated useful lives or the Carr'Ylng 
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 things, 
establishes new standards for goodwill acquired in a business combination, eliminates the amortization of goodwill and requires the 
carj.ing 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 fair value to its cawing 
value. Our estimation of the fair value requires making judgments concerning future cash flows and appropriate discount rates. The 
estimate of the fair value of goodwill could change over time based on a variety of factors, including our actual operating 
performance. If the carrying value of the assets and liabilities, including goodwill, were to exceed our estimation of the fair value, we 
would record an impairment charge in an amount equal to the excess of the canying value of goodwill over the implied fair value of 
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 accrued 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 Taxes." 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 difference 
between the financial statement canying amounts and the tax basis of assets and liabilities and are measured using the enacted tfix rate 
expected to apply to taxable income in the years in which the differences are expected to be reversed. In assessing the realizabillty of 
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 
realized. The realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in which 
those temporary differences become deductible. We consider the scheduled reversal of deferred tax liabilities and projected future 
taxable income in making this assessment. We record a valuation allowance to reduce our deferred tax assets when uncertainty 
regarding their realizability exists. 

F-1 1 

Source: U S WIRELESS DATA IN. 8-K, March 26.2007 



Jable of Contents 

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 common 
shares outstanding during the period. Weighted-average shares include treasury stock. Potentially dilutive securities consisting of 
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 
thousands, excepfshare and per share amounts): 

. 

Three Months 
Ended 

Years Ended August 3 1 ,  November 30, 
2004 2005 2006 2006 

'-:: 4" .;3%;,r+ .$! -,,,,:% , , ,, ,( 
nrr?. r4 c::;..: ,: :, ..., ,!:j:qr*. 

(unaudited)* p, 

. . . ' .  ... . -,I m t  "l::,,:<-. . ,' : " : ~ : ~ ~ Y q a ! v  . . > .  

.... . . 

Net Loss attributable to stockholders $ (73) $ (2,375) $ (13,097) $ (4,523) 

"yr:. ,:;.,:: :F3w@7 
. . 

Weighted average number of shares outstand& used 
in computing basic and diluted net loss per share 720.000 3.1 13333 3.736.417 3.561436 

Unaudited Proforma 
f q f ~ & a ~ ; ~ p . .  ' ' .* . ?.~#.:,"*',$.; ~. % '!$ws..$ 

. . 

Net loss attributable to stockholders $ (13,097) $ (4,523) 

Weighted average shares outstanding used in 
computing basic and diluted net loss per share 
(above) 3,736,417 3,561,436 

Proforma weighted average shares outstanding basic 
and diluted 

The following convertible preferred stock and warrants to purchase common and preferred stock were excluded from the 
computation of diluted net loss per share for the periods presented because including them would have been anti-dilutive: 
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August 3 1. November 30. 
' 2004 2005 2006 2005 " .  2006 b+&&g&&ea, - - 20,735,8g" ' ' i8,835,6% ~ %,735,m 

Convertible notespayable - - 9,375,652 - 
.+ 

9,375,652 
Warrants to purchase comm6n.stoek 6 - 6,772,489' . %. @,306$0@ . 'T38,469,836' 
warrants to purchase preferred stock 150,000 450,000 

Stock-Based Compensation 

We account for stock-based compensation in accordance with Accounting Principles Board ("APB) Opinion No. 25, "Accounting 
for Stock Issued to Employees" and related interpretations and elected to utilize the disclosure option of SFAS NO. 123, "Accounting 
for Stock-Based Compensation" as amended by SFAS No. 148, "Accounting for Stock-Based Compensation-Transition and 
Disclosure." Under the provisions of APB No. 25 and related interpretations, compensation expense is to be recognized when options 
to purchase shares of common stock are issued below the fair market value of the underlying stock on the date of grant. The amount of 
compensation expense to be recognized is equal to the intrinsic value per share, which is the difference between the exercise price and 
the fair market value at the date of grant. The Company did not have any issued or outstanding stock options in fiscal year 2006 or 
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 Task Force 
("EITF") issue No. 96-1 8, "Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in 
Conjunction with Selling, Goods or Services." Under the provisions of,EITF No. 96-1 8, because none of our agreements have a 
disincentive for nonperformance, we record and expense the fair value portion of the warrants earned from the point in time when 
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 requires compensation expense 
related to stock-based awards to be recognized in. the financial statements. The amount of compensation expense will be measured 
based updn the fair value of the stock-based awards at the date of grant. We will adopt SFAS No. 123R in'the first quarter of fiscal 
2007. At that time, we will begin recognizing compensation expense related to unvested stock-based awards and newly granted 
awards. 

Stock-based compensation expense recorded under SFAS No. 123R will increase operating expenses. The fill impact is dependent 
upon, among other things, the timing of when additional employees that we hire commence employment, new long-term incentive 
strategies involving stock awards in order to attract and retain employees, the total number of stock awards granted, the fair value of 
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 ' 
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accounting treatment for uncertainty in income taxes recognized in an enterprise's financial statements in accordance with SFAS 
No. 109, "Accounting for Income Taxes," by defining the minimum recognition threshold a tax position is required to meet before 
being recognized in our financial statements. No. 48 is effective commencing with the Company's fiscal year 2007 annual 
fimu'tcial 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 3 1,2006, and the related consolidated statements of 
operations, convertible preferred stock and stockholders' deficit and cash flows for the year ended August 3 1,2006. 

In November 2006, the Company's finance and accounting department initiated a review of the Company's accounting policies for 
the recording of deferred revenue and related cost of sales (COS), capitalized and unamortized software licenses and certain prepaid 
expenses associated with current and future acquisitions. 

The Company determined that deferred revenue and the associated deferred COS were not properly recorded for the acquisition of 
(see Note 4). As of August 3 I ,  2006, the accounting error resulted in an adjustment to record an additional $1,336,000 in deferred 

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), Management of the 
Company determined that the unamortized software had no net realizable value at August 3 1,2006. Accordingly, an impairment 
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 incurred in connection with a~ lanned  . 
private equity investment (see Note 4) had no net realizable value as of August 3 1,2006. Accordingly, we have made an ad~ustment In 
the amount of $399,000 to write off these legal and accounting expenses. 

Management of the Company, after considering the quantitative and qualitative analysis prepared by the finance and accounting 
department relating to these issues, concluded that the Company should restate its previously issued financial St~tementS. As a result 
of the above errors and adjustments, we have restated our financial statements for the year ended August 3 1,2006. 

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

The following table presents the effects of the adjustments to record deferred revenue and COS, to record an impairment charge for 
the value of unamortized software licenses, to write off certain prepaid expenses and the corresponding income tax effect of these 
adjustments made to the Company's previously reported consolidated balance sheet as of August 3 1,2006 (in thousands, except share 
amounts): 
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Year Ended Aueust 31.2006 
As 

Previously 
Issued Adjustments kc Restated 

In thousands except share andper shmL&& 
MV&rn' w 
Current assets: 

cash . . ,$ ? f ; a 6  ,> ' $ '- - .ryg9fg% 
,, Restricted cash - 

A A&, 4; 1,306 
"* ' Accounts receivrtrbla, M oY r ?. l l " j ,018 

Prepaid expenses and other 452 882 
~0.61 current assets ++ . .A5 Fv., A - cpI(I,-yb, 40 ' ,- rVh$ 452 . '"++ .Wi"n,592 " 

P_fopeq+and equipment, net of accumulated depreciation 4,308 4,308 
Intangible assets ' > a  wG ;., -. a . .A, .  x r%-'z7,471 b s m v * 9  ' - ~ - 6 , 2 7  1%' 
Goodwill 

i 5 1  
6,669 758 7,427 

bther ass& - + ., ,h, p*$.$ ;k%-%.z;a ~2 '" r nr:",,"mw 485'2y3@~Xif~ a1399 j g? 86"' 
Total assets $ 29.073 $ (389) $ 28,684 

M8-W 

Line of credit 
Accounts payable 

f"4"~ccrued payroll "* ' “-,. ,?- r ' : m v f l i -  r - .Y,. , , i'q*.q$$q,:* ,?$+A +,m" ~ F T  i 

Notespayable 3,500 - 3,500 
Convkfiible n o f b < f ~ ~ ~ ~ e '  ' ' wF%, 'a-zrjo').,, "*-w ' + ' ~ " ~ " 1 w ~ ~ 7 , 1 2 6  " m. . z * r _ l ' "  i"@%=&-,126* 
Accyed~axes ,329 1,212 

V 0 t h e r  accrued eip'enses . 'A ' "" " ' . - , I  c m:r;,r : . .,yL . ,039' A C-P -I-.!!, t A - - 7)v*m_4*1,639* 

Deferred revenue 
*. p. .,y. ;;+ 7::;;.1 . f t t . & $ , p . $ w m -  

290 
P ~ e l a t e d  party payabli?f::* - ' C 250 ., 5 -‘+%-.4~* - 

ota1,current Itabilities 3 1,523 
[ig term liab;lities '- " , ' -3t7T7E.7Wb+>,' :' :"R "L"'~.'~?., 3% %- 

< .; < 'A* 
42* zmse%*k , 

Total liabilities 31.565 1.220 32.785 

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

August 3 1,2006, (aggregate liquidation preference of $9,418,000 at 
August 3 1,2006) 7,925 - 7,925 

Series A-l convertible preferred stock, 1,900,000 shares designated at 
August 3 1,2006, 1,900,000 shares issued and outstanding at 
August 3 I, 2006, (aggregate liquidation preference of $950,000 at 
August 3 1,2006) 950 - 950 

Common stock, $0.001 par value; 36,000,000 shares authorized at 
August 3 1,2006,4,330,000 shares issued and outstandine at 

w 

:?R??=: 
).. . ..:. 

e:.w ?A .%* tonal paid-in capital 
,..:: . . "5: : ~ccumulated deficit . . . . ; , : i ; ~ ~ ~ ~ r ; : ~ $ ~ ; : t , : :  j: -..:., :,; .;' ' j'. , , . <>:,J~%Y& . .  . . .  . 

Treasury stock 
$:(j%":.?:" : Total stbc&jfwj&&&ff:ri 

tal convertible preferred stoc 
~ f t f a ~ , ' & ~ + e & , [ ~  ~ ~ ~ r i . 4  s ~ ~ ~ ~ f & $ ~ ~ ~ ~ ~ $ Y y & ~ ~ , .  . . . .: . .:,, ;+Yi, 

The accompanying notes are an integral part of these consolidatedjinanciaf statements 
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The restatement had no net impact to our reconciliation of our net loss to the cash used in operating activities. The $1.6 million 
increase in our net loss was off-setby an increase in the impairment of intangible assets. Additionally, certain items within net cash 
provided byfused 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 a going concern, 
which contemplates the realization of assets and extinguishment of liabilities in the normal course of business. As shown in the 
accompanying balance sheet the Company has incurred a cumulative net loss of $20,068,000 for the period from inception (June 14. 
2004) to November 30,2006. As of November 30,2006, the Company will require significant additional equity or debt funding to 
sustain its operations and satis@ its contractual obligations. These factors, among others, may indicate that the Company may be 
unable to continue in existence. The Company's financial statements do not include any adjustments related to the realization of the 
carrying value of assets or the amounts and classification of liabilities that might be necessary should the Company be unable to 
continue in existence. The Company's ability to establish itself as a going concern is dependent upon its ability to obtain additional 
financing, in order to fund its planned operations and ultimately, to achieve profitable operations. Management believes that they can 
be successfUl in obtaining equity and/or debt financing which will enable the Company to continue in existence and establish itself as 
a going concern. The Company has sold approximately $25.9 million of convertible notes and common stock through November 30: 
2006, and management believes that the Company will be successful in raising additional funding to have sufficient capital to meet Its 
obligations for its planned operations. The Company has raised an additional $1.8 million subsequent to November 30,2006 in 
convertible debt (see Note 16). 

4. Busine~s combinations 

New Global Telecom 's International Wholesale Business 

On June 1,2005, we acquired certain assets and certain customer and vendor relationships from New Global Telecommunication 
('WGY), a Delaware Corporation, for cash payments totaling $850,000. We acquired the international wholesale business from NGT 
and routed the traffic onto our network to generate revenue and to defray a portion of the fixed network costs included in operating 
expenses. . , 

The acquisition was accounted for as a purchase in accordance with SFAS No. 141, "Accounting for Business Combinations 
(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) 
m d  ~ t i i b n t  ' $  475 
1 675 

"'Total purchd wee w .' 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 acquisition significantly. Our experience has shown the 
international wholesale business to be significantly more competitive than expected; putting pressure on the Company's expect4 
profit margins. As a result, the associated goodwill was deemed impaired and a $675,000 impairment charge was recorded in fiscal 
2005. 

ZFone VoIP Corpora!ion 

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: 

Goodwill 
p* Total pf.Cffdg6f$fe<" Mk' 'm-w"" $ + * & ~ - ~ t ~ " c ' I T '  

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, Znc. 

On June IS, 2006 we acquired all the capital stock of Capital Telecommunications, Inc. ("CTI"), a registered CLEC headquartered 
in York, Pennsylvania. The aggregate purchase price was $15,144,000. Purchase consideration consisted of $12,000,000 in cash and 
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 14 1. 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: 

( ~ n  thousands) , 
,q %;>% ., .'&ap+ '"$7,400 

5,900 
Trade names , , ,+.YF+~ y"?%+P~ - ,' 800: 
Acquired tangible assets, net of lia 1.80 1 

'"q@fp x ,  i I Total purchase price ', $'" 'i5.901 

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

The results of operations of CTI have been included in the Company's restated consolidated financial statements subsequent to the 
date of acquisition. The financial information in the table below summarized the combined results of operations of StarVox and CTI, 
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): 

Aueust 31. 

p ~ : ; . + ? ~ & ~ ~ ~ i i , .  :<;.;':, ,;;.~? .P . . , .  ..; . t .  

Reported net loss per share - basic and diluted S (0.54) 

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

In June 2006, we signed a reverse merger agreement with US Wireless Data, Inc. ("USWD), a public Company. USWD is 
currently a "shell" company with virtually no operations. USWD effected a reorganization on March 18,2004, thereby emerging from 
Chapter 11 Proceedings. Our business plan was to merge or effect a business combination with a domestic or foreign public entity 
thereby gaining access to public capital markets. Under the terms of the merger agreement we will contribute all of our assets and 
liabilities (including our CTI subsidiary) in exchange for approximately 72% of USWD's common stock. Our current officers and 
management will become the officers and management of USWD and following the completion of the reverse merger, USWD intends 
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 senior 
secured promissory notes totaling $3,500,000. As of August 3 1,2006, the note for $300,000 is callable and the note for $3,200,000 is 
callable after September 30,2006. See Note 8. 

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

(in 
thousand;+& 

W . d f F r 4 ~ " " "  - 

T '.'** Oi 1 kd 2P\i 9-<r c 2 - 1 * Y ~ v T ~ ; l ~ *  ' , ', ' 4 m k w ,  . 675 
>w~mpairment charge - NGT' ' '"-t675? 

- 
; '! :r .  ,~x+;ct.,.:. +-.w .. :?-i. an >..W:.I.;~;-~;~:: . i . . : / l i " . - ~ : 4 ~ ;  

, . ,  . ... ?; m i.-,d.:.t.<?*wy>* 

Goodwill acquired - CTI 7,400 

.<.-'j,y.'.-Q7.!!,w *% -':<:#,P-*'. :. ,. 'c '\, .';~:. ..* , * ~ ~ : : < $ ~ ‘ ~ + \ x . . . ~ > , ' . + "  . , ,% , 7 . . , . ;  
:. ., . , 

" ?:* 
., , 

Impairment charge - ZFone (26) 

5. Property and Equipment 

hoperty and equipment consists of: 

Source: U S WIRELESS DATA IN, 8-K, March 26,2007 
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Augusl3 1. November 30, 
2005 2006 2006 

(unauditedl 
(m thouson& w. .* PI, - ,eT 4, y j 5 - $ 30 $ 30 

Building - 522 522 
behvork .-% . w.7 < * '*.$a(*..,,.." . r  ,. * \ 1,133 4357 

' -qa2. 
.+ 

Computers and software 170 249 226 
hmirute and fixtures . ..... .47 . ... ... 62 62 

1,350 4,920 4,922 
@&m- " " - .'&RNp : , , ( 7 ) .  .: (6127 w,.' <'* [98S% 

Property and equipment, net $ 1,273 $ 4.308 $ 3.937 

6. Goodwill and Intangible Assets 

Goodwill and intangible assets consist of: 

Aueust 3 1. November 30, 
2005 2006 2006 

Junaudited) 

~,qF#qpn **' 3 * %,," 

(in thousands) 
>, -, 3 2 , ' *  .* y -- " ?\y 

- $,5,900 $ 5,900 
CtS- * ( * a l q p . c  w+. . r rn*y* ;  L; - ~ . , I * ~ + ~ - : + , ~ ~ ~ - - A  .I?, g > r ( %  8001,t?7*."2' Y I I Y '  

v ~ c ~ u i r e d  trademargs / trade n a d g  - A 

- 6,700 6 700 - A , -.. *,z 2-3 .c:- ,. w.e r * x w W * @ -  * 5 " ' '' + - - .+ ;t~+w*, i 9 4 4 ~  - " '3529 
Intangible assets, net $- $ 6.271 $ 5.756 

7" '7 ' ~ ? , p t q q @ p @  " ' ' h  > ,  %*, .. - 'V,v *.-.* 
.O ">  . (  - \ % .  

d j l  

Goodwill $ - $ 7.427 $ 7.400 
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Software Licenses 

In 2004, we purchased a unified communications software license from our founder in exchange for a $250,000 note payable and a 
future issuance of $750,000 of preferred stock. The $1,000,000 fair value of the software license was based on the amount our founder 
had previously paid in cash and notes for the license, an analysis of discounted cash flows, a comparison to similar licenses purchased 
by unrelated parties under similar terms and a value determined by a third party specialist. At August 3 1,2006 the software was 
deemed impaired and fully written off. See Note 2. As of August 3 1,2005, these obligations were recorded as related party payables. 
See Note 10. As of August 3 1,2006, the $250,000 note payable to our founder remains outstanding. As of November 30,2006. 
$100,000 of the note was repaid and the remaining $1 50,000 plus accrued interest of $48,000 was converted into unsecured demand 
promissory notes. 

In 2005, we purchased certain software licenses and intellectual property from a group that included our Vice President of 
Marketing and our largest equity investor for a future issuance of $200,000 of preferred stock. The $200,000 fair value of the  oftw ware 
was based on an analysis of discounted cash flows and recorded as a related party payable. At August 3 1,2006 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 its 
c a v i n g  value. Adjustments to record impairment of intangible assets could have a material adverse impact on our financial condition 
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 $5 15,000 in fiscal 2006 and the three months ended November 30, 
2006, respectively. 

The anticipated amortization schedule for intangible assets is as follows: 

Year ending 
August 3 I .  

Acquired Acquired 
Customer Trademarks I 

Relationshies Trade Names Total 
(In thousan 

m.7 .-*? 
>@ , - "% '. m$ 6 

1,260 
~mw-ib- *we$%,. +. -. ,;.;--.. , ,260 : t i  :g"hW 3.9.  ,-' +E? 

2010 1,177 
7 < - w . a y p J t p *  "" : . "i-N*" o . , ? t -  .. ."",* q.*,.% <P . 2 ;mq **h', . F 2 0 1 1 " "  - -  - \$ > f , ,, 681 . L.. 

$ 5.638 $ 63 3 $ 6.271 
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