PENDING PETITION MEMO

Date: 5/8/2007

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

UTILITY: CAPITAL TELECOMMUNICATIONS, INC

SUBJECT: 07-C-0531

Petition of Capital Telecommunications, Inc. and U.S. Wireless Data,
Inc. for Approval of the Transfer of Control.



RECEIVE
PUALIE SERWDCE ,
COMMIS3IoH -
EXEC-FILES-ALCANY

2y -3 ti0: 2l he CommLaw Group

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

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

Suite 301 E-mail: mail@CommI awGroup.com

McLean, Virginia 22101 Website: www.CommLawGroup.com

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

703-714-1313 jsm@ 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:  Capital Telecommunications, Inc. & U.S. Wireless Data, Inc.
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,

fonathan ) Motasklior

Jonathan S. Marashlian



STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

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

Transferee, Case No.

CAPITAL TELECOMMUNICATIONS, INC.,
Transferor,

Notification of
Transfer of Control
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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:

L 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.
II. 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

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 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 95134

Telephone: 408-625-2701

Facsimile: 800-270-9380

Kyle Dickson, Esq.

General Counsel

Capital Telecommunications, Inc.
8275 El Rio

Suite 110

Houston, TX 77054

Tel: 713-440-4100

Fax: 713-440-4139

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.



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: QonW,JW ohasblia
’ g

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.

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 Capital Te‘lecommunications, 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.

Exequted this 4 day of .4, 2007

Kymckfsbn . o

General Counsel
Capital Telecommunications, Inc.




EXHIBIT A
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UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL INFORMATION

The following unaudited pro forma condensed consolidated financial statements gives effe_ct to the Merger of U.S. _erelcss I[}gt\;‘}D
Inc. (“USWD”) and StarVox Communications, Inc. (“StarVox™) on February 28, 2007, to which a wholly'oymcd subsidiary of
merged with and into StarVox, with StarVox surviving 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 l‘;gved
occurred if the Merger had been completed on the assumed date(s) nor are the statements necessarily indicative of future co(rjn Ulge
financial position or earnings. The data presented should be read in conjunction with the financial statements of StarVox an
Wireless.

The transaction is being treated as a reverse acquisition and a recapitalization. StarVox is the acquirer for.accountmg purposes. The
pro forma financial data does not purport to be indicative of the results which actually would havq 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 301,5?4 shar;s of our pyeferrgd
stock, which are convertible into 22,224,705 shares of our common stock. The shares of our preferred stock lgsued in cgnnect!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}lowmg unaqdlted
pro forma 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 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 endeq August 31, 2005 and 2006. Th;
historical results 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 md!can've pf the actual results of tht(:i
combined business had the acquisitions occurred on September 1, 2005, nor are financial information }nd_lcatxve o_f future combine y
financial position or eamings. 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 Financial Condition and Results of
Operations” and the consolidated financial statements, related notes and other financial information mclu@ed 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



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 Pro Forma Pro Forma
Adjustments Consolidated

g g 51808

A es g 3 Fy % i % S R ST R "?"{fwm"sin-
Operating expenses - ' ' i 13 527 : ‘6,5'48 ;wgl 105) 20 (1) 18,990
"Impairment cRarge ™ H e gRE—_—"Tpa 1200‘“*’?“"*?:’*8’%‘7“" ki RS Y 1,200

Total Operating expenses 35,401 26,1 24 (1 .105) 20 60.440

B ) £ ) bl ¢ A V)
(79) (2) 2,514
©HE - (1126)

264

Weighted average shares outstanding, basic
and diluted

3,736 5,867

Unaudited pro forma condensed consolidated financial 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.

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

1 glimination of the effect of $20,000 USWD interest income related 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

Ehmmatmg 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 tember
30, Sepso’ Pro Forma Pro Forma
2006 2006 Adjustments Consolidated
StarVox USWD
m > 7 BRI LTI L T AR e e o hd
Current Assets o
- CasH and SH¥HSauivatents . ' T

Accounts receivable,  net
*Loans receivabie :
Interest receivable ) ) e I
pDue from related paFHEE » " NINMINIM I OETIRI A M pdth SRR S €
Prepaids and other current assets 1,004 _45
Total current assets MR RS LT g gy ST 604

_ 6,608
g Ab i L

Property and equipment, net of accumulated
d .

Other assets
P Total assis B [T SIS R PR T

Liabilities, Convertible Preferred Stock and
Stockholders’ Deficit

Clirrent LiabiMids - " by TR R
Accounts payable and accrued habrlmes o $ s LD y
¥ Notes payable B R o ‘f575 i L
Convertible notes payable — . o M18 296,{ T ;x—mﬂ?‘wr e (} 500)(4)
elited parfy fiote P 1 RO A R i 19877 g : -
Accrued interest on notes payable o o 1,298
Yeterred revenue B N Vi
Total current liabilities 36,500

Treasury stck( T
Total Liabilities, Convertible Preferred Stock and 28.982
Stockholders’ (Deficit) $  27.878 $ 4624 $_(3.520) § 28905
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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
: USWD Adjustments . Consolidated
Revenues o 0§ T 13416

Operating expense:

T Cost of sales 7RG g : 8,738
_ Operating expenses — 7,542

NI 0§ R

15,068 TR

5 . S e, " TR 1 S A s " NN DM T gt O ]
Total Operating expensedi™ 7RI g TR IR TN 6 280

Wl s

Loss from operations

.‘ (2,864)
Yt Est (8fery expensaiiaty 2061

2,552)

Net income ,losg‘l;before income taxes

At Dl IS Ome taxe: _—
ProVision fOr taxes ™~ R » =
Net loss

r—

8®)  (4729)

RS i

B e
“3368A"

$ (0.14)

Basic and diluted net loss per share

Source: U S WIRELESS DATA IN, 8-K, March 26, 2007
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Unaudited pro forma condensed consolidated financial statements for the three months ended November 30, 2006 as shown afbove
include the operations and activities of each company as if the merger was complete for the entire time period. The 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

8

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 for notes between USWD and StarVox.

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.

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. '

.Eliminating the $87,000 effect on retained eamings due to the interest income/expense resulting from the elimination of the

two promissory notes between USDW and StarVox.

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 discussion and analysis, quarterly
forms 10~Q and annual form 10K 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 ('Jondition.and Results otfR ort on
Operations™ and the consolidated financial statements, related notes and other financial information mclu@ed in this Current Rep
Form 8-K. The historical results are not necessarily indicative of results to }Je expected for any future period.

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

August 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" Augctlxst 3l11,
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 endeq _August 31, 2005 and _2906. 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 Sta.tes of America. Those standard.s|
require that we plan and perform the audits to obtain reasonable assurance about whether the ﬁnanfnal staterper}ts are f_ree of rr(xjatena
misstatements. An audit includes consideration of internal control over financial reporting as a basis fOI“ designing audit proce }lres
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the gffectweness o’f t_he Companz’ bS s
internal control over financia} reporting. Accordingly, we express no such opinion. .An audit also 1r_1¢lude§ examining, Oﬂda t_es 'ﬁ?:ani
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used an ds'ltgmrovi de
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 ﬁnancnﬁl POS!"((;“ of
StarVox Communications, Inc. as of August 31, 2005 and 2006, and the results of its_ oper_atlons and '1ts cas_h f!ows for t elfeno e
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 concern. A§ |
discussed in Note 3 to the financial statements, the Company has incurred recurring losses from operations and has a net capita ters
deficiency that raise substantial doubt about its ability to continue as a going concern. Managements plans in regard to thes«:h matte
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 restatement described in Note 2t’ t&iﬁﬁ‘ﬁi
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. )

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)

August 31, November 30,
e 2006 2006
(as-Restated) (1) . (,U“a“d‘wd)‘
Assets el
Current assets: , et
Cash 4" et et SN ~v,;;r.j'~_"'§‘;;—:', o *“*%‘tb R 6 608
... Accounts recelvable net of allowance of $88 and $664 respectlvely . w638 - -
"“Prepaid expenses and othier current assets TR 399 7 — s ' j%
Total current assets . 2,267 9,286

L T T R Ak st o ey LSRR g N 38T by iR ¢ Hekin M’!‘&*P& 7
S PBperty and equipment hét 6F aé‘wmu’lﬁtﬁ&’ﬁﬁsféiﬁﬁt’fﬁn TN g Y 4,308 ™%,937°

i - 1,200 6271 5,756
g:)iréil,?ll]e assets R u7,427-m_: St i :
Restncted cash and other assets ) ; L — 1 — L PYTY *1 332 g
i Totilaggets™ ™ TOENE L UAGERET L R TREE

Llabi]lties, Convertlble Preferred Stock and Stockholders’ Deﬁcit
urrent 1iaBifities:

Line of credit o "
Accounts paydbier i
Accrued liabilities and other

VR AT g e AR

P Notes: payablﬂ(‘vﬁ At e GO R R e R g 8 »ymwQO;600
e s 3 AR AR
| 1 200 250 e
Relz’ilfz(tiaiJ ﬁ:{:iﬁ’i’@s”w‘"'””"i"’“""“*’“”"‘*’k""’"‘)’“’ dde ikl ;W7,271 e, 743 e WSOW;
Other long term liabilities — e
Togtal liabilities o PANRRI N SR ET TR0 RO BRI 591" 32 785 e "§*6’3’“ 0%

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 2925 7925
August 31, 2006 and November 30, 2006) — > ’

- respectively; 0,
‘at August 31,
- -(aggregate liquj
-November 30,

Stockholders’ deficit:

g at August 3 1, 2005 2006 and November 30 2006

ly 4
k compensatlon e e ] ‘
Al id—in capital . R - %
Accumulated deficit o ) ) _ _~?:(2_;f}48):_ R (15 5(:3% . *#’"(20’(:23%1
“Treasury stock =~ ¢ : B o el
| 17,497
Total stockholders’ deficit (2,391) (12,976) ( )

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



Fotatconvertible preferred §foek and stoekholders’ deficit ey @4l N 27,8;8
Total liabilities, convertible preferred stock and stockholders® deficit 4.880 ____3—2—8'@34— —_——

F-3

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



Table of Contents

StarVox Communications, Inc.
Consolidated Statements of Operations
(in thousands,except per share data)

June 1, 2004
(lrmc:]n) Three Months Ended November
August Fiscal Year Ended August 3|, 30, -
31,2004 2005 2006 2005 20
(as Restated)
. ) e enaril
s s i $ $3,§g§g‘ ; 2 ¥ ;ggc.w_,w. 24,&8 S

Operatmg expenses

. Costofsales. ™7 i o 4%%

Operating expenses N _ ‘ ..0] I .

* Depreciation and affSFHifH: -~ o oo RS

Impairment charge ——— 675 gd__i‘m; - e
V Total operatmg éxpensé“s SO S T .ﬁ&m S 05R 15968
Loss from operations (73) (10,775) (2,089) (2,552)

TR rmﬂm'egﬁiw*é"mwﬂ
: (1,971)
g Xy

Basic and diluted net loss per share 03
(unaudited pro forma) (See Note 1) 0.39 $__(003

(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-4
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StarVox Communications, Inc. .
Consolidated Statements of Convertible Preferred Stock and Stockholders’ Deficit
(in thousands, excep! share and per share data)

Total
Convertible
Preferred

————Convertible Preferred Stock ________ Deferred  Additional Total Stock

and

a 1ated  Stackholdere' hold

_ Comeen Stock Stock Peid~in  __ Treasury Stock __ ¢

—Shares__  Amount _ Shwes  Amoun _ Shares _  Amoun o Compenstsion, Copful,
R ot — '8 - — s — — T :

: céption) .
Common stock issued to

{inception) th Bl
Augusi 31, 2004
Balances at August 31, 2004

. Comi\oi stock ﬁmw} ’a' &

Amortization of deferred

stock compensation — —_ — —

T 1Bss VMBI £ R I ey
Balances at

August 31,
2005

— — 2,443) 2391) - (2391)

pieferred stook - . - - 4,906
preferred stack - 12,165,688 . 4906 - — — e — . _ e - _ .
Issuance of Series A
convertible
preferred stock, net
of issuance costs
on of othér - ¢
bifities to
Series A-1
convertible
preferved stock
Issuance of commion stock
for Zfone

5 paysble
Repurchase of common

alpensation -
Reversal of unamortized
deferred stock
compensaton for
terminated

Balances at August 31, 2006 (as
Restated) (1) 15835688  _7.925 _1900.000

oo

Reclassification of
unamontized
balance of deferved
stock compensation
upon adoption of
FAS 123R

Net loss

(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

Jure 1, 2004

(":hcfs?n:lg%n) Three Months Ended November

August Fiscal Year Ended August 31, i 30, :
31,2004 2005 2006 2005 2006
(as Restated)
(I) . (Unaudlted)
ows Troth Operating Avtivifiesy 70 i o PR
Net loss 3 (73) $2,375) $ (|3 097) $ (2, 192) $ (4 523)

e Iels 30
cash used in Operating Activit

,. Depreciation and amortization .

**Gain on sale of property and
equipment
Impairment charge
FT"Norn—cash stock bas@ SG g
expense
Non—cash Interest expense
BRY“¥™ Changes in operating assets'a nd 7
liabilities: 5% 2
Accounts receivable L
B Prepaid expenses “ on éfﬂ%"é%i"ﬁ?”’““‘w?’/?" s
) - assets - S :
Accounts ayab]e
FAceried Tiabilities aAd GihsE e
Deferred Revenue
lifsed in opérating activitiad

TS <x-"_“'—“'_"‘~_

¥ ]

o 1638). IS8 8D »:\410.-%
@9 T asze) 3D L 07)
P 2,519 470 (829)
RS X EARRAR T - i i ey (396)

» 627L

T e 7S A 1C5T5 il 73 M 715

e

Cash ﬂows from Investmg Actxvmcs.

Proceeds from sale of property and
empment

acqurred -

Net cash used in investing actrvmes —_

OBk Mows from Bk

(Borrowings) repayments under lme of
. credit

payable
Proceeds from issuance of convertlble
notes payable

Proceeds from issuance of preferred stock
net of issuance costs

_ Rel/)urchase of common stock _ o
Mbt cash provided by financing aciivities ™

Net increase in cash and cash equwalents
Cash at beginining of period -

Rt rw ;_»zwwj»

210

L_
SR R,

Cash at end of period

Cash pald dunng the perrods for o
Interest L O
Income taxes

o

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

TSNS - 8
$ — $

$ 210 L_I&. Lﬁ&




T s sutiieies:
Other accrued expenses for purchase of
software licenses in advance of stock

issuance o 8 — $ - ¥ - $
Piyable to rélatilbarty for purclideeat ~

software licenses in advance of stock- " = .

issuance i N 750 - -
Note payable issued to related party for

purchase of software licenses $ 250 5 — 5 — $ - $

(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 eftabh%he”d :ﬁat
build a large base of business subscribers by acquiring the customer bases of Competitive L.ocal Exchange Carriers or ( _CLE ; ) ;
typically are concentrated in Tier 2 & Tier 3 markets and are serving their customer base with legacy voice commumcahop 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 voicc.: and data products. Star_Vox currently offers
a suite of both TDM and VolP products designed to meet the voice and data communications peeds of thgse acquired custgmer_s.
StarVox’s VoIP Integrated Voice and Data (TVAD) product allows local voice service, long distance service and data service (1.% S
Internet Access) to be offered to a business site over an intégrated voice and data access line. StarVox’s IP Centrex product com d"é:ta
the IVAD offering with a StarVox network hosted office phone system, such that a business site can outsource all of its voice an
communications to a single supplier—StarVox,

. The Company has incurred significant operating losses since inception. As a result, the Company has generated n;gativ; 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 Prcpared in a.ccordanc_e with genderalt:y
-accepted accounting principles in the United States of America (U.S. GAAP). The consolidated financial statements m'clu e 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 gOOSt linre
unaudited. All disclosures as of November 30, 2006 and for the three months ended November 30,‘20(?6 and 2005, presen]te in the
notes to the financial statements are unaudited. In the opinion of management, all adjustments (which include only norma r-ecurrmg

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 Noyerpbey 39, 20(}%?:"6
been made. The results of operations for the three months ended November 30, 2006 and 2005 are not necessarily indicative o
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 ;sttl:lmlure:sz?;
assumptions that affect the amounts reported and disclosed in our financial statements and the accompanying notes. Actua
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 commeon stock gnd_ stock'warrants. We téas}f ;Jur
estimates on historical experience, available market information, appropriate valuation methodologies including the Black; ¢ of :;s
option model (“Model™), and on various other assumptions that we believe to be reasonable, the results of which fom theda taSlS o
making judgments about the carrying value of assets and liabilities. The inputs. for_the Model are stqc!c 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 operates as one business segment. The Company is not organized by market an(_! is managed anlcqi opeztl:ar;ed
as one business. A single management team reports to the chief operating decision maker who comprehensively manages the en (liuCtS
business entity. The Company does not operate any separate lines of business or separate business entities with respect tc:j its prot havé
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 determmabc}e anti or
collection is deemed probable. We invoice our customers weekly, semi—weekly and monthly and we defer revenue and cos
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 mr?n;lhs 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 i§suqd on our behalf. Certain of 0|¥ Vfinlict)tr:rs
that provide on—going services require letters of credit in the event we fail to meet our obligations. The amount of collateralize
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 ca_sh and accounts re(I:ltzleablc. (\iNc
deposit our cash in accounts with major financial institutions and, at times, such investments may be in excess of fedcraby m:t;re ]
limits. Much of our revenue and resulting accounts receivable, which are unsecured, is concentrated Wlth[n a small number o t argerS
customers. In fiscal 2005, three customers each accounted for more than 10% of our total revenue. Combined, th.ese three cus om ;
accounted for 52% of our total revenue. Four customers each accounted for more than 10% of our accounts rccewablf and combmle
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 h
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. .

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



Table of Contents

Allowance for Doubtful Accounts

We continually monitor customer payment histories in order to maintain a reserve for estimated loss;s.that are likely to r:.sult from
our customers’ inability to make required payments. In determining the reserve, we evaluate the CO]"eCtlblllt)‘l of our accoun Sb ity to
receivable based upon a variety of factors. When we become aware of circumstances that may impair a specific custo_me(ll' sa iv?tl) o
meet its financial obligations, we record a specific allowance against amounts due, and thereby reduce the net recogr}nzi re::;at
the amount reasonably expected to be collected. We also record a general allowance for doubtful accqunts bqsed on a:ic tlc:rs -
include our historical write—off experience, the length of time receivables are past due, custome_r creditworthiness, an edcur;tfm
business environment. Actual future losses from uncollectible accounts may differ from our estimates. Our al!owance for dou
accounts totaled $88,000, $664,000, and $557,000 at August 31, 2005, 2006 and November 30, 2006, respectively.

Deferred Financing Costs

We-account-for legal, accounting and other advisory fees related to acquisition or capital fund raising as C?Pitalizsble a“_’t‘_l;’:i"t‘;’"
costs or reductions in the proceeds of equity, respectively. Advisory fees related to debt financing are capitalized and amorti
interest expense over the term of the related debt instrument. .

Long—Lived Assets

Statement of Financial Accounting Standards (“SFAS™) No. 144, “Accounting for the Impaiment or D1sposal _of Long_L;:fﬁ ”
Assets,” requires that long—lived assets, including intangible assets, with definite lives be amomzed'over their estimated use ::ble
and reviewed for impairment whenever events or changes in circumstances indicate an asset’s carrying yalue may not be fec‘:l‘l’:t the ’
Recoverability of an asset is measured by comparison of its carrying amount to the.expe'cted future pndlscounte_d cash ﬂowst A
asset is expected to generate. If it is determined that an asset is not recoverable, an impairment loss is reco‘rded.m the zulrlmunbe g'n
the carrying amount of the asset exceeds its fair value. Excluding goodwill and unamortized software, no impairments have
incurred to date.

Property and Equipment

Property and equipment includes acquired assets and those accounted for under capital leases and.consist primanliy of netv;/;rsk
.equipment and computer hardware, a building, furniture and fixtures and software. Property anfi equipment are state falt] c‘c:/ss.
“accumulated depreciation. Depreciation is computed using a straight—line method based on estimated useful lives as follows:

Software 3 to 5 years

Computers and equipment 3 to 5 years

Furniture and fixtures 5 Yeﬂfzss

Buildings & improvements . 15 to 25 years
-10
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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 11111to our -
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 m‘?hges'
establishes new standards for goodwill acquired in a business combination, eliminates the amortization of goodwill 'and requires o
cartying value of goodwill and certain non—amortizing intangibles to be evaluated for ixjnpalrment. on an anpual basis. .As required by
SFAS No. 142, we perform an annual impairment test on recorded goodwill by comparing the estimated falr‘ valug to its carrym‘%h
value. Our estimation of the fair value requires making judgments concerning future cash ﬂpws apd appropriate dlscm_mt rates. The
estimate of the fair value of goodwill could change over time based on a variety of factors, including our ?ctuz_ll operatmfg_ e we
performance. If the carrying value of the assets and liabilities, including goodwill, were to exceed our estimation of the fair va lu © of
would record an impairment charge in an amount equal to the excess of the carrying value of goodwill over the implied fair value
the goodwill.

Fair Value of Financial Instruments

The carrying amount of our financial instruments, which include cash _afni_:l cash equi\)alents, restric}ed cash, net accounts receivable,
accounts payable, and other accrued expenses, approximate their fair valueés due to their short maturities.

Income Taxes

We account for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxqs.” SFAS No. 109 requires the use
of the asset and liability method, under which deferred income tax assets and liabiliticg are ‘determined based upon the dlfferegie e
between the financial statement carrying amounts and the tax basis of assets and liabilities and are measured using the enas:teb'lfix rof
expected to apply to taxable income in the years in which the differences are expected to be reversed. In assessing the_ realizability
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 i
realized. The realization of deferred tax assets is dependent upon the generation of future taxable income during the pgnods gll t:lv ic
those temporary differences become deductible. We consider the scheduled reversal of deferred tax liabilities and pro_yecteq re
taxable income in making this assessment. We record a valuation allowance to reduce our deferred tax assets when uncertainty
regarding their realizability exists. "

F_
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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 wei'ght.ed average number qf comfmon
shares outstanding during the period. Weighted—average shares include treasury stock. Potentially dilutive securities consisting o
unvested restricted shares, stock purchase warrants and convertible preferred stock were not included in the dlluFed _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, except share and per share amounts):

Three Months

Ended 0

Y Ended A t 31, November 30,

2004 o ;0;5 hee 2006 2006
(unauditgd)w .
Net Loss attributable to stockholders $ (73) $  (2,375) $ (13,097) $ (4,523)
e perml L i < R R
Weighted a\}érage number of shares odtstandAing used \ 561,436
in computing basic and diluted net loss per share 720,000 3,113,333 3,736,417

%glﬁlgg'gdivtedglg’!;rofo_l;ma3 - _— — 5 i
RNimetator ™% 7 7w et PR LT s o i - aik R I TR . L
Net loss attributable to stockholders $ (13,097 $ (4,523)

Weighted averagé 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 ¢ ’ 3847757 16537013

The following convertible preferred stock and warrants to purchase common apd preferred stock were exclu('ied .fro.m 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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August 31, : November 30,
Convertible Bréfenditser — — 2073§§§§ S
Convertible notes payable e o e 9,375,652 SN h ot
Warrants to purchase cominon-stoek..- &l i V671248900 : "’138’323’?)?)3.

Warrants to purchase preferred stock
Stock~Based Compensation

We account for stock~based compensation in accordance with Accounting Principles Board (*APB”) Opinion No. 25‘,‘ Accoutr}hng
for Stock Issued to Employees” and related interpretations and elected to utilize the disclosure option of SEAS No. 12:?,_ Acc%un ing
for Stock-Based Compensation” as amended by SFAS No. 148, “Accounting for Stock—_Based Compensation—Transition an ons
Disclosure.” Under the provisions of APB No. 25 and related interpretations, compensation expense is to be recognized when op o:'nof
to purchase shares of common stock are issued below the fair market value of the underlying s_tock on the date of grant. T!1c amoun o
compensation expense to be recognized is equal to the intrinsic value per share, which is thq difference between the exercxseo;())gce an
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—18, “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—18, because none of our agrc:cm-ent‘s haveha
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 r_equiresv compe'nsatlon CXPeﬂse
related to stock—based awards to be recognized in- the financial statements. The amount of compensation expense will be mez;s;lre l
based upcn the fair value of the stock~based awards at the date of grant. We will adopt SFAS No. 123R in'the first quarter o ijsca
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 de;:;mdent
upon, among other things, the timing of when additional employees that we hire commence employment, new long—term {nceri ve ]
strategies involving stock awards in order to attract and retain employees, the total number of stock awards granted, the fair value o
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 statements in accordance with SFA;‘S

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. FIN No. 48 is effective commencing with the Company’s fiscal year 2007 an{xual N
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 Consalidated 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 review of the Company’s accounting_pollClZSigf’f
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 rqcprded for the acq‘.’is(iiﬁ?:r;z
CTI (see Note 4). As of August 31, 2006, the accounting error resulted in an adjustment to record an additional $1,336,000 in de
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 (se¢ 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 incurred in connection with :_leﬁ 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 analysis pr_epared by the: finance and a(j:‘:ountnsll%lt
department relating to these issues, concluded that the Company should restate its previously issued financial stat6ements. sare
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 net loss of $1.6 million.

The following table presents the effects of the adjustments to record deferred revenue and COS, to repord an impairmentf (t:ll:azge for
the value of unamortized software licenses, to write off certain prepaid expenses and the corresponding income tax eff;ct o et share
adjustments made to the Company’s previously reported consolidated balance sheet as of August 31, 2006 (in thousands, excep
amounts):
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Year Ended August 31, 2006
As
Previously
Issued Adjustments As Restated
In thousands except share and per share data o

%&“‘?w - ) AN

Current assets: BT i ko]
Cash 1,306

s Restricted cash ST 018
* Accounts receittble, tret:of allowandé GF$88 and $664, e 382
Prepald expenses and other current assets RN 207

,g*q"_-i

740,592
“4,308
o {55:27 i

Totdl current assets

Property and equipment, net of accumulated deprecxatlon
Tntangiblé assets - '

6,669 A27
gt.fedrv;;lslets o B G et R B ARs T 300y ¥ I B6™
Total assets $ 29,073 $ (389 $ 28,684 $ 28684

v ePtBTE Prerer il Stoe

Current llablhtles

Lineofcredit

Accounts  payable N - e g e

"Accrued payroll TS i b T AN 3, 500
Notcspayable » it RSt <t R e SR = &
Convertible note$ Payable -/ 1 IFWRNGS Lstnun TGN 0 SRy : _7 "’I‘?l gg
Accrued taxes i o - 1,329 (11 )

e R PR g

"Other accrued ekpenses 7" 1 337 o 1,627

Deferred revenue
¥ Related party payabié§’:

32,743

Total current llabllmes S v
g térm liabilities S m
Total liabilities 32,785

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

000t

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 —

M@ e nont; e

Common stock, $0.001 par value; 36,000,000 shares authorized at
August 31, 2006, 4,330,000 shares issued and outstanding at
2

N Addmonal pald—m capltul
“Accumulated deficit
Treasury stock - =
ST Total stockholtbs geffoit: I Wik T ;
Total convertible preferred stock and stockholders deﬁc:t ____(1,609) (1 609 —{(4.101)
TotaiEBilities, convertible preferred stBEK Tid stockhoTasts Hetteir - 073

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 the cash used in operating activities. The $ 1h6 mll:lg:sh
increase in our net loss was off-set by an increase in the impairment of intangible assets. Additionally, certain items within ne
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 appl}cable toa gomg_corlllccm,
which contemplates the realization of assets and extinguishment of liabilities in the normal course of bus_mess. As. show_n in the "
accompanying balance sheet the Company has incurred a cumulative net loss of $20,068,000 for the period f{om inception (June 14,
2004) to November 30, 2006. As of November 30, 2006, the Company will require significant additional equity or debt fundmg to
sustain its operations and satisfy its contractual obligations. These factors, among others, may indicate that the Company may f?th
unable to continue in existence. The Company’s financial statements do not include any adjustments related to the reahzatloln of the
carrying value of assets or the amounts and classification of liabilities that might be necessary should Fhe ng:npany be _unab e to |
continue in existence. The Company’s ability to establish itself as a going concern is dcpendgnt upon its ability to qbtam addlgona .
financing, in order to fund its planned operations and ultimately, to achieve profitable operations. M_anaggment believes that th cy;;aa '
be successful in obtaining equity and/or debt financing which will enable the Company to continue in existence and establish Ltse 3
a going concern. The Company has sold approximately $25.9 million of convertible notes and common stpck thl:ough valem er >
2006, and management believes that the Company will be successful in raising additional funding to have sufficient capita €t’0 mee
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. Business Combinations
New Global Telecom’s International Wholesale Business

On June 1, 2005, we acquired certain assets and certain customer and vendor rqlationsh_ips frorr} New Global Telecpmml;licatll\;JET
(“NGT”), a Delaware Corporation, for cash payments totaling $350,000. We acquired the international wholgsale business ont1'
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, “A_ccounting fqr.l?'»usinéss Combi:;ttioris
(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:
F-16
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ki and eqiifpineit
Goodwill

Total purchasé price

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 experienc:-: has Sh(::(:ln the
international wholesale business to be significantly more competitive than expected; putting pressure on the Company’s expec

profit margins. As a result, the associated goodwill was deemed impaired and a $675,000 impairment charge was recorded in fiscal
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:

i ,Qp,lho\lsands)

Goodwill —
P otal BHfchase Prtse™ v s e i et “ e , TR

B

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”), a registered CLEC he_-,adqu;r::‘;d
in-York, Pennsylvania. The aggregate purchase price was $15,144,000. Purchase consideratl‘on consisted of $12,000,000 u} casd P
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 st 87700
Custoiﬁ_ér contracts ) , . 5 ’ggg“
Trade niameés: - G

Acquired tangible assets, net of iiabilities assumed
Total purchasé price

The value attributed to the customer contracts and trade names acquired fro.m CTI contribpted to a purchase price in e.y‘(jess ?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 CTI have been included in the Company’s restated consplidated financial statements subsequen; t((:);llle
date of acquisition. The financial information in the table below summarized the combined results of operations of StarVox an A s
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,

— 2006 ___

Total venue. v i(ﬁ%ggﬁ% j
Pro forma net loss ‘ S
Pro form s per sharé — basic and diluted - $ (056)
$ 24,626

Reported reven

:wsf' s
$ (0.54)

eported net loss per share — basic and diluted

The pro forma financial information is presented for informational purposes only and is not indicative of the results of operiz%\tionzial
that would have been achieved if the merger had taken place at the beginning of each of the periods presented. The pro forma finan
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 .
currently a “shelf” company with virtually no operations. USWD effected a reorganization on March 18,'2004, thgreby emerging from
Chapter 11 Proceedings. Our business plan was to merge or effect a business combination with a domest'lc or foreign public entltg
thereby gaining access to public capital markets. Under the terms of the merger agreement we will contribute all of our assets an ’
liabilities (including our CTI subsidiary) in exchange for approximately 72% of USWD’s common stock. Our current officers an 4
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 ;%l(l)i%:) 0i
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, is

callable after September 30, 2006. See Note 8.

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

(in
thousands;
S SN

Goodwill acquired —NGT

: ==t TR A RN AR L, Y2
#* Impairment charge — NGT -

Balance at August 31, 2005

R B v e SOV T O g 1

|

~ Goodwill acquired —CTI

00

Impairment chag — ZFone

S. Property and Equipment

Property and equipment consists of:
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August 31, November 30,
2005 2006 2006
{unaudited)
R R (in thousands)
2 0
Burldmg ‘ : 532
Network S A057
Computers and software 249
Fumniture and fixtures 6%
( § 4,920
Property and equrpment net $ 1273 $.4.308
6. Goodwill and Intangible Assets
Goodwill and intangible assets consist of:
August 31 November 30,
2005 2006 2006
(unaudited)

(in thousands)
b

S50

Acquired customer contracts

e S IR R . o4

F® Acquired trademarks / trade RAfES ™ 7 HFTREH IO AT ST R $ > gogwm, w$ ~-g,-15"9QQ &
sy 67() 6,700

L ORI ) W10 e T N i v (420 IS (Gaagh
A $ 6,271 $ 5,756

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 $250,000 note payable anda
future issuance of $750,000 of preferred stock. The $1,000,000 fair value of the software license was based qn t.he arpount 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 31, 2006 the software was
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 N(_)vember 30, 2006,
$100,000 of the note was repaid and the remaining $150,000 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 software
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 its
carrying value. Adjustments to record impairment of intangible assets could have a material ad\{ersg impact on our ﬁpancnal .condmon
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 endin: Customer Trademarks
August 3 l.g Relationships Jrade Names_ Total

‘ (In thousands) —
- SRS 633“9. ;

F-21

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



Table of Contents

7. Line of Credit

In August 2005, we entered into a one year financing agreement with a financial institution proyidipg a line of credlt0 of $750,000
through August 2006 where we can borrow up to 70% of eligible accounts receivables at an qffec_:tlv_e interest rate of 24% perl'fmnuli;n.
In addition, certain of our other creditors agreed to subordinate their interest to this financial institution. In January 2006, the line o
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 isa $6 mnlh:)n revolving ltmelcl)lt;
credit where we can borrow up to 80% of eligible accounts receivable. Interest is calc_ulatefi as prime rate plus 1.0% or prime rate p il
1.5% dependant upon our quick ratio. We intend to use some of the proceeds from this facility to retire our current account's1 'rectt;lrvamS
credit line. The second part is a $6 million general term facility that can grow to $10 million as we achieve certain profitabi k1ty gnts.
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 preferred stoc wart1:a )
exercisable at $0.50 per share depending upon the amount of credit extended. We must maintain a fixed debt service coverage radgg,
and certain EBITDA targets, and obtain the bank’s consent to enter into certain material agreements. Borrowings under both credi
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 - - s ' T

1

Senior secured omso_ry note ﬁ;ﬁmng September 2006, interest at 1

Both notes payable are collateralized by all of our assets. In connection with the issuance of these notes, significant holde;l's l?if our
voting stock have entered into a stockholders voting agreement establishing the makeup of our board of directors. The stockho el:'lse ©
voting agreement will terminate on the earlier of the closing of the merger with USWD or the repayment in full of the notes paya
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 pu.rchase approximately 131,700,000 sl}arczt; :
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
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)

el AN

rannum .

4] o4 '

Secured convertible promissory notes maturing August and September 2006;
interest at 5% per annum until maturity, then 15% per

4
1

4,600 18,320

18,320
3 §17.126

$ 4.600 § 18.296

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 vested 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 $231,000 in accrued interest was conyertclt':l into
11,765,688 shares of Series A Preferred Stock. We retired the rémaining $25,000 convertible 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 promissor.y note bearing iqterest at 8% pcx;)
annum. Then in October 2005, for cash and the conversion of the $200,000 of convertible promissory notes, we issued 7,070,00
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 promisz.sory note; to serve as
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 warrants
to purchase 6,772,489 shares of common stock at an exercise price of $0.01 per share. The warrants were fully vested and exercisable
upon issuance and expire three years from the date of the note. The fair value of the warrants ca_lculated using thg 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 over :
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 2
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 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 softwar
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 the
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)

2% per annum . . v 250 250

] 5% per annum

—dﬂm
$ 1,200 $ 250

11. Convertible Preferred Stock

The rights, preferences, and privileges of the convertible preferred stock are as follows:
Dividends

The holders of Series A preferred stock are entitled to receive dividends out of any assets legally available pnor_apd 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 prllceA
per annum, when and if declared by our Board of Directors. After payment of the dividend preference, outstanding shares of Series ]
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 A1 preferred stock is convertible, at the option of its holder, into the number of fully paid and
non—accessible shares of common stock which results from dividing the applicable original issue price per share by the appllcablek
conversion price per share at the time of conversion. The original issue prices per share of Series A and Series A1 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, a? the conversion l.'ate 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 putch‘a;\lse tPnce of
$0.50 per share, plus any declared but unpaid dividends. If, upon the occurrence of such event, the assets and fundg available for -
distribution among the holders of Series A preferred stock are insufficient to permit the payment of these preferential amour;;s ll1nthe )
the entire assets and funds legally available for distribution will be distributed ratably in proportion to the full amounts to whic y
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 ‘:;l"
be entitled to receive, prior and in preference to any distribution to Series A—1 gnd common stock shareholders, an amount fqtl}:la e s
the original purchase price of $0.50 per share, plus any declared but unpaid dividends. If,_ upon the occurrence of such even ’ftlfese
and funds available for distribution among the holders of Series A—1 preferred stock are insufficient to permit the payment of 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 cornm((imt Stgt?l;n
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'pre'ferr_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 preferred stock,d votmﬁl ':1;
a separate class, are entitled to elect three members of the Board of Directors. The holders_of Series A—1 preferred stqck an 4.(:io/r\n_1
stock, voting together as a single class, are entitled to elect one member of the Board of Dlrectgrs. The hplders of Series A an A
‘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 exercise pri(;e o{h .
$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 sl:)ar? to e
consultants. The fair value of the warrants calculated using the Black—Scholes option pricing model was determined to be imm: .
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In September 2006, we issued a warrant to purchase 300,000 shares of Series A cgnvertible preferred stock at an exercjse p;ice 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 inteFest were converted into | 1,765,688.
shares of Series A preferred stock. The convertible notes and accrued interest were converted into Series A preferred stock at a price
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 e'flch of
the first and second anniversaries following the award date. As of August 31, 2006, 1,172,500 shares were vested, rgpurchase rights
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_ompensatlon
expense in connection with the award of restricted stock to certain employees. The restrictions on the shares of restricted stock lapse
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 deferred 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:

_August 31, November 30,
2005 2006 2006
Convertible preferred stock 20735688 20735688
- I 4650000 32408177 164,405,524
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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:

.Fl

&

Wk

Total

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

‘ - : . iai i is as
A reconciliation between the income tax provision at the federal statutory tax rate and the reported provision for income taxes
follows:
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A valuation allowance must be established for a deferred tax asset if a tax benefit may not be rcaliz'ed_frqm the_ asset. We _ha\l/e han
established a 100% valuation allowance to the extent our deferred tax assets exceed our deferred tax liabilities as it is more likely tha
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 carryforwards, expiring at various d_ates 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.

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 months endege .
November 30, 2006, respectively. We have future minimum rental commitments for non—cancelable operating leases on office spa
as of August 31, 2006, as follows:

Year ending
—August3l
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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 legse 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 lgased space and
telecommunications services. The terms of the letters of credit coincide with the terms of the leases or for the penqu we continue to
purchase these telecommunications services. The letters of credit are secured by certificates of deposit held by the issuing financial
institution, 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_lity requi.rcm_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 promjssory note. In
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 Octaber 2006 through March 2007, for the purpose of providing working capital, the Company issued to our current
investors unsecured demand %romissory notes and warrants for an aggregate principal amoynt of $5,900,000 of which $4,300,0}(:0 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 5_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 promissol:yt
notes originally issued in fiscal 2006. The additional warrants enable the holders to purf:hase 64,783,50§ shares of common stocd a zmf
exercise price of $0.01 per share. The warrants were fully vested and exercisable upon issuance and expire three years from the date o

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 lsgugble upon conversion 1Is
recognized as a beneficial conversion feature. The beneficial conversion feature is presented as a deemed'dmdend to the relatedt "
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 common stock by the holder at any time, 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 stock at an
exercise price equal to the fair market value of $0.03 per share. This was completed as p_a!'t of a severance agree_ment dateq in e
August 2006. The fair value of the options calculated using the Black Scholes option pricing model was determined to be imma ;

In January 2007, the Company approved the 2007 Stock Option Plan. The 2007 Stock Plan provides for the grant of incentive st((;ck
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 t
any parent and subsidiary corporations’ employees and consultants. The 2007 Stock Plan also allovys for awards of restricted lsatoc 0
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—prll:,ed
to a value equal to one tenth of the original exercise. price. Warrants to purchase an aggregate of 7,_70(_),(')00 shares of common s(;ocs'
were re—priced with exercise prices ranging from $0.05 to $0.053 per share. The fair value of the re—-pnced 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 unde_r thfe 2007 Stgck Option Plaq totaling l
55,227,500 options to purchase shares of common stock at an exercise price of $0.03, which is determined to be the fair market 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. z_and Subsidiaries (Compan%/l)
as of December 31, 2005 and 2004, and the related consolidated statements of income, stockholders’ equity, and c?s_h_ flows for eac
of the three years in the period ended December 31, 2005. These consolidated financial statements are the responsibility of the dits
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 fmanc@l _
Statements are free of material misstatement. The Company is not required to have, nor were we engaged to pcrform, an audit of flts
internal control over financial reporting. Our audits included 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 th'e
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 financial statements, |
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financia
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 ﬁnapcnal poglgjor_l
of Capital Telecommunications, Inc. and Subsidiaries as of December 3 1, 2005 and 2004,'and Fhe results qf thel.r operanons, ar}l eir
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 Tele,communicatiohs, Inc. and Subsidiaries

- Consolidated Balance Sheets

December 31, _M_'%‘%L—

Current Assets

Investments .

Deferred income taxes

Total Current Assets 4,837,907 4,317,449 4.05.125

Other Assets

Deferred income taxes 250,000 36,000 19,000

Total Other Assets 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, March31.
2004 2 o
_(ymé!%,.
‘Liabilities and o
Current Liabilities
$ 1,692,652 151
328,697 182,331
Accrued line transmission costs 372,000 2000 e

Other accrued liabilities

Yetérrealincome taxes

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

Preferredstck ( 15 “cumulanve; o par
10,000 shares; issued and outstanding —

Retained earnings ) Bt 1,617,909 2,163,549 2,302,553

17,051

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 Dec 31 Three Months Ended March 3
2004 2005 2005 _2006

Sales of communications services $43.871.172 34,281,107 35,409,423 8,666,303 8,375,728

30,306,414 24,156,891

1212,175

Operating Income 1,957,515 177,760 662,008 135263  __255.658

Net (449.055) (2,011.462) 235432 35452 (24.654)

Provision for Income Taxes (Benefit) 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
Caomprehensive
Income (Loss) — Treasury Stoc,ll;l‘:z:!ers’
Preferred Common Retained Net Unrealized Stock, o
S - rai i .4y

Sidast

Net income — — 878,460 = — — 878,460

Total
g&r;n}:‘l;ehenswe B B . o o — 1,071,315

Increase in minority 4.812 — 300
interest — — —- = —

Total
Comprehensive 2
Loss —_— — — — — — (1,102.932)

Balances —
December 31,2004 25000 50,000 1,617,909 19,779 (1,163,792) 60,797  ___609.693

2 m = e

Unrealized holding
losses, net of
$26,000 deferred
income tax
benefit — — — (38,563) — — (38563

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



