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In the Matter of

Petition of UCN, Inc. for a

Certificate of Public Convenience and
Necessity to Offer Resold and Facilities-Based
Local Exchange Telecommunications Services
Within the State of Idaho

Docket No. B0 -T-cd-of

APPLICATION OF UCN, INC.
FOR A CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY
I. Proposed Services

UCN is currently a provider of switched and dedicated resold
interexchange telecommunications services. UCN contracts with a number of
third party providers for the right to resell the various interexchange
telecommunication services and products they provide, and then offers all of
these various services to its customers. UCN also operates an advanced .
customer contact handling/management software application that enables UCN
to offer enhanced call routing and management services to targeted small and
medium sized enterprise ("SME") customers. The variety of services and
products offered by UCN allow customers to buy only those telecommunicafions -~
services they need from one source, combine those services in a customized
package, receive one bill for those services, and make one call to UCN if a
service problem or billing issue arises.

By this Application, UCN seeks additional authority to allow the company -
to offer existing and prospective customers resold and/or facilities-based (leased)

competitive local exchange telecommunications services. Applicant seeks
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authority to provide these services in Idaho exchanges currently served by Qwest
and Vérizon. The local exchange services Applicant proposes to offer include
business class local loop connectivity and transmission, including 2-wire, 4-wire,
DS-0, DS-1, DS-3, and OCn local loops necessary to connect customers to UCN’s

nearest point of presence (POP).

Form of Business
1. Name, Address and Form of Business
UCN, Inc.
14870 South Pony Express Road
Bluffdale, Utah 84065
Corporation
a. If the applicant is the sole proprietor,
(1) the name and business address of the applicant, and
(2) the business name of the sole proprietorship.

b. If the applicant is a partnership,

(1) a list of the names and business addresses of all the
partners, and

(2) the business name of the partnership.
c. If the applicant is a corporation,

(1) a short statement of the character of public service in
which it may engage,

UCN is a publicly-traded corporation organized
under the laws of the state of Delaware. UCN stock
trades on the OTC board under the ticker symbol -
UCNN.OB. Its principal place of business is 14870 South

Pony Express Road, Bluffdale, UT 84065. UCN's toll-free
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(2)

(3)

(4)

phone number is 1-800-669-3319 and its local phone
number is 1-866-541-0000.

UCN is registered as a foreign corporation with the
Idaho Secretary of State and is in good standing. UCN
currently provides resold long distance to business and
residential consumers in Idaho. In June 2004, Applicant
changed its name from Buyers United, Inc., d/b/a

buyersonline, d/b/a United Carrier Networks to UCN, Inc.

the name of the state in which it is incorporated,

UCN is a publicly-traded corporation organized
under the laws of the state of Delaware.
its principal business address and its principal business
address within Idaho,

UCN’s principal place of business is 14870 South
Pony Express Road, Bluffdale, UT 84065. Its toll-free
phone number is 1-800-669-3319 and its local phone
number is 1-866-541-0000. UCN has no business office

in the state of Idaho.

a certified copy of its articles of incorporation,
A copy of Applicant’s Certificate of Incorporation

from the Delaware Department of State is attached as

Exhibit 1.
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(5) if not incorporated in Idaho, a certificate of good standing
issued by the Idaho Secretary of State of Idaho, and

UCN’s current Certificate of Authority from the
Idaho Secretary of State is attached as Exhibit 2.

(6) name and address of registered agent for service in
Idaho.

National Registered Agents, Inc.
1423 Tyrell Lane
Boise, ID 83706

2. If a corporation, the names and addresses of the ten common
stockholders of applicant owning the greatest number of shares of
common stock and the number of such shares owned by each, as

follows:
Name and Address Shares Percentage of | Percentage
Owned All Shares of Voting
Issued and Control

Outstanding

I-Link Incorporated 808,546 6.2% 6.2%

9775 Business Park Avenue
San Diego, CA 92131 A
Theodore Stern (2) 2,694,435 18.1% 18.1%

2970 One PPG Place
Pittsburgh, PA 15222

Gary Smith (2) (3) 520,084 4.0% 4.0%
14870 Pony Express Road
Bluffdale, UT 84065

Edward Dallin Bagley (2) 1,371,954  9.9% 9.9%
2350 Oakhill Drive
Salt Lake City, UT 84121

Steve Barnett (2) 394,949 3.0% 3.0%
666 Dundee Road, Suite 1704
Northbrook, IL 60062




G. Douglas Smith

Kimm Partridge

Steven Barnett

James Ozanne

Paul Koeppe

Blake O. Fisher, Jr.

Executive Vice President, Sales

Corporate Secretary

Director

Director

Director

Director

—

14870 S. Pony Express Rd.
Bluffdale, Utah 84065

14870 S. Pony Express Rd.
Bluffdale, Utah 84065

14870 S. Pony Express Rd.
Bluffdale, Utah 84065

14870 S. Pony Express Rd.
Bluffdale, Utah 84065

14870 S. Pony Express Rd.
Bluffdale, Utah 84065

14870 S. Pony Express Rd.
Bluffdale, Utah 84065 -

4. Name and address of any corporation, association, or similar
organization holding a 5% or greater ownership or a management
interest in the applicant. As to ownership, the amount and
character of the interest must be indicated. A copy of any
management agreement must be attached.

Name and Address Shares Percentage of | Percentage
Owned All Shares of Voting
Issued and Control
Outstanding
I-Link Incorporated 808,546 6.2% 6.2%
9775 Business Park Avenue ~
San Diego, CA 92131 -

5. Names and addresses of subsidiaries owned or controlled by

applicant.

UCN is the 100% owner of UCN, Inc. - Virginia, a Virginia

corporation through which UCN provides resold long distance

services. UCN has no other affiliated interests.
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III. Telecommunication Service

1. The date on which applicant proposes to begin construction or
anticipates it will begin to provide service.

UCN will not construct any facilities in Idaho. UCN

proposes to begin providing service in Idaho in the Third Quarter

of 2005.

2. A written description of customer classes and customer service(s]
that the applicant proposes to offer to the public.

UCN seeks authority to allow the company to offer existing and
prospective customers resold and leased competitive local exchange
telecommunications services. Applicant seeks authority to provide these
services in Idaho exchanges currently served by Qwest and Verizon. The

local exchange services Applicant proposes to offer include business class

a

local loop connectivity and transmission, including 2-wire, 4-wire, DS-0, DS-
1, DS-3, and OCn local loops necessary to connect customers to UCN’s
nearest point of presence (POP).

At least initially, UCN will offer local exchange services to

business customers only. -

IV. Service Territory

1. A description sufficient for determining whether service is to be
offered in a particular location; and the names of all incumbent
local exchange corporations with whom the proposed utility is
likely to compete.

v
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Applicant currently provides resold long distance services
to Idaho business and residential consumers pursuant to
Commission authority (Utility No. U-5979-C).

Applicant seeks authority to provide these services in Idaho
exchanges currently served by Qwest and Verizon.

Written description of the intended manner of service, for
example, resold services or facilities based. A general description
of the property owned or controlled by applicant.

Initially, Applicant seeks authority to provide resold local
exchange services.

Applicant does not anticipate installing physical plant at this
time or in the near future. As the market for its services and
business plans dictate, however, UCN may eventually lease or
deploy its own switches within existing carrier hotels or other
leased premises. No physical construction of fiber optic or copper
cables is anticipated, now or in the future.

A statement describing with whom the applicant is likely to
compete.

Applicant’s local exchange services will be sold in
competition with Qwest, AT&T, MCI, Level 3 and other non-rural
incumbent LECs and CLECs currently providing services in Idaho.
A description of the property owned by the applicant clarifies the
applicant’s proposed services and operation.

Applicant does not anticipate installing physical plant at this

time or in the near future. As the market for its services and
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business plans dictate, however, UCN may eventually lease or
deploy its own switches within existing carrier hotels or other
leased premises. No physical construction of fiber optic or copper

cables is anticipated, now or in the future.

V. Financial Information

1.

Current detailed balance sheets, including a detailed income and
profit and loss statements of applicant reflecting current and prior
year balances for the twelve months ended as of the date of the
balance sheet, or if not readily available, for the period since the
close of the preceding calendar year.

UCN has substantial financial wherewithal and access to
ample capital. Since 2000, the company has delivered strong
revenue growth beginning with $7.36 million in 2000, $14.34
million in 2001, $30.16 million in 2002 and $63.31 million in
2003. During that growth period, the company has also
experienced strong EBITDA and net income (before preferred
dividends) growth. For the year 2001, EBITDA was a negative
$4.32 million, net loss was $6.07 million; 2002 EBITDA was $3.05
million, net income was $330,183. For the year 2003, EBITDA
was $6.9 million, net income was $1.17 million.

As set forth in the company’s most recent quarterly filing
with the Securities and Exchange Commission, UCN garnered
nearly $16 million in revenues for the three month period ending
September 30, 2004, resulting in operating income of nearly

$400,000. See SEC Form 10-Q at Exhibit 3 (also provided at

Exhibit 4 is UCN’s 2003 Annual Report to Shareholders - SEC




Form 10-K and Press Release announcing the exercise of $3.6
million in warrants). These documents demonstrate that
Applicant has access to sufficient cash and more than adequate
financial resources to provide competitive local exchange
telecommunications services in the state of Idaho.

2. If a balance sheet and income statement are not available, the
applicant must submit financial data sufficient to establish that it
possesses adequate financial resources to provide the proposed
services.

Not Applicable.
VI.  "Illustrative" Tariff Filings

Proposed initial tariff and price sheets setting forth rates, rules, terms,
and regulations applicable to the contemplated service.

UCN’s proposed Idaho Local Exchange Tariff No. 2 is attached

hereto at Exhibit 4.

A

VII. Customer contacts
1. Contact information for the Applicant.
a) The name, address, and telephone number and electronic
mailing addresses (if available) of the person(s) responsible —
for consumer inquiries and complaints from the public.
Kimm Partridge, Corporate Secretary
14870 South Pony Express Road
Bluffdale, Utah 84065

b) A toll-free number for customer inquiries and complaints.

W

Toll-Free Business Customers:
800-669-3319

Toll-Free Residential Customers:
800-363-6177

W)




VIII.

IX.

c) The name, number and electronic mailing addresses (if
available) of the person(s) designated as a contact for the
Commission Staff for resolving complaints, inquiries and
matters concerning rates and price lists or tariffs.

Interconnection Agreements

1. Statements of whether the applicant has initiated interconnection

negotiations and, if so, when and with whom.

Applicant is not presently engaged in interconnection

negotiations with any incumbent LECs, such as Qwest.

Compliance with Commission Rules

A written statement that the applicant has reviewed all of the
Commission rules and agrees to comply with them, or a request for
waiver of those rules believed to be inapplicable.

Attached as Exhibit 5.

Escrow Account or Security Bond

1.

If a company requires advance deposits by its customers, the
company must submit a signed copy of an escrow account with a
bonded escrow agent or a security bond. The escrow or bond shall
be sufficient to meet customer deposit refunds in case of
company default.

Applicant does not require advance deposits by its customers.

At the Commission's discretion, an additional deposit may be
required to keep customers whole in case of company default.

The Commission will review the individual requirement of
establishing an escrow or security account by the Company upon
good showing by the Company for a period of two years.

A\
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EXHIBIT 1

Articles of Incorporation
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Delaware

The firﬁt State

PAGE 1

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED ARE TRUE AND CORRECT
COPIES OF ALL DOCUMENTS ON FILE OF "UCN, INC." AS RECEIVED AND
FILED IN THIS OFFICE.

THE FOLLOWING DOCUMENTS HAVE BEEN CERTIFIED:

CERTIFICATE OF INCORPORATION, FILED THE FIFTEENTH DAY OF
 MARCH, A.D. 1999, AT 9 O'CLOCK A.M.

CERTIFICATE OF MERGER, FILED THE THIRTEENTH DAY OF APRIL,
A.D. 1999, AT 9 O'CLOCK AM.

CERTIFICATE OF DESIGNATION, FILED THE TWENTY-THIRD DAY OF
JUNE, A.D. 1999, AT 9 O'CLOCK A.M.

CERTIFICATE OF AMENDMENT, CHANGING ITS NAME FROM "BUI, INC."
TO "BUYERSONLINE.COM, INC.", FILED THE NINETEENTH DAY OF APRIL,
A.D. 2000, AT 9 O'CLOCK A.M.

CERTIFICATE OF DESIGNATION, FILED THE TWENTY-EIGHTH DAY OF
SEPTEMBER, A.D. 2000, AT 9 O'CLOCK A_M.

CERTIFICATE OF AMENDMENT, FILED THE TWENTY-FOURTH DAY OF
OCTOBER, A.D. 2000, AT 9 O'CLOCK A.M.

CERTIFICATE OF AMENDMENT, CHANGING ITS NAME FROM

"BUYERSONLINE.COM, INC." TO "BUYERS UNITED, INC.", FILED THE

Harriet Smith Windsor, Secretary of State

3016691 8100H AUTHENTICATION: 3467337

040808801 DATE: 11-09-04
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The First State

PAGE 2

FIRST DAY OF NOVEMBER, A.D. 2001, AT 9 O'CLOCK A.M.

CERTIFICATE OF OWNERSHIP, FILED THE THIRTIETH DAY OF
DECEMBER, A.D. 2002, AT 5 O'CLOCK P.M.

AND I DO HEREBY FURTHER CERTIFY TEAT THE EFFECTIVE DATE OF
' THE AFORESAID CERTIFICATE OF OWNERSHIP IS THE THIRTY-FIRST DAY
OF DECEMBER, A.D. 2002. |

CERTIFICATE OF OWNERSHIP, FILED THE THIRTIETH DAY OF
DECEMBER, A.D. 2002, AT 5 O'CLOCK P.M.

AND I DO HEREBY FURTHER CERTIFY THAT THE EFFECTIVE DATE OF
THE AFORESAID CERTIFICATE OF OWNERSHIP IS THE THIRTY-FIRST DAY
OF DECEMBER, A.D. 2002. -

CERTIFICATE OF AMENDMENT, CHANGING ITS NAME FROM "BUYERS
UNITED, INC." TO "UCN, INC.", FILED THE THIRTIETH DAY OF JUNE,
A.D. 2004, AT 4:25 O'CLOCK P.M.

"AND I DO HEREBY FURTHER CERTIFY THAT THE EFFECTIVE DATE OF
THE AFORESAID CERTIFICATE OF AMENDMENT IS THE FIFTEENTH DAY OF
JULY, A.D. 2004, AT 12:01 O'CLOCK A.M.

AND I DO HEREBY FURTHER CERTIFY THAT THE AFORESAID
CERTIFICATES ARE THE ONLY CERTIFICATES ON RECORD OF THE

AFORESAID CORPORATION.

\iﬂz&a~bt'xxkubiﬁzg%LyuxAJAJ
Harriet Smith Windsor, Secretary of State

3016691 8100H AUTHENTICATION: 3467337

040808801 DATE: 11-09-04




STATE OF DELAWARE
SECRETARY OF STAYTE
o ] DIVISION OF CORPORATIONS

FILED 09:00 AM 03/15/1999 ~~

991099477 — 3016691

CERTIFICATE OF INCORPORATION
or
BUL, INC.

- ARTICLEI

The name of the Corporation is BUIL, Inc.

ARTICLETE
REGISTERED OFFICE AND AGENT FOR SERVICE

The address of the Corporation’s registered office in the State of Delaware is i the
county of New Castle, at 1013 Contro Road, Wilmington, Defaware 10805. The name of its
mﬁmedagmﬁmm&wmw

. ARTICLEND

The purposc of the Corporetion is to engage in any lawfil act or activity for which
corporations may be orgauized under the Geperal Corporation Law of the State of Delaware.

ARTICLEIV

1.  Shares, Classes and Serics Anfhorized.

The total number of shares of all classes of capital stock that the Corporation shall have
authority to issue is 25,000,000 shares. Stockholders shall not have any preemptive rights, nar
- shall stockholders have the right to cunsulative voting in the election of directoss or for any other
purpose. The classes and the aggregate number of shares of stock of each class that the
Corporation shall have authority to issue arc as follows:

(8) 20,000,000 shares of Common Stock, $0.0001 par value ("Common Stock™).
®) 5,000,000 shares of Preferred Stock, $0.0001 par value ("Prefierred Stock™).
2. Powers and Rights of the Prefemred Stock.

The Preforred Stock may be issned from time to time in ons or more serics, with such
distinctive serial designations as may be statod or expressed in the resolution or resolutions
providing for the issuo of such stock adopted from time to time by the Board of Diroctors; and in
such resolution or resolutions providing for the issuance of shares of each particular series, the -
m&mumwmmhmmmm:fmmmm




for which tho shares of such scrios are to be issucd; the mmber of shares constituting such sedes,
which number may be increased (except s otherwise fixed by the Board of Directors) or
action of the Board of Directors; the rate of dividends upon which and the times at which
dividends on shares of such seties shall be paysble and the preference, if any, which such
dividends shall have relative to dividends on shares of sny other class or classes or any other

cumulative; the rights, if any, which the holders of shares of such serics shall have in the event of
dissolution or winding up of the affirs of the Corporation; the rights, if any, which the holders of
ghares of such serics shall have to convert such sharcs into or exchange such shares for shares of
any ofher class or classes or any other seties of stock of the Carparation or for axy debt securities
of the Carporation and the terms and couditions, including price and ratc of cxchange, of such
conversion or exchange; whether shates of such series shall be subject to redamption, and the
redemption price or prices and other tams of redemption, if any, for shares of such serics
including, without limitation, a redemption price or ptices peyable in shares of Common Stock;
the terms and amouuts of any sinking fund for the puchase ar redemption of shares of such
other special rights, quatifications, limitetions or restrictions thereof pertaining to shares of such

3.  Issuance of the Common Stock and the Preferred Stock.

The Board of Dircctors of the Comporation may from time to time authorize by resolution
the issuance of eny or all shares of the Commeon Stock aud the Preferred Stock harein authorized
in accordsnce with the terms and conditions set forth in this Certificate of Incorporation for such
purposss, in such amounts, to such persons, corporations or eatities, for such consideration, and
in the case of the Preferred Stock, in onc or more serics, all as the Board of Directors in its
discretion may determine and without any vote or other action by the stockholders, except as
otherwise required by law. The capital stock, after the amount of the subscription price, or par
value, has been paid in shall not be subject to assessment to pay the debis of the Corporation.

ARTICLEV
- BOARD OF DIRECTORS

The governing board of the Corporation shall be known as directors, and the sumber of
directors may from time to time be increased or decreased in such manner as shall be provided by
the Bylaws of the Corporation, provided that the number of directors may not be less than one
nor more than fificen. Effective upon filing of this Certificate, the membexs of the board of
directors, consisting of thres pexsons, shalt be as follows:

Rod Smith 66 E. Wadsworth Park Dr., Suite 101
Draper, Uteh 84020




C. Douglas Smith 66 B. Wadswuorth Park Dr., Suite 101

Danicl R. Ainge 66 E. Wadsworth Park Dr., Suite 101
Druper, Utah 84020

POWERS OF BOARD OF DIRECTORS

mmﬁmdﬂums&nhmmww«
wndér the direction of its Board of Directors. In furtherance, and not in Hmitation of the powers
conferred by the laws of ths State of Delaware, the Board of Directors is expressly authorized:

1.  To make, alter, amend or repeal the Bylaws of the Corporation; provided, that no
adoption, amendorent, or repeal of the Bylaws shall invalidate any act of the board of directors
mmmmmmmmmwmm

2. To deteomine the rights, powers, dutics, rales and procedures that affect the power of the
board of directors to manage and direct the property; business, and affairs of the Corporation,
including the power to designate and empower committees of the board of divectors, to elect,
sppoint and empower the officers and other agents of the Corporation, and to determine the time

and place of, and the notice requirements for board meetings, as well as the manner of taking
‘board action; and

3. To exercise all such powers and do all such acts as may be exercised by the Corporation, |
subject to the provisions of the laws of the State of Delaware, this Cextificate of Incorporation,
and the Bylaws of the Corporation.

ARTICLE VII
INDEMNIFICATION

“The Corporation hall indemmify and may advance expenses to its officers and divectors -
1o the fullest extent penmitied by law in existence either now or hereafter.

ARTICLE Vill
LIMITATION ON PERSONAL LIABILITY FOR DIRECTORS

A director of the Corporation shall not be personally liable to the Corporation or its
stockholders for monetury damages for breach of a fiduciary duty as a divector, except for
Hability (i) for any breach of the director’s duty of loyalty to the Corporation or its stockbolders,
(i) for acts or omissions not in good faith or which involve intentional misconduct or a knowing
violation of law, (iii) under Soction 174 of the Dalaware General Corporation Law or (iv) for any
transaction from which the director derived any improper personal benefit. If the Delaware
General Corporation Law is amended hereafter to anthorize corporate action further eliminating
of limiting the personal liability of directors, then the Hability of & director of fhe Corporation

3




ghall be eliminsted or limited to the futlest extent permitted by the Delaware General Corporation
Law, as g0 amended.

Any repeal or modifieation of the foregoing paragraph by the stockh
G@Mmhnmdvmdymamm«pmm&am&ﬂww
existing at the time of such repeal or modification,

- ARTICREIX
CEKRTIFICATE SUBJECT TO AMENDM.ENT

The Comporstion reserves the right to amend, alter, change or repeal any provision
WhﬁdehMWmamm‘bﬁw
stamtes ot by the Certificate of Incorporation, and except as otherwise provided by this Certificate
wwmmmmmmmmwmm
Teservation.

ARTICLEX

‘The sole incorparator of the Corporation is:

Rod Smith 66 B. Wadsworth Park Dr., Suite 10]
Draper, Utah 84020

IN WITNESS WHEREOF, the wndemsigned, acting as the sole i of the
Wmmc«nﬁcﬂeofhmommumumddeedﬁs of Mmch,




SECOND

FOURTH

SEVENTH:

STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS.
FILED 09:00-AM 04/13/1999
991145573 — 3016691

CERTIFICATE OF MERGER

BUYERS UNlTEDH’iTERNAMNAL,INC{A Umb Cotporatmn)

BU(,INC.(ADekwamCommm
M%zsza&hm%c&mm

Thewmmummomsofthemaga(the“Magef}areB
Delaware (“BUI”) ‘and BUYERS: UNIIED INIERN UL [NC-, 8
aUtah Oomwll Ond ATIONAL,}NC.,

BU!andBuyus Umtedhaweeachappmved,adopmd,cemﬁed,a:wned,
achowiedgedaplanofmger(ﬂ:e of Merger™), mﬂuespeatoﬂmeMer?g
mmozﬂaneewx&SedngSZoftheGawmlCmpuauonLaw

nT&zmmgcorpomﬁonofﬂwMﬂgermﬂbeBm.mdxtsnameMHbeBUL

’!hecauﬁeateofmcmpomhonofBUIasﬂnemwmgcoxpom
eemﬁmeofmmrpommascmaniymeﬁ'ect. MM beﬂs

'l‘heexecutedP!anofMexgensonﬁleatﬂwpnncxpal Iaeeofbus
loeatedat66!:‘.. Wadswrthl’achr SumelOI Dlapet,ll,ltah 84!)20lness OfBUL

Anystockholdetofaﬂ:erBUlorBuyersUmﬂedw:ﬂbeﬁmusbedwxﬂa
PlanofMecgetwﬂmxtcostupmmq\mttoBUL aeopyofﬂle

ﬂneaudlorwadmpxtalstockofBuyasUmﬁedElOOOOO
nopa:value. OOOShmsofCommon

INWITNESS WHEREOF.&emdemgnedhavemmedthisCauﬁm Metg
ﬂ1e9thdayoprnl 1999 Maﬁmﬁemhaeofmmmdamepmﬂu;fofpeqﬁd




STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 09:00 AM 06/23/1999
991254797 — 3016691

AND OTHER DISTINGUISHING CHARACTERISTICS OF
_ Pursuant to Section 151(g) of the General Corporation Law of the State of Delaware

BUI, INC., a corporation organized and existing under the laws of the state of Delaware

{the “Corporation™), in accordance with Section 151(g) of the General Corporation Law of

1. The Cestificate of Incorporation of the Corporation (the “Certificate of
- raﬁou”),ﬁxesihetotalnumbetofshamof-alldasmofcapiulsmckwhichthe
Corposation shall have the authority to jssue at Twenty-Five Million (25,000,000) shares, of
which Five Million (5,000,000) shares shall be shares of Preferved Stock, par value $0.0001 per
share (herein referred to as “Preferred Stock™), and Twenty Million (20,000,000} shares shall be
shares of Common Stock, par vatue $0.0001 per share (herein referred to as “Common Stock™)-

2. The Certificate of Incorporation expressly grants to the Board of Directors of the
Corporation authority to provide for the issuance of said Preferred Stock in one or more sexies,
with such voting powers, if any, and with such designations, preferences and relative,
participating, optional or other special rights, and qualifications, limitations or restrictions
ﬂxereof,asshallbesmdandexpmssedinﬂlemsoluﬁon ormv_olutionspmvidingforthe issue

_ ,_ﬂ:eteofadoptedbytheBoaxdofDirectorsandasarenotstatedandexpmsedintheCetﬁﬁcateof
Incorporation.

3. Pursuamt to authority conferred upon the Board of Directors by the Cetificate of

Tncorporation, the Board of Directors, on May 14, 1999, by unanimous written consent, duly

\  authorized and adopted the following resolutions providing for a series to be designated “Series
A Convertible Preferred Stock™;

RESOLVED, that issue of a series of Preferred Stock, $0.0001 par value per share, of the -
Corporation consisting of 2,000,000 shares designated as “Qeries A Convertible Preferred
Stock”, is hereby provided for, and the voting power, designation, preferences and
relative, participating, optional or other special rights, and the qualifications, limitations
or restrictions thereof, of such series shall be as set forth below, and upon the effective
date said series sballbedeemedtobeincludedinandbeapartoftheCertiﬁe@eof
Incorporation of the Corporation pursuant to the provisions of Sections 104 and 151 of
the General Corporation Law of the State of Delaware:




SERIES A PREFERRED STOCK

Designation; Number of Shares. The designation of such series of Preferred Stock shall
be“SeﬁesAConvaﬁblePwﬁmedSmck”@aﬁuﬁam&nedmm&e“SeﬁuASm&)md
the number of authorized shares coustituting the Seties A Stock is Two Million (2,000,000). The
Series A Stock shall be deemed a separate class of Preferred Stock, and shall be apart from any
other series of Preferred Stock.

Part 1. Liquidation. | !

Upon any liquidation, dissolution, or winding up of the Corporation, the holders of Series
A Stock will be entitled to be paid before any distribution or payment is made upon Junior
Securities (as defined below), an amount in cash equal to the aggregate Liquidation Value (as
~ defined below) of all shares of Series A Stock outstanding, and the holders of Series A Stock will
ot be entitled to any further payment. If upon any such liquidation, dissolution, or winding up
of the Corporation, the Corporation’s assets to be distributed among the holders of Series A
Stock are insufficient to permit payment to such holders of the aggregate amount which they are
entitled to be paid; then the entire assets fo be distributed will be distributed ratably among such
holders based upon the aggregate Liquidation Value of the Series A Stock held by each such
holder. The Corporation will mail written notice of such liquidation, dissolution, or winding up
not less then 30 days ptior to the payment date stated therein, to each record holder of Series A
Stock. Neither the consolidation or merger of the Corporation into or with any other corporation
or corporations, nor the sale or transfer by the Corporation of all or any part of its assets, nor the
reduction of the capital stock of the Corporation, will be deemed to be liguidation, dissolution, or
winding up of the Corporation within the meaning of this Part 1.

Part 2. Dividends.

7A Bntiflement The holders of Sesies A Stock shall be entitled to receive cumulative
dividends when and as declared by the Corporation’s Board of Directors out of funds available
therefor under applicable law.. Such dividends shall be paid to the holders of record at the close
of business on the date specified by the Board of Directors at the time such dividend is declared;
provided, however, that such date shall not be more than sixty (60) days nor less than ten (10)
days prior to cach respective Dividend Payment Date (as defined below under this Part 2).

2B. Accrual Rate. Dividends on cach share of Series A Stock shall accrue
cumulatively on a daily basis at the rate of 8.00% per annum of the Liquidation Value thereof,
but not including such portion of the Liquidation Value, ifany,which,consﬁWaccruedand
unpaiddividends,ﬁom.andincludingthedateofiswameofsmhshmtoandincludingthedatc
on which the Redemption Price (as defined below) of such share is paid or the date on which
suchshatcisoonvertedintoCommonStock. Such dividends shall accrue whether or not they
haveheendeclaredandwhethetornotthaearcproﬁts,sutplusoro&erﬁmdsoftheCorporaﬁon
legally available for the payment of dividends. The date on which the Corporation imitially
issues anyshareofﬂxeSaiesAStockwillbedeemedtobeits“dateofissuance”regardlasof
thenumbaofﬁmesumxsferofanysuchshareismadeonﬁ:estockmcordsmainminedbyorfor
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the Corporation and regardless of the number of cestificates which may be issued to evidence any

2C.  Dividend Payment Dates. Dividends on the Series A Stock shall be payable semi-
annually on June 30 and December 31 of each year (the “Dividend Payment Dates™); provided,
that the first Dividend Payment Date shall be December 31, 1999. Al dividends which have
accrued on each share of Series A Stock outstanding during the period ending upon each such
Dividend Payment Date will be added to the Liquidation Value of such share and will remain a
part thereof until such dividends are paid.

2D. Manner of Payment. Dividends on the Series A Stock shall be paid to the holders
in cash or in-kind through the issuance of Common Stock, as determined at the election of the
Corporation within sixty (60) days following each Dividend Payment Date. If paid in-kind with
Common Stock, the number of shares issued to each holder shall be equal to the dollar amount of
the dividend divided by the average Market Price (as defined below) per share of Common Stock

overﬂ:eﬁve(i)tradmgdaysxmmedmelypmoedmgthedaleonwhchﬂ\edmdendxsdeclmd,
roun&duptothemestwholesham.

2E.  Certain Restrictions. The Corporation shall not, without the prior written consent
of the holders of a majority of Series A Stock, (i) declare, order or pay any dividend (other than
dividends payable solely in shares of stock) on any Junior Securities or (ii) redeem any shares of
Junior Securities, unless and until the Corporation shall have redeemed all of the outstanding
Series A Stock or all shares of Series A Stock are converted to Common Stock.

" 2F. Distribution of Partial Dividend Payments; Fractional Shares. If at any time the
‘Corporation pays less than the total amount of dividends then accrued with respect to the Series
‘A Stock, such payment will be distributed ratably among the holders of such Series A Stock
based upon the aggregate accrucd but unpaid dividends on such Serics A Stock held by each
holder. Each fractional share of Series A Stock outstanding, if any, shall be entitled to a ratably
proportionate amount of all dividends to which each outstanding full share of such Series A
Stock is entitled hereunder.

Part 3. Conversion Rights. -

3A. Holder Conversion Procedure. Subject to the provisions set forth below, each
share of Series A Stock shall be convertible at the option of the holder thereof, in the manner
hereinafier set forth, into that number of fully paid and non-assessable shares of Common Stock
determined as set forth below. Any holder of Series A Stock desiring to convert such shares into
shares of Common Stock shall surrender the certificate or certificates for the shares being
couverted, duly endorsed or assigned to the Corporation or in blank, at the principal office of the
Corporation or at the bank or trust company appointed by the Corporation for that purpose,
accompanied by a written notice of conversion specifying the number of shares of Series A Stock
to be converted and the name or names in which such holder wishes the certificate or certificates
for shares of Common Stock to be issued. After the receipt of such notice of conversion and the
certificates for the Series A Stock converted, the Corporation shall promptly issue and deliver or
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cause to be issued and delivered to such holder a cestificate or certificates for shares of Common
Seockmdungﬁ'omsudmonvewen. In case less then all of the shares of Series A Stock

eseated by a certificate are to be converted by a holder, upon such conversion the
Cotpomﬂonsln!lalsodd;verorcausetobedehvmdmsmhhoﬁaamﬁmeoreunﬁcam
for the shares of Series A Stock not so converted. The Corporation shall pay all transfer agent
fees and expenses payable upon the conversion of Series A Stock.

3B. Company Conversion Procedure. Subject to the provisions set forth below, each
:shareofSenwAStockshanbeconvem’bleatﬂzeopuonofﬂwCompauy in the manner
-haemaﬁersetforth,mtothatnumherofﬁlllypadandnon-assessableshamofCommonStock
determined as set forth below. The Company must convert all Series A Stock if it converts any
Scries A Stock. The Company may elect to convert the Series A Stock to Common Stock by
tesolution of the Board of Directors (“Conversion Resolution™) duly adopted at a meeting of
Directors or by unanimous written consent of the Directors, if as of the close of business on the
" Business Day immediately preceding adoption of such resolution the Company Conversion
Conditions (as defined below) have been met. Written notice of conversion shall be sent not less
than five Business Days following the day on which the Conversion Resolution is adopted to all
holders of record of the Series A Stock at their addresses appearing on the books and records of
the Corporation specifying the date of conversion, which shall not be less than 20 calendar days
following the date such notice is given. Promptly after the date of conversion set forth in the
_ notice, each holder of the Series A Stock shall surrender the certificate or certificates for the
shares to the Corporation at the principal office of the Corporation or at the bank or trust
company appointed by the Corporation for that purpose. After the receipt of the certificates for
the Series A Stock converted, the Corporation shall promptly issue and deliver or cause to be
issued and delivered to such holder a-certificate or certificates for shares of Common Stock
resulting from such conversion. The Corporation shall pay all transfer agent fees and expenses
payable upon the conversion of Series A Stock. - _

3C. Conversion Rate. Each share of Series A Stock shall be convertible into the
number of fully paid and nonassessable shares of Common Stock which results from dividing the
“Conversion Price” in effect at the time of conversion into the “Conversion Value™. The initial
Conversion Price per share of Series A Stock shall be $2.00. The Conversion Value per share of
Series A Stock shall be $2.00. The initial Conversion Price shall be subject to adjustment as set
forth in paragraph 3D.

3D. Conversion Price Adjustments of Preferred Stock. The Conversion Price of the
Series A Stock shall be subject to adjustment from time to time as set forth below.

(1)  Adjustment Provisions. If the Corproration shall issue, after the date upon which any
shares of Series A Stock were first issued (the “Purchase Date™), any Additional Stock (as defined
below) without consideration or for a consideration per share less than the Conversion Price in
effect immediately prior to the issuance of such Additional Stock, the Conversion Price in effect
immediately prior to each such issuance shall forthwith (except as otherwise provided in this clause
(‘))bereduoedtomepncepershareatwhwhﬂwCoxpmmwdorsold.onsdeemedtohave
issued or sold, such shares of Common Stock. Excepttoﬂ:ehmtcdextentprowded for in
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subparagraphs 3D(1)(c)Gii) and (iv). no adjustment of the Couversion Price pursuant to this
subparagraph 3D(1) shall have the effect of increasing the Conversioa Price above the Conversion
Price in effect itnmediately prior to such adjustment.

(@  In the case of the issuance of Common Stock for cash, the consideration
shall be deemed to be the amount of cash paid therefor before deducting any reasonable discounts,

commisstons or other expenses allowed, patdormctmdbyﬂxeCorpomuonforany underwriting
or otherwise in connection with the issuance and sale thereof.

(b) In the case of the issuance of the Common Stock for a consideration in
whole or in part other than cash, the consideration other than cash shall be deemed to be the fair
 value thereof as determined in good faith by the Board of Directors. '

(c)  In the case of the issuance of options to purchase or rights to subscribe for
Commoun Stock, securities by their terms convertible into or exchangeable for Common Stock or
opuonstopmvhaseornghmwmbsm’beformhmuvaﬁue«acchmgableseamues. the
following provisions shall apply for all purposes of this subparagraph 3D(1)(c) and subparagraph
3D(Xd):

® The aggregatc maximum mmber of shares of Common Stock
deliverable upon exercise (assuming the safisfaction of any conditions to exercisahility, including
without limitation, the passage of time, but without taking into account potential antidilution
adjustments) of such options to purchase or rights to subscribe for Common Stock shall be deemed
to have been issued at the time such options or rights were issued and for a consideration equal to
the consideration (determined in the marmer provided in subparagraphs 3D(1)(a) and (b)), if any,
received by the Corporation upon the issuance of such options or rights plus the minimum exercise
price provided in such options or rights (without taking into account potential antidilution
adjustments) for the Common Stock covered thereby.

_ (ii) The aggregate maximum number of shares of Common Stock
deliverable upon conversion of or in exchange (assuming the satisfaction of amy conditions to
convertibility or exchangeability, including, without [imiitation, the passage of time, but without
taking isto account potential antidilution adjustments) for any such convertible or exchangeable
securities or upon the exercise of options to purchase or rights to subsaribe for such convertible or
exchangeable securitics and subsequent conversion or exchange thereof, shall be deemed to have
been issued at the time such securities were issued or such options or tights were issued and for a
consideration equal to the consideration, if any, received by the Corporation for any such securities
andrdamedopﬁonsorrigbts(acc(udingmy cash received on account of accrued integest or accrued
dividends), plus the minimun additional consideration, if any, to be received by the Corporation
(without taking into account potential antiditution adjustments) upou the copversion or exchange of
.such securitics or the exercise of auy related options or rights (the consideration in each case to be
determined in the manner provided in subparagraphs 3D{1)(a) and (b)).

o (i) In the event of any change in the number of shares of Common
' 'Smckddivaableorinlhzconside:aﬁonpayabhtoﬁwCoxpom&ontmonexﬁdscofsuchoptions'
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or rights or upan conversion of or in exchange for such convertible or exchangeable securities,
(@mhxﬁng-ac&mgcmumngmldyﬁom&cmmmﬁmﬂmﬁfmehchmgcmm
from an event which gives rise to an antidilution adjustment under this paragraph 3D), the
ConmsionPﬁcqmtheminanywaybymwmmmdmingswhopﬁougdghtsor
securities, shall be recomputed to reflect such change, but no further adjustment shall be made for
ﬂwaoudismmceofConmmSmckmmypaymmtofmwhmﬁdemﬁonuponthemdscof
any such options or rights or the conversion or exchange of such securities. '

- (iv)  Upon the expiration of any such options or rights, the termination of
any such rights to convert or exchange or the expitation of any options or rights related to such
convertible or exchangeable securities, the Conversion Price, to the extent in any way affected by or
computed using such options, rights or securities or options or rights refated to such sccurities, shall
be recomputed to reflect the issuance of only the number of shares of Common Stock (and
convertible or exchangeable securities which remain in effect) actually issued upon the exercise of

~such options or rights, upon the conversion or exchange of such secunities or upon the exercise of
the optians or rights related to such securities.

(V)  The number of shares of Common Stock deemed issued and the
consideration deemed paid therefor pursuant to subparagraphs 3D(1)(c)@) and (i)shall be
appropriately adjusted to reflect any change, termination or expiration of the type described in
cither subparagraphs 3D(1)(c)(ii) and (iv). | |

(d)  “Additional Stock™ shall mean any shares of Common Stock issued (or
deemed to have been issued pursuant to subparagraphs 3D(1)(c)) by the Corporation after the

(i) Common Stock issued pursuant to a transaction described in
- subparagraphs 3D(1)(e) hereof; ‘

(i)  shares of Common Stock issuable or issued pursuant to a stock
opﬁon,wmarm,mnvasimﬁghnormchaseﬁghtoutsmdingkasofﬂumdmseDam;m

(i) Common Stock issued or issuable upon conversion of the Series A ;
Stock. -

(¢) Inthe event the Corporation should at any time or from time to time after the
RmhaseDamﬁxamddateﬂormeeﬁewnﬁwofaq)lhmsubdiviﬁmofﬂwomdhg
shares of Common Stock or the determination of holders of Common Stock entitfed to receive a
dividend or other distribution payable in additional shares of Common Stock or other securities or
rights convertible into, or entitling the holder thereof to receive directly or indirectly, additional
shares of Common Stock (hereipafter referred to as “Common Stock Equivalents”) without
payment of any consideration by such holder for the additional shares of Common Stock or the
- Common Stock Equivalents (including the additional shares of Common Stock issuable upon
conversion or exercise thereof), then, as of such record date (or the date of such dividend
distribution, split or subdivision if no record date is fixed), the Conversion Price of the Series A
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Stock shall be appropriately decreased so that the number of shares of Common Stock issuable on
conversion of each share of the Serics A Stock shall be increased in proportion to such increase in
the aggregate of shares of Commeon Stock outstanding and those issuable with respect to such
‘Common Stock Equivalents.

()  If the number of shares of Common Stock outstanding at any time after the
Purchase Date is decreased by a combination of the outstanding shares of Common Stock, then,
following the record date of such combination, the Conversion Price for the Series A Stock shall be
approprdately increased so that the number of shares of Common Stock issuable on conversion of

ewhshmofﬂleSmwAswd:dmnbedeamsedmpmpommmsmhdeammoummdhg
shares.

(2)  Ofther Distributions. In the event the Corporation shall declare a distribution
payab!emsecmmsofoﬂwrpmons evidences of indebtedness issued by the Corporation or other
~ persons, assets (excluding cash dividends) or options or rights not referred to in subparagraph
3D(1), then, in each such case for the purpose of this subparagraph 3D(2), the holders of the Series
A Stock shall be entitled to a proportionate share of any such distribution as though they were the
‘holders of the numbexr of shares of Common Stock of the Corporation into which their shares of
Series A Stock are convertible as of the record date fixed for the determination of the holders of
Common Stock of the Corporation entitled to receive such distribution.

(3)  Recapitalizations. If at any time or from time to time there shall be a
recapitalization of the Cormon Stock (other than a subdivision, combination or merger or sale of
assets transaction provided for elsewhere in this paragraph 3D) provision shall be made so that the
holders of the Series A Stock shall thereafter be entitled to receive upon conversion of the Series A
Stock the number of shares of stock or other securities or property of the Corporation or otherwise,
to which a holder of Common Stock deliverable upon conversion would have been entitled on such
recapitalization. In any such case, appropriate adjustment shall be made in the application of the
provisions of this paragraph 3D with respect to the rights of the holders of the Series A Stock after
the recapitalization to the end that the provisions of this paragraph 3D (including adjustment of the
Conversion Price then in effect and the number of shares issuable upon conversion of the Serics A
Stock) shall be applicable after that event as nearly equivalent as may be practicable.

(4  Dividend Payment Adiustment. In the event the Corporation fails to pay any
dividend within sixty (60) days following the applicable Dividend Payment Date, the Conversion
Price then in effict shall be reduced by subtracting from it the “Defoult Amount.” The initial
Default Amount shall be $0.25, and the Default Amount will be decreased or increased in the same
manner as adjustment of the Conversion Price described in subparagraphs 3D(1)(e) and (f).

(5) No Impaiment. The Corporation will not, by amendment of its Certificate of
Imorpomﬂono:tbroughmyreorgammhon,recapﬂahzaﬁon,tmnsfaofassm consolidation,
merger, dissolution, issue or sale of securities or any other voluntary action, avoid or seek to avoid
the observance or performance of any of the terms to be observed or performed hereunder by the
Corporation, but will at all times in good faith assist in the carrying out of all the provisiouns of this




paragraph 3D and in the taking of all such action as may be necessary or appropsiate in order to
protect the Conversion Rights of the holders of the Series A Stock against impairment.

be!meduponﬂxeoonverstonofanyshaxeorslmuof&eSmaAStock,andthenmnberof
shares of Common Stock to be issued shall be rounded to the nearest whole share. Whether or not
fractional shares are issuable upon such conversion shafl be determined on the basis of the total
- number of shares of Series A Stock the holder is at the time converting into Common Stock and the
number of shares of Common Stock issuable upon such aggregate conversion.

(7)  Notice of Adjustment. Upon the occurrence of each adjustment or readjustment of
the Conversion Price pursuant to this paragraph 3D, the Corporation, at its expense, shall promptly
computs such adjustment or readjustment in accordance with the terms hercof and prepare and
famish to cach holder of Series A Stock a certificate setting forth such adjustment or readjustment
and showing in detail the facts upon which such adjustment or readjustment is based. The
Corporation shall, upon the written request at any time of any holder of Series A Stock, furnish or
cause to be fumished to such holder a like certificate setting forth (2) such adjustment and
‘readjustment, (b) the Conversion Price at the time in effect, and (c) the number of shares of
Common Stock and the amount, if any, of other property which at the time would be received upon
the conversion of a share of Series A Stock.

(8)  Notices of Record Date. In the event of any taking by the Corporation of a record of
the holders of any class of securities for the purpose of determining the holders thereof who are
entitled to receive any dividend (other than a cash dividend) or other distribution, any right to
subscribe for, purchase or otherwise acquire any shares of stock of any class or any other securities
or property, or to receive any other right, the Corporation shall mail to each holder of Seties A
Stock, at least twenty (20) days prior to the date specified therein, a notice specifying the date on
which any such record is to be takea for the purpose of such dividend, distribution or right, and the
amount and character of such dividend, distribution or right.

(®)  Reservation of Stock Isauable Upon Conversion. The Corporation shall at all times
reserve and keep available out of its authorized but unissued shares of Common Stock; solely for
the purpose of effecting the conversion of the shares of the Series A Stock, such number of its
shares of Common Stock as shall from time to time be sufficient to effect the conversion of all
oufstanding shares of the Series A Stock; and if at any time the number of authorized but unissued
shares of Common Stock shall not be sufficient to effect the conversion of all then outstanding
shares of the Series A Stock, in addition to such other remedies as shall be available to the holder of
the Series A Stock, the Corporation will take such cotporate action as may, in the opinion of its
counsel, be necessary to increase its authorized but unissued shares of Common Stock to such
number of shares as shall be sufficient for such purposes, including, without limitation, engaging in

bwteﬁ?ommobmmthcmqmmesmckhold«appmvdofmymoessaymqunwdwse
provisions.

- (10) Nofices. Any notice required by the provisions of this Section 4 to be given to the
holdecsofsharesofSeﬁesASmckshallbedeemdgivenifdepos'uedinﬂ:eUniMSmmail,
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: ptepmd,mdaddmssedmeachholdaofmdahsad&essappwmgmﬂaebooksofm
Corporation. :

3E. Effect of Conversion. As of the date the Corporation receives notice of
conversion from the bolder of the Series A Stock under paragraph 3A, above,.or the third
calendar day following the day on which notice of coaversion by the Company to the holders of
Series A Stock under paragraph 3B is deposited in the U.S. Mail with first class postage prepaid

" (a “Conversion Date™), all rights pestaining to the Serics A Stock will cease, and such Series A

.. Stock will not be deemed to be outstanding. Al certificates representing the Series-A Stock

" subject to conversion will represent only the right to receive Common Stock of the Corporation . -

under this Part 3 and payment of all accrued and unpaid dividends as of the Conversion Date. .

- 3F.. Converted Shares. AnyshmwofSﬁmAStockwhl&atanytmehavebem
converted shall be canceled, may not be reissued as SenesAStoek,andshallberetmmdtothe
mumofmnhmzedandumsmcdshamofkeﬁmedsmmmdeﬂgmnmasmm :

 Part4. Voting Rights.
meSmaAStoekshauhavemwungughm.exceptasxeqmedmmcspemﬁcmstancc

byﬂxeGenenlCoxpomuonLawofDehwateandexoeptthenglnwapprovebymajontyvoteof:
theholdasofmeSmuASmchﬂ:ewdmmaﬁonmdissumofanydassmsmesof'

| -.PnfawdSmkmthmASm&.myand:ﬂMmmpedofﬂw -

" Certificate of Incorporation of the Corporation if the powers, preferences, or special Tights of the
Series A Stock would be adversely affected; and, the imposition of any restriction on the Series
A Stack, otbcxthanmchonsansmgnndaﬂ;eGeneralCapomonLawofDelawmeor&w
msolunonofﬂzeBoazdofDuectorsappmvmgtheSm&sASmck. : -

Part 5. Redemphon.

_ 5A. Redempuonl’nce. ForeachshaxeofSeaﬁASmckwhxchmtobemdeemed,the
. Corporation will be obligated on the Redemption Date (as defined below) to pay to the holder

thereof (upon surrender by -such holder at the Corporation’s principal office or to the
»ComommsmmagemofmecauﬁmmmgsuchmofmASmk)m
ammmtmnnmedmwlyavalableﬁmdsequaltod:ehqmdanonValmplmallmxeddmdends

4 ) __asoftheRedanpuonDate.

.+ SB. NouoeofRademptmn. TheCocpmmonml!mailmmnouceofeach

vedemption of Series A Stock to each record holder of Series A Stock not more than sixty (60)

. mkssthmﬂmty@b)daysmortoﬂxedaﬁeonwhmhsnchmdempuomsmbemade “The date
speotﬁndhmdtmﬁmﬁrmdmpumishamnre&ﬂedmuthn“kedmuonmnf '

sC. Teunmanonokaghts On the Redemption Date all rights pertaining to the Series
. A Stock, incloding, but not limited to, any right of conversion, will cease, and such Series A
Stockwillnotbedeemedtobeousmaimg. Allcemﬁeamlepmennng&eSeuuAStock-




mb;eammdmpaonwdlreprcsmtodymengmwmvepaymemmawoﬁancemththe
provisions of this Part 5. :

N - 5D. Rmmaomwmuymofmasmmchm

mummwmwmmmwmumm
SeaesASm&andmnbew&esmsofmhomedandumssuedshamsomefmed :
Stockwxdmutdwgnanonastom

. SE OptlonalRedmpuon. ‘The Corporation may, atanytlmeonoraﬁet.tammyl
2005, redeem all or any portion of the Series A Stock.

. “BusmmsDay”shanmeanadayotha'thanaSamtdaySmdayoroﬂwrdayonmh
‘oommemalbanksmSattLaheCqutahmauﬂwuzedbylawtoc]ose -

“CommonStock”meansﬂxeComonS&ck,SOOOOlpmvalnepersham ofthe
Corporation and any capital stock of any class of the Corporation hereafter authorized which is
not limited to a fixed sum or percentage of par or stated value in respect to the rights of the
_holders thereof to participate in dividends or in the dxsm'buuon or assets upon any hqmdauon,~
"~ dissobution, or winding up of the Corporation.

“ConversxonCondxuons consnst ofthe following conditions:
: (i) ThesharaofCommonSmdtmbleonoonvaaxonoftthmesAStock
. are registered for resale under the Securities Act of 1933, oraxeehgibleforsaleunda
- Rnlel44(k)promulgaﬁedtmdetthe8wmuaa.ctofl933 and. - -
_ . @) TheMaxkethefortheCommonStockdwmngapmodofthmyGO)
consecunvetradmgdayswnotlwsthmMOOpashate 4

. “ItmxorSecmm@s mmsanyofﬁxeCotpmanonseqmtysecunuaoﬂlerthantheSma-
-ASwdc. . 4 -

“qumdznonValne”ofanySmASmnkasofmypamculardatewﬁlbeequalto3200_" '
“Maﬂ:ethe”ofﬁeCommonSmckonanymlevantdzteshallbedewumnedas
follaws. E . ‘ _ .
a xfmecmmms@kswatmemﬁsmaadmmdmmngmw
national securities exchange but is traded on the Nasdaq National Market, the Market.

Price shall be the mean between the Iighest closing “bid™ quotation of a share of Common .

" Stock on such date as reported by the Nasdaq National Market or any successor system. -
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- (i) IfﬂxeCommnSmcknsatﬁxeumehmdoradmmdmmonmy
mmmwmmmuﬁwmmmcew
shmeonﬂxedatemonﬂnsecmuesm}mge,assuchmcexsoqmted
in the composite tape of transactions on such exchange. If there is no reported sale of
Common Stock on such- exchange on the dafe in question, then the Market Price for that

' ;datesbal!beﬂwcbsmgsemngmmeonﬂieexchangemﬂxehstpmcedmgdatefor
which such quotation exists.

(i) If_ﬂaeCommonS&ockismtlisﬁedmsuchdatemanymﬁon‘alswﬁﬁm
exchange nor included in the Nasdaq National Market, but is traded in the over-the-counter
market, the highest closing “bid™ quotation of a share of Common Stock on such date as .
utepomedonﬁieNasdaquan@MarketortheNASDOTCBulleunBoa:d as applicable.

“Person meensanmdmduaLapmme:slnp,aeorpomnon.anassoaanon,agomtstock
~company amamﬂv&me,anmmorporatedmgamzauonandagovunmentalmutyor.'
: anydepamnent,agencyorpohtlcalsubdwmnthaeof. ' _

£ . % %

) mWIINESSWBEREQF,t!wCWonhasmnsedﬁuscemﬁcaﬂctobel
mtedbyRDdSmth,nsPremMandamwﬁedmbyPaulImmSW th1s23rdday
_-ofJnne,1999 )
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STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS

. FILED 09:00 AM 04/19/2000

001201588 —~ 3016691

Amendment,

| The Cettificate of Incorporation of the corporation is amended by striki
Article L in its entirety and replacing therefor: | -

ARTICLE[
NAME

| The name of the Corporation is BuyemOu.line.com, Inc.

INWI '
| WITNEssWHEREOF, BuL, Inc.h&scauSedthisCertiﬁcatem be signed by its duly
authorized officer this 30th day of March, 2000.

BUI, Inc.




STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 09:00 AM 09/28/2000
001493095 — 3016691

BUYERSONLINE.COM, INC.

CERTIFICATE OF DESIGNATION OF NUMBER, POWERS, PREFERENCES
AND RELATIVE, PARTICIPATING, OPTIONAL, AND OTHER SPECIAL
RIGHTS, AND THE QUALIFICATIONS LIMITATIONS, RESTRICTIONS,

AND OTHER DISTINGUISHING CHARACYERISTICS OF

SERIES B CONVERTIBLE PREFERRED STOCK
Pursuant to Section 151(g) of the General Corporation Law of the State of Delaware

BUYERSONLINE.COM, INC., a corporation organized and existing under the laws of the state
of Delaware (the “Corporation™), in accordance with Section 151(g) of the General Corporation Law of
Delaware, DOES HEREBY CERTIFY:

1, The Certificare of Incorporation of the Corporation (the “Certificate of Incorporation™),
fixes the total number of shares of all classes of capital stock which the Corporation shall have the
authority to issue at Twenty-Five Million (25,000,000) shares, of which Five Million (5,000,000) shares
shall be shares of Preferred Stock, par value $0.0001 per share (herein referred to as “Preferred Stock™),
and Twenty Million (20,000,000) shares shall be shares of Common Stock, par value $0.0001 per share
(herein referred to as “Common Stock™).

2. | The Cenificate of Incorporation expressly grants to the Board of Directors of the
~Corporation authority to provide for the issuance of said Preferred Stock in one or more series, with such
voting powers, if any, and with such designations, preferences and relative, participating, optional or
other special rights, and qualifications, limitations or restrictions thereof, as shall be stated and expressed
in the resolution or revolutions providing for the issue thereof adopted by the Board of Directors and as
are not stated and expressed in the Certificate of Incorporation.

3. Pursuant to authority conferred upon the Board of Directors by the Cerificare of
Incorporation, the Board of Directors by resolution duly adopted at a meeting held on August 30, 2000,
- duly authorized and adopted the following resolutions providing for a series to be designated “Series B
Convertible Preferred Stock™; ‘

RESOLVED, that issue of a series of Preferred Stock, $0.0001 par value per share, of the
Corporation consisting of 1,234,500 shares designated as “Series B Convertible Preferred Stock™,
is hereby provided for, and the voting power, designation, preferences and relative, participating,
optional or other special rights, and the qualifications, limitations or restrictions thereof, of such
series shall be as set forth below, and upon the effective date said series shall be deemed to be
included in and be a part of the Certificate of Incorporation of the Corporation pursuant to the
provisions of Sections 104 and 151 of the General Corporation Law of the State of Delaware:

SERIES B CONVERTIBLE PREFERRED STOCK

.. . Designation; Number of Shares. The designation of such series of Preferred Stock shall be
Series B Convertible Preferred Stock™ (hereinafter refecred to as the “Series B Stock™) and the number of
authorized shares constituting the Series B Stock is One Million Two Hundred Thirty-Four Thousand

Five Hundred (1,234,500). The Series B Stock shall be deemed 2 separate series of Preferred Stock, and
shall be apart from any other series of Preferred Stock. -




Part 1. Liquidation.

Upon any liquidation, dissolution, or winding up of the Corporation, the holders of Series B
Stock will be entitled 10 be paid before any diswibution or payment is made upon Junior Securities (as
defined below) and after any distribution or payment is made upon Senior Securities (as defined below)
an amount {n cash equal to the aggregate Liquidation Value (as defined below) of all shares of Series B
Stock outstanding, aud the holders of Series B Stock will not be entitled to any further payment. If upon
any such liquidation, dissolution, or winding up of the Corporation, the Corporation’s assets to be
distributcd among the holders of Series B Stock are insufficient to permit payment to such holders of the
aggregate amount which they are entitled to be paid, then the eatire assets to be distributed will be
distributed ratably among such holders based upon the aggregate Liquidation Value of the Series B Stock
held by each such holder. The Corporation will mail written notice of such liquidation, dissolution, or
winding up not less then 30 days prior w the payment dare stated therein, to each record holder of Series
B Stock. Neither the consolidation or merger of the Corporation into or with any other corporation or
corporations, nor the sale or transfer by the Carparation of all or any part of its assets, nor the reduction of
the capital stock of the Corporation, will be deemed to be liquidation, dissolution, or winding up of the
Corporation within the meaning of this Part 1. ’

Part 2. Dividends.

2A.  Entitiement. The holders of Series B Stock shall be entitled to receive cumulative
dividends when and as declared by the Corporation’s Board of Directors out of funds available therefor
under applicable law. Such dividends shall be paid to the holders of record at the close of business on the
date specified by the Board of Directors at the time such dividend is declared; provided, however, that

such date shall not be more than sixty (60) days nor less than ten (10) days prior to each respective
Dividend Payment Date (as defined below under this Part 2).

2B.  Accrual Rate. Dividends on each share of Series B Stock shall accrue cumulatively on a
daily basis at the rate of 8.00% per annum of the Liquidation Value thereof, but not including such
portion of the Liquidation Value, if any, which constitutes accrued and unpaid dividends, from and
including the date of issuance of such share to and including the date ou which the Redemption Price (as
defined below) of such share is paid or the date on which such share is converted into Common Stock.
Such dividends shall accrue whether or not they have been declared and whether or not there are profits,
surplus or other funds of the Corporation legally available for the payment of dividends. The date on
which the Corporation initially issues any share of the Series B Stock will be deemed to be its “date of
issuance” regardless of the uumber of times transfer of any such share is made on the stock records

maintained by or for the Corporation and regardless of the number of certificates which may be issued to
evidence any such share. ‘

2C.  Dividend Payment Dates. Dividends on the Series B Stock shall be payable semi-
annually on June 30 and December 31 of each year (the “Dividend Payment Dates™); provided, that the
. first Dividend Payment Date shall be December 31, 2000. All dividends which have accrued on each

share of Series B Stock outstanding during the period ending upon each such Dividend Payment Date will

be added to the Liquidation Value of such share and will remain a part thereof until such dividends are
paid.

. .2D.  Manner of Payment. Dividends on the Series B Stock shall be paid to the holders in cash
or in-kind through the issuance of Common Stock, as determined at the election of the Corporation within
sixty (60) days following each Dividend Payment Date. If paid in-kind with Coramon Stack, the number

of shares issued to each holder shall be equal to the dollar amount of the dividend divided by the average




Market Price (as defined below) per share of Common Stock over the five (5) trading days immediately
preceding the date on which the dividend is declared, rounded up to the nearest whole share.

2E. Ceruain Restrictions. The Corporation shall not, without the prior written consent of the
tolders of a majority of Series B Stock, (i) declare, order or pay any dividend (other than dividends
‘payable solely in shares of stock) ou any Junior Securities or (ii) redeem any shares of Junior Securities,
unless and untif the Corporation shall have redeemed all of the outstanding Series B Stock or all shares of
Series B Stock are converted to Common Stock.

2F. Distribution of Partial Dividend Payments; Fractional Shares. If at any time the
Corporation pays less than the total amount of dividends then accrued with respect to the Series B Stock,
such payment will be distributed ratably among the holders of such Series B Stock based upon the
aggregate accrued but unpaid dividends on such Series B Stock held by each holder. Each fractional
share of Series B Stock outstanding, if any, shall be entitled to a ratably proportionate amount of all
dividends to which each outstanding full share of such Series B Stock is entitled hercunder.

Part3. Conversion Rights.

3A. Holder Conversion Procedure. Subject to the provisions set forth below, each share of
Series B Stock shall be convertible at the option of the holder thercof, in the manner hereinafter set forth,
into that number of fully paid and nou-assessable shares of Common Stock determined as sct forth below.
Any holder of Series B Stock desiring to convert such shares into shares of Common Stock shall
surrender the certificate or cettificates for the shares being converted, duly endorsed or assigned to the
Corporation or in blank, at the principal office of the Corporation or at the bank or trust company
appointed by the Corporation for that purpose, accompanied by a written notice of conversion specifying
the number of shares of Series B Stock to be converted and the name or names in which such holder
wishes the certificate or certificates for shares of Common Stock to be issued. After the receipt of such
notice of conversion and the certificates for the Series B Stock converted, the Corporation shall promptly
issue and deliver or cause to be issued and delivered to such holder a certificate or certificates for shares
of Common Stock resulting from such conversion. In case less than all of the shares of Series B Stock
represented by a certificate are to be converted by a holder, upon such conversion the Corporation shall
also deliver or cause to be delivered to such holder a certificate or certificates for the shares of Series B

Stock not so converted. The Corporation shall pay all transfer agent fees and expenses payable upon the
conversion of Series B Stock.

3B.  Company Conversion Procedure. Subject to the provisions set forth below; each share of

Series B Stock shall be convertible at the option of the Company, in the manner hereinafter set forth, into
that number of fully paid and non-assessable shares of Common Stock determined as set forth below.
The Company must convert all Series B Stock if it converts any Series B Stock. The Company may elect
to convert the Series B Stock to Common Stock by resolution of the Board of Directors (“Conversion
Resolution™) duly adopted at a meeting of Directors or by upanimous written consent of the Directors, if
. as of the close of business on the Business Day immediately preceding adoption of such resolution the
Company Conversion Conditions (as defined below) have been met. Written notice of conversion shall
be sent not less than five Business Days following the day on which the Conversion Resolution is adopted
to all holders of record of the Series B Stock at their addresses appearing on the books and records of the
Corporation specifying the date of conversion, which shall not be less than 20 calendar days following the
date such notice is given. Promptly after the date of conversion set forth in the notice, each holder of the
Series B Stock shall surrender the certificate or cextificates for the shares to the Corporation at the
principal office of the Corporation or at the bank or trust company appointed by the Corporation for that
purpose. After the receipt of the certificates for the Series B Stock converted, the Corporation shall
promptly issue and deliver or cause to be issued and delivered to such holder a certificate or certificates




for shares of Common Stock resulting from such conversion. The Corporation shall pay all ransfer agent
fees und expenses payable upon the conversion of Series B Stock.

3C. Conversion Rate. Each share of Series B Stock shalf be convertible into the number of fully
paid and nonassessable shares of Common Stock which results from dividing the “Counversion Price” in
effect at the time of conversion into the “Conversion Value™. The initial Conversion Price per share of Series
B Stock shall be $2.00. The Conversion Value per share of Series B Stock shall be $10.00. The initial
Conversion Price shall be subject to adjustment as'set forth in paragraph 3D.

3D.  Conversion Price Adjustments of Preferred Stock. The Conversion Price of the Series B
Stock shalt be subject to adjustment from time to time as set forth below.

) Adjustment Provisions. If the Corporarion shall issue, after the date upon which any shares
of Series B Stock were first issued (the “Purchase Date™), any Additional Stack (as defined below) without
consideration or for a consideration per share less than the Conversion Price in effect immediately prior to the
issuance of such Additional Stock, the Conversion Price in effect immediately prior 1o each such issuance
shall forthwith (except as otherwise provided in this clause (i)) be reduced to the price per share at which the
* Corporation issued or sold, or is decmed to have issued or sold, such shares of Common Stock. Except to the
limived extent provided for in subparagraphs 3D(1)c)(iii) and (iv), no adjustment of the Conversion Price
pursuant to this subparagraph 31X(1) shall have the effect of increasing the Conversion Price above the
Conversion Price in effect immediately prior to such adjustment.

(a) In the case of the issuance of Common Stock for cash, the consideration shall be
deemed to be the amount of cash paid therefor before deducting any reasonable discounts, commissions or

other expenses allowed, paid or incurred by the Corporation for any underwriting or otherwise in connection
with the issuance and sale thereof.

. - (b) In the case of the issuance of the Common Stock for 2 consideration in whole or in
part other than cash, the consideration other than cash shall be deemed to be the fair value thereof as
determined in good faith by the Board of Duectors

rights to subscribe for such convertible or exchangeable securities, the following provisions shall apply for all
purposes of this subparagraph 3D(1)(c) and subparagraph 3D(1)(d);

® The aggregate maximum number of shares of Common Stock deliverable
upon exercise (assuming the satisfaction of any conditions to exercisability, including without limitation, the
passage of time, but without taking into account potential antidilution adjustments) of such options to
purchase or rights to subscribe for Common Stock shall be deemed to have been issued at the time such
options or rights were issued and for a consideration equal to the consideration (determined in the manner
provided in subparagraphs 3D 1Xa) and (b)), if any, received by the Corporation upon the issuance of such
options or rights plus the minimum exercise price provided in such options or rights (without taking into
account potential antidilution adjustments) for the Common Stock covered therehy.

(ji) The aggregate maximom number of shares of Common Stock deliverable




options or rights were issued and for a consideration equal to the consideration, il any. received by the
Corporation for any such securities and related options or rights (excluding any cash received on account of
accrued interest or accrued dividends). plus the minimum additional consideration. if any, to be received by
the Corporation (without taking into account potential antidilution adjustments) upon the conversion oOr
exchange of such securities or the exercise of any related options or rights (the consideration in each case to
‘be determnined in the manner provided in subparagraphs 3D(1)(a) and (b)).

(iii)  In the event of any change in the aumber of shares of Common Stock
deliverable or in the consideration payable to the Corporation upon exercise of such optioas or rights or upon
conversion of or in exchange for such convertible or exchangeable securities, (excluding a change resulting
solely from the antidilution provisions thereof if such change results from an event which gives rise w0 an
antidilurion adjustment under this paragraph 3D), the Conversion Price, 10 the extent in any way affected by
or computed using such options, rights or securities. shall be recomputed to reflect such change, but no
further adjustment shall be made for the actual issuance of Common Stock or any payment of such
considerarion upon the exercise of any such options or rights or the conversion or exchange of such sccunties.

(iv) Upon the expiration of any such options or rights, the termination of any
such rights to convert or exchange or the expiration of any options or rights celated to such convertible or
exchangeable securities, the Conversion Price, to the extent in any way affected by or computed using such
options, rights or securities or options or rights related to such securities, shall be recomputed to reflect the
issuance of only the number of shares of Common Stock (and convertible or exchangeable securities which
remain in effect) actually issued upon the exercise of such options or rights, upon the conversion or exchange
of such securities or upon the exercise of the options or rights related to such securitics. '

(v) The number of shares of Common Stock deemed issued and the
consideration deemed paid therefor pursuant to subparagraphs 3D(1)c)Xi) and (ii) shall be appropriately
adjusted to reflect any change, tcrmination or expiration of the type described in either subparagraphs
3D(1)(c)Xiit) and (iv).

) “Additional Stock™ shall mean any shares of Common Stock issued (or deemed to
have been issued pursuant to subparagraphs 3D(1)(c)) by the Corporation after the Purchase Date ather than

Q) Common Stock issued pursuant to 2 transaction described in subparagraphs
3D(1)c) hereof;

(i) shares of Common Stock issuable or issued pursuant to a swock option,
warrant, conversion right, or purchase right outstanding as of the Purchase Date; or

(ili) Common Stock issued or issuable upon conversion or in payment of

dividends on the Corporation’s Series A Convertible Preferred Stock as canstituted on August 30, 2000, or on
the Series B Stock. )

() In the event the Corporation should at any time or from time to time after the

Purchase Date fix a record date for the effectuation of a split or subdivision of the outstanding shares of

Common Stock or the determination of holders of Common Stock entided to receive a dividend or other
distribution payable in additional shares of Common Stock or other securities or riglits convertible into, or
entitling the holder thereof to receive directly or indirectly, additional shares of Common Stock (hereinafter

referred to as “Comumon Stock Equivalents™) without payment of any consideration by such holder for the

.additional shares of Common Stock or the Common Stock Equivalents (including the additional shares of
Common Stock issuable upon conversion or exercise thereof), then, as of such record date (or the date of

such dividend distribution, split or subdivision if no record date is fixed), the Conversion Price of the Series B

w




Stock shall be appropriately decreased so that the number of shares of Commoan Stock issuable on conversion
of each share of the Series B Stock shall be increased in proportion to such increase in the aggregate of shares
of Common Stock outstanding and those issuable with respect to such Common Stock Equivalents.

T63) If the number of shares of Common Stock outstanding at any time after the
Purchase Datc is decreased by a combination of the outsmanding shares of Common Stock, thea, following the
record date of such combination, the Conversion Price for the Series B Stock shall be appropriarely increased
so that the nurmber of shares of Common Stock issuable on conversion of each share of the Series B Stock
shall be decreased in proportion to such decrease in outstanding shares.

(2) Other Distributions. In the event the Corporation shall declare a distribution payable in
securities of other persons, evidences of indebtedness issued by the Corporation or other persous, assets
{excluding cash dividends) or options or rights not referred 1o in subparagraph 3D(1), then, m each such case
for the purpose of this subparagraph 3D(2), the holders of the Series B Stock shall be entitled to a
proportionate share of any such distribution as though they were the holders of the number of shares of
Common Stock of the Corporation into which their shares of Series B Stock are couvertible as of the record

date fixed for the derermination of the holders of Common Stock of the Corporation entitled to receive such
distribution. ‘

(3)  Recapiualizations. if at any time or from time to time there shall be a recapitalization of the
Common Stock (other than a subdivision, combination or merger or sale of assets transaction provided for
elsewhere in this paragraph 3D) provision shall be made so thar the holders of the Series B Stock shall
thereafter be entitled to receive upon conversion of the Series B Stock the number of shares of stock or other
securities or praperty of the Corporation or otherwise, to which a holder of Common Stock deliverable upon
convession would have been entitled on such recapitalization. In any such case, appropriate adjustment shall
be made in the application of the provisions of this paragraph 3D with respect to the rights of the holders of
the Series B Stock after the recapitalization to the end that the provisions of this paragraph 3D (including
adjustment of the Conversion Price then in effect and the number of shares issuable upon conversion of the
Series B Stock) shall be applicable after that event as nearly equivalent as may be practicable.

4 Dividend Payment Adjustment. In the event the Corporation fails to pay any dividend
_ Within sixty (60) days following the applicable Dividend Payment Date, the Conversion Price then in effect
shall be reduced by subtracting from it the “Default Amouut.” The initial Default Amount shall be $0:25, and
the Default Amount will be decreased or increased in the same manner as adjustment of the Coaversion Price
described in subparagraphs 3D(1Xe) and (f).

(5)  No Impainnent The Corporation will not, by ameadment of its Certificate of Incorporation
or through any reorganization, recapitalization, transfer of assets, cansolidation, merger, dissolution, issue or
~ sale of securities or any other voluntary action, avoid or seck to avoid the observance or performance of any

of the terms to be observed or performed hereunder by the Corporation, but will at all times in good faith
assist in the carrying out of all the provisions of this paragraph 3D and in the taking of all such action as may
_be necessary or appropriate in order to protect the Conversion Rights of the holders of the Series B Stock
against unpairment. :

6) No Fractiogal Shares and Certificate as to Adjustments. No fractional shares shall be issued
upon the conversion of any share or shares of the Series B Stock, and the number of shares of Common Stock
to be issued shall be rounded to the nearest whole share. Whether or not fractional shares are issuable upon
such conversion shall be determined on the basis of the total number of shares of Series B Stock the holder is

at the time converting into Common Stock and the aumber of shares of Common Stock issuable upon such
aggregate conversion. '




N Notice of Adjustment. Upon the occurrence of each adjustment or readjustment of the
- Conversion Price pursuant to this paragraph 3D, the Corporation, at its expense, shall promptly compure such
adjustment or readjustment iu accordance with the terms hereof and prepare and furnish to each holder of
Series B Stock a certificate setting forth such adjustment or readjustment and showing in degail the facts upon
which such adjustment or readjustment is based. The Corporation shall, upon the writzen request at any time
of any holder of Series B Stock, fumish or cause to be fumished to such haldcr a fike certificate setting forth
(a) such adjustment and readjustment, (b) the Conversion Price at the time in effect, and (c) the number of
shares of Common Stock and the amount, if any, of other property which at the time would be received upon
the conversion of a share of Series B Stock.

¢)) Notices of Record Date. In the event of any taking by the Corporation of a record of the
holders of any class of securitics for the purpose of determining the holders thereof who are entitled to
receive any dividend (other than a cash dividend) or other distribution, any right to subscribe for, purchase or-
otherwise acquire any shares of stock of any class or any ather securities or property, or to receive any other
tight, the Corporation shall mail to cach holder of Series B Stock, at least twenty (20) days prior 10 the date
specified therein, a notice specifying the date on which any such record is to be taken for the purpose of such
dividend, distribution or right, and the amount and character of such dividend, distribution or right

(9 Reservation of Stock Issuable Upon Conversion. The Corporation shall at all times reserve
and keep available out of its authorized but unissued shares of Common Stock, solely for the purpose of
effecting the conversion of the shares of the Series B Stock, such number of its shares of Common Stock as
shall from time to time be sufficient to effect the conversion of all ourstanding shares of the Series B Stock;
and if at any time the number of authorized but unissued shares of Common Stock shall ot be sufficient to
effect the conversion of all then outstanding shares of the Series B Stock, in addition to such other remedies

as shall be available to the holder of the Series B Stock, the Corporation will take such corporate action as
may, in the opinion of its counsel, be necessary 10 increase its authorized but unissued shares of Common
Stock to such number of shares as shall be sufficient for such purposes, including, without limitation,

engaging in best efforts to obuain the requisite stockholder approval of any necessary amendment to these
“provisions.

(10)  Nofices. Any notice required by the provisions of this Section 4 to be given to the holders of
shares of Scries B Stock shall be deemed given if deposited in the United States mail, postage prepaid, and
addressed to each holder of record at his address appearing on the books of the Corporation.

3E.  Effect of Conversion. As of the date the Corporation receives notice of conversion from
the holder of the Series B Stock under paragraph 3A, above, or the third calendar day following the day
on which notice of conversion by the Company to the holders of Series B Stock under paragraph 3B is
deposited in the U.S. Mail with first class postage prepaid (a “Conversion Date™), all rights pertaining to
the Series B Stock will cease, and such Series B Stock will not be deemed to be outstanding. All
certificates representing the Series B Stock subject to conversion will represent only the right to receive

Common Stock of the Corporation under this Part 3 and payment of all accrued and unpaid dividends as
of the Conversion Date. : '

3F. Converted Shares. Any shares of Series B Stock which at any time have been converted
shall be canceled, may aot be reissued as Series B Stock, and shall be returned to the status of authorized
and uaissued shares of Preferred Stock without designation as to series.
Part4. Voting Rights.

. The Series B Stock shall have no voting rights, except as required in thc specific instance by the
Genera! Corporation Law of Defaware and except the right to approve by majority vote of the holders of
the Series B Stock: the authorization and issuance of any class or series of Preferred Stock senior to the




Series B Stock; any amcudmeat, modification, or repeal of the Certificare of Incorporation of the
Corporation if the powers, preferences, or special rights of the Series B Stock would be adversely
affected; and, the imposition of any restriction on the Series B Stock. other than restrictions arising under
the General Corporation Law of Delaware or the resolution of the Board of Directors approving the Series
B Stock. :

Part 5. Redemption.

SA.  Redemption Price. For each share of Series B Stock which is to be redeemed, the
Corporation will be obligated on the Redemption Date (as defined below) to pay to the holder thereof
(upon surrender by such holder at the Corporation’s principal office or to the Corporation’s transfer agent
of the certificates representing such shares of Series B Stock) an amount in immediately available funds
equal to the Liquidation Value plus all accrued dividends as of the Redemption Date.

SB.  Notice of Redemption. The Corporation will mail written notice of each redemption of
Series B Stock to each record holder of Series B Stock not more than sixty (60) nor less than thirty (30)
days prior 1 the date on which such redemption is o be made. The date specified in such notice for
redemption is herein referred to as the “Redemption Date.” '

- 5C.  Termination of Rights. On the Redemption Date all rights pertaining to the Series B
Stock, including, but not limited to, any right of conversion, will cease, and such Series B Stock will not
be deemed 1o be outstanding. Al certificates representing the Series B Stock subject to redemption will
represent only the right to receive payment in accordance with the provisions of this Part .

5D.  Redeemed or Otherwise Acquire Shares. Any shares of Series B Stock which are
redeemed or otherwise acquired by the Corporation shall be canceled, may not be reissued as Series B

Stock, and shall be returned to the status of authorized and unissued shares of Preferred Stock without
designation as to series.

SE.  Optional Redemption. The Corporation may, at any time on or after January 1, 2005,
redeem all or any portion of the Series B Stock.

Part 6. Definitions.

“Business Day" shall mean a day other than a Saturday, Sunday or other day. on which
commercial banks in Salt Lake City, Utah are authorized by law to close.

“Common Stock™ means the Common Stock, $0.0001 par value per share, of the Corporation and
any capital stock of any class of the Corporation hereafter authorized which is not limited to a fixed sum
Or percentage of par or stated value in respect to the rights of the holders thereof to participate in
dividends or in the diswibution or assets upon any liquidation, dissolution, or winding up of the
. Corporation. ‘ '

“Conversion Conditions” consist of the following conditions:

) The shares of Common Stock issuable on conversion of the Series B Stock are

registered for resale under the Securities Act of 1933, or are cligible for sale under Rule 144(k)
promulgated under the Securities Act of 1933; and :

@)  The Market Price for the Common Stock during a period of thirty (30)
consecutive trading days is not less than $4.00 per share.




“Junior Sccurities” means any of the Corporation s equity securities other than the Series B Stock
and the Corporation’s Serics A Convertible Preferred Stock as constituted on August 30, 2000.

“Liquidation Value” of any Series B Stock as of any particular date will be equal 1o $10.00 per
share.

“Market Price” of the Common Stock on any relevant date shali be determined as follows:

Q) If the Common Stock-is not at the time listed or admitted to trading on any
national securities exchange but is traded on the Nasdaq Stock Market, the Market Price shall be
the mean between the highest closing “bid” quotation of a share of Common Stock on such date as
reported by the Nasdaq National Market or any successor system.

(i) If the Common Stock is at the time listed or admitted to trading on any national
securities exchange, then the Market Price shall be the closing selling price per share on the date
in question on the securities exchange, as such price is officially quoted in the composite tape of
transactions on such exchange. [f there is ao reported sale of Common Stock on such exchange
on the date in question, then the Market Price for that date shall be the closing selling price on the
exchange on the last preceding date for which such quotarion exists.

(i) 1€ the Common Stock is not listed on such date on any national securities exchange
uor included in the Nasdaq Stock Market, but is traded in the over-the-counter market, the highest

closing “bid" quotation of a share of Common Stock on such date as reported on the NASD OTC
Bulletin Board.

“Persou” means an individual, a partuership, a corporation, an association, a joint stock company,

a trust, a joint venture, an unincorporated organizarion and a governmental catity or any department,
ageacy or political subdivision thereof.

“Senior Securities” means the Corporation’s Series A Convertible Preferred Stock as constituted
on August 30, 2000.

* * -

IN WITNESS WHEREOF, the Corporation has caused this certificate to be executed by
G. Douglas Smith, its Vice President, and attested to by Panl Jarman, its Secretary, this 21st day of
September, 2000.

BUYERSONLINE.COM, INC.

By CD.« il/\..—\

G. Douglas Smith, ¥ice President

ATTEST

PaullJarmap [Secretary




STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 09:00 AM 10/24/2000
001535267 — 3016691

CERTIFICATE OF AMENDMENT OF
CERTIFICATE OF INCORPORATION OF
BUYERSONLINE.COM, INC.

BuyersOnline.com, Inc., a corporation organized and existing under the General
Corporation Law of the State of Delaware (the “Corporation™), does hereby certify that:

The amendment to the Corporation’s Certificate of Incorporation set fosth below was duly
‘adopted by resolutions approved by the Corporation’s Board of Directors and stockholders in
accordance with the provisions of Section 242 of the General Corporation Law of the State of
Delaware:

Amendment. The Certificate of Incorporation of the corporation is amended by striking
Section 1 of Article IV in its entirety and replacing thercfor:

1. Shares, Classes and Series Authorized.

The total number of shares of all classes of capital stock that the Corporation shall
have authority to issue is 105,000,000 shares. Stockholders shall not have any
preemptive rights, nor shall stockholders have the right to cumulative voting in the
election of directors or for any other purpose. The classes and the aggregate number of
shares of stock of each class that the Corporation shall have authority to issue are as

follows:

(@ 100,000,000 shares of Common Stock, $0.0001 par value ("Common
Stack"). |

() 5,000,000 sharcs of Prefemed Stock, $0.0001 par value ("Preferred
Stock™).

IN WITNESS WHEREOF, BuyersOnline.com, Inc., has caused this Certificate to be

signed by its duly authorized officer this _2</ _day of October, 2000.

BUYERSONLINE.COM, INC.




STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 09:00 aM 11/01/2001
010549267 — 3016691

CERTIFICATE OF AMENDMENT OF
CERTIFICATE OF INCORPORATION OF
BUYERSONLINE.COM, INC.
BuyersOnline.com, Inc, a corporation orgamized and existing under the General
Corporation Law of the State of Delaware (the “Corporation”), does hereby cextify that:
The amendment to the Corporation’s Certificate of Incorporation set forth below was
duly adopted by resolutions approved by the Corporation’s Board of Directors and stockholders

in accordance with the provisions of Section 242 of the General Corporation Law of the State of

_ Délawafe. The amendments will be effective as of 12:01 am Eastern Time on November 20,

200t.

Amendment No. I. The Certificate of Incorporation of the corporation is amended by
stﬁking Article I in its entirety and replacing there for:

ARTICLE I
NAME

The nafne of the Corporation is Buyers United, Inc.

Amendment No. 2, The Certificate of Incorporation of the corporation is amended by
- striking Section 1 of Article IV in its eatirety and replacing there for:

1. Shares, Classés and Serics Authorized.

The total number of shares of all classes of capital stock that the Corporation shall
have authority to issue is 115,000,000 shares. Stockholders shall not have any
preemptive rights, nor shall stockholders have the right to cumulative voting in the
clection of directors or for any other purpose. The classes and the aggregate number of

shares of stock of cach class that thc Corporation shall have authority to issue are as
follows:

(@) - 100,000,000 sharcs of Common Stock, $0.0001 par value ("Common
Stock™).

®) 15.000,000 shares of Preferred Stock, $0.0001 par value (“Preferred
Stock"). '




IN WITNESS WHEREOF, BuyersOnline.com, Inc., has

signed by its duly authorized officer this 3 Ist day of October 2001.

BUYERSONLINE.COM, INC.

By:

caused this Certificate to be

" Paul Jarmah, Vick)

to

President




STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 05:00 PM 12/30/2002
020807980 — 3016691

CERTIFICATE OF MERGER

. BUYERS UNITED, INC. . :
(Under Section 253 of the General Corporation Law of the State of Delaware)

Buyers United, Inc., a Delaware corpoxation, does he‘:mby ca‘afy'

 FIRST: The name and state of incorporation of each of the constituént
corporations of the merger is as follows:

(&)  United Cagtier Networks, Tac., a Utah'corporation (“UCN™); and
®) Buyers United, Inc., a Delaware corporation (“Buyers United"). -

~ SECOND: The suthorized capital stock of UCN is ove million, shares of
Commion-Stock, $.0001 par value, of which 100 sharés are outstanding; Buyers United
owns 100 percént of such outstanding shiares. UCN is merged with and into Buyers
United, and Buyers United is the suxviving coxporation. The following resolution was
duly adopted by the Board of Directors of Buyers United on October 15, 2002, to wit:

RESOLVED, that the merger of United Carrier Networks, Inc., a
Utah corporation and wholly-owned subsidiary (“UCN™), into Buyers
United, Tnc., 2 Delaware corporation and parent of said subsidiary, in
accordance with the laws of the states of Utah and Delaware pertaining to
the merger of parent and subsidiary corporations, is hexeby approved; that
_ pursusnt to the merger the 100 outstanding shares of common stock of
. UCN shall be extinguished; that the separate existence of UCN shall cease
and Buyers United of Delaware shall acquire all of the assets, liabilities,

_ rights, and obligations of UCN; and that the executive officess are
authorized to prepare and file'such certificates and documents and to take
such farther action as they deem necessary to effectuate the merger
contemplated by this resolution. . :

THIRD: The uame of the surviving oorporauon is Buyers United, Inc.

FOURTH: The Cerfificate of Incorporation of Buyers United sball be the
Certificate of incorporation of the surviving corporation.

FIFTH: The effective date of the merger shall be December 31, 2002.




IN WITNESS WHEREOF, Buyers United, Fiic. has caused this Cemﬁcate to be
signed by its President as of the 26 day of December, 2002. .

BUYE&SUNITED INC.




STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 05:00 PM 12/30/2002
020808015 — 3016691

CERTIFICATE OF OWNERSHIP

. OF
- BUYERS UNITED, INC. (Utah)
. INTO ,
BUYERS UNITED, INC. (Delaware)
(Under Section 253 of the General Corporation Law of the Statc of Delaware)

Buyers United, Inc., 2 Delaware cotporation, does hemby cextify:

FIRST: The uame and state of incorporation of oach of the constithent
corporations of the merger is as follows:

(3  Buyers United, Inc., & Utah corporation (‘BUT"); and
()  Buyers United, Inc., a Delaware corpomtlorl (*Buyess United")

SECOND: The authorized and outstanding capital stock of BUL is 100 shares of
Coromon Stock, no par value, and Buyers United owns 100 percent of such cutstanding
shares. BUT is merged with and irwo Buycrs United, and Buyers United is the surviving
corporation. The following resolution was duly adopted by the Board of Directors o
Buyers United on February 20, 2002, to wit: .

RESOLVED, that the merger of Buyers-United, Inc., a Utzh
corportflion and wholly-owned subsidiary-.(“BUI"). into Buyers United,
Inc., a Delaware corporatioa and parent of said subsidiary, i accordance
with the Jaws of the states of Utah and Delaware pertaining to the raerger
of parent and subsidiary corporations, is bereby approved; that pursuant to
the megger the 100 outstanding shares of corumon stock of BUI shall be
extinguished; that the sepagare existence of BUI shall cease and Buyers
United of Delaware sball acquite all of the assets, liabilities, rights, and
obligations of BUE and that the executive officers are authorized to
prepare and file such centificates and documents and to take such further
action as they deem necessary to effectuate the merget contsmplated by
this resolution.

THIRD: The name of the surviving corporation is Buyers United, Inc.

FOURTH: The Cortificate of Incorporation of Buyers United shall be the
Certificate of incorporation of the surviving cosporation.

FIFTH: The cffectivc date of the merger shall be December 31, 2002.




- IN WITNESS WHEREOF, Buyess United, Tnc. has caused this Certificsto o be -
signed by its President as ofmezs“'aayommw.zooz

BUYERSUNITED lNC (Delaware)

By

Paul Imumdcm




State of Delaware
Secretary of State
Division of Corporations
Delivered 04:35 PM 06/30/2004
FILED 04:25 pM 06/30/2004
SRV 040484656 - 3016691 FILE

CERTIFICATE OF AMENDMENT OF THE
CERTIFICATE OF INCORPORATION OF
BUYERS UNITED, INC.

Buyers Uﬁited, Inc., a corporation organized and existing under the General Corporation
Law of the State of Delaware (the “Corporation”), does hereby certify tixat:

The amendment to the Corporation’s écrtiﬁcate of Incorporation set forth below was duly
adopted by resolutions approved by the Corporation’s board of directors and stockholders in
accordance with the provisions of Section 242 of the General Corporatioﬁ Law of the State of
Delaware. The amendment will be éffective as of 12:01 am Eastern Time on July 15, 2004.

ko bk Aok deokdk ek ok kdedekdkekokkok
‘The Certificate of Incorporation of the corporation is amended by striking Article I in its

entirety and replacing there for:

ARTICLEI
NAME

The name of the Corporation is UCN, Inc.

skkadeodkskodk e de ok sk ook ok sk ok ko ok sk ok k

IN WITNESS WHEREQF, Buyers United, Inc., has caused this Certificate to be signed

by its duly authorized officer this 29th day of June 2004.

BUYERS UNITED, INC.

By: /s/ Paul Jarman
Paul Jarman, President




EXHIBIT 2
Certificate of Authority
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 State of Idaho

AMENDED CERTIFICATE OF AUTHORITY
OF
BUYERS UNITED, INC.
File Number C 145161

I, BEN YSURSA, Secretary of the State, hereby certify that an Application for

Amended Certificate of Authority, has been received in this office and is found to
conform to law.

ACCORDINGLY and by virtue of the authority vested in me by law, | issue this

Amended Certificate of Authority to reflect the name change from BUYERS UNITED,

INC. to UCN, INC. and attach hereto a duplicate of the application for such amended
certificate.

Dated: August 09, 2004

SECRETARY OF STATE

oAl L
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Financial Information
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UCN Generates $3.6 Million in Cash from Exercised Warrants and Options Page 1 of 2
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Press Release Source: UCN, Inc.

UCN Generates $3.6 Million in Cash from Exercised Warrants and
Options

Wednesday January 5, 8:35 am ET
UCN Announces Pending Redemption of All Series A and B Preferred Stock

SALT LAKE CITY--(BUSINESS WIRE)--Jan. 5, 2005--UCN, Inc. (OTCBB:UCNN - News), a provider of business
telecommunications services and contact handling application services delivered over the UCN VolP network, today
announced that 2.1 million warrants and employee options were exercised during the quarter ended December 31,
2004, generating $3.6 million in cash. In addition, investors holding $712,500 of UCN promissory notes payable
elected to exercise their option to convert their notes into 356,250 shares of common stock. All of the shares issued in
these transactions are registered under the Securities Act of 1933 for resale by the holders.

Warrant and Option Exercise Summary for Q4, 2004

1,911,500 warrants exercised: 163,128 options exercised:

Cash $3,205,960 Cash: $363,506

Cashless (stock for warrants) $617,040
Current notes payable converted Total cash received: $3,569,466
to common stock: $712,500

Preferred Stock Redemption

On December 29, 2004, UCN gave notice to the holders of Series A Convertible Preferred Stock (“Series A Stock")
and Series B Convertible Preferred Stock ("Series B Stock") that it is redeeming all outstanding shares of both series
on January 29, 2005. There are 1.8 miillion shares of Series A Stock outstanding with a total redemption value of $3.5
million and 398,000 shares of Series B Stock outstanding with a total redemption value of $4.0 miillion. Currently, an

eight percent cumulative dividend is paid semi-annually to holders of Series A Stock and Series B Stock. This dividend
will cease at the end of January.

Holders of the Series A Stock and Series B Stock are entitled to convert their preferred shares to common stock prior
to January 29, 2005. If ali of the Series A Stock is converted to common, UCN will issue an additional 1.8 million

shares of common stock. If all of the Series B Stock is converted to common, UCN will issue an additional 1.99 million
shares of common stock.

Paul Jarman, CEO and President, stated, “This exercise of warrants and options enhances our balance sheet and
improves our working capital position. We are extremely pleased by the support from our investors. Additionally, the

elimination of the Series A and Series B Preferred Stock improves our results of operations and simplifies our capital
structure.”

About UCN, Inc.

UCN, Inc. is a full service provider of contact handling software setvices and data and voice, dedicated and switched
fong distance services integrated and bundled with its national VoIP network. The inContact(TM) application suite
includes, an integrated package of advanced contact handling, reporting and administration applications, and inControl

http://biz.yahoo.com/bw/050105/55417_1.html?printer=1 1/14/2005




UCN Generates $3.6 Million in Cash from Exercised Warrants and Options Page 2 of 2

(TM), a unique, rapid application development tool. For more information on the company's products and services visit
www.ucn.net .

Safe Harbor Statement: The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-
looking information made on the Company's behalf. All statements, other than statements of historical facts which
address the Company's expectations of sources of capital or which express the Company's expectation for the future
with respect to financial performance or operating strategies, can be identified as forward-looking statements. Such
statements made by the company are based on knowledge of the environment in which it operates, but because of the
factors previously listed, as well as other factors beyond the control of the Company, actual results may differ
materially from the expectations expressed in the forward-looking statements.

Contact:

UCN, Inc.

Investor Contact:

Liolios Group Inc

Scott Liolios or Ron Both, 949-574-3860
scott@liolios.com

Source: UCN, Inc.

Copyright © 2005 Yahoo! Inc. All rights reserved. Privacy Policy - Terms of Service - Copyright Policy - Ad Feedback
Copyright © 2005 Business Wire. All rights reserved. All the news releases provided by Business Wire are copyrighted. Any forms of copying other
than an individual user's personal reference without express written permission is prohibited. Further distribution of these materials by posting,
archiving in a public web site or database, or redistribution in a computer network is strictly forbidden.

http://biz.yahoo.com/bw/050105/55417_1 .html?printer=1 1/14/2005
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REPORT OF INDEPENDENT AUDITORS

Board of Directors and Shareholders
Buyers United, Inc. and Subsidiary
Salt Lake City, Utah

We have audited the accompanying consolidated balance sheet of Buyers United, Inc. and Subsidiary as of

- December 31, 2003 and the related consolidated statements of operations, stockholders' deficit, and cash flows
for each of the two years in the period ended December 31, 2003. These financial statements are the
responsibility of the Company's management. Qur responsibility is to express an opinion on these financial
statements based on our audits. '

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Buyers United, Inc. and Subsidiary as of December 31, 2003 and the results of their
operations and their cash flows for each of the two years in the period ended December 31, 2003 in conformity
with accounting principles generally accepted in the United States of America.

Crowe Chizek and Company LLC
' Oak Brook, Hllinois ' o
March 11, 2004, except for Note 14
as to which the date is March 15, 2004

F2




BUYERS UNITED, INC.

CONSOLIDATED BALANCE SHEET

Degember 31,2003

) ASSETS
- Current assets:
Cash and cash equivalents
Restricted cash

Accounts receivable, net of allowance for uncollectible accounts of $2,931,000

Other current assets
Total current assets

Property and equipment, net
Intangible assets, net
Other assets

Total assets

. LIABILITIES AND STOCKHOLDERS' DEFICIT
‘Current liabilities:
Line of credit .
Current portion of long-term debt and capital lease obligations
Accounts payable
Accrued liabilities
“Total current liabilities

Long-termi debt and capital lease obligations
Total liabilities

Stockholders' deficit:
Preferred stock, $0.0001 par value, 15,000,000 shares authorized;
Series A 8% cumulative convertible preferred stock; 1,865,000
shares issued and outstanding (liquidation value of $3,730,000)
Series B 8% curulative convertible preferred stock; 721,729
shares issued and outstanding (liquidation value of $7,217,290)
Common stock, $0.0001 par value; 100,000,000 shares authorized;
7,604,584 shares issued and outstanding
Additional paid-in capital '
Warrants and options outstanding
Accumulated deficit
Total stockholders' deficit

Total liabilities and stockholders' deficit

See accompanying notes
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$  3,055384
1,569,336
8,162,483
243,844
13,031,047

2,424,642
8,018,682
496,787

$ 4,093,782
7,781,484
11,248,152
1,828,864
24,952,282

646,126

25,598,408

187
72

760
20,193,148
3,928,110
(25,749,527)
(1,627,250)

$ 23,971,158




BUYERS UNITED, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues

Operating expenses:
Costs of revenues :
General and administrative
Selling and promotion
Total operating expenses

Income from operations
Other income (expense):
Interest income
Interest expense
Total other expense, net

Net income

8% Preferred dividends on Series A and B preferred stock

Net income (loss) applicable to common stockholders

Net income (loss) per common share:

Basic
Diluted

Weighted average common shares outstanding:

Basic
Diluted

See accompanying notes
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Year Ended December 31,

2003 2002

63,312,964 $ 30,163,450

34,597,486 16,295,201
14,830,565 7,365,569
10,839,529 4,646,029
60,267,580 28,306,799
7 3,045,384 1,856,651
13,513 17,980
(1,870,745) (1,526,468)

1,174,639 $ 330,183

(873,495) (749,725)

301,144 § (419,542

005 $ 0.07)
0.04 (0.07)
6,378,047 5,740,811
6,847,646 5,740,811




BUYERS UNITED, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICIT
Additional

Preferred Stock Comumon Steck Paid-in
Shares Amount  Shaces Amount Capital

Balance at December 31, 2001 2,433,800 $§ 244 5312,629 § 53t $15,190,855
Conversion of preferred shares to common (15,000) (2) 55,000 6 @
Issuance of common shares in connection with notes payable - - 17,998 2 18,796

Issuance of warrants for services and with consulting agreements - - - - -
Amortization of deferred consulting fees - - - - -
Issuance of warrants with notes payable - - - -

Issuance of common stock for debt guarantee - - 25,000 3 30,747

Imputed interest on notes payable : - - - - 28,686
‘Cancellation of warrants issued for services - - - - -
Preferred stock dividends - - - - -

- Issuance of common shares as payment of preferred stock dividends - - 574,635 57 750,296
Net income - - - - - -

Balance at December 31, 2002 2,418,800 242 5,985,262 599 16,019,376

Conversion of preferred shares to common (116,000)  (11) 580,000 58 “7n

JIssuance of preferred stock in connection with the I-Link acquisition 283,929 28 - - 1,613,855
Exercise warrants to purchase Common Stock, net of issuance costs - - 522,500 52 1,395,020
Exercise employee options to purchase Common Stock - - 27,500 3 54,997

" Issuance of common shares in connection with notes repayment - - 50,000 5 )

‘Repurchase shares from stockholders - - (2,774) - (4,851)
Amortization of deferred consulting fees - - - - -

- Issuance of warrants for services - - - - -
Issuance of common stock for debt guarantee - - 15,000 1 36,298
Imputed interest on notes payable - - - - 5,312
Cancellation of warrants issued for services - - - - 304,690
‘Preferred stock dividends - - - - -
Issuance of common shares as payment of preferred stock dividends - - 427,096 42 768,503
Net income - - - - .=

Balance at December 31, 2003 2,586,729 § 259 7,604,584 $ 760 $20,193,148

-continued-
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BUYERS UNITED, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICIT

Warraats/ Deferred

Options Cousulting Accumulated
Qutstanding Fees Deficit Total
Balance at December 31, 2001 $ 4,383,334 $(98,406) $ (25,631,129) $(6,154,571)
Conversion of preferred shares to common - - - -
Issuance of cormmon shares in connection with notes payable - - - 18,798
Issuance of warrants for services and with consulting agreements 102,118 - - 102,118
Amortization of deferred consulting fees - 73,232 - 73,232
Issuance of warrants with notes payable 232,259 - - 232,259
Issuance of common stock for debt guarantee - - - 30,750
'Imputed interest on notes payable - - - 28,686
Cancellation of warrants issued for services (125,197) - - (125,197)
Preferred stock dividends : - - (749,725)  (749,725)
Issuance of coromon shares as payment of prefcrred stock f
dividends - : - - - - 750,353
‘Netincome - - 330,183 330,183
Balance at December 31, 2002 4,592,514 (25,174) (26,050,671) (5,463,114)
" - Conversion of preferred shares to common . - - - -
Issuance of preferred stock in connection with the I-Link '
acquisition - - - 1,613,883
Exercise warraats to purchase Commeon Stock, net of issuance
costs , (385,055) - - 1,010,017
Exercise employee options to purchase Common Stock - - - 55,000
Issuance of common shares in connection with notes repayment - - - -
‘Repurchase shares from stockholders - - - 4,851)
- Amortization of deferred consulting fees - 25,174 - 25,174
Issuance of warrants for services 25,341 - - 25,341
Issuance of common stock for debt guarantee - - - 36,299
- Imputed interest on notes payable - - - 5312
-Cancellation of warrants issued for services (304,690) - - -
Preferred stock dividends : - - (873,495)  (873,495)
Issuance of common shares as payment of preferred stock .
- dividends - - - 768,545
Net income - - 1,174,639 1,174,639
Balance at December 31, 2003 $ 3,928,110 § - $ (25,749,527) $(1,627,250)
See accompanying notes
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BUYERS UNITED, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash used in
operating activities:
Depreciation and amertization
Amortization included in interest expense resulting from
issuing stock with notes
Amortization of discount on notes payable
Amortization of note financing costs
Amortization of deferred consulting fees
- Expense related to the grant of options to purchase common shares
Changes in operating assets and liabilities: :
~ Accounts receivable ' ’
Other assets -
Checks in excess of available cash balances
Accounts payable
Accrued liabilities
Net cash provided by (used in) operating activities
Cash flows from investing activities:
Increase in other assets

Purchases of property and equipment
Purchase of customer accounts

Net cash used in investing activities
Cash flows from financing activities:
" Restricted cash
Net borrowings and payments under line of credit
Borrowings under notes payable, net of debt issuance costs
Principal payments on notes payable and other long-term obligations

Exercise of warrants and employee options, net of offering costs
Repurchase of shares from stockholders with less than 100 shares

Net cash provided by (used in) financing activities
Net increase in cash and cash equivalents
Cash at the beginning of the period

- Cash at the end of the period

See acconipanying niotes
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Year Ended December 31,
2003 2002
1,174,639 $ 330,183
3,863,516 1,191,196
5312 28,686
414,301 237444
115,182 174,977
25,174 73,232
- (23,079)
(2,512,269) (3,378,341)
(697,427) (2,379,009)
- (186,866)
4,711,897 1,821,236
278,315 432,183
7,378,640 (1,678,158)
(167,360) (194,915)
(1,574,986) (317,399)
- (3’000’000)
(1,742,346) (3,512,314)
(985,334) 106,310
2,817,530 702,080
2,299,955 7,818,850
(8,767,587) (2,499,508) -
1,065,018 -
(4,852) -
(3,575,270) 6,127,732
2,061,024 937,260
994,360 57,100
3055384 $ 994,360




BUYERS UNITED, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2003 2002
Supplemental cash flow information: :
Cash paid for interest $ 1,208,543 § 890,490
‘Supplemental schedule of noncash investing and financing activities:
Issuance of common shares in payment of preferred stock dividend $ 768,574 $ 750,353
Issuance of common shares in payment of deferred financing costs - 18,793
Issuance of common shares for officer's personal guaranty 36,300 30,750
Issuance of warrants with promissory notes - 232,259
Accrual of dividend payable on preferred stock 873,495 749,725
Retire and replace note payable . 800,000 -
Acquire customers from Touch America ' 3,411,421 -
Acquire customers from Glyphics, Inc. R 543,558 -
Issuance of preferred stock to acquire VoIP Network assets 1,705,236 -
Convert accrued interest to note payable ‘ ' 435,388 -
Capital expenditures financed with capital lease obligation = 100,691 -
See accompanying notes
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NOTE 1 - DESCRIPTION OF THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization

Buyers United, Inc. ("the Company") was incorperated on August 23, 1994 in the state of Utah and was
reincorporated in the state of Delaware on April 9, 1999. During 2003, the Company established a wholly-owned
subsidiary in Virginia for the purpose of conducting business in that state.

Buyers United is an aggregator and provider of telecommunications services. The Company contracts with a
number of third party providers for the right to resell the various telecommunication services and products they
provide, and then offers all of these various services to its customers. The Company also operates a dedicated
VolIP Network, and advanced customer contact handling/management software applications that enable it to offer
enhanced services to customers. The variety of services and products the Company offers allows the customer to
buy only those telecommunications services it needs from one source, combine those services in a customized
package, receive one bill for those services, and make one call to Buyers United if a service problem or billing
issue arises.

Summary of Significant Accounting Policies

‘Princm' les of Consolidation: The accompanying consolidated financial statements include the accounts of Buyers
United, Inc. and its wholly-owned subsidiary. All significant intercompany accounts and transactions have been
eliminated upon consolidation.

Use of Estimates in the Preparation of Financial Statements: The preparation of financial statements in conformity
with accounting principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from these estimates. Significant estimates include the
allowance for doubtful accounts and attrition rates used to determine the estimated useful lives of customer lists
acquired.

Revenue Recognition: The Company's revenue recognition policy with respect to reseller agreements is to record
gross revenues and receivables from customers when the Company acts as principal in the transaction; takes title to
the products or services; and has risks and rewards of ownership, such as risk of loss for collection, delivery, or
returns. Revenues from sales of services are recognized upon providing the services to the customers.

Cash and cash equivalents: All highly liquid assets with an original maturity of three months or less are considered
to be cash equivalents.

Restricted Cash: In accordance with the Company's agreements with RFC Capital Corp. (Note 5) and with certain
vendors, the Company maintains a restricted cash account for the collection of the Company's receivables. As of
December 31, 2003, the Company h_ad $1.6 million of cash that was restricted.

Accounts Receivable and Allowance for Doubtful Accounts: Accounts receivable is comprised of amounts billed
and billable to customers, nét of an allowance for unicollectible amounts. The accounts receivable balance
“outstanding as of December 31, 2003 is comprised of the foliowing:

Billed amounts $ 9,863,111

Unbilled amounts 1,230,372
. 11,093,483

Less: allowance for uncollectible accounts  (2,931,000)

Finance charges are assessed to accounts once the amount owed is past due based on their specific terms. The
allowance for doubtful accounts is estimated by management and is based on specific information about customer

accounits, past loss experience, and getieral economic conditions. An‘account is written off by management when ~— -~ - -

deemed uncollectible, although collections cfforts may continue.
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Property and Equipment: Property and equipment are stated at cost. Major additions and improvements are
capitalized, while minor repairs and maintenance costs are expensed when incurred. In accordance with Statement
of Position 98-1, “Accounting for the Costs of Computer Software Developed or Obtained for Internal Use," the
Company capitalizes certain costs incurred for the development of internal use software. These costs include the

- costs associated with coding, software configuration, upgrades, and enhancements. Of such costs the Company
capitalized approximately $118,000 and $127,000 during 2003 and 2002, respectively.

Depreciation and amortization are computed using the straight-line method over the estimated useful lives of the
related assets as follows:

Computer and office equipment 2 to 3 years
Internal-use software 2 years
Furniture and fixtures 3 to 7 years

Advertising Costs: The Company advertises its services through traditional venues such as print media to the -
general public. Costs associated with these advertising efforts are expensed as incurred, and were $27,438 and
$29,781 for the years ended December 31, 2003 and 2002, respectively.

Fair Value of Financial Instruments: The carrying amounts teported in the accompanying consolidated balance
sheet for cash, receivables, and accounts payable approximate fair values because of the immediate or short-term
maturities of these financial instriments. The fair value of the Company's notes payable and preferred stock also
approximate fair value based on current rates for similar debt and fixed-rate instruments.

Debt Issuance Costs: As an inducement to various investors, shareholders, and board members to lend monies to
the Company, shares of common stock and warrants to purchase shares of common stock were issued to them.
The fair market value of those shares at the date of issuance has been capitalized as debt issuance costs and is
being amortized over the life of the loans. Amortization of these costs for the years ended December 31, 2003 and
2002 was $414,298 and $237 446, respectively, and are included in mterest expense.

Stock-Based Compensation: Employee compensatlon expense via stock option grants is reported using the
intrinsic method. No stock option-based compensation expense is included in net income (loss) as all options
granted had an exercise price equal to or greater than the market price of the underlying common stock at the date
of grant. The following table illustrates the effect on net income (loss) and earnings (loss) per share if expense
was measured usmg the fair value recognition provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation™

2003 ) 2002
Net income (loss) applicable to common stockholders: ) ,
’ As reported - $ 301,144 $  (19542)
Pro forma stock option-based compensation - (307,740 (748.857)
Pro forma net loss applicable . ) 3 - ‘
to common stockholders $ (6,603) $ (1.168399)
Net income (loss) per common share: |
" As reported: .
Basic $§ 005 3 0.07)
Diluted 0.04 ‘ (0.07)
Pro forma A :
. Basic $ - $ (0.20)
Diluted . ' - 0.20)

The fair value of the options granted during 2003 and 2002 was estimated at the date of grant using the following
weighted average assumptions:
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2003 ‘ 2002

Risk-free interest rate 2.89% 371%
Dividend yield - -

Expected volatility 75% 104%
Weighted average expected life 4.8 years 4.7 years

The weighted average fair values of options granted during the years ended December 31, 2003 and 2002 was
$1.42 and $1.01, respectively. The pro forma effects of applying SFAS No. 123 are not indicative of future
amounts. Additional awards in future years are anticipated.

Income Taxes: The Company recognizes a liability or asset for the deferred income tax consequences of all
temporary differences between the tax bases of assets and liabilitics and their reported amounts in the financial
statements that will result in taxable or deductible amounts in future years when the reported amounts of the assets
-and liabilities are recovered or settled. These deferred income tax assets or liabilities are measured using the
enacted tax rates that will be in effect when the differences are expected to reverse. Recognition of deferred tax
assets is limited to amounts considered by management to be more likely than not of realization in future periods.

Net Income (Loss) Per Common Share "Basic net income (loss) per common share (“Basic EPS") excludes
dilution and is computed by dividing net income (loss) applicable to common shareholders by the weighted
average number of common shares outstanding during the year. Diluted net income (loss) per common share -

- ("Diluted EPS") reflects the potential dilution that could occur if stock options or other common stock equlvalenls
‘were exercised or converted into common stock. The computation of Diluted EPS does not assume exercise-or
conversion of secuntlcs that would have an antidilutive effect on net loss per common share.

As of December 31, 2003, outstanding options of employees and directors, along with warrants held by investors
which together aggregated 469,599 in accordance with the Treasury Stock method were included in the
computation of EPS. 5,457,760 shares of common stock issuable upon the conversion of preferred stock were
excluded from the computation of diluted EPS as their effect was antidilutive.

As of December 31, 2002, outstanding options of employees and directors to purchase 3,592,721 shares of
common stock; 4,634,000 shares of common stock issuable upon the conversion of preferred stock; and 5,529,282
- shares of common stock issuable upon exercise of warrants to purchase common stock were not included in the
‘computation of Diluted EPS because they would be antidilutive.

Recent Accounting Pronouncemcnts:'

Tn April 2002, the FASB issued SFAS No 145, “Rescission of FASB Statement 4, 44, and 64, Amendment of
FASB Statements 13, and Technical Corrections.” SFAS No. 145 rescinds the provnslons of SFAS No. 4 that
requires companies to classify certain gains and losses from debt extinguishments as extraordinary items and
amends the provisions of SFAS No. 13 to require that certain lease modifications be treated as sale/leaseback
transactions. The provisions of SFAS No. 145 related to classification of debt extinguishments are effective for
fiscal years beginning after May 15, 2002. Commencing January 1, 2003 the Company will classify debt
extinguishments costs within income from operations. The provisions of SFAS No. 145 related to lease
modifications are effective for transactions occurring after May 15, 2002. The adoption of this statement on
January 2, 2003 did not have a material impact on the Company’s financial position or results of operations.

In December 2002 the FASB issued SFAS No. 148 “Accounting for Stock Based Compensation — Transition and
Disclosure.” This statement amends SFAS No. 123, “Accounting for Stock-Based Compensation” to provide
alternative methods of transition for a voluntary change to the fair value based method of accounting for stock-
based employee compensation. This amendment also changes the disclosure requirements of SFAS No. 123 to
require more prominent disclosures in both annual and interim fmancxal statements about the methods of
accounting for stock-based employee compensation and the effects of the method used on reported amounts.

~ SFAS No. 148 is effective for fiscal years ending after December 15, 2002. The Company has opted to continue
accounting for stock options under the intrinsic value method prescribed in APB Opinion No. 25 for the years
ended December 31, 2003 and 2002. Inaddition, the Company has complied with the promineat disclosure
requirements of SFAS No. 148.
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In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Cha;actetistics
of both Liabilities and Equity” (“SFAS No. 150”). SFAS No. 150 modifies the accounting for certain financial
instruments that, under previous guidance, issuers could account for as equity. SFAS No. 150 requires that those
instruments be classified as liabilitics. SFAS No. 150 is effective for financial instruments entered into or meodified
after May 31, 2003, and otherwise is effective at the beginning of the first interim period that began after June 15,
2003. Itis to be implemented by reporting the cumulative effect of a change in an accounting principle for
financial instruments created before the issuance date of SFAS No. 150 and still existing at the beginning of the
interim period of adoption. Restatement is not permitted. The Company’s adoption of this Statement on July 1,
2003 did not have a material impact on its consolidated results of operations or financial position.

NOTE 2 - ACQUISITIONS

In October 2003, Buyers United acquired the exclusive right to sell and manage the enhanced telecommunications
functions of MyACD, Inc. (“MyACD"), with a one-year option to purchase itata predetermined price. During the
term of the agreement, Buyers United has the sole right to manage sales, service and billing of MyACD services.
Under the agreement MyACD will continue to provide enhanced service development and configuration and

Buyers United will reimburse MyACD for actual costs related to these activities.

t)uﬁng August 2003, Buyers United purchased apbroximatcly 12,000 long distance customers from Glyphic-s
- Communications, Inc. for $543,558.

On December 20, 2002, Buyers United entered into an agreement with Touch America, Inc., a subsidiary of Touch
-America Holdings, Inc., to purchase a substantial number of its switched voice telecommunication customers,
including the carrier identification code used to service those customers. In June 2003, the Company amended the
purchase agreement to acquire additional switched voice and dedicated telecommunications customers and correct
- discrepancies in the list of customers originally purchased in December 2002. Buyers United did not purchase any
accounts receivable, equipment, or other assets of Touch America. The total purchase price was $6.5 million.
Buyers United made an initial payment of $3 million to Touch America in December 2002 and has made
additional cash payments totaling $3.4 million through March 4, 2004. The balance of $93,988 is expected to be
paid in April 2004.

‘On December 6, 2002, Buyers United entered into the Asset Purchase Agreement and Software License
"‘Agreement to purchase assets of [-Link, Inc., and its subsidiary, I-Link Communications, Inc., and license in
perpetuity software developed by I-Link for the operation of a Voice over Internet Protocol (“VoIP”) Network.
Customer billings and related expenses incurred pursuant to a related Management Agrecment between the parties
were included in Buyers United’s general and administrative expenses beginning December 6, 2002. The
transaction closed effective May 1, 2003, at which time the Company began to recognize revenue camed and
expenses incurred. '

The assets acquired include dedicated equipment required for operating the VoIP Network, customers of I-Link
serviced through the network, carrier identifications codes, and certain trademarks. In consideration for the assets
and software license, Buyers United issued to I-Link 246,430 shares of Series B Convertible Preferred Stock with
a fair market value of $1.4 million, assumed certain liabilities, and agreed to issue an additional 53,570 shares of
Series B Convertible Preferred Stock in equal monthly instaliments over a term of 10 months commencing June 1,
2003, subject to satisfaction of certain conditions pertaining to provisioning of one of the former I-Link customers
acquired in the transaction. .

In connection with the closing, the parties together with Counsel Corporation, an Ontario corporation, and Counsel

- Communications LLC, a Delaware limited liability company, both affiliates of I-Link, entered into a
Reimburseinent Agreement pursuant to which Counsel Corporation, Counsel Communications, and I-Link agreed
1o reimburse Buyers United for any loss sustained as a result of any claims asserted against the assets acquired
from I-Link by certain creditors of I-Link. Out of the shares it received in the transaction I-Link deposited in
escrow 40,000 shares that may be applied to reimburse any such loss. This is in addition to 25,000 shares I-Link
received in the transaction that has been deposited in escrow under the Asset Purchase Agreement fo satisfy any -
claims for indemnification under the Asset Purchase Agreement. During 2004, these remaining 65,000 shares

were delivered to Counsel Corporation.
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The following table presents a summary of the estimated fair values of the assets acquired and liabilities assumed
as of December 31, 2003:

Computer and telecommunications switching equipment $ 754,966
Customer list 553,898
License on technology and patents 1,182,933
Carrier identification code ) 135,933
Deposit with 2 vendor 110,000

Total assets acquired 2,737,730
Accounts payable and accrued liabilities 737,829
Acquisition costs 294,665

Total liabilities assumed 1,032,494

Net assets acquired SM

‘The customer list and licensed technology will be amortized over a period of four years.

The following unaudited pro forma financial information preseats results as if the acquisition had occurred at the
 beginning of the respective periods:

Year ended
December 31,
2003 2002
Net revenue $65,498,766  $37,965,060
. Net income (loss) applicable to ,
common stockholders $ 19,175 3(5,806,566)
Basic and diluted net income (loss) per share $ - § (1.01)

These pro forma results have been prepared for comparative purposes only and include certain adjustments such as
additional amortization expense as a result of identifiable tangible and intangible assets arising from the
acquisition. The pro forma results are not necessarily indicative either of the results of operations that actually

would have resulted had the acquisition been in effect at the beginning of the respective periods, or of results to be
achieved in the future. :

- NOTE 3 - PROPERTY AND EQUIPMENT

At December 3 1, 2003, property and equipment consisted of the following:

‘Computer and office equipment $ 3,724,164
Internal-use software -268,723
Fumiture and fixtures 302,027

4,294,914

Accumulated depreciation and amortization (1,870,272)

$ 2424642
NOTE 4 — INTANGIBLE ASSETS

At December 31, 2003, intangible assets consisted of the following:

Gross Accumulated Intangible

asset amortization assets, net
Customer lists  $10760307  $3,840,679  $6919,628
~ - Technology and patents . 1,318,865

_219.811 1,099.054

$ 12079072 $ 4,060,490 58018682
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The Company participated in a direct response marketing campaign with LowerMyBills.com, Inc. (LMB), a web-
‘based comparison shopping service. The fees associated with this advertising campaign were deferred and
aggregated $2.8 million until June 2003, when the Company ceased participating in the program. Amottization
expense for these customers in 2003 and 2002, was $1.2 million and $761,091, respectively.

The Company also acquired new customer lists rélated to I-Link, Touch America, and Glyphics in 2003, which are
predominantly corporate customers. In addition, the Company acquired technology and licenses related to I-Link
in 2003. Amortization expense during 2003 for the additional customers was $1.9 million, and was $219,811 for
the technology and licenses.

The Company estimates the useful lives of its acquired customer lists based upon attrition rates experienced by the
Company. Historically, management estimated the useful lives between 24 to 36 months based upon the type of
customer and service provided. Based upon recent attrition information which showed that customers were
averaging longer lives, the Company changed the estimated useful lives for its customer lists prospectively in the
fourth quarter of 2003. LMB customer lives were increased from 24 to 36 months. The impact of this change was
a $204,500 decrease in amortization expense in the fourth quarter of 2003. The customer lives of Touch America,
I-Link and Glyphics were changed from 30 or 36 months to 48 months. The impact of this change was a
$306,053 decrease in amortization expense in the fourth quarter of 2003.

Amortization expense for all intangible assets during the four-year period ending December 31, 2007 is estimated
to be $2.7 million, $2.5 million, $2.2 mllhou, and $600,000, respectively.

NOTE $ - LINE OF CREDIT

Buyers United has a line of credit agreement with RFC Capital Corporation that expires in January 2006. The
available borrowing limit is $5 million. Interest accrues at prime plus three percent, which was 7.00% as of

“December 31, 2003. During 2002, the interest rate on the line was prime plus six percent, which was 10.25% as of
December 31, 2002. The facility allows the Company to obtain financing on its eligible accounts receivable,
including unbilled receivables and regular monthly billings. The facility is collateralized by the underlying
receivables. On December 31, 2003, Buyers United had financed the maximum amount available based on
eligible accounts receivable at that time. This amount, less draws by RFC applied against the outstanding amount,
aggregated $4.1 million. The facility requires Buyers United to maintain a restricted cash account for the
collection of the receivables. As of December 31, 2003, Buyers United had $1.2 million of restricted cash
associated with the RFC arrangement.

NOTE 6 — ACCRUED LIABILITIES

AtDecember 31, 2003, accrued liabilities consisted of the following:

Accrued commissions ' $ 669,523
Accrued dividends 478,599
Other . 680,742

-$ 1,828,864

NOTE 7 - LONG-TERM DEBT AND NOTES PAYABLE
Long-term debt consists of the following:

Unsecured niotes payable to the Chairman of the Board, bearing
interest at 12 percent, payable monthly. Principal and unpaid interest
are due and payable in July 2004, except for $112,500 which matures
in December 2004, and $348,825 which matures in July 2005. $ 2726325

~ Unsecured notes payable to two Directors bearing interest at 12
" “percent, payable monthly. Maturity dates vary, from July 2004 SR -
through January 2005. 800,000
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Unsecured note payable to a relative of a Director, bearing interest at
- 12 percent payable monthly. Principal and unpaid interest due in _
. January 2005. 100,000

Promissory note payable to an individual bearing interest at 12
‘percent, payable monthly. Secured by equipment. Principal and
unpaid interest due in July 2004. 293,333

Promissory notes payable to two individuals bearing interest at 12
percent, payable monthly. Secured by equipment. Principal and
unpaid interest due in the summer of 2006. 191,954

“Unsecured promissory notes bearing interest at ten percent and 12
percent, payable monthly. Principal payments due monthly, based on
20 percent to 40 percent of billings collected from specifically-
‘designated customers referred from LowerMyBills.com, Inc.
(“LMB”). The majority of these notes have no maturity date. The
Company believes that all of the principal will be repaid during 2004,
based on expected cash collections from these customers. 475,223

" Unsecured promissory notes bearing interest at ten percent, payable
. monthly. Principal payments due monthly, based on ten percent of
billings collected from customers acquired from Touch America, Inc.
These notes have no maturity date. The Company believes that all
prmapal will be repaid in 2005, based on expected cash collccuons
from these customers. 2,358,412

Unsecured promissory note bearing interest at 10 petoent, payable

monthly. Principal payments due monthly, based on 30 percent of

billings collected from customers recently acquired from Glyphics,

Inc. The note has no maturity date. The Company belicves that all

principal will be repaid by the end of 2004, based on expected cash

collections from these customers. 631,211

Note payable to Touch America, Inc., with interest imputed at four
percent, payable monthly. Principal payments due monthly, based on
7.2 percent of billings collected from customers acquired from Touch
America, Inc. The obligation has no maturity date. The Company
expects that all principal will be repaid by April 2004, based on

expected cash collections from these customers. 473,437
"Other | - A 295,238
Capital leases A ' 82,477 -
, 8,427,610
Less current portion (7.781.484)
3 646,126
Long-term débt maturities are as follows:
2004 $ 7,781,484
2005 ’ 623,719
2006 22,407
. 8,427,610 -
Less current maturities ' (7,781.484)
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On February 28, 2003, the Company retired its $1.1 million note payable by paying $250,000 in cash and issuing a
new promissory note for $800,000. In addition, the Compaay issued 50,000 shares of common stock in
connection with the original agreement. At December 31, 2003, the amount remaining due, less issuance costs,
was $631,211 (see above).

In connection with some of the LMB-related unsecured promissory notes, two-year warrants to purchase 562,950
shares of common stock at $2.50 per share were issued to the noteholders. Warrants for an additional 94,950
shares have also been issued to the sales agents. The estimated fair value of the warrants of $264,717, based on
using the Black-Scholes pricing model, was allocated to the warrants and recorded as a discount to the carrying
value of the notes. The Company paid approximately $232,000 in commissions to sales ageats. The Company
paid approximately $152,000 in commissions to sales agents in connection with the Touch America-related
unsecured promissory notes. All these commiission costs are also included in the discounts to the carrying value of
the notes. The discount is being amortized to interest expense over the respective notes’ estimated payment terms.

NOTE 8 - LEASES

Buyers United leases executive office space in Bluffdale, Utah, a suburb of Salt Lake City. The offices consist of-

approximately 30,000 square feet. The current monthly lease rate is $32,307. The lease for office space expires in
January 2007, but the Company has an option to renew the lease for an additional three to five years. Through

. November 2004, Buyers United is leasing 14,339 square feet of space at 13751 S. Wadsworth Park Drive, Draper,

Utah, at a monthly cost of $16,728.

The Company also has one capital lease for computer software. The following is a schedule of future minimum
payments under the leases as of December 31, 2003:

Capital Operating

Year ending December 31, leases leases
p 1 S .- $ 34690 §8 571,692
2005 . . eeaia i 34,690 397,373
2006 . ..o eeaaaaaaaaan 23,128 407,307
2007 ... SV e - 417,490
Total future mininum lease payments . ... ....... ... .. ... 92,508 $ 1793862
Less amount representing interest . . ... ..........cceeeanaaa.. (10,031)
- Total obligations under capital leases ... ......... I . 82,477
Less current portion . . ... .. ... e (2852)
Capital lease obligations, net of current portion $ _53.725

‘Rent expense was approximately $519,500 and $348,300 for the years ended December 31, 2003 and 2002,
respectively. '

NOTE 9 - INCOME TAXES
The components of the Company's net deferred income tax assets and liabilities are as follows:

Y

Deferred income tax assets:

Net operating loss carryforwards $5,001,000

Reserves and accrued liabilities . 1,275,000
Total deferred income tax assets 6,276,000
Valuation allowance - (5.897.000)
Net deferred income tax asset '379.000

N
Deferred income tax liabilities: ' :

Tax depreciation in excess of book depreciation (379.000)
Net deferréd income tax liability (379.000)
Net deferred mcomc taxes . $ -
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As of December 31, 2003, the Company had net operating loss carryforwards for federal income tax reporting
purposes of approximately $13,336,000. The tax net operating loss carryforwards will expire beginning in 2012.

Inasmuch as the Company's history includes accumulated net operating losses, it is uncertain as to whether the
Company's deferred tax asset can be fully realized. Accordingly, a valuation allowance has been recorded to
reduce the deferred income tax assets. The net change in the valuation allowance for deferred tax assets during the
year ended December 31, 2003 was a decrease of $416,000. During 2003 and 2002 no income tax expense was
recorded due the reduction of the valuation allowance.

NOTE 10 - CAPITAL TRANSACTIONS

Preferred Stock: The Board of Directors is authorized to classify any shares of the Company's authorized but

unissued preferred stock in one or more series. With respect to each series, the Board of Directors is authorized to

determine the number of shares that constitutes such series; the rate of dividend, if any, payable on shares of such

series; whether the shares of such series shall be cumulative, non-cumulative, or partiatly cumulative as to

. dividends and the dates from which any cumulative dividends are to accumulate; whether the shares of such series
may be redeemed, and, if so, the price or prices at which and the terms and conditions on which shares of such
series may be redeemed; the amount payable upon shares of such series in the event of the voluntary or involuntary

' dissolution, liquidation, or winding up of the affairs of the Company; the sinking fund provisiouns, if any, for the
‘redemption of shares of such series; the voting rights, if any, of the shares of such series; the terms and conditions,
if any, on which shares of such series may be converted into shares of capital stock of the Cornpany of any other

" class or series; whether the shares of such series are to be preferred over shares of capital stock of the Company of
any other class or series as to dividends or upon the voluntary or involuntary dissolution, liquidation, or
termination of the affairs of the Company or otherwise; and any other characteristics, preferences, limitations,
rights, privileges, immunities, or terms.

Seiies A 8 percent Cumulative Convettible Preferred Stock: During 1999, the Board of Directors authorized the
issuance of 2,000,000 shares of Series A 8 percent Cumulative Convertible Preferred Stock (“Series A Preferred
Stock"™) at an offering price of $2.00 per share. Gross proceeds of $4 million were raised upon sale of the shares.

The Series A Preferred Stock is convertible to common stock at any time at the election of the holder and, under
limited circumstances, at the election of the Company. The conversion rate is one for one, subject to adjustment in
the event of a recapitalization, reorgaruzatron, or other corporate restructuring or in the event that the Company
shall sell or otherwise issue securities at a price below $2.00 per share or the then adjusted conversion price. The
Series A Preferred Stock can be redeemed at the Company's election at any time commencing January 1, 2005 ata
" redemption price of $2.00 per share plus all accrued dividends as of the redemption date. During 2002 certain
stockholders converted 5,000 Series A preferred shares into common shares.

Series B 8 percent Cumnulative Convertible Preferred Stock: In September 2000, the Board of Directors
authorized the issuance of 1,234,500 shares of Series B 8% Cumulative Convertible Preferred Stock (“Series B
Preferred Stock") and related warrants to purchase common shares at an offering price of $10.00 per unit. Each
“unit consists of one share of Series B Preferred Stock and five warrants to purchase one share of common stock at
an exercise price of $2.50 per share. During 2000, various investors made loans to the Company and subsequently
elected to exchange their promissory notes for units. In addition to the converted loans of $2.5 million, the
Company raised $2 million through the issuance of units through December 31, 2000 and $1.1 million through the
issuance of uaits in 2001. '

In connection with the unit offering, the Company agreed to pay the Placement Agent a sales commission and
_expense allowance aggregating 13 percent of the gross proceeds from the sale of the Series B Preferred Stock, in
addition to ten percent of the gross proceeds of certain related bridge financing. The Compaay also incurred

- approximately $23,000 of direct expenses in connection with the offering. As additional consideration, the
Company agreed to issue to the Placement Agent warrants to purchase 319,300 shares of the Company’s common
stock at an exercise price of $2.50 per share.

As part of the Series B Preferred Stock offering, the Compa.ny issued 2,269,000 warrants to purchase common
_stock at $2.50 per share. The Company allocated the net proceeds from the offering of $4.2 million between the
~-Series B Preferred Stock and the warrants based on estimated relative fair values. The Series B Preferred Stock
was recorded at $2.4 million, and the wairants were recorded at $1.8 million. The estimated fair value of the
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warrants was determined using the Black-Scholes pricing model. The Serics B Preferred Stock is convettible to
common stock at any time at the election of the holder and, under limited circumstances, at the election of the
Company. The conversion rate is five for one, subject to adjustment in the event of a recapitalization,
reorganization, or other corporate restructuring or in the event that the Company shall sell or otherwise issue
securities at a price below $2.00 per share or the then adjusted conversion price.

Durmg the three months ended March 31, 2001, the Company issued an additional 110,000 shares of preferred
stock and 550,000 warrants to purchase common stock. The Company allocated the net proceeds fiom the
offering of $1.1 million between the Series B Preferred Stock and the warrants based on estimated relative fair
values. Accordingly, the stock was recorded at $794,822, and the warrants were recorded at $302,401. In
connection with these additional Series B shares, the intrinsic value of the beneficial conversion feature of $20,498
was reflected in the accompanying 2001 consolidated financial statements as a preferred stock dividend and as an
increase to additional paid in capital. The Series B Preferred Stock Offering closed on April 13, 2001.

In May 2002 the Board of Directors approved a plan to modify the exercise price on certain Preferred Stock and

promissory note-related warrants from $2.50 to $2.00 per share, extend the expiration date of certain warrants

from December 31, 2002 to December 31; 2004, and amend the redemption provisions of certain warrants so that

the warrants could be called for redemption when the market price for the Company’s common stock is $4.00 per
 share, rather than $6.00 per share.

On December 6 2002 Buyers United entered into the Asset Purchase Agreement and Software License
Agreement to purchase certain assets and assume certain liabilities of I-Link, Inc., and its subsidiary, I-Link
- Commmunications, Inc. In consideration, Buyets United issued to I-Link 246,430 shares of Series B Convertible
Preferred Stock with a fair market value of $1.4 million, and agreed to issue an additional 53,570 shares of Series
B Convertible Preferred Stock in equal monthly installments over a term of 10 months commencing June 1, 2003.
The final installment was issued March 1, 2004.

During 2003 six of the stockholders convetted a total of 116,000 Series B preferred shares into 580,000 common
shares. During 2002, one of the stockholders converted 10,000 Series B preferred shares into 50,000 common
shares. .

Both Series A and B Preferred Stock still outstanding can be redeemed at the Company's election at any tixﬁe
commencing January 1, 2005, at the applicable redemption price plus all accrued dividends as of the redemption
“date.

Cumulative dividends accrue on both Series A and B Preferred Stock at the rate of 8% per annum from the date of
original issue and are payable semi-annually on June 30 and December 31 of each year out of funds legally
“available for the payment of dividends. Dividends are payable in cash or common stock at the election of the
Company. If paid in common stock, the number of shares issued will be based on the average of the closing bid
prices for the common stock over the five trading days immediately prior to the dividend payment date. If the
Company fails to pay any dividend within 60 days of its due date, the conversion price (see below) is adjusted
downward by $0.25 per share for each occurrence. During the years ended December 31, 2003 and 2002, the
Company declared dividends aggregating $873,495 and $749,725, respectively, and to satisfy payment
obligations, issued a total of 427,096 and 574,635 shares of conmmon stock, respectively. As of December 31,
2003, the Company had accrued dividends payable in the amount of $478,599. In Febtuary 2004 the Company
settled the dividend payable by issuing 171,055 shares of common stock.

The Series A and B Preferred Stock has no voting rights, except as required by the General Corporation Laws of

" Delaware that require class votes on certain corporate matters and matters affecting the rights of the holders of the
Preferred Stock. The Preferred Stock is senior in right of payment in the event of liquidation and with respect to
dividends to the common stock and all other subsequent preferred stock issuances that may be authorized. The

-Series A Preferred Stock has-a liquidation preference of $2.00 per share and the Series B Preferred Stock has a
liquidation preference of $10.00 per share.

Issuances of Common Stock:  During January 2002 the Company issued 17,998 shares of common stock in
- connection with the issuance of $179,998 of promissory notes, at an aggregated fair market value of $18,798.

urmg February 2002 the Company issued 25,000 shares of stock to one of its directors for providing a credit -
guatanty with respect to business expansion activities. The fair market value of shares issuances was $30,750.
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In March 2001, the Company entered into three-year marketing contracts with one of its Series B Preferred
stockholders. Under the terms of the contracts, 100,000 shares of common stock were issued with a fair market
value of $125,000. This amount was recorded on the balance sheet as a deferred consulting fee and included in
operating expenses on a straight-line basis over the life of the contracts. During 2001, $39,931 was recorded in
promotion expenses as a result of this amortization. Consideration granted under the contracts' terms also included
options to purchase up to 150,000 additional shares of common stock at $2.50 per share. These options vest
gradually over the term of the contract. These options are accounted for as variable plan options since the
issuance of these options was under the premise that the grantee will be providing current and future services for
the Company. Accordingly, using the Black-Scholes option pricing model, $29,581 in consulting expense was
recorded to reflect the vesting of these options through December 31,.2001. During 2002 an additional $48,060 of
deferred consulting fees were amortized and included in promotion expenses, and another $95,615 in consulting
expense was recorded to reflect the vesting of additional options. However, at the end of 2002 the Company and
the stockholder agreed to cancel one of the marketing contracts and to rescind the as-yet unearned options.
Accordingly, the Company included in promotion expenses an additional $25,174 of remaining unamortized

" deferred consulting fees, and recorded income of $125,197 to reflect the cancellation of the unearned options.

In January 2003 the Company issued 15,000 shares of stock to one of its directors for providing a credit guaranty -
. to one of its wholesale telecommunication service providers. The fair market value of the stock was $36,300.

During June 2003, the Company initiated a program to repurchase outstanding common stock from shareholders of
record with total holdings of 100 or fewer shares. The offering price per share was $1.75. The program ended in
September 2003 after the Company had repurchased 2,774 shares.

Warrants to Purchase Common Shares: As mentioned above, the Company issued warrants in connection with its
_Serim B preferred stock offering and in connection with certain marketing contracts.

In connection with some of the LMB-related unsecured promissory notes, two-year warrants to purchase a total
562,950 shares of common stock at $2.50 per share were issued to the noteholders during the two years ended
December 31, 2002. Warrants for an additional 97,950 shares were also issued to the sales agents. The estimated
fair value of the warrants of $264,717, based on using the Black-Scholes pricing model, was allocated to the
warrants and recorded as a discount to the carrying value of the notes. The discount is being amortized to interest
expense over the estimated term of the notes.

In November 2003 the Company issued 25,000 warrants to a consulting company. The estimated fair value of the
warrants of $25,341, based on using the Black-Scholes pricing model, will be amortized over the life of the
contract into general and administrative expense.

_ During 2003, investors exercised warrants to purchase 522,500 shares of Common Stock, in exchange for
- proceeds which aggregated $1,043,750.

Aﬂ of the warrants were exercisable at December 31, 2003. The following tables summarize the warrant activity
for 2003 and 2002:

‘Weighted

Average

Price Exercise

Warrants Range Price

Balance at December 31, 2001 5,345,732 $1.25-85.13 $244
Cancelled or expired (250,000) $2.50 - $2.85 $2.64

. Issued 433,550 $2.00 - $2.50 $2.01
Balance at December 31, 2002 5,529,282 $1.25-%2.95 $2.00
Cancelled or expired (181,750) $2.00- 8295 $2.49
Exercised (522,500) $1.25-%2.50 $2.00
Issued 25,000 $2.50 $2.50
Balance at December 31, 2003 4,850,032 $1.25-$2.50 $2.05
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Stock Options:

Long-Term Stock Incentive Plan: Effective March 11, 1999, the Company established the Buyers United
International, Inc. Long-Term Stock Incentive Plan (“the Stock Plan"). The Stock Plan provides for a maximum
of 1,200,000 shares of common stock of the Company to be awarded to participants and their beneficiaries. A
Committee, as determined by the Board of Directors, determines and designates the eligible participants and
awards to be granted under the Stock Plan. The Committee may grant incentive stock options; non-qualified
options; stock appreciation rights ("SAR"); and on a limited basis, stock awards. The terms and exercise prices of
options and SARs will be established by the Committee; except that the exercise prices cannot be less than 100
percent of the fair market value of a share of common stock on the date of grant. As of December 31, 2003,
incentive stock options to purchase a total of 893,653 shares were outstanding.

Other Options: The Company's Board of Directors has from time to time also authorized the grant of stock

options to directors, officers, key employees, and consultants as compensation and in connection with obtaining
financing.

In virtually all cases, employee options vest over a period of from one to three years, and expire from four to five
years after the date the options were granted. The following tables summarize the all stock option activity for
2003 and 2002:

< Weighted

_ : Average

Price Exercise

tions Range Price

" Balance at December 31, 2001 2,818,585 $2.00 - $9.00 $2.69
Granted ‘ 902,913 $2.00-32.50 $2.31
Cancelled or expired (128.777) $2.00 - $9.00 $3.11
Balance at December 31, 2002 3,592,721 $2.00-3$539 $2.58
Granted 683,500 $2.00-$2.64 $2.33
Exercised (27,500) 2.00 $2.00
Cancelled or expired (816.944) $2.00 - $4.00 $2.20
Balance at December 31, 2003 3,431,777 $2.00-3$5.39 $2.62

A summary of the options outstanding and options exercisable at December 31, 2003 is as follows:

. Options
Options Qutstanding Exercisable
Average - Weighted Options Weighted
Range of Remaining Average Exercisable at Average
Exercise Options Coantractual Exercise  December 31, Exercise
Prices Outstanding Life Price 2003 Price

- $2.00-$3.99 3,207,926 3.6 years $ 245 2,512,261 ' $ 249
$4.00-%5.39 223.851 2.3 years 5.13 , 223,851 5.13
3,431,777 3.5 years $ 262 2,736,112 $ 270

Registration Statement on Form SB-2: On September 10, 2003, the Company filed a registration statement on
“Form SB-2 with the Securities and Exchange Commission to register for resale up to 8,779,333 shares of Common
Stock that may be sold from time to time by certain selling security holders listed in the registration statement. At
‘December 31, 2003 the selling security holders owned: ,

Warrants to purchase 99,375 shares at a price of $1.25 per share
Warrants to purchase 3,966,856 shares at a price of $2.00 per share
Warrants to purchase 528,450 shares at a price of $2.50 per share

" Options to purchase 2,086,652 shares at prices ranging from $2.00 to $5.392 per share
Convertible notes in the amount of $1,162,500 convertible at $2.00 per share
Convertible notes in the amount of $1,775,000 convertible at $2.50 per share =

o6 0 0 0 o
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Buyers United will receive the proceeds from exercise of the warraats and options and will benefit from
extinguishment of the debt represented by the convertible notes, but will not receive any proceeds or benefit from
the resale of the shares by the selling security holders.

In March 2004 the registration statement was temporarily suspended until the Company can file an amendment
updating the registration statement with its 2003 audited financial statements and other information.

NOTE 11 - RELATED PARTY TRANSACTIONS

During 2003 and 2002, certain board members and stockholders performed various services to the Company.
These services included, but were not limited to, consulting, marketing and capital and debt raising activities. The
Company incurred $74,750 and $109,259 in fees associated with these services for the years ended December 31,
2003 and 2002, respectively. Amounts outstanding related to these services were $12,800 and $14,300 at
December 31, 2003, and 2002, respectively. There are also several debt arrangements more fully described in
Note 7. Interest expense on obligations owed to related parties during 2003 and 2002, respectively, was $414,523
and $453,361.

NOTE 12 - MAJOR SUPPLIERS

Approximately 70% and 80% of the Company’s cost of revenue for the years ended December 31, 2003 and 2002,
respectively, was generated from two telecommunication providers. As of December 31, 2003, the Company
owed approximately $3 million to these two providers. The Company has entered into contractual agreements
with these vendors. During 2002 one of these providers had filed for bankruptcy protection under Chapter 11, and
the other provider is currently being scrutinized by the Securities and Exchange Commission over certain
accounting matters. Although the Company has not experienced a disruption of service and feels it could replace
either of these sources with other wholesale telecommunication service providers, the effect on the Company’s
operations of potentially losing either or both of these service providers is unknown.

NOTE 13 - COMMITMENTS AND CONTINGENCIES

in June 2001, Buyers United entered into a joint sales agreement with Infotopia, Inc., a direct response marketer.
In connection with the agreement, Infotopia loaned $500,000 to Buyers United. Subsequent to entering into the
sales agreement, the two companies decided not to pursue further any joint activity. In December 2001, Buyers
United negotiated a settlement of the $500,000 loan in which Buyers United paid $120,000 and issued 35,000
shares of common stock in exchange for canceling the outstanding obligation plus $25,921 in accrued interest.
The stock had a fair market value of $22,401. Accordingly, based on these amounts, the Company recorded a gain
on the early extinguishments of the debt in the amount of $383,520. However, unbeknownst to the Company,
during 2001 Infotopia allegedly entered into a General Security Agreement with Sea Spray Holdings, Ltd., which
purportedly included the loan obligation. Sea Spray asserted that it had a perfected security interest inthe
obligation and demanded payment as successor-in-interest to Infotopia. The Company denied the claim and filed
an arbitration proceeding to resolve the issue. Sea Spray attempted to pursue its claim in New York state court,

~ which the Company removed to federal court in New York, and the federal court dismissed the action pursuant to
an order to the effect Sea Spray must pursue its claims in the arbitration proceeding.- An arbitration hearing was
held in December 2003, at which Sea Spray failed to make any appearance or submission after receiving all
required notice. The arbitrator entered a default in favor of Buyers United and its award further found in favor of
Buyers United as a matter of the evidence presented and as a matter of law. The Company believes this matter has
been resolved fully in its favor and that is has no obligation or liability to Sea Spray.

. Buyers United is the subject of certain other legal matters, which it considers incidental to its business activities. It
is the opinion of management, after discussion with legal counsel, that the ultimate disposition of these other
matters will not have a material impact on the financial position, liquidity or results of operations of Buyers
United.

1In connection with the MyACD agreements, MyACD will continue to provide enhanced service development and
" Gonfiguiation, and Buyers United will reimburse MyACD for actual costs related to these activities. o
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NOTE 14 - SUBSEQUENT EVENTS

In January and February 2004, three Directors had exercised options to purchase a total of 255,000 shares of
Common Stock. Total proceeds received by the Company in connection with these exercises was $555,000.

During the first three months of 2004, investors have 'cxcrcised warrants to purchase a total of 71,000 shares of
Common Stock. Total proceeds received in these transactions was $146,000.

In December 2003, a holder of 100,000 shares of Series B Convertible Preferred Stock converted all of those
shares to 500,000 shares of common stock. In January 2004, the holder sold those common shares plus 14,560
additional shares, or a total of 514,560 shares, to Buyers United for $500,000 in a privately negotiated transaction.

Buyers United entered into an agreement to purchase 37 dedicated long distance customers from Source
Communications, LLC for $750,000 in February 2004. Closing of the acquisition was subject to complying with
applicable federal and state regulation pertaining to transfer of the customers. All of the regulatory requirements
were satisfied and the acquisition of the customers is completed

On March 15, 2004 the Company closed a private placement to institutional and accredited investors. The
Company sold 3,782,000 shares of common stock at $2.30 per share, or a total of approximately $8.7 million. Net
proceeds of the offering after placement fees and expenses were approximately $8.1 million. The net proceeds of
the private placement are intended to be used for various corporate purposes, including sales and marketing related
programs, to fund further development of our VoIP Network, reduction of debt, and for working capital and other
general corporate purposes.

In connection with the placement, Acceris Communications Inc., formerly I-link Incoiporated and the holder of
300,000 shares of Series B Convertible Preferred Stock, converted all of its preferred stock to 1.5 million common
shares. Acceris subsequently sold 750,000 of those common shares to the investors in the private placement at
$2.30 per share. As a result of the conversion and sale, Acceris Communications now holds 808,546 shares of the
Company’s common stock, or approximately six percent of the 13 million shares of common stock outstanding
following completion of the private placement.

The private placement was made only to institutional and accredited investors in a transaction exempt from the
registration requirements of the Securities Act of 1933, as amended (the "Securities Act"). The shares of common
stock sold have not been registered under the Securities Act, or any state securities laws, and unless so registered,
may not be offered or sold in the United States absent registration or an applicable exemption from the registration
requirements of the Securities Act and applicable state securities laws. The Company has agreed to file a
registration statement under the Securities Act for resale of the common stock purchased by the investors in the
private placement, the 808,546 shares of common stock held by Acceris, and 164,125 shares of common stock
issuable under a warrant granted to the placement agent.
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UCN, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS - (Unaudited)

September 30, December 31,
2004 2003
ASSETS
Current assets:
Cash and cash equivalents $ 1,007,296 $ 3,055,384
Restricted cash 1,627,636 1,569,336
Accounts and other receivables, net 7,922,964 8,162,483
Other current assets 442 411 243,844
Total current assets 11,000,307 13,031,047
Property and equipment, net © 3,181,210 2,424,642
Intangible assets, net 6,617,414 8,018,682
Other assets 479,913 496,787
Total assets $ 21,278,844 $ 23,971,158

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
Current liabilities:

Line of credit

Current portion of long-term debt and capital lease obligations
Trade accounts payable
Accrued liabilities

Total current labilities

Long-term debt and capital lease obligations

Total liabilities

Commitments and contingencies (note 10)

Stockholders' equity (deficit):
Preferred stock, $0.0001 par value, 15,000,000 shares authorized;
Series A 8% cumulative convertible preferred stock; 1,827,500
and 1,865,000 shares issued and outstanding (liquidation values
of $3,655,000 and $3,730,000)
Series B 8% cumulative convertible preferred stock; 417,800 and
721,729 shares issued and outstanding (liquidation values
of $4,178,000 and $7,217,290)
Common stock, $0.0001 par value; 100,000,000 shares authorized;
13,896,818 and 7,604,584 shares issued and outstanding
Additional paid-in capital
Warrants and options outstanding
Accumulated deficit
Total stockholders' equity (deficit)

Total liabilities and stockholders' equity (deficit)

See accompanying notes

$ 1,920,328

$ 4,093,782

1,985,462 7,781,484
7,055,113 11,248,152
1,921,255 1,828,864

12,882,158 24,952,282
30,489 646,126
12,912,647 25,598,408
183 187

42 72

1,390 760
31,564,071 20,193,148
3,352,172 3,928,110

(26,551,661) (25,749,527)
8,366,197 (1,627,250)

$ 21,278,844

$ 23,971,158




UCN, INC. PO —

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS - (Unaudited)

Three Months Ended September 30,

2004 2003
Revenues from telecommunications services $ 15,711,720 $ 16,439,065
Operating expenses:
Costs of revenues 8,711,136 8,849,635
General and administrative 3,610,703 3,839,901
Selling and promotion 3,937,226 3,097,090
Total operating expenses 16,259,065 15,786,626
Income (loss) from operations (547,345) 652,439
Other income (expense):
Interest income 7,325 3,689
Interest expense (138,837) (468,890)
Total other expense, net (131,512) (465,201)
Net income (loss) (678,857) 187,238
8% Preferred dividends on Series A and B preferred stock (157,948) (237,124)
Net loss applicable to common stockholders $ (836805 $ (49,886)
Net loss per common share:
Basic and diluted ($0.06) ($0.01)
Weighted average common shares outstanding:
Basic 13,805,806 6,414,135
Diluted 14,466,112 7,372,521

See accompanying notes




UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS - (Unaudited)

Nine Months Ended September 30,

2004 2003
Revenues from telecommunications services $ 49,183,336 $ 48,211,821

Operating expenses:

Costs of revenues 26,862,694 26,106,281
General and administrative 11,391,190 11,571,010
Selling and promotion 10,664,801 8,119,473
Total operating expenses 48,918,685 45,796,764
Income from operations 264,651 2,415,057
Other income (expense):
Interest income 28,631 9,090
Interest expense (687,954) (1,460,985)
Gain on early extinguishment of debt 109,150 -
Total other expense, net (550,173) (1,451,895)
Net income (loss) (285,522) 963,162
8% Preferred dividends on Series A and B preferred stock (516,612) (634,212)
Net income (loss) applicable to common stockholders $ (802,134) $ 328,950

‘Net income (loss) per common share:
Basic and diluted ($0.07) $0.05

Weighted average common shares outstanding:

Basic 12,048,689

Diluted

See accompanying notes

13,175,148

6,285,038
6,330,183




UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS - (Unaudited)

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income to net cash provided by
(used in) operating activities:
Depreciation and amortization
Amortization of discount on notes
Amortization of discount on long-term debt
Amortization of note financing costs
Amortization of deferred consulting fees
Changes in operating assets and liabilities:
Accounts and other receivables
Other assets
Trade accounts payable
Accrued liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Decrease in other assets
Acquisition of customer base
Purchases of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Increase in restricted cash
Net borrowings and payments under line of credit
Borrowings on long-term debt, net of debt issuance costs
Proceeds from exercise of options and warrants
Private placement of common stock, net of offering costs
Repurchase of common stock
Principal payments on long-term debt

Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the period

See accompanying notes

Nine Months Ended September 30,

2004 2003
$ (285,522) $ 963,162
3,056,694 3,034,514

- 5,312

122,562 340,480
75,000 97,598

- 15,626

239,519 (3,333,853)
(201,102) (692,807)
(4,198,105) 3,149,416
458,187 569,406
(732,767) 4,148,854
(22,207) (52,125)
(757,856) -
(1,615,057) (694,314)
(2,395,120) (746,439)
(58,300) (579,584)
(2,173,454) 1,588,412
- 2,299,955
1,944,500 -
8,101,274 -
(500,000) (4,852)
(6,234,221) (6,667,047)
1,079,799 (3,363,116)
(2,048,088) 39,299
3,055,384 994,360
$ 1,007,296 $ 1,033,659




UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS - (Unauditeg)

Nine Months Ended September 30,

2004 2003

Supplemental cash flow information:
Cash paid for interest $ 645,819 $ 860,827

Supplemental schedule of noncash investing and financing activities:
Issuance of common shares in payment of preferred stockdividend ~ $ 785,994 $ 768,544

Accrual of dividend payable on preferred stock 516,612 634,212
Issuance of common shares for officer's personal guaranty - 36,300
Issuance of warrants with private placement of common stock 189,336 -
Issuance of warrants with consulting contract 72,465 -
Retirement and replacement of note payable - 800,000
Conversion of note payable into common stock 300,000 -
Conversion of accrued interest to note payable - 435,388
Increase in Touch America obligation with amended agreement - 3,264,576
Issuance of preferred stock to acquire VoIP assets 91,348 1,400,738
Capital expenditures financed with capital lease obligation - 100,691

See accompanying notes
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1.

UCN, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Unaudited)
September 30, 2004

Basis of presentation

These unaudited interim financial statements of UCN, Inc. and its subsidiary (collectively, “UCN” or “the
Company”) have been prepared in accordance with the rules and regulations of the United States Securities and
Exchange Commission (the “Commission”). Such rules and regulations allow the omission of certain
information and footnote disclosures normally included in the financial statements prepared in accordance with
accounting principles generally accepted in the United States, so long as the statements are not misleading. In
the opinion of Company management, these financial statements and accompanying notes contain all
adjustments (consisting of only normal recurring adjustments) necessary to present fairly the financial position
and results of operations for the periods shown. These interim financial statements should be read in conjunction
with the audited financial statements and notes thereto contained in our Annual Report on Form 10-KSB for the
year ended December 31, 2003, as filed with the Commission on March 30, 2004.

The results of operations for the three and nine month periods ended September 30, 2004 are not necessarily
indicative of the results to be expected for the full year. Certain reclassifications have been made to the financial
statements for prior periods in order to conform to the 2004 presentation.

Summary of significant accounting policies

Net Income (Loss) Per Common Share: Basic net income (loss) per common share ("Basic EPS") excludes
dilution and is computed by dividing net income applicable to common shareholders by the weighted average
number of common shares outstanding during the quarterly and year-to-date periods. Diluted net income (loss)
per common share ("Diluted EPS") reflects the potential dilution that could occur if stock options or other
common stock equivalents were exercised or converted into common stock. The computation of Diluted EPS
does not assume exercise or conversion of securities that would have an antidilutive effect on net income (loss)
per common share, and is therefore not presented.

Following is the reconciliation of Basic and Diluted EPS:

Three months Nine months
ended September 30, ended September 30,
2004 2003 2004 2003
Net income (loss) applicable to common
stockholders, as reported $(836,805) $.(49,886)  $(802,134)  $_328,950
Basic EPS:
Weighted average number of common shares
outstanding 13,805806 6,414,135 12,048,689 6,285,038
Basic net (loss) income per share $(0.06) $(0.01) $(0.07) $.0.05
Diluted EPS:
Common and common equivalent shares
outstanding:
Weighted average number of common
shares outstanding 13,805,806 6,414,135 12,048,689 6,285,038
Common stock equivalents from options and
warrants computed on the Treasury Stock
method, using the average fair market
value of common stock outstanding during
the period 660,306 958,386 1,126.459 45,145
Shares used in the computation 14,466,112 7,372,521 13,175,148 6,330,183
Diluted net income per share $.0.05
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Stock-Based Compensation: Employee compensation expense is measured using the intrinsic method. No stock-
based compensation cost is reflected in net income applicable to common stockholders, since all options had an
exercise price equal to or greater than the market price of the underlying common stock at the date of grant. The
following table illustrates the effects on net income (loss) applicable to common stockholders afid earnings (loss)
per share if expense was measured using the fair value recognition provision of Statement of Financial
Accounting Standards (“SFAS”) No. 123, Accounting for Stock-Based Compensation:

Three months ended Nine months ended

_September 30, September 30,
2004 2003 2004 2003
Net income (loss) applicable to common stockholders:
As reported $ (836,805)$ (49,886) $(802,134) $ 328,950
Pro forma stock-option based compensation (103,410) (57.567) (380,310) (215,376)
Pro forma net income (loss) applicable to
common stockholders $ '(940,215) $(107,453) $(1,182.444) $ 113,574
Basic and diluted net income (loss) per common share:
As reported ‘ $ (0.06) $ (0.01) $ (0.07) $ 0.05
Pro forma basic and diluted net income (loss) per
common share $ (0.07) $ (0.02) $ (0.10) $ 0.02

We estimated the fair value of options granted under our employee stock-based compensation arrangements at the
date of grant using the Black-Scholes model with the following weighted-average assumptions:

Nine Months Ended

September 30,

2004 2003
Dividend yield None None
Expected volatility 63% 83%
Risk-free interest rate 345%  2.12%
"Expected life (years) 5.0 42
Weighted average fair value of grants $1.55 $1.29

Other Comprehensive Income: There were no components of other comprehensive income other than net income.

Business Segments and Related Information: SFAS No. 131, Disclosures about Segments of an Enterprise and
Related Information, establishes standards for the way public business enterprises are to report information about
operating segments in annual financial statements and requires enterprises to report selected information about
operating segments in interim financial reports issued to shareholders. It also establishes standards for related
disclosure about products and services, geographic areas and major customers. The Company currently operates
in only one business segment.

Long-Lived Assets: In accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets, we evaluate the carrying value of long-lived assets, including intangibles, when events or circumstances
indicate the existence of a possible impairment, based on projected undiscounted cash flows, and recognize
impairment when such cash flows will be less than the carrying values. Measurement of the amounts of
impairments, if any, is based upon the difference between carrying value and fair value. Events or circumstances
that could indicate the existence of a possible impairment include obsolescence of the technology, an absence of
market demand for the product, and/or continuing technology rights protection. Management believes the net
carrying amount of long-lived assets will be recovered by future cash flows generated by commercialization of the
technology related to the long-lived asset and from cash flows generated from customer lists.

Capitalized Software Costs: In accordance with Statement of Position 98-1, Accounting for Costs of Computer
Software Developed or Obtained for Internal Use, the Company capitalizes certain costs incurred for the
development of internal use software. These costs include the costs associated with coding, software
configuration, upgrades, and enhancements. During the three and nine months ended September 30, 2004, the
Company capitalized $117,952 and $531,222, respectively.
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Recent Accounting Pronouncements: In March 2004, the Financial Accounting Standards Board (“FASB”)
reached a consensus on Emerging Issues Task Force (EITF) Issue No.03-1, The Meaning of Other-Than-
Temporary Impairment and Its Application to Certain Investments. This pronouncement provides guidance to
determine the meaning of other-than-temporary impairment and its application to investments ctassifi€d as either
available-for-sale or held-to-maturity (including individual securities and investments in mutual funds), and
investments accounted for under the cost method or the equity method. The guidance for evaluating whether an
investment is other-than-temporarily impaired is to be applied in other-than-temporary impairment evaluations
made in reporting periods beginning after June 15, 2004. The adoption of Issue No. 03-1 did not have a material
impact on the financial statements.

. Customer acquisitions

UCN entered into an agreement to purchase 37 dedicated long distance customers from Source Communications,
LLC for $757,856 in cash in February 2004. The transaction was closed in March 2004. The total purchase price
was entirely allocated to customer lists acquired, and is included in intangible assets in the accompanying
condensed consolidated balance sheets.

. Gain on early extinguishment of debt

During 2003 the Company entered into a Purchase Agreement to acquire approximately 12,000 long distance
customers from Glyphics Communications, Inc. Subsequently, the two parties agreed that UCN would accelerate
payments under the agreement in exchange for a discount on the purchase price. The final payment under the
agreement was made in February 2004, and the Company recorded a $109,150 gain on the early extinguishment
of the debt.

. Intangible assets

Intangible assets consisted of the following:

September 30, 2004 . December 31, 2003
Gross  Accumulated Intangible Gross Accumulated Intangible
asset amortization _assets, net asset  amortization _assets, net
Customer lists acquired ~ $ 11,518,164 § 5,752,517 $ 5,675,647 $ 10,760,307 $ 3,840,679 $ 6,919,628
Technology and patents 1,318.865 467,098 851,767 1,318.865 219.811 1.099.054

$ 12,837.029 $6.219.615 $6,617,414 $ 12,079,172 $4,060.490 §$ 8,018,682

Total amortization expense of intangible assets was $728,672 for the three months ended September 30, 2004,
and $2,159,125 for the nine months ended September 30, 2004. Depending on the type of customers, the useful
lives of customer lists acquired range from 36 to 48 months, and are evaluated for recoverability on an annual
basis.

Amortization expense for all intangible assets during the three months ended December 31, 2004, and during the
four-year period ending December 31, 2008 is expected to be $728,672, $2.7 million, $2.4 million, $791,585,
and $31,577, respectively.

. Accrued liabilities

Accrued liabilities consisted of the following:

September 30, December 31,

2004 2003
Accrued commissions $ 906,268 $ 669,523
Accrued dividends 204,151 478,599
Accrued payroll and related costs 591,718 257,824
Other 219,118 422918
$ 1,921,255 $ 1,828,864
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7. Capital Transactions

During the nine months ended September 30, 2004, investors exercised warrants to purchase a total of 682,000
shares of common stock. Total proceeds received in these transactions was $1.4 million. Included in these
amounts were warrants to purchase 297,500 shares exercised by one of the Company’s directors, for which the
Company received $595,000.

On March 15, 2004 the Company closed a private placement to institutional and accredited investors. The
Company sold 3,782,000 shares of common stock at $2.30 per share, or a total of approximately $8.7 million. Net
proceeds of the offering after placement fees and expenses were approximately $8.1 million. A portion of the
expenses associated with this transaction was the issuance to the investment banking firm of 164,125 warrants to
purchase common shares at $2.76 per share that expire March 15, 2007. The fair market value of the warrants,
using the Black-Scholes pricing model, was $189,336.

In connection with the placement, Acceris Communications Inc., formerly I-link Incorporated and the holder of
300,000 shares of Series B Convertible Preferred Stock, converted all of its preferred stock to 1.5 million common
shares. Acceris subsequently sold 750,000 of those common shares to the investors in the private placement at
$2.30 per share.

In January and February 2004, three Directors exercised options to purchase a total of 255,000 shares of Common
Stock. Total proceeds received by the Company in connection with these exercises was $555,000.

In December 2003, a holder of 100,000 shares of Series B Convertible Preferred Stock converted all of those
shares to 500,000 shares of common stock. In January 2004, the holder sold those common shares plus 14,560
additional shares, or a total of 514,560 shares, to UCN for $500,000 in a privately negotiated transaction.

In May 2004, a holder of Preferred Stock converted a $300,000 promissory note into 150,000 shares of common

stock at a conversion price of $2.00 per share. In June 2004, the Company repaid two other promissory notes

totaling $200,000 under prepayment terms that allowed UCN to repay the notes two years earlier than the stated
" maturity dates. All three of these promissory notes had been secured by equipment.

8. Major suppliers

For the three-month periods ended September 30, 2004 and 2003, approximately 53 and 70 percent, respectively,
of the Company's cost of revenue was generated from two telecommunication providers. For the nine-month
periods ended September 30, 2004 and 2003, approximately 55 and 71 percent of cost of revenue was generated
by the same two providers. As of September 30, 2004 and December 31, 2003, respectively, the Company owed
$3.1 million and $3.0 million to these providers.

9. Related party transactions
Related party transactions not previously disclosed include the following:

During the nine months ended September 30, 2004 the Company paid Theodore Stern, one of its directors who
also is Chief Executive Officer, $6,250 per month for consulting, marketing, and capital raising activities. At
September 30, 2004, there was no amount owed to Mr. Stern.

During the nine months ended September 30, 2004, there were several debt arrangements with directors more
fully described in the Company’s Form 10-KSB filed with the Securities and Exchange Commission on March
30, 2004. Interest expense on obligations owed to related parties during the three and nine months ended
September 30, 2004 was $36,638 and $187,807, respectively.

On April 12, 2004, UCN repaid $2.3 million in promissory notes to one of its directors. The director used
$595,000 of the proceeds to exercise 297,500 warrants.

On April 26, 2004, the Company repaid a $50,000 note payable to another of its directors.
Three of the Company’s current and prior directors participated in the 1999 Series A and 2000 Series B Preferred
Stock issuances under the same terms as all other outside investors. In February and August 2004 dividends of

Common Stock were paid to all holders of Preferred Stock. Of this amount, the participating directors received a
total of 33,054 shares of Common Stock.
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10. Contingencies and Commitments

In May 2004, the Company entered into a one-year consulting agreement. As part of the consultant’s
compensation, UCN agreed to issue up to 140,000 five-year warrants to purchase common stocK at an exercise
price of $4.00 per share. The fair market value of the warrants were and will be ‘calculated using the Black-
Scholes method. Up to 90,000 warrants worth a total of $72,465 are to vest ratably over a period of one year, or
until the consulting agreement is terminated, whichever comes sooner. 50,000 warrants will vest in January 2005
only upon the completion of certain performance measures.

11. MyACD acquisition

In October 2003, UCN acquired the exclusive right to sell and manage the enhanced telecommunications
functions of MyACD, Inc., a Utah corporation (“MyACD”). MyACD develops and distributes telephony
software solutions for call center traffic management and related functions that UCN offers to customers over its
VolIP network acquired earlier in 2003. The agreement included a one-year option to purchase MyACD for
approximately $6.2 million, paid over a three-year period beginning in January 2005. During the term of the
agreement, UCN had the sole right to manage sales and marketing efforts, customer service, and billing of
MyACD customers. In addition, MyACD continued to provide enhanced service development and configuration,
and UCN paid MyACD a fixed management fee for these services.

On September 30, 2004, UCN, Inc. entered into a Purchase Option Exercise and Agreement on Related Matters
with MyACD, and with Michael L. Shelton (“Shelton”) and David O. Peterson (“Peterson”), the holders of all the
common stock of MyACD. Under this Option Exercise Agreement:

UCN and MyACD extended the term of the October 2003 Cooperation and Management Agreement
through the end of 2004;

UCN exercised its option to purchase all of the capital stock of MyACD from Shelton and Peterson
under the October 2003 Purchase Option Agreement; and

UCN, Shelton, and Peterson amended the October 2003 Purchase Option Agreement to schedule the
acquisition closing on January 5, 2005, and modified terms of payment and other provisions.

The total purchase price for MyACD is $6.2 million. The purchase price will be paid in January 2005 when UCN
issues to Shelton a promissory note in the principal amount of $5.6 million, and to Peterson a promissory note in
the principal amount of $581,538. Both notes are non-interest bearing.

Payments required under the Shelton note, which in no case will exceed the $5.6 million total, are:

(a) A payment of $1.4 million on January 5, 2005 and a payment of $35,255 on January 15, 2005;

(b) 11 monthly payments on the 15th day of each month beginning February 15, 2005 each in an
amount equal to 15.4 percent of MyACD product revenue in each calendar month, but in no event
will each such payment be less that $35,255 or greater than $135,956;

(c) 12 monthly payments on the 15" day of each month beginning January 15, 2006 each in an
amount equal to 15.4 percent of MyACD product revenue in each calendar month, but in no event
will each such payment be less that $90,640 or greater than $181,280;

(d) 12 monthly payments on the 15® day of each month beginning January 15, 2007 each in an
amount equal to 15.4 percent of MyACD product revenue in each calendar month, but in no event
will each such payment be less that $135,956 or greater than $226,595; and

(e) Remaining unpaid principal, if any, on or before Jariuary 15, 2008.
The first payment under the Shelton note of $1.4 million due on January 5, 2005 is payable $231,492 in cash and

by issuing to Shelton in lieu of money 562,985 shares of fully paid and non-assessable common stock of UCN.
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However, if the average fair market value of the common stock during the 60 trading-day period ending on and
including December 31, 2004 is less than $2.00 per share or if the fair market value of the common stock on
January 4, 2005 is less than $2.00 per share, then in lieu of issuing to Shelton shares of common stock UCN must
make the balance of the payment of $1.1 million in cash. Fair market value of UCN common stock will be
determined on the basis of the average of the highest “bid” and lowest “asked” quotations for a share of common
stock in the over-the-counter market.

Payments required under the Peterson note, which in no case will exceed $581,538, are:

(a) A payment of $195,385 on January 5, 2005 and a payment of $4,745 on January 15, 2005;

(b) 11 monthly payments on the 15th day of each month beginning February 15, 2005 each in an
amount equal to 1.6 percent of of MyACD product revenue in each calendar month, but in no
event will each such payment be less that $4,745 or greater than $14,044;

(c) 12 monthly payments on the 15™ day of each month beginning January 15, 2006 each in an
amount equal to 1.6 percent of MyACD product revenue in each calendar month, but in no event
will each such payment be less that $9,360 or greater than $18,720;

(d) 12 monthly payments on the 15" day of each month beginning January 15, 2007 each in an
amount equal to 1.6 percent of MyACD product revenue in each calendar month, but in no event
will each such payment be less that $14,044 or greater than $23,405; and

(¢) Remaining unpaid principal, if any, on or before January 5, 2008.

Both notes will be secured by UCN pledging the common stock of MyACD acquired in the transaction as
collateral. UCN’s payment obligations under the notes may be accelerated by the holders on the occurrence of
events of default, which include non-payment, insolvency or bankruptcy, breaches of certain representations and
warranties of UCN in the Option Purchase Agreement, or UCN’s termination without cause of employment
agreements with Shelton or Peterson. The stated term of both employment agreements is up to the date of
repayment in full of the two respective promissory notes.

MyACD is the obligor on two promissory notes issued in October 2003 to a former stockholder of MyACD.
Upon the acquisition of MyACD as a wholly owned subsidiary in January 2005 the remaining payment
obligations on these notes will appear on the balance sheet of UCN as a result of its consolidation with MyACD
for financial reporting purposes. One note in the original principal amount of $575,000 is non-interest bearing,
and is payable in monthly installments of $11,275 beginning October 31, 2003 and continuing through December
31, 2008 when all remaining principal is due and payable in full. At October 1, 2004 the remaining principal due
on the foregoing note was $439,700, and at January 5, 2005 the remaining principal due should be $405,875. The
second note is in the principal amount of $85,710, is non-interest bearing, and is payable in equal monthly
installments of $2,381 commencing January 5, 2005 and continuing through December 5, 2007 when all
remaining principal is due and payable in full. The note in the original principal amount of $575,000 is secured
by a pledge of 2,790,000 shares of the common stock of MyACD. MyACD’s payment obligations under both
notes may be accelerated by the holder in the event of a payment default, insolvency, or bankruptcy of MyACD.
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Overview

UCN, Inc. (formerly Buyers United, Inc.) is a domestic telecommunications company that offers and sells
a wide range of long distance and related communication services to business and residential customers.
Historically we functioned as an aggregator and reseller of telecommunications services provided by
others. We intend to continue to pursue and develop this type of business.

In 2003 UCN purchased assets and licensed in perpetuity software that enabled UCN to establish and
operate a Voice over Internet Protocol communications network (VoIP Network). With the VoIP
Network UCN now offers, as a provider, enhanced services such as automated call distribution.
Furthermore, UCN transmits data and other communication services for a portion of the journey over the
VoIP Network rather than entirely through third party providers.

In October 2003, UCN acquired the exclusive right to sell and manage the enhanced telecommunications
functions of MyACD, Inc., a Utah corporation (“MyACD?”), with a one-year option to purchase it at a
price of approximately $6.2 million. On September 30, 2004 UCN exercised the option, and the
acquisition of MyACD will be effective January 5, 2005. With the MyACD technology we are now
offering a new product approach that combines our national VoIP Network with on-demand proprietary
telephony software for contact handling/management applications. We are changing the way mission
critical applications are delivered and priced for the contact center marketplace, or for any business or
department seeking to improve how it manages the productivity and quality of its customer contact
opportunities.

UCN entered into an agreement to purchase 37 dedicated long distance customers from Source
Communications, LLC for $757,856 in February 2004. The transaction was completed in March 2004.

We generate internal growth by pursuing multiple marketing avenues, including using independent
agents, value-added resellers, and selling through our direct sales force.

Results of Operations
Revenues

Total revenues decreased 4.4 percent to $15.7 million for the three months ended September 30, 2004 as
compared to $16.4 million for the same period in 2003. For the nine months ended September 30, 2004,
revenues increased 2.0 percent to $49.2 million as compared to $48.2 million for the same period in 2003.
The increase in revenue for the nine months ended September 20, 2004 compared to the same period in
2003 is due to new customers purchased throughout 2003 and the acquisition of customers from Source
Communication, LLC, which closed in March 2004. We also generated growth internally from ongoing
promotional efforts, primarily involving independent agents. These revenue increases from new and
existing customers during the first nine months of 2004 were offset by attrition of our residential
customer base.

Our plan since the beginning of 2004 is to focus our marketing effort on business users of
telecommunication services, not residential long distance users, because we believe there is a much
greater opportunity for a business of our size and resources to increase revenues through the sale of
enhanced telecommunications services to business customers rather than through the sale of traditional
long distance service to residential customers. With the technology we acquired in 2003 we have
developed a menu of enhanced communication services that we are now introducing to our existing
business customers and to new prospects through our established independent agent sales channel. Asa
result of these dynamic changes in our business we are experiencing a transition in our sales mix, the
effect of which is reflected in the revenue decrease experienced during the three months ended September
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30, 2004. We expect this transition period will continue through the end of 2004 and into 2005. During
the transition we believe the downward trend in revenues will continue until the growing momentum in
sales of enhanced services overtakes diminished revenue caused by attrition in our resideptial long
distance customer base.

Cost of revenues

Cost of revenues for the three month period ended September 30, 2004 was $8.7 million, a 1.6 percent
decrease, compared to $8.8 million for the comparable period in 2003. For the nine month period ended
September 30, 2004, cost of revenues increased to $26.9 million, a 2.9 percent increase as compared to
$26.1 million for the nine month period ended September 30, 2003. Cost of revenues as a percentage of
revenue for the three month period ended September 30, 2004 was 55.4 percent as compared to 53.8
percent during 2003, and was 54.6 percent for the nine months ended September 30, 2004 compared to
54.1 percent for the same period in 2003. The decrease in gross margin in the third quarter of 2004
compared to the third quarter of 2003 is the result of the combination of lower, more competitive pricing
we adopted in some of the newer long-distance rate plans and the change in our sales mix from residential
customers to business customers.

We expect competitive pressures will continue to depress pricing for traditional long distance and have a
negative impact on gross margin for this service. However, enhanced telecommunication services are
priced on the basis of number of users and service features selected, so gross margin for that type of
revenue is not subject to the same downward pressure as long distance service.

General and administrative expenses

General and administrative expenses in the third quarter of 2004 decreased 6.0 percent to $3.6 million
compared to $3.8 million in the third quarter of 2003, and for the nine months ended September 30, 2004
decreased 1.6 percent to $11.4 million as compared to $11.6 million for the nine months ended September
30, 2003. A portion of the difference is attributable to the higher costs we incurred in 2003 to integrate
and improve the VoIP Network acquired at the beginning of 2003 compared to the costs of maintaining
and upgrading the Network during the first nine months of 2004. In addition, we have continued to
improve operating efficiencies in this area, resulting in decreased expenses during 2004.

Selling and promotion expenses

Selling and promotion expenses increased 27.1 percent to $3.9 million during the three month period
ended September 30, 2004 from $3.1 million for the same period in 2003. Such expenses increased 31.3
percent to $10.7 million for the nine months ended September 30, 2004 compared to $8.1 million during
the nine months ended September 30, 2003. The increases are the result of the transition in our sales mix
over the first nine months of 2004 as higher commissioned business customers increased in the first nine
months of 2004, and lower commissioned residential customers decreased through attr<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>