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FINANCIAL INFORMATION

Financial Statements

STONEPATH GROUP, INC.
Consolidated Balance Sheets

Assets

assets:

Cash and cash equivalents
Available-for-sale securities
Interest receivable

Page
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Loans receivable from related parties
Prepaid expenses

Total current assets

Ownership interests in and advances to Affiliate Companies
Furniture and equipment, net
Other assets

Liabilities and Stockholders' Equity

Current liabilities:
Accounts payable and accrued expenses
Net liabilities of discontinued operations

Total liabilities

Stockholders' equity:

Convertible preferred stock, Series C,
$.001 par value (3,957,669 and 3,970,206 shares authorized at 2001 and
2000; 3,867,544 and 3,657,070 issued and outstanding at 2001 and 2000,
respectively)
Liquidation preference: $46,410,528 at 2001

Common stock, $.001 par value (100,000,000 shares authorized at 2001 and 2000;
20,487,987 and 20,419,542 issued and outstanding at 2001 and 2000, respectively)

Additional paid-in capital

Accumulated deficit

Deferred compensation

Accumulated other comprehensive loss

Total stockholders' equity

See accompanying notes to consolidated financial statements.
_1_
STONEPATH GROUP, INC.

Consolidated Statements of Operations
(unaudited)

3

$ 3
$

20

(17

(

3

Three months ended September 30,

Revenue $ - $

Operating expenses:
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1,852,424
2,232,038

4,084,462
(653,148)

1,235,447

4,666,761

1,880,520

Stock-based compensation 720,516
General and administrative 1,114,774
Total operating expenses 1,835,290
Interest income (326,145)
Interest expense -
Other losses, net 1,029,850
Loss before equity in losses of Affiliate Companies 2,538,995
Equity in (earnings) losses of Affiliate Companies (16,732)
Net loss from continuing operations 2,522,263
Discontinued operations:
(Gain) loss from discontinued operations —=
Net loss $ 2,522,263
Basic and diluted loss per share -
continuing operations S (0.17)
Basic and diluted earnings loss per share -
discontinued operations $ -
Basic and diluted loss per share S (0.17)

$ (0.42)
$ (0.01)
$ (0.43)

See accompanying notes to consolidated financial statements.

STONEPATH GROUP, INC.
Consolidated 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
Stock-based compensation
Interest paid with stock

Nine months

$(13,529,63

107,16
3,369,40
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losses, net

Equity in losses of Affiliate Companies

(Gain)

loss from discontinued operations

Changes in assets and liabilities:
Interest receivable
Prepaid expenses

Other

assets

Accounts payable and accrued expenses
Discontinued operations

Net cash used in operating activities

Cash flows from investing activities:

Advances
Purchase

to Affiliate Companies
of available for sale securities

Collections on advances to Affiliate Companies
Acquisition of ownership interests in Affiliate Companies

Proceeds
Proceeds

from sale of ownership interests in Affiliate Companies
from sale of furniture and equipment

Loans made
Purchases of furniture and equipment

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Repayments of notes payable
Long-term debt payments

Issuance
Issuance
Purchase

of warrants
of preferred stock
of treasury stock

Payment of preferred stock dividend, Series B

Cash and cash
Cash and cash
Cash paid for

Cash paid for

Net cash provided by financing activities
Net increase in cash and cash equivalents
equivalents at beginning of year
equivalents at end of period
interest

income taxes

See accompanying notes to consolidated financial statements.

(1) Nature

STONEPATH GROUP, INC.
Notes to Consolidated Financial Statements
(Unaudited)
September 30, 2001

of Operations and Basis of Presentation

4,502,69
3,284, 60
(171,48

15,00
60,75
(254,61
(414,60

(552,00
(452,90
1,000,00
(200,00
5,979,19
32,92

2,776,51

29,099, 65
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The principal business strategy of Stonepath Group, Inc. and subsidiaries
("Stonepath" or the "Company") is to build a global logistics services
organization that integrates established operating companies and
innovative technologies. The Company plans to achieve this objective by
growing through a combination of synergistic acquisitions and organic
expansion of operations. The Company completed its first acquisition on
October 5, 2001, by acquiring a Minneapolis based logistics company
specializing in providing time definite air and ground freight
distribution services to shippers and distributors ("Air Plus") (see Note
10) . Prior to the first quarter of 2001, Stonepath's principal business
strategy focused on the development of early-stage technology businesses
with significant Internet features and applications that Stonepath refers
to as "Affiliate Companies."

The accompanying unaudited consolidated financial statements were
prepared in accordance with generally accepted accounting principles for
interim financial information. Certain information and footnote
disclosures normally included in financial statements have been condensed
or omitted pursuant to the rules and regulations of the U.S. Securities
and Exchange Commission (the "SEC") relating to interim financial
statements. These statements reflect all adjustments, consisting only of
normal recurring adjustments, necessary to present fairly Stonepath's
financial position, operations and cash flows for the periods indicated.
These consolidated financial statements should be read in conjunction
with the Company's Annual Report on Form 10-K filed with the SEC on April
2, 2001. Interim operating results are not necessarily indicative of the
results for a full year.

The accompanying unaudited consolidated financial statements and related
footnotes include only the results of operations of Stonepath for the
quarterly and nine month period ended September 30, 2001. The financial
results of Air Plus will be included within those of Stonepath's
commencing on the date of acquisition in accordance with the purchase
method of accounting.

Available-For-Sale Securities

Available-for-sale securities are reported at fair value, based on quoted
market prices, with the net unrealized gain or loss reported as a
component of other comprehensive income or loss in stockholders' equity.
At September 30, 2001, available-for-sale securities consist of the
following equity security:

Unrealized
Cost Loss Fair Value
Student Advantage, Inc. $245,077 (187,231) 57,846

STONEPATH GROUP, INC.
Notes to Consolidated Financial Statements
(Unaudited)
September 30, 2001

Ownership Interests in and Advances to Affiliate Companies
The following summarizes Stonepath's ownership interests in and advances

to Affiliate Companies at September 30, 2001. All of the Affiliate
Companies are privately held companies.
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Excess of carrying

value over equity in Percentage of
Carrying value net assets ownership
Equity method:
AssetExchange $ 133,783 $108,402 20%
Stonepath Europe - - 43%
133,783 $108,402

Cost method:
Brightstreet —= 14%
Metacat - 19%
E-Quill - 8%
YesAsia 1,300,000 9%

1,300,000

$1,433,783

Metacat was previously accounted for under the equity method and
beginning in February 2001 was accounted for under the cost method as a
result of our reduced ownership percentage from 47% to 19%.

Preferred Stock
Series C Preferred Stock

In March 2000, the Company sold 4,166,667 shares of its Convertible

Series C Preferred Stock (Series C Shares) at $12 per share for net

proceeds of $48,274,760 after payment of issuing costs consisting of
$1,305,240 and 35,000 Series C Shares wvalued at $420,000.

Each Series C Share is convertible into one share of the Company's common
stock at any time at the election of the shareholder. This conversion
ratio is subject to adjustment under certain circumstances to protect the
holders of the Series C Shares against future dilutive transactions. The
Series C Shares bear a cumulative dividend of 8% per annum payable in
kind at a deemed value of $12 per share on a quarterly basis, have a
ligquidation preference of $12 per share, and require the Company to
reserve 200% of the aggregate number of common shares issuable upon
conversion of the Series C Shares and warrants. The Series C Shares
obligate the Company to redeem the issued and outstanding Series C Shares
within 60 days of receiving written notice from holders of at least 80%
of the then issued and outstanding Series C Shares upon: (i) any
voluntary or involuntary bankruptcy or receivership, (ii) any payment
default continuing for at least 120 days where the amount in default is
greater than $750,000, (iii) a consolidation or merger of the Company
with or into any other person(s) or entity(ies) other than a
consolidation or merger in which the Company is the surviving
corporation, (iv) upon consummation of a sale of all or substantially all
of our assets; and (v) a sale or other disposition of more than 50% of
our voting capital stock. Any such redemption shall be at a price equal
to the greater of (i) the ligquidation value of $12 per share plus all
accrued and unpaid dividends, or (ii) the fair market value per share of
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the Company's common stock on the redemption date. The Series C Shares
were initially presented as temporary equity in the Company's balance
sheet because the holders of the Series C Shares had redemption rights in
the event that: (i) Stonepath did not register with the SEC the Company's
common shares which the Series C Shares are convertible into, or (ii)
that Stonepath did not file a listing application for the Company's
common shares with a national exchange. The Series C Shares were
subsequently accounted for as permanent equity in June 2000 once the
Company successfully registered the common shares and filed it's listing
application as events which could allow Series C shareholder initiated
redemption are now under the control of the Company.

—-5-

STONEPATH GROUP, INC.
Notes to Consolidated Financial Statements
(Unaudited)
September 30, 2001

Preferred Stock (continued)
Series C Preferred Stock (continued)

Stonepath issued warrants to purchase an aggregate of 416,667 shares of
common stock (Series C Warrants) in connection with the issuance of the
Series C Shares. The Series C Warrants are exercisable until March 2,
2003 at an exercise price of $26.58 per share of common stock, subject to
adjustment as described below. Stonepath allocated $7,391,673 of the net
proceeds received from this offering to the cost of the Series C Warrants
based on a Black-Scholes option-pricing model. Fair value was estimated
using an expected life of 3 years, no dividends, volatility of 1.138, and
a risk-free interest rate of 6.56%.

In February 2001, the Company received the consent from the holders of
more than two thirds of its issued and outstanding shares of Series C
Shares to modify the use of proceeds provisions as originally defined
within the Series C Preferred Stock Purchase Agreement. As amended, the
Company may now use the proceeds from the sale of the Series C Shares to
make any investments in the ordinary course of our business, as from
time-to-time determined by the Company's Board of Directors, or for any
other business purpose approved by the Board of Directors. Previously,
Stonepath was limited to use the proceeds for investments in early-stage
Internet companies.

In exchange for this consent Stonepath agreed to:

(i) issue to the holders of the Series C Shares as of July 18,
2002, warrants (the Series C Contingent Warrants) to purchase
up to a maximum of 3.0 million shares of the Company's common
stock at an exercise price of $1.00 per share if the
then-effective conversion price of the Series C Shares is
greater than the lesser of (a) $6.00 per share; or (b) the
market price of the Company's common stock at such time (but
not less than $5.00 per share) (the Target Price). The number
of Series C Contingent Warrants to be issued is that number
which, assuming conversion of all Series C Shares and the
exercise of the Series C Warrants and the Series C Contingent
Warrants will reduce the average cost of the holders
investment in us to the Target Price, reduced by the number of
outstanding warrants described below; and
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(ii) reduce to $1.00 per share the exercise price of the existing

Series C Warrants to purchase 416,667 shares of the Company's

common stock held by the holders of the Company's Series C

Preferred Shares as of July 18, 2002.

As a condition to receiving the new warrants and the reduction in the
the holders of the
Series C Shares will be required to convert their Series C Shares into
2002.

exercise price of the existing Series C Warrants,

shares of the Company's common stock on July 18,

STONEPATH GROUP, INC.

Notes to Consolidated Financial Statements

(Unaudited)
September 30, 2001

Preferred Stock (continued)

Preferred Stock Dividends

The components of preferred stock dividends are as follows:

Three months ended

September 30,

2001 2000

Series B Preferred Stock cash dividend S - $ -
Non-cash charge: Series C Preferred

Stock dividend payable in kind 918, 660 1,026,905
Non-cash charge: issuance of

contingent warrants - -
Non-cash charge: beneficial

conversion feature on Series C Shares - -

$918, 660 $1,026,905

Nine mont
Septemb

2,676,132

562,370

The Series B Preferred Stock dividend was paid in cash in February 2000

as the holders converted their Series B Shares into shares of Stonepath's

common stock. The Series C Preferred Stock dividend is payable in
additional Series C Shares on a quarterly basis at a deemed value of $12
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per share and does not represent a cash obligation of the Company.

In February 2001 Stonepath agreed to issue the Series C Contingent
Warrants to purchase shares of it's common stock to the holders of the
Company's Series C Shares. As further described above, these warrants are
contingently issuable upon the satisfaction of several criteria relating
to the Series C Shares including requirements over holding period,
conversion, and price. Under the relevant accounting guidance, the
Company recorded a one-time dividend equal to the estimated fair value of
the right to receive the Series C Contingent Warrants. This dividend was
accompanied by a corresponding increase to additional paid in capital
thus leaving the Company's aggregate cash and capital position unchanged.
Additionally, this dividend will not require adjustment in the future
when the amount of the Series C Contingent Warrants are determined and
ultimately issued.

In March 2000, at the time of issuance of the Series C Shares, the then
fair market value of Stonepath's common stock was higher than the Series
C Shares sales price of $12 per share. As the Series C shares are
convertible into shares of Stonepath's common stock, this differential in
price constituted a beneficial conversion feature as defined in Emerging
Issues Task Force Issue No. 98-5, "Accounting for Convertible Securities
with Beneficial Conversion Features or Contingently Adjustable Conversion
Ratios"™ (EITF 98-5). Accordingly, Stonepath recorded $42,608,327 as
additional paid in capital for the discount deemed related to a
preferential dividend for the beneficial conversion feature. In
accordance with EITF 98-5, this discount was limited to the proceeds
allocated to the Series C Shares and was recognized immediately as a
preferred stock dividend as the Series C Shares are immediately
convertible. This dividend was accompanied by a corresponding increase to
additional paid in capital thus leaving the Company's aggregate cash and
capital position unchanged.

STONEPATH GROUP, INC.
Notes to Consolidated Financial Statements
(Unaudited)
September 30, 2001

Deferred Compensation

The components of deferred compensation are as follows:

Consultants and

Employees Advisory Board
Balance at beginning of year $10,679,930 $ 91,794
Additions to deferred compensation 1,207 19,450
Cancellations and fair value adjustments (4,756,332) (92,727)
Amortization to stock-based compensation (3,133,347) (1,621)
Balance at September 30, 2001 $ 2,791,458 $ 16,896

The Company also recorded stock based compensation of $234,438 relating
to investment banking, consulting, and legal services that were paid via

10
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the issuance of options and warrants to purchase 295,000 shares of it's
common stock. Stonepath valued these equity instruments using the
Black-Scholes valuation model on the date of issuance when the

counterparty performance was complete. Fair value was estimated using the

expected life of the equity instruments which ranged from 1.5 to 5 years,
no dividends, volatility of 1.4, and comparable risk-free interest rates
which ranged from 3.72% to 4.78%.

Other Losses, Net

Other losses, net consists of the following:

Three months ended
September 30,

2001 2000

Gain on sale of Webmodal holdings S - $ —=

Gain on sale of College4ll holdings - -
Affiliate Company impairment

charges 1,032,400 ——

Litigation settlement - 1,235,447

Other (2,550) —=

$1,029,850 $1,235,447

In March 2001, Webmodal, previously an Affiliate Company, was sold to a
wholly owned subsidiary of Enron Global Markets, LLC for $6,990,532 in
cash consisting of $5,979,199 for Stonepath's equity interest in
Webmodal, $1,000,000 as repayment by Webmodal of advances made by the
Company, and $11,333 of accrued interest thereon. The cash consideration
received for Stonepath's equity interest exceeded it's then carrying
value by $3,617,699 and accordingly the Company recorded a gain for that
amount as a result of the sale.

—8—

STONEPATH GROUP, INC.
Notes to Consolidated Financial Statements
(Unaudited)
September 30, 2001

Other Losses, Net (continued)

In May 2000, College4ll was merged into a wholly owned subsidiary of
Student Advantage, Inc. whereby the Colleged4ll stockholders received
.0144 shares of Student Advantage common stock for every share of
College4d4ll common stock which they owned on the date of the merger. As a
result of this merger, Stonepath received 55,621 shares of Student
Advantage's common stock. The fair market value of Student Advantage's
common stock received, based on publicly quoted market prices, was
$245,077, which exceeded the carrying value of our investment in
Collegedll by $195,088. Accordingly, we recorded a $195,088 gain as a
result of this transaction.

In August 2000, the Company entered into a settlement agreement for its

Nine mont
Septem

$(3,617,699)

8,019,270

101,125

11
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legal claims with Douglas Spink, the former Chief Technology Officer and
director. The litigation centered on the number of shares of common stock
which Mr. Spink was entitled to following his termination from the
Company. Under the terms of the agreement, Mr. Spink agreed to allow the
Company to reacquire for cancellation 1,212,876 shares of the 2,047,876
common shares originally issued to him. The settlement agreement allowed
Mr. Spink to retain ownership of 835,000 common shares, consisting of
504,532 previously vested shares and an additional 330,468 shares that
vested as part of the settlement. The vesting of these additional 330,468
shares resulted in a charge of $1,197,947 equal to the fair value of such
shares on the date of settlement. Additionally, the Company paid $37,500
in severance to Mr. Spink as required by the settlement agreement.

The Company recorded impairment charges of $8,019,270 and $1,152,189 in
2001 and 2000, respectively, for other than temporary declines in the
fair value of six of its Affiliate Companies and one of its available for
sale securities. From the date of Stonepath's initial acquisition of
ownership interests and subsequent advances and investments, the
Company's funding to these companies represented all or a significant
portion of the outside capital the companies had available to fund their
operations. In September and April 2001, and June 2000, as a result of
the Company's periodic evaluation process, it was determined that these
companies were unlikely to obtain further rounds of financing necessary
to sustain operations and that substantial doubt existed over the
companies' ability to repay advances made. Accordingly, Stonepath
recorded an impairment charge to reduce the remaining carrying value of
the ownership interest in and advances to these companies to zero.

Comprehensive Loss

Excluding net loss, the Company's source of comprehensive income is from
the net unrealized gain or loss on its marketable equity securities which
are classified as available-for-sale. The Company did not provide for a
deferred tax liability at September 30, 2000 relating to the net
unrealized gain as the Company expected to have sufficient net operating
losses to offset any potential tax liability resulting from the sale of
its equity holdings. The following summarizes the components of
comprehensive loss:

Three months ended Nine months ended
September 30, September 30,
2001 2000 2001 2000

Net loss $(2,522,263) $(6,704,312) (13,529,632)

Other comprehensive income:

Unrealized gain (loss), net (136,871) 3,447 (178,543)

Comprehensive loss $(2,659,134) $(6,700,865) (13,708,175)

(27,834,47

(27,699, 35

STONEPATH GROUP, INC.
Notes to Consolidated Financial Statements

12
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(Unaudited)
September 30, 2001

Loss per Share

Basic and diluted loss per share are computed using the weighted average
number of common shares outstanding during the period. Shares associated
with stock options, stock warrants, convertible debt, and convertible
preferred stock are not included because the inclusion would be
anti-dilutive (i.e., reduce the net loss per share). The total number of
such shares excluded from the diluted loss per share calculation are
16,278,700 and 12,052,327 at September 30, 2001 and 2000, respectively.
Such securities, had they been dilutive, would have been included in the
computations of diluted loss per share using the treasury stock method,
or the if-converted method, depending on the type of security.

The components of basic and diluted loss per share are as follows:

Three months ended Nine months ende
September 30, September 30,
2001 2000 2001 20
Net loss $ 2,522,263 $ 6,704,312 $13,529,632 $27,83
Preferred stock dividends 918, 660 1,026,905 3,238,502 45,03
Net loss attributable to
common shareholders $ 3,440,923 $ 7,731,217 $16,768,134 $72,87
Weighted average common
shares outstanding 20,480,285 17,984,444 20,463,909 17,06
Basic and diluted loss per
share S (0.17) S (0.43) S (0.82)

Commitments and Contingencies

Other than as described within the Company's Annual Report on Form 10-K
for the year ended December 31, 2000 and the Company's Quarterly Reports
on Form 10-Q for the quarters ended March 31 and June 30, 2001, there
have been no material developments in any of the reported legal
proceedings except as described below.

On October 12, 2000, Emergent Capital Investment Management, LLC (the
Plaintiff) filed suit against the Company and two of its officers
contending that it was misled by statements made by the defendants in
connection with the offering of the Company's Series C Shares which
closed in March 2000. Specifically, the Plaintiff alleges that it is
entitled to rescind the transaction because it was allegedly represented
that the size of the offering would be $20 million and the Company
actually raised $50 million. The Plaintiff seeks a return of its $2
million purchase price of Series C Shares and damages in the amount of
$1.7 million. In June of 2001, the Company moved for summary Jjudgment in
this case.

After the summary judgment motion was filed, the Plaintiff filed a second

13
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action against the Company and two of it's officers alleging different
allegations of fraud in connection with the Series C offering. In the new
complaint, the Plaintiff alleges that oral statements and written
promotional materials distributed by the Company at a meeting in
connection with the Series C offering were materially inaccurate with
respect to the Company's investment in NetValue, Inc., a wholly owned
subsidiary of the Company. The Plaintiff also contends that the
defendants failed to disclose certain allegedly material transactions in
which an officer was involved prior to his affiliation with the Company.
The Company filed a motion to dismiss this new action for failure to
state a claim upon which relief can be granted.

-10-

STONEPATH GROUP, INC.
Notes to Consolidated Financial Statements
(Unaudited)
September 30, 2001

On October 2, 2001, the Court entered an order granting summary judgment
to the defendants in the first case filed by the Plaintiff and dismissing
the Plaintiff's second complaint for failure to state a claim upon which
relief can be granted. The Court allowed the Plaintiff 20 days to file a
second amended complaint as to the second action only. On October 21,
2001, the Plaintiff did file a second amended complaint in the second
action. The second amended complaint does not raise any new factual
allegations regarding Plaintiff's participation in the offering. The
Company intends to file a motion to dismiss the second amended complaint.
If the motion is not granted, the Company believes that it has
meritorious defenses to the Plaintiff's claims and intends to vigorously
defend this action.

On August 22, 2000, Austost Anstalt Schaan, Balmore Funds, S.A. and Amro
International, S.A., purchasers of the Company's convertible promissory
notes, filed suit against Stonepath in the United States District Court
for the District of Delaware. The plaintiffs allege that, contrary to the
Company's covenant in the subscription agreement they executed, which
required Stonepath to "use reasonable commercial efforts to register" the
shares of its common stock underlying the convertible promissory notes
"at some future date," the Company verbally agreed to register such
shares in the first registration statement it filed with the Securities
and Exchange Commission subsequent to the transaction. The plaintiffs
assert claims for breach of contract and the duty of good faith and fair
dealing, fraud, violation of federal securities laws, estoppel, and
reformation and seek damages in excess of $20 million, plus attorneys'
fees and costs. In response to a motion to dismiss filed by Stonepath,
the Court dismissed the federal securities law and estoppel claims and
denied the motion as to all other claims. Company believes it has
meritorious defenses to the remaining claims and intends to defend the
matters vigorously.

The Company is also involved in various other claims and legal actions
arising in the ordinary course of business. In the opinion of management,
the ultimate disposition of these matters will not have a material
adverse effect on its consolidated financial position, results of
operations or liquidity.

Subsequent Event

On October 5, 2001, Stonepath acquired 100 percent of the outstanding
stock of M.G.R., Inc., d/b/a "Air Plus Limited" and its operating

14
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affiliates, a group of Minneapolis-based privately held companies that
provide a full range of logistics and transportation services
(collectively, "Air Plus"). The total value of the transaction was $34.5
million, consisting of cash of $17.5 million paid at closing and a four
year earn-out arrangement based upon the future financial performance of
Air Plus. The cash component of the transaction was financed through
existing funds of the Company. After completion of the acquisition,
Stonepath will have offices in 14 major metropolitan areas in the United
States and Puerto Rico.

11—

CAUTIONARY STATEMENT FOR FORWARD LOOKING STATEMENTS

This Quarterly Report on Form 10-Q includes forward-looking statements
within the meaning of Section 7A of the Securities Act of 1933 as amended, and
Section 21E of the Securities Exchange Act of 1934. We have based these
forward-looking statements on our current expectations and projections about
future events. These forward-looking statements are subject to known and unknown
risks, uncertainties and assumptions about us and our affiliate companies that
may cause our actual results, levels of activity, performance or achievements to
be materially different from any future results, levels of activity, performance
or achievements expressed or implied by such forward-looking statements. In some
cases, you can identify forward-looking statements by terminology such as "may,"
"will," "should," "could," "would," "expect," "plan," "anticipate," " believe,"
"estimate," "continue," or the negative of such terms or other similar
expressions. Factors that might cause or contribute to such a discrepancy
include, but are not limited to, those in our other Securities and Exchange
Commission filings, including our Registration Statement on Form S-3 filed on
August 10, 2001 with the SEC (File No. 333-64452) and our Annual Report on Form
10-K filed on April 2, 2001. Additional factors that might cause or contribute
to such a discrepancy as they relate to the Company's recent material
acquisition covered by the Company's Current Report on Form 8-K filed October
19, 2001 include: (1) the continued profitable operations of Air Plus in a manner
consistent with its historic results of operations; (2) our ability to leverage
the operations of Air Plus as a platform for an aggressive growth strategy; (3)
the ability to maintain and attract key operating personnel; (4) the reliance of
Air Plus on certain large customers; (5) risks related to our acquisition
strategy; (6) our ability to secure adequate financing to implement our
acquisition strategy; (7) our ability to acquire target companies that satisfy
our acquisition criteria; (8) uncertainty as to whether we can achieve
integration of target companies in a manner intended to take advantage of
overall corporate synergies and result in accretion to consolidated earnings;
and (9) the uncertainty over future trading prices of our stock and the impact
such trading prices may have upon our ability to utilize our common stock to
finance our acquisition strategy.

The following discussion should be read in conjunction with our
Consolidated Financial Statements and related Notes thereto included elsewhere
in this report and in the most recent Annual Report on Form 10-K.

Item 2. Management's Discussion and Analysis of Financial Condition and

Results of Operations

General

Prior to the first quarter of 2001, our principal business strategy
focused on the development of early-stage technology businesses with significant
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Internet features and applications. Largely as a result of the significant
correction in the global stock markets commencing during the first quarter of
2001, and the corresponding decrease in the valuation of technology businesses
and contraction in the availability of venture financing, we elected to shift
our business strategy to focus on the acquisition of operating businesses within
a particular industry segment. Our objective was to acquire a controlling
interest in established businesses that historically generated revenues and net
income and demonstrated a reasonable opportunity to achieve significant growth.
We intended to target those businesses whose enterprise value could be enhanced
on a long-term basis through the adoption of e-commerce strategies and other
technologies, the implementation of innovative business practices, the addition
of experienced industry-specific management, or through other traditional means
of increasing efficiency and profitability.

After having evaluated a number of different industries, during the
second quarter of 2001 we focused our acquisition efforts specifically within
the transportation and logistics industry as it:

- continues to demonstrate significant growth characteristics as an
increasing number of businesses outsource their supply-chain
management in order to achieve cost-effective logistics solutions;

- is positioned for further consolidation as many sectors of the
industry remain fragmented; and

- is capable of achieving enhanced efficiencies through the adoption
of e-commerce and other technologies.

—-12-

This decision occurred in conjunction with our June 21, 2001,
appointment of Dennis L. Pelino as our Chairman and Chief Executive Officer. Mr.
Pelino brings to us over 25 years of logistics experience, including most
recently, as President and Chief Operating Officer of Fritz Companies, Inc.,
where he was employed from 1987 to 1999.

On October 5, 2001, we completed our first acquisition of a logistics
business by acquiring M.G.R., Inc., d/b/a "Air Plus Limited" and its operating
affiliates, a group of Minneapolis-based privately held companies that provide a
full range of logistics and transportation services (collectively, "Air Plus").
The total value of the transaction was $34.5 million, consisting of cash of
$17.5 million paid at closing and a four year earn-out arrangement based on the
future financial performance of Air Plus.

Through our newly acquired operating subsidiaries, we are a non-asset
based third-party logistics provider, offering a full range of time definite
transportation and distribution solutions. Through an extensive network of
terminals and agents, we manage and arrange the domestic movement of freight
from point of origin to point of destination. These services are offered through
our domestic air and ground freight forwarding business. We also provide
transportation services and a broad range of value added supply chain management
services such as warehousing, order fulfillment and inventory management. We
service a customer base of manufacturers, distributors and national retail
chains through a network of offices in 14 major metropolitan areas in North
America and Puerto Rico and an extensive network of over 200 agents.

Our objective is to build a leading global logistics services
organization that integrates established operating companies and innovative
technologies. We plan to achieve this objective by growing through a combination
of synergistic acquisitions and organic expansion of operations. We are
currently pursuing an aggressive acquisition strategy to enhance our position in
our current markets and to acquire operations in new markets. The focus of this
strategy 1s on acquiring and integrating logistics businesses that are likely to
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benefit from our long term growth strategy and status as a public company. A
target candidate will be selected based upon its ability to demonstrate 1)
historic levels of profitability; 2) a proven record of delivering superior time
definite distribution and order fulfillment services; 3) opportunities for
significant growth within strategic segments of our business; and 4) an
established customer base of large and mid-sized companies.

Once acquisitions are completed, we intend to create value for the
acquired company by improving operating margins (through synergies offered by
the consolidation and by access to our technologies) and by enhancing its
potential for organic growth (through increased cross-selling opportunities and
expanded service capabilities). We have identified a number of additional
companies that may be suitable acquisition candidates and are in preliminary
discussions with a select number of them.

The following management's discussion and analysis of financial
condition and results of operations focuses primarily on our former business
strategy since our first acquisition of a logistics business was completed
subsequent to the close of our third quarter. The focus of such future
discussions will primarily be on our new business strategy and the results of
operations of the acquisition(s).

We expect to generate revenues from the operations of Air Plus and from
future acquisitions of logistics businesses. However, through the third quarter
of 2001, our primary source of earnings and losses were realized from the
operating activities of our affiliate companies accounted for under the equity
method of accounting. We also realized income from the sale of our equity
interests equal to the excess of the fair value of the proceeds received from
the sale over our carrying value of the investment at the time of disposition.
Because we acquired interests in early-stage technology companies, many of which
were in the development stage, we have experienced and expect to experience, net
losses as a result of these equity interests. Such losses totaled $3.3 million
and $4.5 million in the nine months ended September 30, 2001 and 2000,
respectively, and are reflected as "equity in losses of affiliate companies”
within our consolidated statements of operations. Also, given the development
stage of our existing affiliate companies, it is unlikely that we will record
significant earnings from their operating activities in the near term. Rather,
the income we derive from our affiliate companies, if any, will more likely be
from sales of our interests in our affiliate companies. This occurred when we
sold our interest in Colleged4ll during fiscal 2000, and when we sold our
interest in Webmodal during the first quarter of fiscal 2001.

-13-

Our operating expenses primarily consist of stock-based compensation,
professional fees, depreciation, and salaries and benefits, which totaled
approximately $7.1 million for the first nine months of fiscal 2001. However,
stock-based compensation and depreciation are non-cash charges, and in the first
three quarters of fiscal 2001 we used cash of $3.0 million to fund our operating
expenses. We expect our operating expenses to increase as a result of our first
acquisition of a logistics business.

We have experienced, and may continue to experience, significant
volatility in our quarterly results in certain periods due to non-recurring
transactions and events incidental to our ownership interests in and advances to
affiliate companies. These transactions include dispositions of, and changes to,
our affiliate company ownership interests, and impairment charges. On a periodic
basis, but no less frequently than at the end of each quarter, we evaluate the
carrying value of our ownership interest in and advances to each of our
affiliate companies for possible impairment based on achievement of business
plan objectives and milestones; as well as the financial condition and prospects
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of the affiliate company. The business plan objectives and milestones we
consider include those related to financial performance such as achievement of
planned financial results or completion of capital raising activities, and those
that are not primarily financial in nature such as the bringing to market of a
major product or key service. If impairment is determined, the carrying value is
adjusted to fair value. The fair value of our ownership interests in and
advances to privately held affiliate companies is generally determined based on
the value at which independent third parties have invested, or have committed to
invest, in our affiliate companies.

Discontinued Operations

Our consolidated financial statements reflect the operations of Net
Value, Inc., a wholly-owned subsidiary, as a discontinued operation. This was
necessitated when, in November 1999, we made the strategic decision to exit the
development and distribution of online promotional campaign operations of Net
Value, Inc. and sold substantially all of Net Value, Inc.'s assets to
Brightstreet.com. Accordingly, the assets and liabilities of the discontinued
online promotional campaigns have been segregated from continuing operations and
reported as a separate line item in our consolidated financial statements.

—14-

Results of Operations

Three and Nine Months Ended September 30, 2001 compared to the Three and Nine
Months Ended September 30, 2000

We reported a net loss of $2.5 and $13.5 million for the three months
and nine months ended September 30, 2001, ($0.17 and $0.82 loss per basic and
diluted common share) compared to a loss of $6.7 and $27.8 million ($0.43 and
$4.27 loss per basic and diluted common share) in the corresponding periods of
the prior year. The significant reduction in the net loss is primarily
attributable to our change in business strategy and resulting decrease in
development activities associated with our affiliate companies. Our operating
expenses of $1.8 million and $7.1 million for the three and nine month periods
ended September 30, 2001 were significantly lower than our operating expenses of
$4.1 million and $21.9 million for the corresponding periods of the prior year
largely due to the reduction of our workforce and office closures completed
during 2001. Our year to date fiscal 2001 results were also positively impacted
by the sale of Webmodal and the resulting $3.6 million gain. Offsetting the
reduction in operating expenses and Webmodal gain were impairment charges of
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$8.0 million and equity in losses of affiliate companies of $3.3 million which
collectively totaled $5.7 million in the corresponding period of the prior year.

The following sections provide in greater detail the individual
components of our results of operations on a line item basis and should be read
in conjunction with our consolidated financial statements and related notes.

Stock-Based Compensation. Stock-based compensation is a non-cash expense
resulting from the amortization of deferred compensation and the issuance of
stock for services and totaled $720,516 and $3,369,406 for the three and nine
months ended September 30, 2001, compared to $1,852,424 and $15,219,173 for the
corresponding periods in 2000. The decrease in stock-based compensation is due
to the reduction of our workforce and our advisory board, and the associated
cancellation of their unvested options resulting in a decrease to deferred
compensation and related reduction in amortization to stock-based compensation.

The following table shows the components of deferred compensation and related
amortization to stock-based compensation for the three months ended September
30, 2001:

Consultants and
Employees Advisory Board

Balance at beginning of period $3,412,603 S 34,867
Cancellations and fair value adjustments - (17,971)
Amortization to stock-based compensation (621,145) -

Balance at September 30, 2001 $2,791,458 $ 16,896

—-15-

The following table shows the components of deferred compensation and related
amortization to stock-based compensation for the nine months ended September 30,
2001:

Balance at beginning of year
Additions to deferred compensation
Cancellations and fair value adjustments
Amortization to stock-based compensation

Balance at September 30, 2001

Employees

$10,679,930

1,207
(4,756,332)
(3,133,347)

Consultants and
Advisory Board

We also recorded stock based compensation of $99,371 and $234,438 during the
three and nine months ended September 30, 2001 relating to investment banking,
consulting, and legal services that were paid via the issuance of options and
warrants to purchase shares of our common stock. We valued these equity
instruments using the Black-Scholes valuation model on the vesting date when the
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counterparty performance was complete.

Of the total unamortized deferred compensation relating to employees of
$2,791,458, we expect to amortize into stock-based compensation $621,145,
$1,411,831, $642,831, and $115,651 during the remainder of 2001, and during the
years ended December 31, 2002, 2003 and 2004, respectively. These amounts
correspond to the vesting schedule of the underlying stock-based award. The
amount of deferred compensation recorded and related amortization to stock-based
compensation will increase with any future compensatory grants and decrease with
any cancellations. All employee option grants during fiscal 2001 had exercise
prices equal to the fair value of the stock on the date of grant resulting in no
additional deferred compensation.

General and Administrative Expenses. Our general and administrative expenses
have decreased to $1,114,774 and $3,719,941 for the three and nine months ended
September 30, 2001, compared to $2,232,038 and $6,649,241 for the corresponding
periods in 2000. This decrease is attributable to several factors including: a
decline in the level of our investment and corporate activities thereby reducing
our professional fees, and the fiscal 2000 write-off of our goodwill arising
from the Strategicus acquisition thereby reducing depreciation and amortization.
Also contributing to the decline was the closure of our San Francisco and Boston
offices and related workforce reduction occurring in the first quarter of fiscal
2001. We expect our operating expenses to increase as a result of the Air Plus
acquisition completed on October 5, 2001. The following is a schedule of the
significant components that comprise general and administrative expense:

Three months ended Nine months ended
September 30, September 30,

2001 2000 2001 2000
Professional fees $ 329,052 $ 285,063 $1,381,657 $2,069,21
Salaries and benefits 376,452 542,273 1,265,445 1,544,25
Depreciation and amortization 33,595 299,490 107,165 962, 30
Other general and administrative 375,675 1,105,531 965,674 2,073,46
Total $1,114,774 $2,232,038 $3,719,941 $6,649,24

Interest Income and Expense. Our interest income totaled $326,145 and $1,175,536

for the three and nine months ended September 30,
$1,569,094 for the corresponding periods in 2000.

the interest earned on our cash and cash equivalents,
period decrease due to lower average cash balances and lower interest rates in
fiscal 2001 than in fiscal 2000. We incurred no interest expense in fiscal 2001

versus $84,627 for the first three quarters of fiscal 2000,

2001,

compared to $653,148 and
Interest income consists of
with the period over

with the decrease

attributable to the repayment of substantially all outstanding debt in the first

quarter of fiscal 2000.

Other Losses, Net. Other losses, net consist of:
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Three months ended
September 30,

2001 2000

Gain on sale of Webmodal holdings $ —= $
Gain on sale of Colleged4ll holdings -
Affiliate Company impairment

charges 1,032,400 ——
Litigation settlement - 1,235,447
Other (2,550) -

$1,029,850 $1,235,447

In March 2001, Webmodal, previously an affiliate company, was sold to a wholly
owned subsidiary of Enron Global Markets, LLC for $6,990,532 in cash consisting
of $5,979,199 for our equity interest in Webmodal, $1,000,000 as repayment by
Webmodal of advances made by Stonepath, and $11,333 of accrued interest thereon.
The cash consideration received for our equity interest exceeded it's then
carrying value by $3,617,699 and accordingly we recorded a gain for that amount
as a result of the sale.

In May 2000, Colleged4ll was merged into a wholly owned subsidiary of Student
Advantage, Inc. whereby the College4ll stockholders received .0144 shares of
Student Advantage common stock for every share of College4ll common stock which
they owned on the date of the merger. As a result of this merger, we received
55,621 shares of Student Advantage's common stock. The fair market value of
Student Advantage's common stock received, based on publicly quoted market
prices, was $245,077, which exceeded the carrying value of our investment in
Collegedll by $195,088. Accordingly, we recorded a $195,088 gain as a result of
this transaction.

In August 2000, we entered into a settlement agreement for our legal claims with
Douglas Spink, our former Chief Technology Officer and director. The litigation
centered on the number of shares of common stock which Mr. Spink was entitled to
following his termination from the Company. Under the terms of the agreement,
Mr. Spink agreed to allow us to reacquire for cancellation 1,212,876 shares of
the 2,047,876 common shares originally issued to him. The settlement agreement
allowed Mr. Spink to retain ownership of 835,000 common shares, consisting of
504,532 previously vested shares and an additional 330,468 shares vested as part
of the settlement. The vesting of these additional 330,468 shares resulted in a
charge of $1,197,947 equal to the fair value of such shares on the date of
settlement. Additionally, we paid $37,500 in severance to Mr. Spink as required
by the settlement agreement.

We recorded impairment charges of $8,019,270 and $1,152,189 in 2001 and 2000,
respectively, for other than temporary declines in the fair value of six of our
affiliate companies and one of our available for sale securities. From the date
of our initial acquisition of ownership interests and subsequent advances and
investments, our funding to these companies represented all or a significant
portion of the outside capital the companies had available to fund their
operations. In September and April 2001, and June 2000, as a result of our
continuous evaluation process, it was determined that these companies were
unlikely to obtain further rounds of financing necessary to sustain operations
and that substantial doubt existed over the companies' ability to repay advances
made. Accordingly, we recorded an impairment charge to reduce the remaining
carrying value of the ownership interest in and advances to these companies to
zZero.

Nine month
Septemb

$(3,617,699)

8,019,270

101,125
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Equity in earnings (losses) of Affiliate Companies. Equity in earnings (losses)
of affiliate companies for the three and nine months ended September 30, 2001
amounted to $16,732 and ($3,284,609), respectively, compared to ($1,880,520) and
($4,546,276) for the corresponding periods of the prior year. These amounts
represent our proportionate share of the earnings (losses) of our affiliate
companies and the amortization of the excess of the cost of our investment over
our equity interest in the net assets of the affiliate companies accounted for
under the equity method of accounting. Our equity in losses were higher in prior
quarters due to the development and expansion of affiliate company operations
during this period. We expect our earnings (losses) from our investments in
affiliate companies to remain small as we have only one affiliate company
accounted for under the equity method. Also, we intend to acquire controlling
interests in logistics businesses for which we would follow the consolidation
method of accounting.

Discontinued Operations. The gain of $171,484 for the nine months ended
September 30, 2001 represents the settlement of outstanding liabilities arising
from the discontinued operations of Net Value, Inc. We expect to settle the
remaining liabilities on favorable terms.

Changes in Financial Position, Liquidity and Capital Resources

We have historically funded our operations through a combination of equity and
debt proceeds and as of September 30, 2001 had cash and cash equivalents of
approximately $31.9 million. We believe that our existing cash balances will be
sufficient to meet our operating expenses for at least the next twelve months
and for the foreseeable future. We expect to fund our operating expenses from
the cash flows of our logistics subsidiaries and from the sale or cash flows of
our interests in existing affiliate companies. Additionally, we expect to obtain
a bank line of credit to be available to meet any seasonal fluctuations in our
short term liquidity needs.

Our long-term capital needs are dependant, however, primarily on the number and
financial structure of our future acquisitions of logistics businesses and the
extent to which these acquisitions have positive cash flows. On October 5, 2001,
we completed our first acquisition of a logistics business for a total value of
$34.5 million, consisting of cash of $17.5 million paid at closing and a four
year earn-out arrangement based upon the future financial performance of Air
Plus. We paid the cash component of the transaction through our existing funds.

We are also in preliminary discussions with a select number of other potential
acquisition candidates. While we have entered into active negotiations and
preliminary discussions, we are not certain that these negotiations or
discussions will lead to our acquisition of any of these companies. In the
future, we may be required to curtail or reduce the scope of our acquisition
activities to satisfy our long-term liquidity needs. Alternatively, we would be
required to seek additional funds through the sale of our securities to outside
sources of capital, which could result in substantial dilution to stockholders,
or through other means of debt financing. We are not certain that these funds
would be available on terms that are satisfactory to us, or at all.

In the future, we expect our operating activities to generate positive cash
flows from operations as a result of our recent acquisition of Air Plus.
Historically our operating activities involved managing and developing a network
of early stage companies which did not generate sufficient earnings to pay
dividends or otherwise make distributions to us. Although we continue to manage
and provide assistance to six such affiliate companies, we do not expect them to
pay such dividends within the next twelve months given their early stage of
development.

22



Edgar Filing: STONEPATH GROUP INC - Form 10-Q

During the nine months ended September 30, 2001, we used $3.0 million to fund
our operating expenses. Our operating expenses will increase as a result of our
recent acquisition and will continue to increase to the extent that we complete
additional acquisitions.

In March 2001, we received $7.0 million from the sale of Webmodal consisting of
$6.0 million for our equity interest and $1.0 million as repayment of
outstanding promissory notes. During the nine months ended September 30, 2001,
we made the following cash investments and advances to affiliate companies:

_18_
January 2001 Webmodal $500, 000
February 2001 Metacat 200,000
March 2001 Seedra 22,000
April 2001 SwapIt 30,000

Impact of Recently Issued Accounting Standards

In July 2001, the FASB issued Statement No. 141, Business Combinations, and
Statement No. 142, Goodwill and Other Intangible Assets. Statement 141 requires
that the purchase method of accounting be used for all business combinations
initiated after June 30, 2001 and also specifies the criteria that intangible
assets acquired in a business combination must meet in order to be recognized
and reported apart from goodwill. Statement 142 requires that goodwill and
intangible assets with indefinite useful lives no longer be amortized, but
instead be tested for impairment at least annually in accordance with the
provisions of Statement 142. Statement 142 also requires that intangible assets
with definite useful lives be amortized over their respective estimated useful
lives to their estimated residual values, and reviewed for impairment in
accordance with SFAS No. 121, Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to Be Disposed Of. We expect to record goodwill of
approximately $15 million as a result of the Air Plus acquisition on October 5,
2001, which will not be amortized due to the adoption of Statements 141 and 142.
Rather, the goodwill will be tested for impairment at least annually in
accordance with the provisions of Statement 142.

In August 2001, the Financial Accounting Standards Board issued FASB Statement
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets
(Statement 144), which supersedes both FASB Statement No. 121, Accounting for
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of
(Statement 121) and the accounting and reporting provisions of APB Opinion No.
30, Reporting the Results of Operations—--Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions (Opinion 30), for the disposal of a segment of a
business (as previously defined in that Opinion). Statement 144 retains the
fundamental provisions in Statement 121 for recognizing and measuring impairment
losses on long-lived assets held for use and long-lived assets to be disposed of
by sale, while also resolving significant implementation issues associated with
Statement 121. Statement 144 retains the basic provisions of Opinion 30 on how
to present discontinued operations in the income statement but broadens that
presentation to include a component of an entity (rather than a segment of a
business). Unlike Statement 121, an impairment assessment under Statement 144
will never result in a write-down of goodwill. Rather, goodwill is evaluated for
impairment under Statement No. 142, Goodwill and Other Intangible Assets.

The Company is required to adopt Statement 144 no later than the year beginning
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after December 15, 2001, and plans to adopt its provisions for the quarter
ending March 31, 2002. Management does not expect the adoption of Statement 144
for long-lived assets held for use to have a material impact on the Company's
financial statements because the impairment assessment under Statement 144 is
largely unchanged from Statement 121. The provisions of the Statement for assets
held for sale or other disposal generally are required to be applied
prospectively after the adoption date to newly initiated disposal activities.
Therefore, management cannot determine the potential effects that adoption of
Statement 144 will have on the Company's financial statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Our exposure to market risk relates primarily to changes in interest rates and
the resulting impact on our invested cash. We place our cash with high credit
quality financial institutions and invest that cash in short term fixed income
investments. We are averse to principal loss and ensure the safety and
preservation of our invested funds by investing in only highly rated investments
and by limiting our exposure in any one issuance. If market interest rates were
to increase immediately and uniformly by 10% from levels at September 30, 2001,
the fair value of our portfolio would decline by an immaterial amount. We do not
invest in derivative financial instruments.

-19-

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

Other than as described within the Company's Annual Report on Form 10-K
for the year ended December 31, 2000 and the Company's Quarterly Reports
on Form 10-Q for the quarters ended June 30 and March 31, 2001, there
have been no material developments in any of the reported legal
proceedings except as described below.

On October 12, 2000, Emergent Capital Investment Management, LLC (the
Plaintiff) filed suit against the Company and two of its officers
contending that it was misled by statements made by the defendants in
connection with the offering of the Company's Series C Shares which
closed in March 2000. Specifically, the Plaintiff alleges that it is
entitled to rescind the transaction because it was allegedly represented
that the size of the offering would be $20 million and the Company
actually raised $50 million. The Plaintiff seeks a return of its $2
million purchase price of Series C Shares and damages in the amount of
$1.7 million. In June of 2001, the Company moved for summary Jjudgment in
this case.

After the summary judgment motion was filed, the Plaintiff filed a second
action against the Company and two of it's officers alleging different
allegations of fraud in connection with the Series C offering. In the new
complaint, the Plaintiff alleges that oral statements and written
promotional materials distributed by the Company at a meeting in
connection with the Series C offering were materially inaccurate with
respect to the Company's investment in NetValue, Inc., a wholly owned
subsidiary of the Company. The Plaintiff also contends that the
defendants failed to disclose certain allegedly material transactions in
which an officer was involved prior to his affiliation with the Company.
The Company filed a motion to dismiss this new action for failure to
state a claim upon which relief can be granted.
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On October 2, 2001, the Court entered an order granting summary judgment
to the defendants in the first case filed by the Plaintiff and dismissing
the Plaintiff's second complaint for failure to state a claim upon which
relief can be granted. The Court allowed the Plaintiff 20 days to file a
second amended complaint as to the second action only. On October 21,
2001, the Plaintiff did file a second amended complaint in the second
action. The second amended complaint does not raise any new factual
allegations regarding Plaintiff's participation in the offering. The
Company intends to file a motion to dismiss the second amended complaint.
If the motion is not granted, the Company believes that it has
meritorious defenses to the Plaintiff's claims and intends to vigorously
defend this action.

On August 22, 2000, Austost Anstalt Schaan, Balmore Funds, S.A. and Amro
International, S.A., purchasers of the Company's convertible promissory
notes, filed suit against Stonepath in the United States District Court
for the District of Delaware. The plaintiffs allege that, contrary to the
Company's covenant in the subscription agreement they executed, which
required Stonepath to "use reasonable commercial efforts to register" the
shares of its common stock underlying the convertible promissory notes
"at some future date," the Company verbally agreed to register such
shares in the first registration statement it filed with the Securities
and Exchange Commission subsequent to the transaction. The plaintiffs
assert claims for breach of contract and the duty of good faith and fair
dealing, fraud, violation of federal securities laws, estoppel, and
reformation and seek damages in excess of $20 million, plus attorneys'
fees and costs. In response to a motion to dismiss filed by Stonepath,
the Court dismissed the federal securities law and estoppel claims and
denied the motion as to all other claims. Company believes it has
meritorious defenses to the remaining claims and intends to defend the
matters vigorously.

The Company is involved in various other claims and legal actions arising
in the ordinary course of business. In the opinion of management, the
ultimate disposition of these matters will not have a material adverse
effect on the Company's consolidated financial position, results of
operations or liquidity.
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Changes in Securities and Use of Proceeds

In July 2001, the Company issued a warrant to purchase 100,000 shares of
it's common stock at an exercise price of $.82 per share, in connection
with advisory services performed by one of the principal holders of our
Series C Preferred Stock. This issuance was exempt from registration
pursuant to Section 4(2) of the Securities Act of 1933.

Defaults Upon Senior Securities

None.

Submission of Matters to a Vote of Security Holders

None.

Other Information
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None.

Item 6. Exhibits and Reports on Form 8-K

(a) The following exhibits are included herein:
None
(b) The Company filed the following Current Report on Form 8-K during the

three month period ended September 30, 2001:
(i) Current Report on Form 8-K, dated August 30, 2001.

The Company filed the foregoing report Current Report on Form 8-K
reporting, under Item 5, the signing of a definitive agreement to
acquire Air Plus Limited and its operating affiliates.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

STONEPATH GROUP, INC.

Date: November 13, 2001 /s/ Dennis L. Pelino
Dennis L. Pelino
Chief Executive Officer and
Chairman of the Board of Directors

Date: November 13, 2001 /s/ Jay Elwell

Jay Elwell
Treasurer and
Principal Accounting Officer
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