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UniversalAccess™

Balance Sheet
PRELIMINARY

June 30, 1999 June 30, 1998

Current Assets Cash
Accounts Receivable, net
Prepaid Assets
Security Deposits
Current Assets

Long Term Assets  Property, Plant, & Equipment
Less: Accumulated Depreciation
Propesty, Plant, & Equipment, net

Total Assets

Current Liabilities  Accounts Payable and Accrued Liabilities
Uneamed Revenue, Net
Current Liabilities

Notes Payable

Other Liabilities

Unissued Series A Preferred Stock
Series A Preferred Stock

Series B Preferred Stock

Series C Preferred Stock

Series D Preferred Stock

Common Stock, No Par

Common Stock Warrants

Series A Preferred Stock Warrants
Series B Preferred Stock Wamrants
Retained Eamings

Deferred Option Plan Compensation
Additional Paid-in-Capital
Commitments & Contingencies (Note)

Total Liabilites & Stockholder's Equity
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Statement of Cash Flows

PRELIMINARY

Cash Flow From Operating Activities
Net Income (loss)
Adjustments to reconcile net income (loss) to net
cash provided by operating activities

Depreciation Expense
Option Plan Compensation

Changes in operating assets and liabilities
Difference in Accounts Receivable
Difference in prepaid assets
Difference in security deposit
Difference in accounts payable
Difference in uneamed revenue
Other Liabilities

Net cash used for operating activities

Cash Flows From Investing Activities
Increase in Note Receivable
Payment for purchase of property & plant
Net cash used for investing activitles

Cash Flows From Financing Activities
' Proceeds from Notes Payable

Proceeds from Unissued Series A Preferred Stock
Proceeds from Series A Preferred Stock
Proceeds from Series B Preferred Stock

Proceeds from Series C Preferred Stock
Proceeds from Series D Preferred Stock
Proceeds from Common Stock, No Par

Proceeds from Common Stock Warrants
Proceeds from Series A Preferred Stock Warrants
Proceeds from Series B Preferred Stock Warrants

Net cash provided by financing activities

Net Increase in Cash

Cash, March 31, 1999
Cash, June 30, 1999
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UniversalAccess™

For the Quarter For the Quarter
Ending Ending
June 30, 1999 June 30, 1998
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Income Statement
Revenue Access Revenue
Co-Location Revenue
Total Revenue
Operating Cost of Services
Expenses Operations & Administration
Depreciation & Amortization
Option Plan Compensation
Operating Expenses
Operating Income (Loss)
Other Income Interest Income, Net
& Expense Other Expense, Net

Total Other Income & Expense

Net Income (Loss)

©

UniversalAccess™

For the Quarter Ending  For the Quarter Ending

March 31, 1999 Marck 31, 1998



Balance Sheet

Current Assets

Long Term Assets

Current Liabilities

Accounts Payable and Accrued Lisbilities
Unearned Revenue, Net
Current Liabilities

Notes Paysble
Unissued Series A Preferred Stock
Series A Preferred Stock

Series B Preferred Stock

Common Stock, No Par

Series A Preferred Stock Warrants
Series B Preferred Stock Warrants
Retained Earnings

Deferred Option Plan Compensation
Additional Paid-in-Capital
Commitments & Contingencies (Note)

Total Liabilites & Stockhoider's Equity

March 31, 1999

N

UniversalAccess™

March 31, 1998




Statement of Cash Flows

Cash Flow From Operating Activities
Net income (loss)
Adjustments to rsconcile net income (loss) to net
cash provided by operating activities

Depreciation Expense
Option Plan Compensation
Allowance for Doubtiul Accounts

Changes in operating assets and liabllities
Difference In Accounts Receivable
Difference in prepaid assets
Difference in security deposit
Difference in accounts payable
Difference in uneamed ravenue
Cther Liabilities

Net cash used for operating activities

Cash Fiows From Investing Activities
Payment for purchase of property & plant
Payment for purchase of co-location
Net cash used for Investing activities

Cash Flows From Financing Activities
Proceeds from notes payable
Proceeds from Unissued Series A Preferred Stock
Proceads from Series A Praferred Stock
Proceeds from Series B Prefsred Stock
Proceeds from Common Stock, No Par
Proceeds from Series A Prefarred Stock Warrants
Proceeds from Series B Preferred Stock Warramts

Net cash provided by financing activities

Net Increase in Cash
Cash, December 31, 1998
Cash, March 31, 1399
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UniversalAccesg™

‘ For the Quarter Ending  For the Quarter Ending

March 31, 1999 March 31, 1998




Universal Access, Inc.

Universal Access, Inc.

Audited Financial Statements

1897-1998

Filed in response to Questions 22 and 23 in Universal Access Inc.'s
Application for a Service Provider Certificate of Operating Authority
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Report of Independent Accountants

To the Board of Directors and »
Shareholders of Universal Access, Inc. N

In our opinion, the accompanying balance sheets and the related statements of
operations, of cash flows and of stockholders’ equity present fairly, in all material
respects, the financial position of Universal Access, Inc. (the Company) at December
31, 1998 and 1997, and the results of its operations and its cash flows for the year ended
December 31, 1998 and the period from October 2, 1997 (date of inception) to
December 31, 1997, in conformity with generally accepted accounting principles.

. These financial 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 of these statements in accordance with generally accepted
auditing standards which require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overg.ll -
financial statement presentation. We believe that our audits provide a reasonable basis
for the opinion expressed above. ‘

P,\ ;; podtaeseLorgas- LLE

Chicago, Illinois
April 6, 1999

CONFIDENTIAL
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UNIVERSAL ACCESS, INC.
BALANCE SHEETS

December 31,
1998

December 31,
1997

ASSETS

- Current assets:

Cash and cash equivalents

. Accounts receivable, net

Prepaid expenses and other current asscts
Security deposxts

Total current assets
Wmh
Property and equipment, net

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICTT)

Current liabilities:
Accounts payable ‘
Accrued expenses and other current Kiabilities

Unearned reveaue, net
Notes payable - sharcholders
Total current liabilities
Note payable
Total liabilities

Commitments and contmgeacin (Nots 5)

Stockholders' equity:
Redeemable Series A preferred stock .
Redeemable Series A preferred stock warrants
Unissued redeemable Series A preferred stock
Common stock, no par value
Defe option plan compensation
Accumulated deficit

"Total stockholders' equity (deficit)

Total liabilities and stockholders' equity (deficit)

CONFDENTIAL

The accompanying notes are an integral part of these financlal statemente



UNIVERSAL ACCESS, INC.
STATEMENTS OF OPERATIONS

Revenues
Access -
Co-location
Total revenues
Operating expenses:
Cost of revenues _
Operations and administration
Depreciation
Stock option plan compensation
Total operating expenses
Operating loss
Other income and expense:
Interest expense
Interest income
Other expense
Total other income and expense

- Net loss

For the.
Year Ended
December 31,
1998

From
Inception to
December 31,
1997

Accretion and dividends on i'e_deanable preferred stock

Net loss applicable to common stockhalders

The accompanying notes are an integral part of these financial statements.
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UNIVERSAL ACCESS, INC. ‘ ‘
STATEMENTS OF CASH FLOWS b

For the
Year Ended
December 31,
1998

From

Inception to -

‘December 31,

1997

Cashﬂowsfromoperatmgacnvm
fﬁtm reconcile net loss
justments to net loss to net
cashusedfa'opamngactxvitm
Depreciation

Stock option plan compensation
Provision for doubtful accounts

Changes in operating assets and liabilities:
Accounts receivable
Prepanda:p«n«and«hamrrmtasm
Security deposits -

Accounts payable

Accmedacpensamdothu‘cumlnhm
Unearned revenue

Net cash used for operating activities

Cash flows from investing activities:
Purchase of property and equipment
Cashﬂows from financing activities:

Proceeds from notes payable

Proceeds from unissued redeemable Series A preferred stock
Proceeds from redeemable Series A prefared stock -
‘Proceeds from common stock

Procesds frm redosnable Series A prefred stk varas
Cash deposit to collateralize note payable
thcashprov;dedbyﬁmncmgact;viﬁa
Net increase in cash and cash equivaleats
Cash and cash equivaleats, beginning of period
Cash and cash equivalents, end of period

No amounts were paid for interest or income taxes during 1998 or 1997.

CONFDENTAL

The accompanying notes are an integral part of these financial statements.
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UNIVERSAL ACCESS INC.
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STATEMENTS OF STOCKHOLDERS’ EQUITY

DECEMBER 31,1998 AND 1997
* Beries APreferred Steck Series A Regeemsble Steck
(53 Pér Share Stated Value) " Preferred Series A Commen Stack Additienal " Optien
Shares Na Per Steck Preferved Shores Ne Par Pald-In Plen . Accamulated
bwed Value * Warrssts Stock lswed Value Capltad Compensation Deflcht Total

prefirred stock (3.06 per share)
Net loss .

Balance st December 31, 1998

CONFIDENTIAL-

5

The accqmpwxylng notes are an Integral part of these financial statements.
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UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

Universal Access, Inc. (the “Company” or “UAI"), an Illinois corporation, was organized and
commenced operations on October 2, 1997 _for the purpose of providing provisioning, co-
location and high-capacity bandwidth to “services providers” that include Internet, Applications,

DSL and Telecommunications providers. The Company operated as a sub¢hapter S-Corpomnon‘
until September 27, 1998, at which time it converted to a C-Corporation.

Revenue Recognition

Access and co-location services are billed a month in advance under long-term contracts ranging
from twelve to sixty months. UAI recognizes revenue in the month the service is provided.
Advance billings are recorded by the Company as unearned revenue. UAI recognizes revienue
. from one-time fees for installation and maintenance when the related services are performed.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, money market funds and all investments with
_an initial maturity of three months or less. All cash equivalents are recorded at cost.

Accmmts Receivable

The allowance for doubtful sccounts was December 31, 1998 and 1997,
. respectively.

Financial instruments that could potentially subject UAI to concentration of credit risk pnmanly
include accounts receivable. -

UAI performs ongoing credit
evaluations of its customers' financial condition and to date has not cxpcnenwd mgmﬁcant '
losses from sales to any of'its significant customers.

Stock-Based Compensation

The Company apphes Accounting Principles Board Opinion No. 25 and related mterpretauons in
accounting for its stock option plan. Acoordmgly, when options are granted, a non-cash charge
representing the difference between the exercise price and the fair market value of the Common

Stock underlying the vested options on the date of grant is recorded as option plan compensation
expense with the balance deferred and amortized over the remaining vestmg period.

CONFIDENTIAL
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UNIVERSAL ACCESS, INC. T

NOTES TO FINANCIAL STATEMENTS

Property and Equipment

Property and equipment are stated at cost. Depreciation and amorﬁzaﬁon are provi i |
y and : provided for using - -
the straight-line method. Leasehold improvements are amortized over the life of the lease, &

Furmniture and fixtures -

e X 3 years |
Co-location equipment 3 years
| Equipment 3 years ‘
Repairs and maintenance, which do not significantly increase the lif i .
s . significantly in: ~t:0ftln:1't=:lm;edasset:x,tm:
Use of Estimates

The Prcparaﬁop of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial statements and the reported amounts

of .rev::sué and expenses during the reporting period. Actual results could differ from those

Impairment of Long-Lived Assets

The Company reviews its long-lived assets whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. The C: apanyestimates the future .
cash flows expected to result from operations, and if the sum of the ¢ <pected undiscounted future
cash flows is less than the carrying amount of the long-lived asset, the Company recognizes an °
impairment loss by reducing the depreciated cost of the long-lived asset to its estimated fair -
value. To date the Company has not recognized impairment on any long-lived assets.

Income Taxes

On September 27, 1998, UAI changed status from an S-Corporation to a C-Corporation. As of
this date, the Company established a deferred tax asset which reflects the tax consequences in .
future years of differences between the tax basis of assets and liabilities and their financial
reporting amounts. The deferred tax asset was recorded net of a valuation allowance to reduce
the deferred tax asset an amount that is more likely than not to be realized.

Prior to September 27, 1998, all liabilities for federal income taxes passed through to the
stockholders. Accordingly, no income tax provision or deferred tax amounts were recorded prior
to this date.

- Stock Splits

The Company effected a 500-for-1 common stock split in July 1998 and a 2-for-1 common _st.ock
split in February 1999. All share amounts have been retroactively restated to reflect sgch splits.

o s smmm e T Al e——
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UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 2 - PROPERTY AND EQUIPMENT

Property and equipment consists of the following, stated at cost:

December 31, December 31, .
1998 1997
Furniture and fixtures
~ Co-location equipment
Equipment

Less: Accumulated dépreciation

Property and equipment, net

NOTE 3 - NOTES PAYABLE

" Notes payable at December 31, 1998 and 1997 are summarized as follows:

1998 | 1997

Note payable (interest at 7 %%).
Notes payable to sharcholders
. (weighted average interest at 9.7%)

Notes Payable -

CONFDENTIAL



UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS

In April 1998, the Company entered into a $500,000 revolving line of credit agreement with a
Bank. Borrowings are at the prime rate plus 0.5% (8.25% at December 31, 1998) and the
agreement expires in May 1999. Borrowings under the revolving line of credit are unsecured.
. As of December 31, 1998, no borrowings were outstanding under this agreement.

The Company executed unsecured promissory notes with an investor dated December 29, 1998,
in the original aggregate principal amount of $100,000. The notes bear interest at a rate of 10%
per year and are due upon demand, after March 31, 1999. The Company did not receive the .
proceeds of these promissory notes until after December 31, 1998, as such the notes payable are
shown nct of the proceeds receivable on the face of the balance sheet.

NOTE 4 - INCOME TAXES

There is no current provision or benefit for income taxes recorded for the period from September
27, 1998, the date of C—Corporauon conversion, to December 31, 1998, as the Company has
generated net operating losses for income taxes purposes for which there is no carryback
potennal “There is no deferred provision or benefit for income taxes recorded as the Company is

in & net asset position for which a full valuation allowance has been recorded due to uncertainty
. of realization. .

The components of the deferred income tax asset at December 31, 1998 are as follows:

Net operating loss

Stock option plan compensation
Allowance for doubtful accounts
Other

Valuation allowance ‘

Total

" At December 31, 1998, the Company had a fedcral net operating loss carryforward of
which will expire in 2018.
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UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS

NOTE 5 - COMMITMENTS AND CONTINGENCIES

The Company leases office facilities and certain equipment over periods ranging from two to
three years. Total rent expense for the years ended December 31, 1998 and 1997 was $46,000
and $0, respectively. Futurc rentals for operating leases at December 31, 1998 are as follows:

1999 | $74,000
2000 78,000
2001 34,000
2002 | C —
‘Total minimum lease paymcnts ' $186.000

In addmon fo the above leases, the Company has entered into leased line agreemcnts vnth‘, .
telecommunications vendors for high-capacity bandwidth. These leases are cancelable at any
time with a maximum 30-day notice.  The Company, in turn, contracts with customers for the
use of the leased high-capacity bandwidth. The customer contracts’ provide for cancellation -
penalties equal to the sum of all payments due through the remainder of the contract, less 6%. .

The Company entered into an agreement with a telecommunications vendor, whereby the .
Company agreed to purchase a minimum of $250,000 of network services per month, beginning
June 29, 1999 and contmmng for a period of ten years

UAI has standby letters of credit which have been msued on its behalf totaling $172,000 sceurmg

performance of certain contracts 'with carriers and landlords. All letters of credit expire within-
. one year, On February 15, 1999, an outstanding letter of credit for $100,000 was replaced by a
~ $250,000 letter of credit in support of certain ongomg contracts.

NOTE 6- RELATED PARTY TRANSACTIONS

‘During 1998, UAI entered into certain transactions w:th shareholders and directors for the lease

of office space and paget equipment. Rent cxpcnse for these leases approximated $65,000 in
: 1998

- CONFIDENTIAL



UNIVERSAL ACCESS, INC. - T

NOTES TO FINANCIAL STATEMENTS

NOTE 7 - EMPLOYEE BENEFIT PLANS AND EMPLOYMENT AGREEMENTS
Employee Savings and Benefit Plans

As of January 1, 1999, UAI implemented a retirement savings plan pursuant to Section 401(k) of
the Internal Revex}uc Code, which covers- substantially all of the Company’s employees.
_Employer contributions to the retirement savings plan are discretionary.

Employment Agreements

~ UAI has entered into employment agreements with several of its key employees which have
initial terms ranging from one to thres years, after which they are renewable for additional one-

year periods. The employment agreements entitle the employee to receive certain severance.

payments for termination of employment without cause, as defined by the agreements. -

Employee Stock Option Plan

In July of 1998, UAI’s Board of Directors adopted the 1998 Employee Stock Option Plan (the
*Plan") for the Company's directors, officers, employees and key advisors. The total number of
UAI no par value Common Stock (the “Common Stock™) reserved for issuance under the Plan is
3,000,000. Awards granted under the plan arc at the discretion of the. Company’s Board of
Directors, or a compensation committee appointed by the Board of Directors, and may be in the’
form of either incentive or nonqualified stock options. At December 31, 1998, 1,632,000 shares
of Common Stock were available for additional awards under the plan. . o

If the Company had elected to recognize compensation cost based on the fair value of the options
as prescribed by Statement of Financial Accounting Standard.No. 123, “Accounting for Stock-
Based Compensation”, the following results would have occurred for the year ended
December 31, 1998 using the Black-Scholes option-pricing model with the listed assumptions:

Volatility , o - 0%
Dividend yield . 0%
" Risk-free interest rate : . 5%
Expected life in years - 5
During 1998, the Company recognized  f option plan compensation expense and
expects to recognize additional expense of approximately over the next four years.as
such options vest. : .

The- vesting term of options granted under the Plan shall be fixed by the Board of Directc:rs,t.;li_r
compensation committee elected by the Board of Directors, but in no case shall be exercisabie
for more than 10 years after the date the option is granted. :

 CONFIDENTIA
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UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS

The following information relates to stock options with an exercise price which was less than the
fair market value of the underlying stock on the date of grant:

Weighted
Average:
Number of .~ Exercise .
‘ _Shares Price .
' Balance at December 31, 1997 ] ]
Granted ' - 1,150,000 £ $0.004
Exercised (100,000) : 0.00001
Forfeited . - -
Balance at December 31, 1998 1,050,000 $0.0045"
‘Weighted average fair value of .V '
options granted during 1998 $0.42

The following information relates to stock options with an exercise price which équaled the fair
market value of the underlying common stock on the date of grant:

Weighted
: Average
Number of Exercise
Balance at December 31, 1997 ' ' - -
" Granted g 218,000 s027
Exercised : - . -
Forfeited : - -
Balance at December 31,1998 | 218000 = ___ 8027
Weighted average fair value of
options granted during 1998 - s $0.06

- CONFIDENTIAL



UNIVERSAL ACCESS, INC.

NOTES TO FINANCIAL STATEMENTS

The following information relates to stock options as of December 31, 1998:

Exercise. Prices

$0.00001 to 50.005 $0.20 to $0.33 $0.76 10 50.795
Stock Options Outstanding . |
Number 1,050,000 194,000 24,000
Weighted average exercise price $.0045 $021 $0.79
Weighted average remaining _ ' :
contractual life (years) . 4.67 451 491
Stock Options Exercisable
Number - 100,000 - . .

Weighted average exercise price . $0.00001 -

The above disclosures include 200,000 stock options issued to non-employees for services
rendered during 1998. These options were issued with an exercise price of $0.00001 and were
immediately exercisable. These non-employee options comprised $40,000 of the $65,000 stock
option plan compensanon expense recognized during 1998. During 1998, 100,000 of these non-

employee options were exercised, and as of December 31, 1998, 100,000 of those non-employee
* options were outstandmg

NOTE 8 - REDEEMABLE CUMULATIVE CONVERTIBLE PREFERRED STOCK

Series A Redeemable Cumulative Convertible Preferred Stock

During 1998, UAI issued 335,334 shares of Series A Redeemable Cumulative Convertible
. Preferred Stock (“Series A Preferred Stock™) for gross proceeds of $1,006,000. Additionally,

UAI received cash and accepted subscription documents for 385, 830 shares of Series A
- Redeemable Cumulative Convertible Preferred Stock (“Unissued Series A Preferred Stock™) for
+ gross proceeds of $1,157,000. As of December 31, 1998, the Company had authorized 333,332

shares of Series A Preferred Stock. Stock certificates for the Unissued Series A Preferred Stock f
were issued as of February 8, 1999, :

Holders of the Series A Preferred Stock are entitled to cumulative dividends at an annual rate of
8%, payable in cash or stock, .at the Company’s discretion. The Series A Preferred Stock holders
have the right to convert their shares at any time into shares of UAI Common Stock on a 2-for-1
basis. A qualified initial public offering of at least $3 per share, triggers a mandatory conversion
of the Series A Preferred Stock into Common Stock.

CONFIDENTIAL
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UNIVERSAL ACCESS, INC. ; | -

NOTES TO FINANCIAL STATEMENTS

Holders of Series A Preferred Stock have the right to demand the Company to redeem one-third
of the shares originally purchased on each of the fourth, fifth, and sixth anniversaries of the
closing. UAI has the right to redeem not less than all of the outstanding Series A Preferred Stock
between the third and sixth anniversaries of the closmg All redemptions are to be made at

amount equal to the sum of the original purchase price of the Sencs A Preferred Stock plus.
accumulated but unpaid dividends.

Series A Preferred Stock holders vote as a class on all matters and are entitled to one vote per

: each Common Stock equivalent share, Series A Preferred Stock holders, as a class, may. elect
one representative to the Board of Directors, .

Upon liquidation or dissolution, shareholders of Series A Preferred Stock will be distributed
available assets up to the sum of the original purchase price plus accumulated but unpaid
dmdcnds This distribution has preference over any distribution to common stock holders.

Series A Redeemable Cumulative Convertible Preferred Stock Warrants

In connection with the sale of Series A Preferred Stock, UAI issued warrants (the “Series A
Warrants”) to purchase an additional 33,334 shares of Series A Preferred Stock at $3.00 per

share, exercisable for a period of five years from Scptcmbcr 21 1998, the issuance datc of the
warrants. .

The fair market value of the Scnes' A Warrants was established at the time 6f issuance to be

$36,000, based on the Black-Scholes valuation model. The Series A Prefm'ed Stock is shown
net of the fair market value of the Series A Warrants.

NOTE 9 - COMMON STOCK
Comnion Stock

' At December 31, 1998 UAI had authorized 100,000,000 shares of o par value Common Stock
and 10 IOOOOOShareswerexssuedandoutstandmg

As of February 8, 1999, the Company ratified chapges to the composmon of its Board 'of .
Directors (the “New Board of Directors™). - The New Board of Directors is composed of seven

- Directors; three Directors elected by the Common Stock holders, one Director elected by the
Series A Preferred Stock holders, two Directors elected by the Series B Preferred Stock holders

and one Director, who is to be an industry expert, nominated by the Common Stock holders and
approved by all stock holdcrs jointly.

The Company has a sufficient number of authorized Common Stock shares available to issue
upon the conversion: of the outstanding prefcrred stock, warrants and stock options.

CONFIENTIAL
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UNIVERSAL ACCESS, INC. T

NOTES TO FINANCIAL STATEMENTS

As of December 31, 1998, Common Stock shares reserved for issuance are as follows:

Redeemable Series A Preferred Stock 1,544,660
Employee stock options outstanding . 1,168,000
Series A Warrants . 154466

Total - ' 2.867.126

NOTE 10 - SUBSEQUENT EVENTS

On February 8, 1999, UAI issued 2,000,000 shares of Series B Redeemable Cumulative
Convertible Preferred Stock (“Series B Preferréd Stock™) for gross proceeds of $6,000,000. In
conjunction with the issuance of the Series B Preferred Stock, the Company issued warrants te
puxchase an additional 400,000 shares of Series B Preferred Stock (the “Series B Warrants™) at

an exercise price of $0.01 per share. Series B Preferred Stock is convertible i into Common Stock
on a2-for-1 basis. :

CONFDENTIAL





