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EXPLANATORY NOTE

Smart Online, Inc. (the "Company") is filing this Amendment No. 1 to the Quarterly Report on Form 10-Q/A (the
"Form 10-Q/A") to amend its Quarterly Report on Form 10-Q for the quarter ended March 31, 2009, which was filed
with the Securities and Exchange Commission ("SEC") on May 14, 2009 (the "Original Filing" and together with the
Form 10-Q/A, the "Form 10-Q") to include restated unaudited consolidated financial statements as described in Note 1
to the unaudited consolidated financial statements.

The Company has previously included the restated information in footnote 13 to the Annual Report on Form 10-K for
the year ended December 31, 2009, which was filed with the Securities and Exchange Commission ("SEC") on April
15, 2010.

The Company has restated its previously issued consolidated financial statements as of and for the year ended
December 31, 2008 and unaudited consolidated financial statements as of and for the quarter ended March 31, 2009to
include net subscription revenue as compared to gross subscription revenue as presented in the original filings. We
typically have a revenue-share arrangement with our marketing partners in order to encourage them to market our
products and services to their customers. Subscriptions are generally payable on a monthly basis and are typically paid
via credit card of the individual end user. We accrue any payments received in advance of the subscription period as
deferred revenue and amortize them over the subscription period. In the past, we recognized all subscription revenue
on a gross basis and in accordance with our policy to periodically review our accounting policies we identified the fact
that certain contracts required the reporting of subscription revenue on a gross basis and others on a net basis
according to US GAAP. On that basis, we continue to report subscription revenue from certain contracts on a gross
basis and others on a net basis. The net effect of this reclassification of expenses only impacts gross revenue and
certain gross expenses; it does not change our net income.

In addition to the restatement of subscription revenue, we restated the value of the iMart trade name as of December
31, 2008 because of a recalculation of the net royalty method of valuation. The restatement caused an increase in the
amount of loss on impairment of intangible assets for the year ended December 31, 2008 in the amount of $230,000.
The restated total loss on impairment of intangible assets is $3,702,141 as compared to the original loss of $3,472,141.
The restated loss for the year ended December 31, 2008 decreased the total assets by $230,000 to $2,992,717 and
increased the accumulated deficit to $72,908,076 as reflected in the restated Balance Sheet as of December 31, 2008.

This Form 10-Q/A amends Part I of the Company's Original Filing to reflect the restatement of revenue previously
reported on a gross basis to a net revenue presentation. For the convenience of the reader, this Quarterly Report on
Form 10-Q/A sets forth the Original Filing in its entirety. Other than, as described above and as indicated in Note 7,
“Subsequent Events”, none of the other disclosures in the Original Filing have been amended or updated. Among other
things, forward-looking statements made in the Original Filing have not been revised to reflect events that occurred or
facts that became known to the Company after the filing of the Original Filing, and such forward-looking statements
should be read in their historical context. Accordingly, this Quarterly Report on Form 10-Q/A should be read in
conjunction with the Company's filings with the Securities and Exchange Commission subsequent to the Original
Filing.
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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements
SMART ONLINE, INC.
BALANCE SHEETS
March 31,
2009 December 31,

(unaudited) 2008

(Restated) (Restated)
ASSETS
Current assets:
Cash and cash equivalents $ 38,289 $ 18,602
Accounts receivable, net 134,286 184,930
Note receivable - 60,000
Prepaid expenses 246,716 289,372
Total current assets 419,291 552,904
Property and equipment, net 316,557 365,993
Capitalized software, net 375,299 261,221
Note receivable, non-current 217,783 372,317
Prepaid expenses, non-current 221,401 258,301
Intangible assets, net 1,044,863 1,180,245
Other assets 2,987 1,736
TOTAL ASSETS $ 2,598,181 $ 2,992,717
LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)
Current liabilities:
Accounts payable $ 408,654 $ 398,237
Notes payable 2,336,210 2,341,177
Deferred revenue 287,692 323,976
Accrued liabilities 675,783 478,917
Total current liabilities 3,708,339 3,542,307
Long-term liabilities:
Notes payable 6,320,038 5,327,211
Deferred revenue 55,686 67,353
Total long-term liabilities 6,375,724 5,394,564
Total liabilities 10,084,063 8,936,871
Commitments and contingencies
Stockholders’ equity (deficit):
Preferred stock, $0.001 par value, 5,000,000 shares authorized, no shares issued and - -
outstanding at March 31, 2009 and December 31, 2008
Common stock, $0.001 par value, 45,000,000 shares authorized, 18,333,122 and 18,333 18,334
18,333,601 shares issued and outstanding at March 31, 2009 and December 31, 2008,
respectively
Additional paid-in capital 66,998,514 66,945,588
Accumulated deficit (74,502,729)  (72,908,076)
Total stockholders’ deficit (7,485,882) (5,944,154)
TOTAL LIABILITIES AND STOCKHOLDERS’ DEFICIT $ 2,598,181 $ 2,992,717
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The accompanying notes are an integral part of these financial statements.
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SMART ONLINE, INC.
STATEMENTS OF OPERATIONS

(unaudited)
Three Months Ended
March 31, March 31,
2009 2008
(Restated) (Restated)
REVENUES:
Subscription fees $ 241,783 $ 479,341
Professional service fees 118,773 504,083
License fees 11,250 100,000
Hosting fees 72,211 59,482
Other revenue 37,671 40,759
Total revenues 481,688 1,183,665
COST OF REVENUES 492,601 711,667
GROSS PROFIT (10,913) 471,998
OPERATING EXPENSES:
Sales and marketing 299,539 431,727
Research and development 276,879 452,124
General and administrative 895,590 1,243,273
Total operating expenses 1,472,008 2,127,124
LOSS FROM OPERATIONS (1,482,921) (1,655,126)
OTHER INCOME (EXPENSE):
Interest expense, net (127,999) (178,314)
Gain on disposal of assets, net 10,267 2,665
Gain on legal settlements, net 6,000 -
Other expense - (108)
Total other expense (111,732) (175,757)
NET LOSS $ (1,594,653) $ (1,830,883)
NET LOSS PER COMMON SHARE:
Basic and fully diluted $ (0.09) $ (0.10)
WEIGHTED-AVERAGE NUMBER OF SHARES USED IN COMPUTING NET
LOSS PER COMMON SHARE:
Basic and fully diluted 18,333,518 18,201,171

The accompanying notes are an integral part of these financial statements.
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SMART ONLINE, INC.
STATEMENTS OF CASH FLOWS
(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Amortization of deferred financing costs

Provision for doubtful accounts

Equity-based compensation

Gain on disposal of assets

Changes in assets and liabilities:

Accounts receivable

Notes receivable

Prepaid expenses

Other assets

Accounts payable

Deferred revenue

Accrued and other expenses

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment

Proceeds from sale of equipment

Capitalized software

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from debt borrowings

Repayments of debt borrowings

Net cash provided by (used in) financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD

Supplemental disclosures of cash flow information:
Cash paid during the period for:

Interest

Income taxes

Supplemental schedule of non-cash financing activities:
Conversion of debt to equity

The accompanying notes are an integral part of these financial statements.

Three Months Ended
March 31, March 31,
2009 2008

$(1,594,653)
164,288

223,993
53,144
(10,267)

44,435
(3,250)
79,556
(1,251)
10,417
(47,951)
196,647
(884,892)

(14,565)
45,362
(114,078)
(83,281)

2,925,511
(1,937,651)
987,860

19,687
18,602
$ 38,289

127,750
10

©“ &~

$ -

$(1,830,883)

207,630

112,971
35,468

170,499
(2,665)

21,849

(40,758)
15,000
(84,425)
(89,276)
(86,968)
(1,571,558)

(9,439)
12,500
3,061
500,000
(2,053,704)
(1,553,704)
(3,122,201)

3,473,959
$ 351,758

$ 79,878
$ 11,000

$ 228,546
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SMART ONLINE, INC.
NOTES TO FINANCIAL STATEMENTS
(unaudited)

1. SUMMARY OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Description of Business - Smart Online, Inc. (the “Company’) was incorporated in the State of Delaware in 1993. The
Company develops and markets software products and services targeted to small businesses that are delivered via a
Software-as-a-Service (“SaaS”’) model. The Company sells its SaaS products and services primarily through
private-label marketing partners. In addition, the Company provides website consulting services, primarily in the
e-commerce retail and direct-selling organization industries. The Company maintains a website for potential partners
containing certain corporate information located at www.smartonline.com.

Basis of Presentation - The financial statements as of and for the three months ended March 31, 2009 and

2008 included in this Quarterly Report on Form 10-Q/A are unaudited. The balance sheet as of December 31, 2008 is
obtained from the audited financial statements as of that date. The accompanying statements should be read in
conjunction with the audited financial statements and related notes, together with management’s discussion and
analysis of financial condition and results of operations, contained in the Company’s Annual Report on Form 10-K for
the year ended December 31, 2008 filed with the Securities and Exchange Commission (the “SEC”) on March 30, 2009
(the “2008 Annual Report”).

The financial statements have been prepared in accordance with accounting principles generally accepted in the

United States (“U.S. GAAP”). In the opinion of the Company’s management, the unaudited statements in this Quarterly
Report on Form 10-Q/A include all normal and recurring adjustments necessary for the fair presentation of the
Company’s statement of financial position as of March 31, 2009, and its results of operations and cash flows for the
three months ended March 31, 2009 and 2008. The results for the three months ended March 31, 2009 are not
necessarily indicative of the results to be expected for the fiscal year ending December 31, 2009.

The accompanying financial statements have been prepared on a going concern basis, which contemplates the
realization of assets and the satisfaction of liabilities in the normal course of business. During the three months ended
March 31, 2009 and 2008, the Company incurred net losses as well as negative cash flows, is involved in a class
action lawsuit (See Note 7, “Commitments and Contingencies,” in the 2008 Annual Report), and had deficiencies in
working capital. These factors indicate that the Company may be unable to continue as a going concern.

The financial statements do not include any adjustments relating to the recoverability and classification of recorded
asset amounts or the amounts or classification of liabilities that might be necessary should the Company be unable to
continue as a going concern. At May 11, 2009, the Company does have a commitment from its convertible secured
subordinated noteholders to purchase up to an additional $8.5 million in convertible notes upon approval and call by
the Company’s Board of Directors. There can be no assurance that, if the noteholders do not purchase the $8.5 million
in convertible notes, the Company will be able to obtain alternative funding. There can be no assurance that the
Company’s efforts to raise capital or increase revenue will be successful. If these efforts are unsuccessful, the
Company may have to cease operations and liquidate the business. The Company’s future plans include the
introduction of its new industry-standard platform, the development of additional new products and applications, and
further enhancement of its existing small-business applications and tools. The Company’s continuation as a going
concern depends upon its ability to generate sufficient cash flows to meet its obligations on a timely basis, to obtain
additional financing as may be required, and ultimately to attain profitable operations and positive cash flows.

Significant Accounting Policies - In the opinion of the Company’s management, the significant accounting policies
used for the three months ended March 31, 2009 are consistent with those used for the year ended December 31, 2008.

11
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Accordingly, please refer to the 2008 Annual Report for the Company’s significant accounting policies.

Use of Estimates - The preparation of financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions in the Company’s financial statements and notes thereto. Significant estimates and
assumptions made by management include the determination of the provision for income taxes, the fair market value
of stock awards issued, and the period over which revenue is generated. Actual results could differ materially from
those estimates.

12



Edgar Filing: SMART ONLINE INC - Form 10-Q/A

Fair Value of Financial Instruments - US GAAP requires disclosures of fair value information about financial
instruments, whether or not recognized in the balance sheet, for which it is practicable to estimate that value. Due to
the short period of time to maturity, the carrying amounts of cash equivalents, accounts receivable, accounts payable,
accrued liabilities, and notes payable reported in the financial statements approximate the fair value.

Reclassifications - Certain prior year and comparative period amounts have been reclassified to conform to current
year presentation. These reclassifications had no effect on previously reported net income or stockholders’ equity.

Principles of Consolidation - The accompanying financial statements for the three months ended March 31, 2008
include the accounts of the Company and its former wholly owned subsidiaries, Smart CRM, Inc. (“Smart CRM”) and
Smart Commerce, Inc. (“Smart Commerce”). All significant intercompany accounts and transactions have been
eliminated. Subsidiary accounts are included only from the date of acquisition forward. On December 31, 2008, each
of Smart CRM and Smart Commerce were merged into the Company.

Segments - Segmentation is based on an entity’s internal organization and reporting of revenue and operating income
based upon internal accounting methods commonly referred to as the “management approach.” Operating segments are
defined as components of an enterprise about which separate financial information is available that is evaluated
regularly by the chief operating decision maker in deciding how to allocate resources and in assessing performance.
The Company’s chief operating decision maker is its Chief Executive Officer, who reviews financial information
presented on a consolidated basis. Accordingly, the Company has determined that it has a single reporting segment
and operating unit structure.

Concentration of Credit Risk - Financial instruments that potentially subject the Company to concentrations of credit
risk consist primarily of cash and accounts receivable. At times, cash balances may exceed the Federal Deposit
Insurance Corporation (“FDIC”) insurable limits. See Note 6, “Major Customers and Concentration of Credit Risk,” for
further discussion of risk within accounts receivable.

Allowance for Doubtful Accounts - The Company maintains an allowance for doubtful accounts for estimated losses
resulting from the inability, failure, or refusal of its customers to make required payments. The need for an allowance
for doubtful accounts is evaluated based on specifically identified amounts that management believes to be potentially
uncollectible. If actual collections experience changes, revisions to the allowance may be required.

Additionally, from time to time the Company, as part of its negotiated contracts, has granted extended payment terms
to its strategic partners. As payments become due under the terms of the contract, they are invoiced and reclassified as
accounts receivable. During the second quarter of 2008, the Company entered into a web services agreement with a
direct-selling organization customer that provided for extended payment terms related to both professional services
and the grant of a software license. During the third quarter of 2008, this customer began experiencing cash flow
difficulties and has since significantly slowed its payments to the Company. In addition, the Company entered into a
web services agreement with a real estate services customer in the third quarter of 2007 that called for contractual
payments against a note receivable upon delivery and acceptance of a custom application. The Company and the
customer are currently in discussions with respect to whether the application was delivered as per the specifications,
and the customer has not commenced payment subject to the outcome of these discussions.

Based on these criteria, management determined that at March 31, 2009, an allowance for doubtful accounts of
$652,152 was required, comprising the full outstanding balance of the direct-selling organization customer’s account

and contract receivable and one half of the real estate services customer’s note receivable.

Intangible Assets - Intangible assets consist primarily of assets obtained through the acquisitions of Computility, Inc.
(“Computility”’) and iMart Incorporated (“iMart”) in 2005 and include customer bases, acquired technology, non-compete

13



Edgar Filing: SMART ONLINE INC - Form 10-Q/A

agreements, trademarks, and trade names. The Company also owns several copyrights and trademarks related to
products, names, and logos used throughout its non-acquired product lines. All assets are amortized on a straight-line
basis over their estimated useful lives with the exception of the iMart trade name, which is deemed by management to
have an indefinite life and is not amortized.

14
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Revenue Recognition - The Company derives revenue primarily from subscription fees charged to customers
accessing its SaaS applications; professional service fees, consisting primarily of consulting; the perpetual or term
licensing of software platforms or applications; and hosting and maintenance services. These arrangements may
include delivery in multiple-element arrangements if the customer purchases a combination of products and/or
services. Because the Company licenses, sells, leases, or otherwise markets computer software, it uses the residual
method pursuant to US GAAP. This method allows the Company to recognize revenue for a delivered element when
such element has vendor specific objective evidence (“VSOE”) of the fair value of the delivered element. If VSOE
cannot be determined or maintained for an element, it could impact revenues as all or a portion of the revenue from
the multiple-element arrangement may need to be deferred.

If multiple-element arrangements involve significant development, modification, or customization or if it is
determined that certain elements are essential to the functionality of other elements within the arrangement, revenue is
deferred until all elements necessary to the functionality are provided by the Company to a customer. The
determination of whether the arrangement involves significant development, modification, or customization could be
complex and require the use of judgment by management.

Under US GAAP, provided the arrangement does not require significant development, modification, or customization,
revenue is recognized when all of the following criteria have been met:

1. persuasive evidence of an arrangement exists
2. delivery has occurred

3. the fee is fixed or determinable

4. collectibility is probable

If at the inception of an arrangement the fee is not fixed or determinable, revenue is deferred until the arrangement fee
becomes due and payable. If collectibility is deemed not probable, revenue is deferred until payment is received or
collection becomes probable, whichever is earlier. The determination of whether fees are collectible requires judgment
of management, and the amount and timing of revenue recognition may change if different assessments are made.

Under the provisions of US GAAP, consulting, website design fees, and application development services are
accounted for separately from the license of associated software platforms when these services have value to the
customer and there is objective and reliable evidence of fair value of each deliverable. When accounted for separately,
revenues are recognized as the services are rendered for time and material contracts, and when milestones are
achieved and accepted by the customer for fixed-price or long-term contracts. The majority of the Company’s
consulting service contracts are on a time and material basis and are typically billed monthly based upon standard
professional service rates.

Application development services are typically fixed in price and of a longer term. As such, they are accounted for as
long-term construction contracts that require revenue recognition to be based on estimates involving total costs to
complete and the stage of completion. The assumptions and estimates made to determine the total costs and stage of
completion may affect the timing of revenue recognition, with changes in estimates of progress to completion and
costs to complete accounted for as cumulative catch-up adjustments. If the criteria for revenue recognition on
construction-type contracts are not met, the associated costs of such projects are capitalized and included in costs in
excess of billings on the balance sheet until such time that revenue recognition is permitted.

15
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Subscription fees primarily consist of sales of subscriptions through private-label marketing partners to end users. The
Company typically has a revenue-share arrangement with these marketing partners in order to encourage them to
market the Company’s products and services to their customers. Subscriptions are generally payable on a monthly
basis and are typically paid via credit card of the individual end user. Any payments received in advance of the
subscription period are accrued as deferred revenue and amortized over the subscription period. In the past, we
recognized all subscription revenue on a gross basis and in accordance with our policy to periodically review our
accounting policies we identified the fact that certain contracts required the reporting of subscription revenue on a
gross basis and others on a net basis according to US GAAP. On that basis, we continue to report subscription revenue
from certain contracts on a gross basis and others on a net basis. The net effect of this reclassification of expenses only
impacts gross revenue and certain gross expenses; it does not change our net income.

Because its customers generally do not have the contractual right to take possession of the software it licenses or
markets at any time, the Company recognizes revenue on hosting and maintenance fees as the services are provided in
accordance with US GAAP pronouncements relating to arrangements for the right to use software stored on another
entity’s hardware.

Deferred Revenue - Deferred revenue consists of billings or payments received in advance of revenue recognition,
and it is recognized as the revenue recognition criteria are met. Deferred revenue also includes certain professional
service fees and license fees where all the criteria of US GAAP were not met. Deferred revenue that will be
recognized over the succeeding 12-month period is recorded as current and the remaining portion is recorded as
non-current.

Cost of Revenues - Cost of revenues primarily is composed of costs related to third-party hosting services, salaries
and associated costs of customer support and professional services personnel, credit card processing, depreciation of
computer hardware and software used in revenue-producing activities, domain name and e-mail registrations, and
allocated development expenses and general and administrative overhead.

The Company allocates development expenses to cost of revenues based on time spent by development personnel on
revenue-producing customer projects and support activities. The Company allocates general and administrative
overhead such as rent and occupancy expenses, depreciation, general office expenses, and insurance to all departments
based on headcount. As such, general and administrative overhead expenses are reflected in cost of revenues and each
operating expense category.

Stock-Based Compensation - The Company adopted US GAAP provisions related to share-based payments which
require companies to expense the value of employee stock options, restricted stock, and similar awards and apply to
all such securities outstanding and vested,

In computing the impact of stock-based compensation expense, the fair value of each award is estimated on the date of
grant based on the Black-Scholes option pricing model utilizing certain assumptions for a risk-free interest rate,
volatility, expected remaining lives of the awards, and forfeiture rate. The forfeiture rate is the estimated percentage of
equity grants that are expected to be forfeited or cancelled on an annual basis before becoming fully vested. The
Company estimates pre-vesting forfeiture rates at the time of grant based on historical data and revises those estimates
in subsequent periods if actual forfeitures differ from those estimates, with the cumulative effect on current and prior
periods of such changes recognized in compensation cost in the period of the change. The Company records
stock-based compensation expense only for those awards that are expected to vest, amortized on a straight-line basis
over the requisite service periods of the awards, which are generally the vesting periods. The assumptions used in
calculating the fair value of share-based payment awards, including if the Company’s actual forfeiture rate is materially
different from what the Company has recorded in the current period, represent management’s best estimates, but these
estimates involve inherent uncertainties and the application of management’s judgment. As a result, if factors change
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and the Company uses different assumptions, the Company’s stock-based compensation expense could be materially
different in the future.

The fair value of option grants under the Company’s equity compensation plan during the three months ended March
31, 2009 and 2008 were estimated using the following weighted average assumptions:

18



Edgar Filing: SMART ONLINE INC - Form 10-Q/A

Three Months Ended March 31,

2009 2008
Dividend yield 0.0% 0.0%
Expected volatility 100.5% 63.0%
Risk-free interest rate 2.00% 3.45%
Expected lives (years) 4.0 3.1

Dividend yield — The Company has never declared or paid dividends on its common stock and does not anticipate
paying dividends in the foreseeable future.

Expected volatility — Volatility is a measure of the amount by which a financial variable such as share price has
fluctuated (historical volatility) or is expected to fluctuate (expected volatility) during a period. The Company used the
Company’s monthly historical volatility since April 2005 to calculate the expected volatility.

Risk - free interest rate — The risk-free interest rate is based on the published yield available on U.S. Treasury issues
with a remaining term similar to the expected life of the option.

Expected lives — The expected lives of the options represent the estimated period of time until exercise or forfeiture and
are based on historical experience of similar awards.

Net Loss Per Share - Basic net loss per share is computed by dividing net loss by the weighted average number of
common shares outstanding during the periods. Diluted net loss per share is computed using the weighted average
number of common and dilutive common equivalent shares outstanding during the periods. Common equivalent
shares consist of convertible notes, stock options, and warrants that are computed using the treasury stock method.
Shares issuable upon the exercise of stock options and warrants, totaling 1,913,615 on March 31, 2009, were excluded
from the calculation of common equivalent shares, as the impact was anti-dilutive.

Recently Issued Accounting Pronouncements - The current US GAAP pronouncements concerning the life of
intangible assets require entities to consider their own historical experience in renewing or extending similar
arrangements when developing assumptions regarding the useful lives of intangible assets and also mandates certain
related disclosures.

All other new and recently issued, but not yet, effective, accounting pronouncements have been deemed to be not
relevant to the Company and therefore are not expected to have any impact once adopted.

2. BALANCE SHEET ACCOUNTS
Prepaid Expenses

In July 2008, the Company entered into a 36-month sublease agreement for approximately 9,837 square feet of office
space in Durham, North Carolina near Research Triangle Park, into which the Company relocated its headquarters in
September 2008. The agreement included the conveyance of certain furniture to the Company without a stated value
and required a lump-sum, upfront payment of $500,000 that was made in September 2008. Management has assessed
the fair market value of the furniture to be approximately $50,000, and this amount was capitalized and is subject to
depreciation in accordance with the Company’s fixed asset policies. The remainder of the payment was recorded as
prepaid expense; with the portion, relating to rent for periods beyond the next 12 months classified as non-current, and
is being amortized to rent expense over the term of the lease.

Intangible Assets
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The following table summarizes information about intangible assets at March 31, 2009:

10
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Weighted
Average
Amortization
Value Residual Period Accumulated Carrying
Asset Category Assigned Value (in Years) Amortization Value
(Restated) (Restated)
Customer bases $ 1,944,347 $ - 6.2 $ 1,160,642 $ 783,705
Acquired technology 501,264 - 3.0 501,264 -
Non-compete agreements 801,785 - 4.0 693,209 108,576
Trademarks and copyrights 52,372 - 9.7 49,790 2,582
Trade name 150,000 N/A N/A N/A 150,000
Totals $ 3,449,768 $ - $ 2404905 $ 1,044,863

Intangible assets acquired were valued using the standard of “fair value” defined in US GAAP , as “the amount at which
an asset (or liability) could be bought (or incurred) or sold (or settled) in a current transaction between willing parties,
that is, other than in a forced or liquidation sale.” Copyrights and trademarks were capitalized using the costs of all
legal and application fees incurred.

We restated the value of the iMart trade name as of December 31, 2008, as presented in the Form 10-K filed for the
year ended December 31, 2009, because of a recalculation of the net royalty method of valuation. The restatement
caused an increase in the amount of loss on impairment of intangible assets for the year ended December 31, 2008 in
the amount of $230,000 and resulted in a like reduction of the value of the trade name intangible asset.

Accrued Liabilities

At March 31, 2009, the Company had accrued liabilities totaling $675,783. This amount consisted primarily of
$117,102 of liability related to the development of the Company’s custom accounting application; $137,500 related to
legal reserves; $27,241 for tax-related liabilities associated with the vesting of restricted stock; $125,646 of estimated
loss on a long-term customer contract; $98,205 of cash collected through the Company's merchant account on behalf
of a customer; $52,049 for professional services performed but not yet invoiced; $23,180 for accrued payroll; and
$64,378 of convertible note interest payable.

At December 31, 2008, the Company had accrued liabilities totaling $478,917. This amount consisted primarily of
$117,102 of liability related to the development of the Company’s custom accounting application; $137,500 related to
legal reserves; $30,198 for tax-related liabilities associated with the vesting of restricted stock; $30,903 of estimated
loss on a long-term customer contract; $79,300 of cash collected through the Company's merchant account on behalf
of a customer; and $54,467 of convertible note interest payable.

Deferred Revenue

Deferred revenue comprises the following items:

e Subscription fees — Short-term and long-term portions of cash received related to one- or two-year subscriptions for
domain names and/or e-mail accounts.

eLicense fees — Licensing revenue where customers did not meet all the criteria of US GAAP. Such deferred revenue is
recognized when delivery has occurred or collectibility becomes probable.
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Professional service fees — A customer that purchased a license and paid professional service fees during 2008 and
2007 to develop a customized application decided in the latter part of 2008 to move the application to the Company’s
new technology platform. In connection with this new arrangement, the customer desires customization beyond the
original scope of the project and will also be responsible for a monthly fee to maintain the application starting in
March 2009. This deferred revenue represents the difference between earned fees and unearned license and
professional service fees to be recognized as professional service fees revenue in 2009.

The components of deferred revenue for the periods indicated were as follows:

11
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March 31, December 31,

2009 2008
Subscription fees $ 66,603 $ 89,852
License fees 97,500 108,750
Professional service fees 179,275 192,727
Totals $ 343378 $ 391,329
Current portion $ 287,692 % 323,976
Non-current portion 55,686 67,353
Totals $ 343378 $ 391,329

3. NOTES PAYABLE
Convertible Notes

As of March 31, 2009, the Company had $6.3 million aggregate principal amount of convertible secured subordinated
notes due November 14, 2010 (the “notes”) outstanding. On November 14, 2007, in an initial closing, the Company sold
$3.3 million aggregate principal amount of notes (the “Initial Notes”). In addition, the noteholders committed to
purchase on a pro rata basis up to $5.2 million aggregate principal amount of notes in future closings upon approval

and call by the Company’s Board of Directors. On August 12, 2008, the Company exercised its option to sell $1.5
million aggregate principal amount of notes with substantially the same terms and conditions as the Initial Notes (the
“Additional Notes”). In connection with the sale of the Additional Notes, the noteholders holding a majority of the
aggregate principal amount of the notes then outstanding agreed to increase the aggregate principal amount of notes

that they are committed to purchase from $8.5 million to $15.3 million.

On November 21, 2008, the Company sold $500,000 aggregate principal amount of notes (the “New Notes”) to two new
investors with substantially the same terms and conditions as the previously outstanding notes.

On January 6, 2009 and February 24, 2009, the Company sold $500,000 and $500,000, respectively, aggregate
principal amount of notes to a current noteholder with substantially the same terms and conditions as the previously
outstanding notes.

Also on February 24, 2009, the noteholders holding a majority of the aggregate principal amount of the notes
outstanding agreed that the Company may sell up to $6 million aggregate principal amount of notes to new investors
or existing noteholders at any time on or before December 31, 2009 with a maturity date of November 14, 2010 or
later. In addition, the maturity date definition for each of the notes was changed from November 14, 2010 to the date
upon which the note is due and payable, which is the earlier of (1) November 14, 2010, (2) a change of control, or (3)
if an event of default occurs, the date upon which noteholders accelerate the indebtedness evidenced by the notes.

The formula for calculating the conversion price of the notes was also amended such that the conversion price of each
outstanding note and any additional note sold in the future would be the same and set at the lowest “applicable
conversion price,” as described below.

The Company is obligated to pay interest on the notes at an annualized rate of 8% payable in quarterly installments

commencing three months after the purchase date of the notes. The Company is not permitted to prepay the notes
without approval of the holders of at least a majority of the principal amount of the notes then outstanding.
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On the earlier of November 14, 2010 or a merger or acquisition or other transaction pursuant to which existing
stockholders of the Company hold less than 50% of the surviving entity, or the sale of all or substantially all of the
Company’s assets, or similar transaction, or event of default, each noteholder in its sole discretion shall have the option

to:

12
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o convert the principal then outstanding on its notes into shares of the Company’s common stock, or
. receive immediate repayment in cash of the notes, including any accrued and unpaid interest.

If a noteholder elects to convert its notes under these circumstances, the conversion price will be the lowest “applicable
conversion price” determined for each note. The “applicable conversion price” for each note shall be calculated by
multiplying 120% by the lowest of:

sthe average of the high and low prices of the Company's common stock on the OTC Bulletin Board averaged over
the five trading days prior to the closing date of the issuance of such note,

¢if the Company's common stock is not traded on the Over-The-Counter market, the closing price of the common
stock reported on the Nasdaq National Market or the principal exchange on which the common stock is listed,
averaged over the five trading days prior to the closing date of the issuance of such note, or

ethe closing price of the Company's common stock on the OTC Bulletin Board, the Nasdaq National Market or the
principal exchange on which the common stock is listed, as applicable, on the trading day immediately preceding
the date such note is converted,

in each case as adjusted for stock splits, dividends or combinations, recapitalizations or similar events.

Payment of the notes will be automatically accelerated if the Company enters voluntary or involuntary bankruptcy or
insolvency proceedings.

The notes and the common stock into which they may be converted have not been registered under the Securities Act
of 1933, as amended (the “Securities Act”), or the securities laws of any other jurisdiction. As a result, offers and sales
of the notes were made pursuant to Regulation D of the Securities Act and only made to accredited investors. The
investors in the Initial Notes include (i) The Blueline Fund, which originally recommended Philippe Pouponnot, a
former director of the Company, for appointment to the Company’s Board of Directors; (ii) Atlas Capital SA (“Atlas™),
an affiliate of the Company that originally recommended Shlomo Elia, one of the Company’s current directors, for
appointment to the Board of Directors; (iii) Crystal Management Ltd. (“Crystal”’), which is owned by Doron Roethler,
who subsequently became Chairman of the Company’s Board of Directors and Interim President and Chief Executive
Officer and serves as the noteholders’ bond representative; and (iv) William Furr, who is the father of Thomas Furr,
who, at the time, was one of the Company’s directors and executive officers. The investors in the Additional Notes are
Atlas and Crystal. The investors in the New Notes are not affiliated with the Company. Atlas purchased the notes
issued in 2009.

If the Company proposes to file a registration statement to register any of its common stock under the Securities Act
in connection with the public offering of such securities solely for cash, subject to certain limitations, the Company
shall give each noteholder who has converted its notes into common stock the opportunity to include such shares of
converted common stock in the registration. The Company has agreed to bear the expenses for any of these
registrations, exclusive of any stock transfer taxes, underwriting discounts, and commissions.

Lines of Credit

On November 14, 2006, the Company entered into a revolving credit arrangement with Wachovia Bank, NA
(“Wachovia”) for $1.3 million to be used for general working capital. Any advances made on the line of credit were to
be paid off no later than August 1, 2007, with monthly payments of accrued interest on any outstanding balance
commencing on December 1, 2006. The interest accrued on the unpaid principal balance at the LIBOR Market Index
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Rate plus 0.9%. The line of credit was secured by the Company’s deposit account at Wachovia and an irrevocable
standby letter of credit in the amount of $1.3 million issued by HSBC Private Bank (Suisse) SA (“HSBC”) with Atlas, a
current stockholder, as account party.

On January 24, 2007, the Company entered into an amendment to its line of credit with Wachovia to increase the
available principal from $1.3 million to $2.5 million and to extend the maturity date from August 1, 2007 to August 1,
2008. The amended line of credit was secured by the Company’s deposit account at Wachovia and a modified
irrevocable standby letter of credit in the amount of $2.5 million issued by HSBC with Atlas as account party. On
February 15, 2008, the Company repaid the full outstanding principal balance of $2,052,000 and accrued interest of
$2,890.

13
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On February 20, 2008, the Company entered into a revolving credit arrangement with Paragon Commercial Bank
(“Paragon”) that is renewable on an annual basis subject to mutual approval. The line of credit advanced by Paragon is
$2.47 million and can be used for general working capital. Any advances made on the line of credit were to be paid off
no later than February 19, 2009, subject to extension due to renewal, with monthly payments being applied first to
accrued interest and then to principal. The interest accrued on the unpaid principal balance at the Wall Street Journal’s
published Prime Rate minus one-half percent. The line of credit is secured by an irrevocable standby letter of credit in
the amount of $2.5 million issued by HSBC with Atlas as account party that expires on February 18, 2010. The
Company also has agreed with Atlas that in the event of a default by the Company in the repayment of the line of
credit that results in the letter of credit being drawn, the Company shall reimburse Atlas any sums that Atlas is
required to pay under such letter of credit. At the sole discretion of the Company, these payments may be made in
cash or by issuing shares of the Company’s common stock at a set per-share price of $2.50.

On February 19, 2009, the Company renewed its revolving credit arrangement with Paragon. Any advances made on
the line of credit must be paid off no later than February 11, 2010. Interest shall accrue on the unpaid principal balance
at the Wall Street Journal's published Prime Rate, but at no time shall the interest rate be less than 5.5%. As of May
11, 2009, the Company had an outstanding balance of $2.28 million under the line of credit.

As of March 31, 2009, the Company had notes payable totaling $8,656,248. The detail of these notes is as follows:

Short-Term Long-Term

Note Description Portion Portion Total Maturity Rate
Paragon Commercial Bank $ 2,287,429 $ - $2,287,429 Prime, not less%
credit line Feb 2010 than 5.5
Insurance premium note 21,538 - 21,538 Jul 2009 6.1%
Various capital leases 27,243 20,038 47,281 Various 10.7-18.9%
Convertible notes - 6,300,000 6,300,000 Nov 2010 8.0%
Totals $ 2,336,210 $ 6,320,038 $ 8,656,248

4. COMMITMENTS AND CONTINGENCIES
Lease Commitments

The Company leases computer and office equipment under capital lease agreements that expire through July 2011.
Total amounts financed under these capital leases were $47,281 and $53,517 at March 31, 2009 and December 31,
2008, respectively, net of accumulated amortization of $24,883 and $18,647, respectively. The current and
non-current portions of the capital leases have been recorded in current and long-term portions of notes payable on the
balance sheets as of March 31, 2009 and December 31, 2008. See also Note 3, “Notes Payable.”

In 2008, the Company entered into a non-cancelable sublease with a remaining term of 36 months to relocate its North
Carolina headquarters to another facility near Research Triangle Park. As described in Note 2, “Balance Sheet
Accounts,” the Company prepaid the lease and purchased existing furniture and fixtures for a lump-sum payment of
$500,000, of which $450,080 was allocated to rent and is being amortized monthly over the remaining term of the
lease. The Company also has a non-cancelable lease through October 2009 for an apartment near its headquarters that
is utilized by its out of town executives and members of its Board of Directors. As of March 31, 2009, future annual
minimum operating lease payments for 2009 are $13,965.

Rent expense for the three months ended March 31, 2009 and 2008 was $43,889 and $77,130, respectively.
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Development Agreement

In August 2005, the Company entered into a software assignment and development agreement with the developer of a
customized accounting software application. In connection with this agreement, the developer would be paid up to
$512,500 and issued up to 32,395 shares of the Company’s common stock based upon the developer attaining certain
milestones. This agreement was modified on March 26, 2008 to adjust the total number of shares issuable under the
agreement to 29,014. As of March 31, 2009, the Company had paid $470,834 and issued 3,473 shares of common
stock related to this obligation.

Legal Proceedings

Please refer to Part I, Item 3 of the Company’s Annual Report on Form 10-K for the fiscal year ended December 31,
2008 for a description of material legal proceedings.

At this time, the Company is not able to determine the likely outcome of the Company’s current pending legal matters,
nor can it estimate its potential financial exposure. Management has made an initial estimate based upon its
knowledge, experience and input from legal counsel, and the Company has accrued approximately $137,500 of
additional legal reserves. Such reserves will be adjusted in future periods as more information becomes available. If an
unfavorable resolution of any of these matters occurs, the Company’s business, results of operations, and financial
condition could be materially adversely affected.

5. STOCKHOLDERS’ EQUITY
Preferred Stock

The Board of Directors is authorized, without further stockholder approval, to issue up to 5,000,000 shares of $0.001
par value preferred stock in one or more series and to fix the rights, preferences, privileges, and restrictions applicable
to such shares, including dividend rights, conversion rights, terms of redemption, and liquidation preferences, and to
fix the number of shares constituting any series and the designations of such series. There were no shares of preferred
stock outstanding at March 31, 2009.

Common Stock

The Company is authorized to issue 45,000,000 shares of common stock, $0.001 par value per share. As of March 31,
2009, it had 18,333,122 shares of common stock outstanding. Holders of common stock are entitled to one vote for
each share held.

In January 2008, the Company issued 28,230 shares of common stock to a consulting firm as full payment of the
outstanding obligation related to fees accrued for services rendered in conjunction with the 2005 acquisitions of iMart
and Computility.

Warrants

As incentive to modify a letter of credit relating to the Wachovia line of credit (see Note 3, “Notes Payable”), the
Company entered into a Stock Purchase Warrant and Agreement (the “Warrant Agreement”) with Atlas on January 15,
2007. Under the terms of the Warrant Agreement, Atlas received a warrant containing a provision for cashless
exercise to purchase up to 444,444 shares of the Company’s common stock at $2.70 per share at the termination of the
line of credit or if the Company is in default under the terms of the line of credit with Wachovia. The fair value of the
warrant was $734,303 as measured using the Black-Scholes option pricing model at the time the warrant was issued.
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This amount was recorded as deferred financing costs and was amortized to interest expense in the amount of $37,657
per month over the remaining period of the modified line of credit, which was scheduled to expire in August 2008. As
of December 31, 2007, the deferred financing costs to be amortized to interest expense over the remaining eight
months, or $301,249, were classified as current assets. In consideration for Atlas providing the Paragon line of credit
(see Note 3, “Notes Payable”), the Company agreed to amend the Warrant Agreement to provide that the warrant is
exercisable within 30 business days of the termination of the Paragon line of credit or if the Company is in default
under the terms of the line of credit. If the warrant is exercised in full for cash, it will result in gross proceeds to the
Company of approximately $1.2 million.

Under a Securities Purchase Agreement with two investors entered in connection with a 2007 private placement of the
Company’s common stock, the investors were issued warrants for the purchase of an aggregate of 1,176,471 shares of
common stock at an exercise price of $3.00 per share. These warrants contain a provision for cashless exercise and
must be exercised by February 21, 2010.
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As part of the commission paid to Canaccord Adams, Inc. (“CA”), the Company’s placement agent in the 2007 private
placement transaction, CA was issued a warrant to purchase 35,000 shares of the Company’s common stock at an
exercise price of $2.55 per share. This warrant contains a provision for cashless exercise and must be exercised by
February 21, 2012.

As of March 31, 2009, warrants to purchase up to 1,655,915 shares were outstanding.
Equity Compensation Plans

The Company adopted its 2004 Equity Compensation Plan (the “2004 Plan”) as of March 31, 2004. The 2004 Plan
provides for the grant of incentive stock options, non-statutory stock options, restricted stock, and other direct stock
awards to employees (including officers) and directors of the Company as well as to certain consultants and advisors.
In June 2007, the Company temporarily limited the issuance of shares of its common stock reserved under the 2004
Plan to awards of restricted or unrestricted stock and in June 2008 again made options available for grant under the
2004 Plan. The total number of shares of common stock reserved for issuance under the 2004 plan is 5,000,000 shares,
subject to adjustment in the event of a stock split, stock dividend, recapitalization, or similar capital change.

Restricted Stock — During the first quarter of 2009, no shares of restricted stock were issued. A total of 479 shares of
restricted stock were canceled during the first quarter of 2009 due to terminations and payment of employee tax
obligations resulting from share vesting. At March 31, 2009, there remains $62,577 of unvested expense yet to be
recorded related to all restricted stock outstanding.

Stock Options — The exercise price for incentive stock options granted under the 2004 Plan is required to be no less
than the fair market value of the common stock on the date the option is granted, except for options granted to 10%
stockholders, which are required to have an exercise price of not less than 110% of the fair market value of the
common stock on the date the option is granted. Incentive stock options typically have a maximum term of ten years,
except for option grants to 10% stockholders, which are subject to a maximum term of five years. Non-statutory stock
options have a term determined by either the Board of Directors or the Compensation Committee. Options granted
under the 2004 Plan are not transferable, except by will and the laws of descent and distribution.

The following is a summary of the stock option activity for the three months ended March 31, 2009:

Weighted

Average
Shares Exercise Price
BALANCE, December 31, 2008 271,250 $ 5.89
Granted 40,000 1.10
Exercised - -
Canceled (53,550) 7.36
BALANCE, March 31, 2009 257,700 $ 4.84

The following table summarizes information about stock options outstanding at March 31, 2009:

Currently Exercisable

Average Weighted Weighted
Number of  Remaining Average Average
Options Contractual ~ Exercise = Number of  Exercise
Exercise Price Outstanding Life (Years) Price Shares Price
$1.10 40,000 1.0 $ 1.10 - 8 =
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From $2.50 to $3.50
$5.00
$7.00
From $8.61 to $9.00
$9.60
Totals
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85,000
25,000
75,000
32,500
200
257,700

6.3
6.0
0.0
6.5
6.5
3.6

“HB L L L LA

3.15
5.00
7.00
8.73
9.60
4.84

75,000
15,000
75,000
19,500
120
184,620

©“HB L L L LA

3.14
5.00
7.00
8.73
9.60
5.46
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At March 31, 2009, there remains $227,251 of unvested expense yet to be recorded related to all options outstanding.
Dividends - The Company has not paid any cash dividends through March 31, 2009.
6. MAJOR CUSTOMERS AND CONCENTRATION OF CREDIT RISK

Financial instruments that potentially subject the Company to credit risk principally consist of trade receivables. The
Company believes the concentration of credit risk in its trade receivables is substantially mitigated by ongoing credit
evaluation processes, relatively short collection terms, and the nature of the Company’s customer base, primarily mid-
and large-size corporations with significant financial histories. Collateral is not generally required from customers.
The need for an allowance for doubtful accounts is determined based upon factors surrounding the credit risk of
specific customers, historical trends, and other information.

A significant portion of revenues is derived from certain customer relationships. The following is a summary of
customers that represent greater than 10% of total revenues:

Three Months Ended
March 31, 2009
% of Total
Revenue Type Revenues Revenues
(Restated) (Restated)
Customer A Subscription fees $ 156,700 33%
Customer B Professional service fees 106,294 22%
Customer C Subscription fees 125,503 26%
Others Various 93,191 19%
Total $ 481,688 100%
Three Months Ended
March 31, 2008
% of Total
Revenue Type Revenues Revenues
(Restated) (Restated)
Customer A Subscription fees $ 383,191 32%
Customer C Subscription fees 361,090 31%
Customer D Professional service fees 216,283 18%
Others Various 223,101 19%
Total $ 1,183,665 100%

As of March 31, 2009, one customer accounted for 92% of accounts receivable. As of December 31, 2008, one
customer accounted for 93% of accounts receivable.

7. SUBSEQUENT EVENTS
The information for this section has been updated through November 15, 2010.
The Company sold convertible secured subordinated notes as follows:

Note Buyer Date of Purchase Amount of Interest Original Restated
Convertible Rate Due Date due Date
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Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital

UBP, Union Bancaire Privee

Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
Atlas Capital
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April 3, 2009

June 2, 2009

July 16, 2009
August 26, 2009
September 8, 2009
October 5, 2009
October 9, 2009
November 6, 2009
December 23, 2009
February 11, 2010
April 1, 2010

June 2, 2010

July 1, 2010
August 13, 2010
August 30, 2010
September 14, 2010
September 30, 2010
November 9, 2010

Note

500,000
500,000
250,000
250,000
250,000
250,000
250,000
500,000
750,000
500,000
350,000
600,000
250,000
100,000
200,000
300,000
300,000
300,000

8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%
8%

11/14/2010
11/14/2010
11/14/2010
11/14/2010
11/14/2010
11/14/2010
11/14/2010
11/14/2010
11/14/2010
11/14/2010
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013

11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013
11/14/2013

On March 5, 2010, the Company entered into the Fourth Amendment with the holders of a majority of the aggregate
outstanding principal amount of the notes issued by the Company under the Note Purchase Agreement. The Fourth
Amendment extends the original maturity date of the notes from November 14, 2010 to November 14, 2013, and
amends the Note Purchase Agreement, the notes and the Registration Rights Agreement, dated November 14, 2007, to

reflect this extension.
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On April 17, 2009, the Company dismissed Sherb & Co., LLP as the Company’s independent registered public
accounting firm and appointed Cherry, Bekaert & Holland, L.L.P. (“CB&H?”) as its independent registered public
accounting firm for the fiscal year ending December 31, 2009. The decision to change accountants was approved by
the Audit Committee of the Company’s Board of Directors at a meeting held on April 16, 2009 and was due to the
desire to rotate accounting firms as well as for CB&H’s closer geographic proximity to the Company.

On September 4, 2009, the Company entered into a sale-leaseback agreement with the current bondholders. The
bondholders paid a market rate cost of $200,000 through the reduction of current outstanding debt in exchange for all
of the Company’s office furniture, equipment and computers. The bondholders then leased all furniture, equipment and
computers back to the company over a ten (10) year period. The monthly lease payment under the agreement is
$2,427.

To fill a vacancy in the Board, the members of the Board unanimously appointed Amir Elbaz as a director of the
Company, effective January 15, 2010, to serve until his successor is duly elected and qualified.

Mr. Elbaz currently advises technology and renewable energy companies on business strategy, restructuring and
business development initiatives. Mr. Elbaz served as the Executive Vice President & Chief Financial Officer of
Lithium Technology Corporation (“LTC”) until November 2008. Mr. Elbaz joined LTC in 2006 to oversee finances and
marketing, as well as business development.

On February 25, 2010, the Company entered into a Modification Agreement with Paragon, with an effective date of
February 22, 2010, relating to the Paragon Note, delivered by the Company to Paragon in the maximum principal
amount of $2,500,000. The Modification Agreement (i) extended the maturity date of the Paragon Note from February
11, 2010 to August 11, 2010, and (ii) changed the interest rate from a variable annual rate equal to The Wall Street
Journal Prime Rate, with a floor of 5.50%, to a fixed annual rate of 6.50%. On August 19, 2010, the Paragon Note
was further extended to October 10, 2010. Effective January 28, 2010, the expiration date of the standby letter of
credit in the amount of $2,500,000 issued by HSBC securing the Paragon Note was extended from February 18, 2010
to October 17, 2010 and the expiration date of the letter of credit was subsequently extended through December 17,
2010. We are currently finalizing a new credit facility with a New York City based bank that we anticipate will
provide approximately $6 million of term loans that will be due eighteen months from the date of the definitive
agreements. The loans would be collateralized by letters of credit provided by UBS and HSBC to the bank on behalf
of Atlas. A representative of the bank has informed us that the bank has completed its approval process for the
proposed credit facility. The credit facility is anticipated to be available subject to execution of definitive agreements.

On March 2, 2010, Nottingham Hall LLC, the primary landlord for the office space occupied by the Company under a
sublease between our Company and Advantis Real Estate Services Company (Advantis), filed a Complaint in
Summary Ejectment against Advantis and our Company. The suit sought to recoup the funds not paid by Advantis
over term of the original lease between Nottingham Hall LLC and Advantis in the sum of approximately $121,000.
Representatives for Nottingham Hall LLC have indicated that Advantis has defaulted on the terms of the lea