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INDEPENDENT AUDITORS REPORT

To the Board of Directors and Siockholders of
MNetsar Technologies. Inc.:

We have audited the accompanying balance sheets of Newsar Technologies, Ine. (the “Compnn™) as of
December 31, 2010 and 2000, and the relaled statements of operations and {aceunmulaied defici)retained
carnings and cash flows for the years then ended. These financial siaterents are the responsibitity of the
Company”’s management, Qur responsibifity is to express an opinion on these financial statements bused
or our audiis,

We conducted our audits in accordance with anditing standards gencrally accepted in the United Stases of
Americn as established by the Auditing Standards Board of the American Institute of Certified Public
Accountants. Those standards require that we p}dn and perform the audils to obain reasonable assurance
about whether the firancial statements ave free of muterial misstatement. An audit ineludes consideration
of mternal control over financial reporting as a basis for designing andit procedures that are appropriate
the elreumstances. but not for the parpose of expressing an opinion on the offectiveness of the Company's
internal control over financial veporting.  Accordingly, we express ne such apinion.  An avdit also
mehudes examining. on a test basts. evidence supporting the amounts and disclosures in the (nancial
statements, assessing the accounting principles used and significant estimaies made by management, as
well as evaluating the overall financial statements presestation.  We believe that our audits provide o
reasonable basis for our opinien,

In-our opinion, the financial statements referred o above. present {aivhy. in all material respects, he
financial position of the Company at December 31, 2010 and 2609, and the yesults of it operations angd
its cash (lows for the vears then ended 0 conforminy with accounting principles gencrafly aceepted ia the
United Sunes of Amurica.
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RETNAR TECHNOLOGIES, 1N,
BALANCE SHEETS
DECEMBER 31, 2010 AND 20V
A AU .
ABSETS
CURRENT ASSETS:
Cash 3 532830 S 300969

Accounts yeegivable 3278439 4,546,223

Accounts receivable from relaad panies 209,558 LOD2 180
Purchase depaosits J82.691 512006
Prepaid expenses and other currem asses osen 30627

Towad current assets 6,243,310 6.4 12.005

INVESTMENT IN AFFILIATE. at cost 342236 -
PROPERTY AND EQUIPMENT, net 628,927 200343
DEFERRED TAN ASSET 187,050

LIABILITIES ARD STOCKHOLDERS ROQUITY
CURRENT LIARBIITES:
Lines of credit F 3080217 \

Aceounts pavable 2420410

872042

32823

Accounts pavable o related party - Q50000
Obligations wnder capital Jeases, current porton 48,379 38,384
Acoried expense and other Habilives 677304 408299
Income wx pavalile G486 37086

Teowal cwrrent Habiliies ' 6,835.796 4,766,007

OBLIGATIONS UNDER CAPITAL LEASES. Lomg-werim portion 2053 156,373
GRANT PAVABLE ; 330,624
Total labilities

COMMIUTMERNTS AN CONTINGENCIES -

STOURHOLDERS BEQUITY:
Common stock, $10 par value, 20,000 shares authorized.
issued and sutstunding 200,000 200,000
tAccumuiured deficiOietained earnings (20.726) 1069087

Total stoekhoiders” equily 109274 1.269.037

OTO0220 8 6711348

i et ey A T g

The gecompanying nows are an integral part of these {inancial storements,
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NE TN ARTTECHROLGOGTRES, INC,
STATERMENTS GU OPVERATIONS AND

(ACCUMULATED DEFLCITERETAINED EARRINGS
FORTHE YEARS EXDED DECEMBER 31,2010 AK)) 2009

REVENUES:
Consulting serviees
Software and equipmens
Total revenugs
LESS: COST OF SALES
GROSS PROFIT

OPERATING EXPENSES

(LOSSYINCOME FROM OPERATIONS

QFHER INCOMIE/AEXNPENSESY:
Miscuellaneous income

Interest expense
Towl other exponses

(LOSSVINCOMYE BEFORE PROVISION FOR INCOME TANES

PROVISION FOR INCOMIE TANES:
Incone wax expense - Citrrent poriion
incomie tax benelit - Deferred portion

Total provision for income taxes

(LOSSYINCOMLE BEFORE EXTRAORDINARY TR
ENTRAORDINARY (GAIN

NPT (LOSSTNCOME

RETAINED LARNINGS, beginning of vear

CACCUMULATED DEFICTTYRETTAINGD
EARNINGS. end of vear

B L

$ 2033873
11830428

13.886,298
) N 740.906)

M09

S 2,031,030
9,168,639

11,200,269
(3.137.506)

’{* 392

0,062 463

708,265

(2.022873

12,578

237044y

(207.851)

 {G24.566)

{106, 1907

(2,247,439)

(9.06%]

{ )()() Fh
UGU 15

-_I ,J

5 696491
999,366

§(30.720)

TR L g L

The aceumpany llf“ BOLEE are an ny L“Idl [rari of these finangial sne MICTHE,
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CASH FLOWS USED IN OPLRATING ACTIVIPIES:
NET (LOSSPINCONME
ARIUSTMENTS TO RECONCILE NIT (LOSS Y INCOME
TORET CASH USED IN OPERATING ACTIVI I'HS:
Depreciation and amorizaion
Deferred s provision
Gain on disposinon of vehicle
Qain on nonmonetary exchanse
Gamn on extingoisment of debt
(Increasc)yidecrease in accounss receivahle
fhicrease)idecrease in accounts reecivable from related praries
Decrensedtinerease’ in porchase deposiis
Decrease in prepaid expenses and other current assels
Increase/{decrease) in accounts pavable
Increase in acerued expenses and other Habilitices
(Decreaseliinercase n income wx pavabie
Towl adjusinents
Nef cash used in operating activities
CASH FLOWS USED IN INVESTING ACTIVITHS
Capial expenditures
isurance procesds on disposttion of vehicle
Net cash used in invesiing activites
CASH FLOWS PROVIDED 13Y FINANCING ACTIVIY

Net advances from fines of oredin

s

Repayments of grant pavable
Repavinents of obligations under capital louses

Neteash provided by financine aciivities

NET TNCREASE IN CAST
CASH, beg

I ARD 2609

S (1. (:Ul} 783

84,600
(187,636)

(1.040)
{960,000,
(754.099)
(76.516)
320515

10,833
792,179
268,805
(Jg ,{]n

009

b

04 388

(2.343)

225,946

309,028

(374,361)
065,054

A68.073)
8247
3?’}.‘)86

0671840

(20,896

("’( &f)(!)

¥ 231.88]

300,969

5 IERROR
135954

sinning of vear
CASEHL end of vear

SUPPLEMENTAL CASH FLOW INFORMA
Income taxes paid duwring the vear

THON:

herest paid duving the vear

e accompanving Hols sre an mtegral par: of these Fnane

2
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NETRAR TECHNOLOGIES, INC.
STATERMENTS OF CASY FLOWS
FORTUHL YEARS ENDED DECEMBER $1, 2010 AKD 2009

Coniinued

A0 200D

SUPLEMENTAL SCHEDULE OF NONCASH INVESTING AND S
FINANCUING ACTIVITIES:
Accowts receivable written-off L
Ivestment in affiliare through sedement of deix %

Issuance of accounts receivable frome employvecs through
obliganons under capital leases 3 . N 28,123

L N T T AT PO Lo

Proparty and equipment acquired Quough settlement of

aceonits yeceivable from emplovecs

e AR LR Y

Property and equipment acquired Girough settlement of debt

ST A L A
2 -
Y

Property and eguipment acquired throngh Nnascing

S 6.900

L Y

Propery and equipment asquired trough capital leases
Capital lease obligation cancelled in exhange of property
and equipmont

Disposal of property and ceuipment:
Cost
Accundated depreciation

15,694
525
Ay -armhms:q‘«‘r—"ﬂit"ﬂ AT LY

2]

1

Obligation under capital feases canceticd

Realized gain

The accompanying notes are my invesral paii of these [inancial statcients,

A



SEMAR THCHRODLGOIES, 19,
B TO THE FINARNCIAL STATDMENTS

10 AXD 000

1. HATURE QF BUSINESS
Netsar Technologics, Ine Ghe ~Compamy 3 was organized wsder (e laws of the Conmmonwealt
of Puerte Rice on February 15, 2002, The Company iz prinrily engaged in the consulting,

design, development. and seie of computer sofrwsne and equipment.
Z SUMMARY OF SIGRIFICANT ACCOUNTING POLICIES

The accouming and reporting policies of the Company conform with accounting prineiples
generally accemed iy the Unied States of America. and, as suck, include amounts based on
Judgments. estimates, and assumprions made by management tiat affier the reported ampunis of
assels and Habilhies wnd contingent assets and liabilies at the date of (he financial statements and
the reparted amosnts of revenues aud expenses during the veporting periods. Actual resulis could
differ from those estimates. Following is a description of the more significant accounting pelicies
followed by the Compuny:

Revenuediapense Recognition - Consulting revenue is recognized as income when the services
are rendlered. Revenue from sele of sollware and equipment is recagnized as income when the
software or equipment is detivered to costamer or when instaliation is completed. Hxpenses are
recogrized when incurred,

Cash Equivalenss - The Company considers highlv liquid investments with maturities of (hyec
monthis ar Jess at the dme of purehase 10 be cash equivalents, There were no cash equivalents ag
Decemiber 31, 2010 and 2009,

Avcennits Recelvable - Accounss reeeivable are stated ac their net realizable value,

Provivion for Doubtful Acconnts - The provision for doubiful acconms is accounted for using
the direct write-ofT method wherehy an expense is recognized oy wwhen o speeific account s
dgeierimived o be uncolieaible. The offeet of nusing s method approxinages that of the
allowanee method.

Purchase Deposits - The Compuny recoghizes as purchase deposits advanced purchases for the
manafacuring of customers” egiipment. As of December 31, 2000 and 2009, advance purchases
amounted to approximaely $183.000 and $3172,000. respoctively
dnvestiment in Affificte - The Company accounts for its investinen: Nersar Tuechnologies S.A.
("Netxar DR™ an alliliated company, inder the cost method, Under such methad. an Investor
recagnizes as income dividends reecived that are distribured from net accumulaied carnmgs of the
mvestee sinee the dae of acquisition by the investor,

Pursuant w the provisions of the Financial Accomnting Standard Board CFASE™ authorhative
guidince on the ivestimens. the cost method s aeperally foliowed for most investiments in
noncatrofied corporavions. Ag disclesed in Note 5, the Conpany will nat have any voling rights
nov will they exercise any significant influence in e manasement of Newar DR, Iy addition,
IRANECIICNE Topi
will be equal to or exceed 209,

e thel nuder o circamsiances die percasase of owrnership in Netxar DR



RETNAR VECHRNOLOGIES, INC.

ROTES 10O THE FINANCLAL STATEMEXTS

DECEMBEIR 31, 2010 AND 2009
Propersy and Laquipment - Property and cquipment are carried at cost Jess accumulated
depreciation and amortizabon. Depreciation and amertization are provided using the straighl-line
method over the estimated vsefbt Hives of the individual assets, Maimenance and repair costs tha
do pot improve or extend the Hife of the respective assets are expensed as iscurred.  Costs of
renewals and bewerments are capitahized and amortized over their useful Hves or the remaining
fease term, whichever is shorter,  When assess are seld or disposed of) their cost and related
accumulated depreciation/amortization are yemoved from the accounts and any gain o loss is
reflected in camings,

Impuiviment of Loug-Lived Assets - The Company evaluates for impairment tong-lived assels
Beld and used whenever events or chianges in cirewnstances indicate that the carnying amoum of
an assel may not be recoverable, In performing the review for recoverability, an estimate of the
futre cash Nows expected 1o vesult from ihe use of (he asset and its eventual disposition st be
made. 17 the suny of (he future cash flows (undisconnted and without interest charges) is less than
the carrving amount of (e asser, an fmpairment loss s recognived for e difference, i any,
between the fair market value and the carrving value of the assel. There was no impaitment ioss
for the vears ended December 31, 20010 and 2009,

Inconte Taxes - The Company aceounts for income laxes using an assei-lability approach that
requires the recognition of deferred income tax assets or liabilities for the expected tax
consequence of events that have been recognized in the Company's fnancial statcments or tax
roturns. Deferred tax assets and fabilities are stvributable primarily o remporary differences
resufting from items of revenues and expenses, which are reported for v purposes in a difforent
vear hao for financial statements parposes. In assessing the realizability of the deferred tax
assets, the Company considers whether it is wore likely thas not that she deferred tax assets wil)
he reajized, and establishes & valuation allowance when decmed necessary.

Beginning with the adeption of the FASE authoriative goidance o e accounting for
UBGCCEAIDY N income 1axes as of January 1, 2609, the Company recoanizes the effect of income
rax positions oniy i those positions are mare likely than not of being sustined. Recognized
Meome TN positions wre mersured at the largest amount that js ereater than 50% likeh of baing
realized.

Fuir Value Measwrement of Financial Instruments — Effective danuary 1. 2008, the Company is
required o determing the fair valoes of i linancial ingtrements based on the Taie value hicrarchy
established i FASE s authortative guidance for Fair Value Measwrements, This guidange
categorizes the fale value disciosures and distinguishes among quoted prices i asive markets lor

entieal assets or Habilivies (Level 1 measurements) and versus unobservable inpuls (Level 3
measurements).

The Company™s {inancial assets, as defined by this auidance ar December 31, 2010 and 2009,
cledes cash, accoums receivables and accounts receivables from related partics, whoreas the
financial Habilittes include accowns pavable, accerned Habilities and aceomts pavable o a relatec
party. The careyving amount for finacial ussets as well oy for (inancial liabilitdes approximates
faiv value becanse of their curent nanwre.

Advertising Costs - Adverising costs ave expensed as incurred.  Advertising costs expansed
51000 and

N

duving the vears ended December 31, 2010 and 2009, amounied 10 approximaely
21,000, respeatively.




FETYAR TECHNOLOGEES, INC.
ROTES TO PHE FIRANCIAL STATEMERTS
PECEMBLER 31, 2018 AND 2009

Reclassificarions — Certain reclassificatdons have heen made 1o the 2009 financial statemaents 1o
conform with the 2010 Mancial stanements presentation.

Recenily Issned Aceounting Guidance:

FASB Codificarion - in lune 2009, the FASR issued authoriative guidance that established the
"FASE Accounting Standards Codification” ("Codification”) as the single sonree of authoritative
preparation of financial stalements in conformity with generally accepted accounting principles in
the Linted States. AN guidance contained in the Codification carrics an cqual level of anthority.
On the effective date of this guidance, the Codification will supersede all shen-existing non-SEC
accolmting and reporting guidances. A other non-grandfathered non-S1EC accounting literature
not included in the Codification will become non-autharitative, This guidance is effective for
financial statements issned for interim and annval periods ending after September 15, 2009
Managenent updated the disclosnres of these financial statements to conform to this guidance.

Subsequent vents - Ty May 2009, she FASI issued authoritative guidance for the accounting
for and disclosures of events that oceur afier the halanee sheet date but before financial
statements are issued or are available w be issued. This guidance does not apply o subsequent
events or transactions that ase Within the scope of other applicable GAAP that provide different
adance on the ascounting treatment for subscquent events or transactions. This guidance is
effective for interim and annual pericds ending after June 13, 2009, and is required 10 be applicd
prospectively. The Company evaluared subseguent events through Mareh 3. 2011, the daie on
which the financial stotements were available o be issued. There are no material subsequent
events aside from those diselosed in Note 14 that would require Turther disclosure in the
Compamy’s fiancial statciments.

Fir Value Option for Financial Assets and Financial Linhifities - Ty February 2007, the FASE
issued authorttative weidance which provides companies witl an option o report selected
finansial assers and labilities au fair value, This guidance alse establishes presentation and
disclosire reguirements designed i facilitaiie comparisons  between companics thal choose
different measurement atvribotes for similar tvpes of assets and Habidities. It also PEGUINeS entifics
o display the fair value of (hose assors and Habilities for which the company has chosen o use
fair vatue on the face of the balance sheet. This new guidance doss net eliminate disclosure
requirements included i other accounting guidance, authoritative euidance on fair value
measwrements and disclosures abowt fair value of financial instruments, Galy adoplios s
permitled, provided that e entity aiso cleats w apply the provisions of FASE authoritative
guidance on fair vale measarements. The adoption of this gnidunce did not affect the Company’s
assets or liabilities.

Fair Value Measurements and Disclosures - In September 2006, the FASI jssued authoritative
guidance for faiy value measurements which defines [air value. eswablishes gnidefines for
measiring fair value and expands disclosures regarding Maiv value measurements, This gurdmice
does not require any new fair value measuremants but rather elimimmes inconsislencies in
enidance fouad in various prior sccounting awthoritative guidance and is effective for fiseal MERTS
boginning afier November 150 2007, Effective Fanuarv 1. 2000, the Corapany adopled tus
uidance which did not have a material impact on the Company's financial position or results of
operations during the vears ended Decamber 31, 2010 and 2009,



NETX AR TECHNOLOGIRS, 15¢

NOTES
DECEMBER 31, 2010 AND. 2009

TOTHE FINANCIAL Y {/" TEMERTS

I Adgust 2009, FASH jssued the Accounting Standacds Updae 2009-03, Measaring Liabilities
at Falr Value, which includes amendments e original puidance related 1o fair value
measuremients and Disclosures, for the fair value measurement of Habilives. Sueh update
provides ciarilication that in cireumstances in which a quoted price in an active market for the
identical Hability is not available, a reporting entity is vequired 10 measure falr valve using one or
more of the following technigues: & valuation eehnigue that uses (a) the qnoiod price of the
wlentical Hability \\'hcn tradded as an asset. {(b) quoted prices for similar liabilities or similar
liabilitios when traded as assets. or anothor valuagion lechpique that is consistent with the
principles of the Cadificaion. Examples would be an incane approac hosueh ay a present value
wechiique. oy a macket approach, such as o technigue that is be ased an the apount at the
measurement date that the reperting entity would pay 10 transfer the identical liabiline or would
recerve Lo enter into an identical liabili: The adoption of this guidance was effective upon its
wswance i Augost 2009 and did not have a material impact on the Compary’s financial
slatemenls.

Aceconiting for Uncertainly in Income Taxes - In 2000, the FASD issued authoritative guidance
which clarifics the accounting for unceraing in income faxes yecognized in an enterprise’s
financial statements, This guidance preseribes d recognition thyeshold and measwement altribule,
as well as oriteria for subsequently recognizing, derccognizing and measuring uncertain 1ax
positions for financial swiements purposes. [ atse vequires expanded disclosures with respect 1o
e uneenainty in income taxes. In December 2008, the VASE amended the ariginal guidance
ssied in Sune 2006, which defers the effective date for nonpublic enterprises for fiscal vears
begiming afley December 13, 2008, and shonld he applied a5 of the beginning of he enterprise’s
fscal yewr. Management adapted this guidance during the year ended Desember 31, 2009,

Iy September 2009, FAST fgsned the Accounting Standard Update No, 20609-06, fnyplementation
Ouddence on .-ic:(:mmfr'ntr Jor Unceriaiiy in Income Taxes and Disclosure Amendments Jor
Noupublic Lnties, which provides addivonal implementation guidance on the aceonnt; ing for
uncertainy i income taxes. The undate establishes that i income wxes paid by the eatity are
atiributable 16 the entity, e sansaction should be acconmed consistent with previonsly
authoriative goidance for unceriainty in income taxes. 1§ income taxes paid by the eniity are
attribitable w the owners. the wansaction should be :u,ord\ a% & ransaction with ovwners. This
update alse clarifies that management's desesmination of the taxable =atus of the entily s & tax
pasition stibject 1o the standards required Jor UDCErAiniy I ineome taxes aond that a FCROTng
entity must consider the s positions of all entities within # velued aroup of entivies regardless of
the tax status of the reparting entin

Fhis accounting update is effective for finuncial stmements issued for imerim and annual periods
beginning afier September 15, 2000, Management adopicd this guidance on the Company's
financial statements as of and for the vear ended December 31, 2010,

Other Recent Accownting Updates - Durving e vear ended December 31, 7010, the FASR
wsted other accownting standard updates that ware not relevan io the Compinsy’s O])vl alions,



NETRAR TECHROLOGIES, I8¢,
ROTES TO THE FINANCIAL STATEMERTS
DECENBER 31, 1010 AXND 2009 et

3. ACCOUNTS RECEIVABLE
At Preegmber 312010 and 2009, accouns rereivable consist oft

A0 2009

Accounts recaivalle wrade S 5470178 § 4497954
Accounts receivable lrom emplovess 3,000 48509
Ciber gecounts receivahle 96261

Towal uccomns receivable

4, INVESTMENT IN AFFHLIATE

On December 31, 2010, the Company entered into an agreement with Netxar Technologies,
SAL(MNetsar DR parsuant w which the Company made a capital contribuiion to Nelxar
R, The amount of the capiial conteibution was $342,236, which was equul to the amounts
owed by Netxar DR to the Company as of Decomber 31, 2010,

in exchange Jor the capital contribution, Newxar DR wit] issue 342,235 anits of non-voting
membership interests 10 the Company (the "Mombership Unis™). The Membership
Units will vot have any voting rights nor will they exercise amv significant influshee in
the management of Netxar DR The Membership Units will not have any <ividend
preferences. Prior 1o issuing e Mambership Units. the Sharcholders and Board of
Divectors of Netar DR will determine the pereentage of Netxar DR's future eamnings and
profits that will be available for distriburion o the owners of the Membership Units,

. PROPERTY AND EQUIPMERT
At Decentber 31, 2010 and 2009, property and equipment consist of:
Liselnl

Lives

{in years)

2010 2009
68103
636 204389
357205 116,873
15.046 13,046

Pt
th
Lo

Farniture and Tixinres
Machinery and equipmon

seasehold mmpovements

Laguipment under capiial lease

Vehicles under capital foases LA 324,504
Net depreciable asso !:(lx1€)37§?11 728,985
Less: Accumulated depreciation
and amortizanon 7 (420, 8643 {£29.042;
z T

10



KETNAR TECHNOLGGIES, TN

HOTES TOTILE FINANCIAL Hi \'I" VIFLINTS

DECEMBIR 31, 201 0 ANRD 2009

6.

PANES OF CREDIT

AL Decembaer 3102000 and 20000 1he Company had available s vevolving line of credit with a
financial instiwetion of up o 36 million, for which another financial nstitution holds a
participation tnterest of 33.34%. o (inance warking capital needs, inventore purchases and
financing of the accounts reecivable srising in the novmal course of business. The line of credit
bears intarest at 2% over Prime Rate, bui shall never be lower than 3.75% per annum {3.25% al
December 3%, 2010 and 2009). Advances under tis faciliny will be disbursed at borrower's
reuest up 1o an amownt equal 1o the sum of 70% of ehigible accounts receivables up to 120 davs
past invoice date on private accounts and 180 days past invoice dale ol government accounts.
The Hine of credit is collateradized by a mortgage note on comimercial property owned by a related
party and a pledge of the Company’s investment properly consisting of 30% of the currentiy
issued and oustanding shares of common siock and aceounts receivables and guaranteed by the
Company's stockholders and relmed parties. The oustanding balance under this facility as of
December 31, 2000 and 2009, amounted to $1,880.273 and $1.776.366. respectively,

The Company is required w0 establish s margingl account under e exclusive control and
dominian of the financial institution wheye all collections of the eligible account receivablos shall
be deposited. The bank zmplic‘; all fonds in this account to the payme it of the facility and afier
covering ohligations, excess funds are tansferred to the Company's existing operating account.
-’\[ Decomber 310 2010 and 2009, restricwed cm.h 1y the marginal aceount amounted 1o $99 and

236,894, respectively, and is presented net of the line of credit in the accompanying balance

hh(.-‘cln.

On August 20. 2010, the Campany entered into an agreement for a revalving line of oredit with &
[inancial institution of up 10 $3.3 million. to finance rccounts receivable arising from sales 1o
international markers. The Hae of credit bears inferest at 2% over Primer Rate, but shall never be
fower than 3.73% por annam (3.23% w December 31, 2010) Advances under this facilite will be
disbursed at bom,nwj S Tefuesl up 1o an amouat equal to the sum of 83% of eligible accouns
receivibles up 1o 120 days past invoice dae from sales o international markets. The line of
crodit s {:ollaicr;ziim,u by a mortgage nole on conurercial propers owned by 2 refated narty and a
picdge of the Company’s fnvestment properiy consisting of 30% of the currently issued and
outstanding shares of conmon stock and accounts receivable and euaranteed by the Conpany's
stacklrolders and related parnies,

Tir conneetion with the credit facility of $31.5 million. the Company is reguired 1o establish a
marginal aoccount under the exclusive control and dominion of the financial institudion where ali
cofleetions of the eligible account recoivables shall be deposited. The bank applies all funds in
g account w0 the pavment of the facilitny and afier covaring sueh obligations; excess funds will
be translered 1o ilu Compam's existing aperating account. AL December 31, 2010, there was no
restricted cash o Gre marginad account.

I additien, ar December 31, 2010 and 2009, dic Compaoy had a revolving line ol crediy \\-‘i[h
another financial institution of up 16 $1 mithon. bearing interest al 2% over Prime Rate. but shal

never be Jower than 6.30% per aunme (3.23% at Docember 31, 2010 and 2000, The e oj‘
cradit matures on Janvary 132011 Advances under (s freitine shall not excecd at auy tine the
sum of 60% of l‘h netamouit from governmental accounts with an aging between 187 davs and
up 1o 365 davs. The line of credit is collareralized by g pledge i cash, accounts receivabic and
persongat Dm;)u voand guaraniced Py ihe Compamy's stockbolders and related parties.  As of
Pecember 31, 2010 and 2009, the Company had no borrowings outstanding under this eredit

faciling,

11
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8.

2010 AND 2009

These credit facilivies require the Company 10 comply with certuin resteictive covenants, which,
i the cvent of aoncomplinnce. provide the financial nstituten the right 1o declare e
aurstanding debt as due and pavable b cancellaion of the Agreement. A December 21 2010,
the Company was nat in compliance with cerain of the presor thed covenants; however, o waiver
was not requested sinee, ax disclosed in Note 14, the hnos of credit were cancelled subseguent to
December 31, 2010 The financial siastements do not include any adjustment that miglit result
from these von-compliance events.

I addition, at December 31, 2010 and 2009, the Company had two eredit facilities i the amount
of $2,000.000 and $300.000 for the purchase of products. Advances under these credit facilisics
arve payable within 90 and 30 days, respectively, from the sopplier's invoice dae, These credit
facilities bear inerest at variable rates. The ontstanding balanes under these credit facilities as of
Decomber 31, 2000 and 2009, amaunted 10 2.009 044 and §) 96,626, respectively.

OBLIGATIONS UNDRER CAPITAL LEASES

The ampany finances the acquisition of vehicles and operating equipment through capital leases
from various financial institutions.

Capital leases omstanding as of December 3, 2010, are pavable in monthly instailiments of
principat and Buerest ranging from $369 1o $1, (5()6 hmnuu the year 20140 The abligations under
capital leases are seeured by the c‘{,mcspmnclmg; vehicle and operating equipment and bear imerest
atsates ranging from 4,90% 1o 11, 10%

FThe fuwre wminimum pavments under capital leases and ihe ne Copresent value of the fowre
minimum lease pavmoents at December 31, 2000, were a5 follow:

_Year Ending December 31, o Anroud
2011 T T s
2017 34,033
3013 33.633
2014 499
Total minimumn lease paviments TS
Less: Amount yepresenting interest (W ?"‘

Present value of fture mininm lease pavinems
Less: Current partion

Obligations under capiial leases. Jong-term poriion

GRANT PAVABLE

In May 2002, the Puero Rico Industrial Deveiopment C cinpany CPRIDCO™) approved @ grant of
5750000 ta the Company for (he acquisition of mac hinery and cquipmen: 1o be used in their
laboratories for sciemific and rechnical investigation and eortain costs inewrred for yescurch and
development of new indusirial p;nf!u BTN J e prant is securad witly the same machinery and
equipment purchased from the gran’s proces
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I Apnl 2010, the Company entered into an agreement with PRIDCO for the xq‘mvnum of the
outstanding deb( under the grant. The agreement consists of an inital pavment of $25.000. plus
FOconseantive annual payments of $51.483, bepinning on December 1 2000 and a final
payment amauniing i $ 87 dve on December 31, 2020, The note bears interest at 1.23% per
anum. Ag of Decenther 31 2010 and 2009, the aram pavable amounted o $514.826 and
539,826, respecfively.

3
"
Al

9. RELATED PARTY TRANSACTIONS

The Company is @ member of a group of affiliated companics and has exiensive ransactions and
relationships with members of the group. Because of these relationships. it is possible tha the
terme of these ransactions are not the same as those that would result from wansactions among
wholly unrelated parties,

Accounts receivable from related partics represent cash advances and/or pavments made by th
Caompany on hehalf of relwed pastics.

As of December 31,2009, (he aceount pavabie 1o related party consists on an amount due 10 a
relaed party for management services rendered during the vear ended December 31, 2007, On
March 10, 2010, the balance due 1o the refated pary was condoned. As a result, the ()mpan\'
recarded an extraordinay gatn amounting 1o $960.000 during the vear ended December 31, 2010

The Company leases office space and parking from 2 related » party under an operating lease
agreement expiring in December 2011 with an option o renew. Op January 1, 2011, the
Company renewed the term of the ease for an additional Fve-yvear poriod ex piring i December
2015, Rent expense under this agreement amounted 1o $144,000 for the years ended December
312000 and 2009,

AL December 3320500 the Asture minimum lease payments under the lease Erecment are as
foliows:

Year Endi ther 31, Amount

20641 , [RERI
2010 144,000
2013 144,000
214 [EXR
208

£, COMMON STOCK

On Mareh 12, 2010, one of the Compa n\" stockholders sold his 50% participaton of all tssued
and outstanding shares of the Company’s common stock 1o a thivd pary.
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PERCOME TANES

The Company has been grnied an exempion under the provisions of law No. 135 af the 1007
hidusteial Incentive Act subjost 1o cenain requirements, from Puerto Rico income, property and
munieipal taxes relaied e research and developmeni of computer sofsware and fhe designated
services for the development of compuier software 1o be export. Under the 1ax exemption grant.
the Company s business is subject 1o & fixed income x vate of ™ on its industrial developmen
incame in excess of $13,000. 90% exempi from real and personal property taes and 60% EXCIT |
from municipal taxes for a period of 10 vears, expiring in 2017,

At Desember 31, 2010, the deferred 1ax asser is related 1o an operating Joss carrvover.

As of Decamber 310 2010, the Company has net operating losses amouming 1 §1.258,503
available to offset future taxabic income, expiring on 2020,

The vhimate realization of the clt‘fmm(i wax assels is dependent upon the generation of fulure
taxable income during the period in which those tamporary differences beeome deductibie.
Management considors projected futire taxable incoime. and 1ax planning stralegies in making
this assessment. Based upon the level on projections for futwre wmxable income over the periods
which the deferred tax assels are deductible, managemoent believes it is more likeh that (e
Campam will readize the henelits of deductible differences.

I June 2006, the FASE issued authoriative guidance on aceounting for unce SEATNY i iBeeme
laxes that ;y,um,uh{'k a comprehensive model for the fipancial staicment recoenition, measurement.
preseniation and disclosure of income ay uncertaintics with re speat Lo posiions taken of expecied
te he taken on income wx reinns. However, the Company adopled the accounting [or wnceriainn
moncome waxes effective danuary 10 20090 since the iaplementation of (his authoritagve
accainting gidance was deferred for non-public eotities with vears beginning afier Deceber 13,
2008,

The Company adopred the provisions of the FASH authoriative auidane on the xeconning for
uncerlainy in ncome taaes as of Japuary i, 2009, Uinder (he authoritative accotnling goidance,
meog 1ax benaefits are recognized and measured based Upan & teeeslep madet T a s position
nust be more Hieh than not © be snstained based soloh on its technical merits in o rder i be
recognized. and 1) the benefie is measured as the luracst dollar amount of position fha s
more likely than not to be sustaingd upon settiement. The difference between the benefii
recognized in accordance with this maded and the ws benofii claimed on a wx returs i< referred 1o
an s pwrecognized tay bhenetls ?\"o adjustiment was yequired as of Pecember 31 2000, For the
vear ended Decamber 31, 2009, the Company recognized $36.382. includin ne nEerest, as an
inerease i the labiline for umc\.wumd an benefits, which was included as part of aceried
expenses and ofher liabilities ir the acc vipanving bakmee shept.

RISK CONCERTRATIONS

Financial inswuments that potentially expose the Company 16 certain coneentration of credit risks
malide cash i bank accoums. The Company maintaing acconnts at fgh guatine financial
mstitions. While the Company altempis 1o Himiv any linancial exposure. 15 deposits balanees
v at tmes. exceed (edevally insured finnrs. As Decomber 31, 2016 and 2000, the Company
exceeded the inswred 1mic by $249,183 and $45.235, respectively, The Company has nog
experioneed any josses on such acoonngs,
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As of December 31. 2010, approximately 21% and 27% of the Company's revennes and accaunts
receivable, rus;xr(.n\ ey, were derived hom one gavermuenial agency, I addivion, 7% of the
Compuny’s aceounts receivaible was derived from one customaer

As of December 31, 2000, 21% and 44% of the © oy s revennes and accounts receivable,
respectively, were derived from & governmensal sgeney,  In addivion, 13% of the Compain’s
aceoninls receivable was derived from one customer.

CONTINGENCIES

The Company is defendant s vacious Jegal proceedings avising in the normal course of business.
Based on the advice of legal counsel and on the deve ]opmu t ool these maflers o date,
management considers that the ultimae agyregate Habilice, 80 anyv. resulting from  these
proceedings will ol have a material adverse effect on the O OIPANN'S financial position al
results of its operations,

SUBSEQUENT EVENTS

As of the date of our report, the Company®s percentage of ownershin in Netxar DR, as
disclosed in Note 5 to the financial statemients, has not been determined.

As disclosed in Note 9 to the financial stiiemems. on Januwary 12071, the Company renewed
the term of the lease agreement with a related parny for au additional fnm -vear period expiring in
December 2013,

On Januwary 130 2001, the Company’'s stockhiolders enlered e an Lxchange  and
istribuion Agreement, whereas the sioel 'imld‘ < wansierred their parlicipaton of all
ssued and outstanding shares of the Company's comnion stock 1o ?\m,l\a Cireup Lamived
("Netvar Group™). an bvernational business company organized under the taws of Saim
Lucia, in exchanged for the issuance of shares of Nelxar Group.  As o result of this
transaction. Newar Group becanie the sole stockholder of the Company.

N

On danuary 13, 2001 the Company mmu”(‘d the revoiving hoes of credit held with &
financial institution of up to $6 million and $1.5 miibon, respectively, as disclosed i Note
G,

On lanuary 15, 2011, the Company decided not o renew the Tme of eradit leld with another
finamcial institndon of up Lo $) willion. as disclosed in Note 6.
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Klember of Polaris International

SCHERRER
\,j' HERNANDEZ & CO.

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Netxar Technologies, Inc.:

We have audited the accompanying balance sheet of Netxar Technologies, Inc. (the “Company”) as of
December 31, 2009, and the related statements of operations and retained earnings and cash flows for the
year then ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America as established by the Auditing Standards Board of the American Institute of Certified Public
Accountants. 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 consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statements presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above, present fairly, in all material respects, the
financial position of the Company at December 31, 2009, and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

é%mr Hmfv/ﬂs;{ Co.

San Juan, Puerto Rico -
June 30, 2010

Certified Public Accountants
(of Puerto Rico)

License No. 53 expires December 1, 2012
Stamp 2511120 of the P.R. Socicty of
Certified Public Accountants has been
affixed to the file copy of this report

PO Box 363436, San Juan, PR 00936-3436 Tel.(787) 754-3999 Fax (787) 754-3105



NETXAR TECHNOLOGIES, INC.
BALANCE SHEET
DECEMBER 31, 2009

2009
ASSETS

CURRENT ASSETS:
Cash § 300,969
Accounts receivable 4,546,223
Accounts receivable from related parties 1,002,180
Purcliase deposits 512,006
Prepaid expenses and other current assets 50,627
Total current assets 6,412,005
PROPERTY AND EQUIPMENT, net 299,343

b 6,711,348

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Lines of credit $ 1,972,992
Accounts payable 1,328,231
Accounts payable to related party 960,000
Obligations under capital leases, current portion 58,384
Accrued expense and other liabilities 408,499
Income tax payable 37,986
Total current liabilities 4,766,002
OBLIGATIONS UNDER CAPITAL LEASES, long-term portion 136,373
GRANT PAYABLE 539,826
Total habilities 5,442,291
COMMITMENTS AND CONTINGENCIES -

STOCKHOLDERS EQUITY:
Common stock, $10 par value, 20,000 shares authorized,

issned and outstanding 200,000
Retained earnings 1,069,057
Total stockholders' equity 1,269,057

$ 6,711,348

The accompanying notes are an integral part of these financial statements.
2



NETXAR TECHNOLOGIES, INC,
STATEMENT OF OPERATIONS AND RETAINED EARNINGS
FOR THE YEAR ENDED DECEMBER 31, 2009

REVENUES:
Consulting services
Software and equipment
Total revenues
LESS: COST OF SALES
GROSS PROFIT

OPERATING EXPENSES
INCOME FROM OPERATIONS
OTHER INCOME/EXPENSES):

Miscellancous income

Interest expense

Total other expenses

INCOME BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES
NET INCOME

RETAINED EARNINGS, beginning of year
RETAINED EARNINGS, end of year

The accompanying notes are an integral part of these financial statements,
3

$

b3

$

2009

2,031,630

9,168,639

11,200,269
5,137,806

6,062,463
__S611,193

451,270

11,355

(207,851)
(196,496)

254,774

185,083

69,691
999,366

$ 1,069,057



NETXAR TECHNOLOGIES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBLER 31, 2009

CASH FLLOWS USED IN OPERATING ACTIVITIES:
NET INCOME

ADJUSTMENTS TO RECONCILE NET INCOME TO NET

CASH USED IN OPERATING ACTIVITIES:
Depreciation and amortization
Provision for doubtful accounts
Gain on disposition of vehicle
Increase in accounts receivable
Decrease in accounts receivable from related parties
Decrease in prepald expenses and other current assets
Increase in purchase deposits
Decrease in accounts payable
Increase in accrued expenses and other liabilities
Increase in income tax payable
Total adjustments
Net cash used in operating activities
CASH FLOWS USED IN INVESTING ACTIVITIES:
Capital expenditures

Insurance proceeds on disposition of vehicle
Net cash used in investing activities

CASH FLOWS PROVIDED BY FINANCING ACTIVITIES:

Advances from lines of credit

Repayments of lines of credit

Repayments of obligations under capital leases
Net cash provided by financing activities

NET INCREASE IN CASH
CASH, beginning of year
CASH, end of year

SUPPLEMENTAL CASH FLOW INFORMATION:
Income taxes paid during the year
Interest paid during the year

The accompanying notes are an infegral part of these finauncial statements.

4

2069

94,588
869,420
(2,543)
(645,474)
309,928
65,654
(374,361)
(1,468,973)
82,421
37,986
(1,031,354)
(961,663)

(36,217)
1,038
(35,179)

11,479,959
(10,268,100)
(70,002)

1,141,857

$ 145,015
155,954
§ 300,969

I i A TIECTAR

$ 30,250
¥ 201,557

S AL RN NN

Contintes
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Q SCHERRER
‘ HERNANDEZ & CO.

Member of Polaris International

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Netxar Technologies, Inc.:

We have audited the accompanying balance sheet of Netxar Technologies, Inc. (the “Company™) as of
December 31, 2009, and the related statements of operations and retained earnings and cash flows for the
year then ended. These financial statements are the responsibility of the Company’s management, Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America as established by the Auditing Standards Board of the American Institute of Certified Public
Accountants. 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 consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statements presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above, present fairly, in all material respects, the
financial position of the Company at December 31, 2009, and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally aceepted in the United
States of America.

éwazr H@/mkﬂs;{ (o,

San Juan, Puerto Rico .
June 30, 2010

Certified Public Accountants

(of Puerto Rico)

License No. 53 expires December 1, 2012
Stamp 2511120 of the P.R. Socicty of
Certified Public Accountants has been
affixed to the file copy of this report

PO Box 363436, San Juan, PR 00936-3436 Tel.(787) 754-3999 Fax (787) 754-3105



NETXAR TECHNOLOGIES, INC.
BALANCE SHEET
DECEMBER 31, 2009

2009
ASSETS

CURRENT ASSETS:
Cash $ 300,969
Accounts recelvable 4,546,223
Accounts reccivable from related parties 1,002,180
Purchase deposits 512,606
Prepaid expenses and other current assets 50,627
Total current assets 6,412,005
PROPERTY AND EQUIPMENT, net 299,343

$ 6,711,348

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:

Lines of credit § 1,972,992
Accounts payable 1,328,231
Accounts payable to related party 960,000
Obligations under capital leases, current portion 58,384
Accrued expense and other Habilities 408,499
Income tax payable 37,986
Total current liabilities 4,706,092
OBLIGATIONS UNDER CAPITAL LEASES, long-term portion 136,373
GRANT PAYABLE 539,826
Total Habilities 5,442,291
COMMITMENTS AND CONTINGENCIES -

STOCKHOLDERS EQUITY:
Common stock, $10 par value, 20,000 shares authorized,

issued and outstanding 200,000
Retained earnings 1,069,057
Total stockholbders' equity 1,269,057

§ 6,711,348

The accompanying notes are an integral part of these financial staterents.
2



NETXAR TECHNOLOGIES, INC.
STATEMENT OF OPERATIONS AND RETAINED EARNINGS
FOR THE YEAR ENDED DECEMBER 31, 2009

REVENUES:
Consulting services
Software and equipment
Total revenues
LESS: COST OF SALES
GROSS PROFIT

OPERATING EXPENSES
INCOME FROM OPERATIONS
OTHER INCOME/(EXPENSES):

Miscellaneous income

Interest expense

Total other expenses

INCOME BEFORE PROVISION FOR INCOME TAXES
PROVISION FOR INCOME TAXES
NET INCOME

RETAINED EARNINGS, beginning of year
RETAINED EARNINGS, end of year

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

3

$

2009

2,031,630

9,168,639

11,260,269

5,137,806
6,062,463

5,611,193

451,270

11,355

(207,851)
(196,496)

254,774

185,083

69,691
999,366

1,069,057



NETXAR TECHNOLOGIES, INC.
STATEMENT OF CASH FLOWS
IFFOR THE YEAR ENDED DECEMBER 31, 2609

CASH FLLOWS USED IN OPERATING ACTIVITIES:
NET INCOME

ADJUSTMENTS TO RECONCILE NET INCOME TO NET

CASIH USED IN OPERATING ACTIVITIES:
Depreciation and amortization
Provision for doubtful accounts
Gain on disposition of vehicle
Increase in accounts receivable
Decrease in accounts receivable from related parties
Decrease in prepald expenses and other current assets
Increase in purchase deposits
Decrease in accounts payable
Increase in accrued expenses and other liabilities
Increase in income tax payable
Total adjustments
Net cash used in operating activities
CASH FLLOWS USED TN INVESTING ACTIVITIES:
Capital expenditures
Insurance proceeds on disposition of vehicle
Net cash used in investing activities

CASH FLOWS PROVIDED BY FINANCING ACTIVITIES:

Advances from fines of credit

Repayments of lines of credit

Repayments of obligations under capital leases
Net cash provided by financing activities

NET INCREASE IN CASH
CASH, beginning of year
CASH, end of year

SUPPLEMENTAL CASH FLOW INFORMATION:
Income taxes paid during the year
Interest paid during the year

The accompanying nofes are an integral part of these financial statements.
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2009

56061

94,588
869,420
(2,543)
(645,474)
309,928
65,654
(374,361)
(1,468,973)
82,421
37,986
(1,031,354)
(961,663)

(36,217)
1,038
(35,179)

11,479,959
(10,268,100)
(70,002)

1,141,857

$ 145015
155,954
§ 300,969

L s ]

$ 30,250
$ 201,557

Continues



NETXAR TECHNOLOGIES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2609

Continued

SUPLEMENTAL SCHEDULE OF NON-CASH INVESTING AND
FINANCING ACTIVITIES:
Issuance of accounts receivable from employees through obligations
under capital leases
Disposal of property and equipment:
Cost
Accumulated depreciation
Obligation under capital leases cancelled
Realized gain
Property and equipment acquired through capital leases
Accounts receivable written-off

The accompanying notes are an integral part of these financial statements.
5

$

$
$
$
$
$
$

2009

28,123

15,694
5,251
11,321
1,068

110,901
869,420



NETXAR TECHNOLOGIES, INC.
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2009

1.

NATURE OF BUSINESS

Netxar Technologies, Inc. (the “Company”) was organized under the laws of the Commonyealth
of Puerto Rico on February 15, 2002. The Company is primarily engaged in the consulting,
design, development, and sale of computer software and equipment.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of the Company conform with accounting principles
generally accepted in the United States of America, and, as sucl, include amounts based on
judgments, estimates, and assumptions made by management that affect the reported amounts of
assets and Habilities and 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 those estimates. Following is a description of the more significant accounting policies
followed by the Company:

Revenue/Expense Recognifion — Consulting revenue is recognized as income when the services
are rendered. Revenue from sale of software and equipment is recognized as income when the
software or equipment is delivered to customer or when instaliation is completed. Expenses are
recognized when incurred.

Cash Equivalents - The Company considers highly liquid investments with maturities of three
months or less at the time of purchase to be cash equivalents. There were no cash equivalents at
December 31, 2009,

Accounts Receivable - Accounts receivable are stated af their nef realizable value.

Provision for Deubtful Accounts — The provision for doubtful accounts is accounted for using
the direct write-off method whereby an expense is recognized only when a specific account is
determined to be uncollectible. The effect of using this method approximates that of the
allowance method.

Purchase Deposits — The Company recognizes as purchase deposits advanced purchases for the
manufacturing of customers’ equipment. As of December 31, 2009, advance purchases amounted
to approximately $512,000.

Property and Eguipment - Property and equipment are carried at cost less accumulated
depreciation and amortization. Depreciation and amortization are provided using the straight-line
method over the estimated useful lives of the individual assets. Maintenance and repair costs that
do not improve or extend the life of the respective assets are expensed as incurred. Costs of
renewals and betterments are capitalized. When assets are sold or disposed of, their cost and
related accumulated depreciation/amortization are removed from the accounts and any gain or
loss is reflected in earnings.

Tmmpairment of Long-Lived Assets - The Company evaluates for impairment long-lived assets
held and used whenever even(s or ¢hanges in circumstances indicate that the carrying amount of
an asset may nol be recoverable. In performing the review for recoverability, an estimate of the
future cash flows expected fo result from the use of the asset and its eventual disposition must be
made. If the sum of the future cash flows (undiscounted and without interest charges) is less than
the carrying amount of the asset, an impairment loss is recognized for the difference, if any,



NETXAR TECHNOLOGIES, INC,
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2009

between the fair market value and the carrying value of the asset. There was no impairment loss
for the year ended December 31, 2009,

Income Taxves - The Company accounts for income taxes using an asset-liability approach that
requires the recognition of deferred income tax assets or liabilities for the expected tax
consequence of events that have been recogrized in the Company’s financial statements or tax
returns, Deferred tax assets and liabilities are attributable primarily to temporary differences
resulting from items of revenues and expenses, which are reported for tax purposes in a different
year than for financial statements purposes. In assessing the realizability of the deferred tax
assets, the Company considers whether it is more likely than not that the deferred tax assets will
be realized, and establishes a valuation aliowance when deemed necessary.

Beginning with the adoption of the FASB authoritative guidance on the accounting for
uncertainty in income taxes as of January 1, 2009, the Company recognizes the effect of income
tax positions only if those positions are more likely than not of being sustained. Recognized
income tax positions are measured at the largest amount that is greater than 50% likely of being
realized. ‘

Fair Value Measurement of Financial Instruments - Effective January 1, 2008, the Company is
required to determine the fair values of its financial instruments based on the fair value hierarchy
established in FASB’s authoritative guidance for Fair Value Measurements. This guidance
categorizes the fair value disclosures and distinguishes among quoted prices in active markets for
identical assets or liabilities (Level 1 measurements) and versus unobservable inputs (Level 3
measurements),

The Company’s financial assets, as defined by this guidance at December 31, 2009, includes
casl, accounts receivables and accounts receivables from related parties, whereas the financial
liabilities include accounts payable, accrued liabilities and accounts payable to a related party.
The carrying amount for financial assets as well as for financial liabilities approximates fair value
because of their current nature.

Advertising Costs ~ Advertising costs are expensed as incurred.  Advertising costs expensed
during the year ended December 31, 2009, amounted to approximately $22,000.

Recently Issued Accounting Guidance:

FASB Codification - In June 2009, the FASB issued authoritative guidance that established the
"FASB Accounting Standards Codification” ("Codification") as the single source of authoritative
accounting guidance recognized by the FASB to be applied by nongovermmental entities in the
preparation of financial statements in conformity with generally accepted accounting principles in
the United States. All guidance contained in the Codification carries an equal level of authority:.
On the effective date of this guidance, the Codification will supersede all then-existing non-SEC
accounting and reporting guidances. All other non-grandfathered non-SEC accounting literature
not included in the Codification will become non-authoritative. This guidance is effective for
financial statements issued for interim and annual periods ending after September 15, 2009,
Management updated the disclosures of these {inancial statements to conform to this guidance,



NETXAR TECHNOLOGIES, INC,
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2009

Subsequent Events — In May 2009, the FASB issued authoritative guidance for the accounting
for and disclosures of events that occur after the balance sheet date but before financial
statements are issued or are available to be issued. This guidance does not apply to subsequent
events or transactions that are within the scope of other applicable GAAP that provide different
guidance on the accounting treatment for subsequent events or transactions. This guidance is
effective for interim and annual periods ending after June 15, 2009, and is required to be applied
prospectively. The Company evaluated subsequent events through Junce 30, 2019, the date on
which the financial statements were available to be issued.

Fair Value Option for Financial Assets and Financial Liabilities — In February 2007, the FASB
issued authoritative guidance which provides companies with an option to report selected
financial assets and liabilities at fair value, This guidance also establishes presentation and
disclosure requirements designed to facilitate comparisons between companies that choose
different measurement attributes for similar types of assets and liabilities. 1t also requires entities
to display the fair value of those assets and liabilities for which the company has chosen to use
fair value on the face of the balance sheet. This new guidance doees not eliminate disclosure
requirements included in other accounting guidance, authoritative guidance on fair value
measurements and disclosures about fair value of financial instruments. Early adoption is
permitted, provided that the entity also elects to apply the provisions of FASB authoritative
guidance on fair vale measurements. The adoption of this guidance did not affect the Company’s
assets or liabilities.

Fair Value Measurements and Disclosures — In September 20086, the FASB issued authoritative
guidance for fair value measurements which defines fair value, establishes guidelines for
measuring fair value and expands disclosures regarding fair value measurements. This guidance
does not require any new fair value measurements but rather eliminates inconsistencies in
guidance found inr various prior accounting authoritative guidance and is effective for fiscal years
beginning after November 15, 2007. Effective January 1, 2009, the Company adopted this
guidance which did not have a material impact on the Company’s financial position or results of
operations during the year ended December 31, 2009,

in August 2009, FASB issued the Accounting Standards Update 2009-05, Measuring Liabilities
at Fair Value, which includes amendments to original guidance related to fair value
measurements and Disclosures, for the fair value measurement of liabilities. Such update
provides clarification that in circumstances in which a guoted price in an active market for the
identical liability is not available, a reporting entity is required to measure fair value using one or
more of the following techniques: a valuation technique that uses (a) the quoted price of the
wdentical liability when traded as an asset, (b) quoted prices for similar liabilities or similar
liabilities when traded as assets, or another valuation technique that is consistent with the
prineiples of the Codification. Examples would be an income approach, such as a preseni value
technique, or a market approach, such as a technique that is based on the amount at the
measurement date that the reporting entity would pay to transfer the identical liability or would
receive to enter into an identical liability. The adoption of this guidance was effective upon its
issuance in August 2009 and did not have a material impact on the Company’s financial

statements,
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Accounting for Uncertainty in Income Taxes ~ In 2006, the FASB issued authoritative guidance
which clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s
financial statements. This guidance prescribes a recognition threshold and measurement attribute,
as well as criteria for subsequently recognizing, derecognizing and measuring uncertain tax
positions for financial statements purposes. 1t also requires expanded disclosures with respect to
the uncertainty in income taxes. In December 2008, the FASB amended the original guidance
issued in June 2006, which defers the effective date for nonpublic enterprises for fiscal years
beginning after December 15, 2008, and should be applied as of the beginning of the enterprise’s
fiscal year. Management adopted this guidance during the year ended December 31, 2009.

In September 2009, FASB issued the Accounting Standard Update No. 2009-06, Implementation
Guidance on Accounting for Uncertainty in Income Taxes and Disclosure Amendments for
Nonpublic Entities, which provides additional implementation guidance on the accounting for
uncertainty in income taxes. The update establishes that if income taxes paid by the entify are
attributable to the entity, the transaction should be accounted consistent with previously
authoritative guidance for uncertainty in income taxes. If income taxes paid by the entity are
aliributable to the owners, the transaction should be recorded as a transaction with owners. This
update also clarifies that management’s determination of the taxable status of the entity is a tax
position subject to the standards required for uncertainty in income taxes and that a reporting
entity must consider the tax positions of alf entities within a refated group of entities regardless of
the tax status of the reporting entity.

This accounting update is effective for financial statements issued for interim and annual periods
beginning after September 15, 2009. Management adopted this guidance on the Company’s
financial staternents as of and for the year ended Decemnber 31, 2009,

Other Recent Acconnting Updates — During the year ended December 31, 2009, the FASB
issued other accounting standard updates that were not relevant to the Company’s operations.

3. ACCOUNTS RECEIVABLE

At December 31, 2009, accounts receivable consist of:

2009
Accounts receivable trade 3 4,497,914
Accounts receivable from employees 48,309
Total accounts receivable $ 4,546,223
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4, PROPERTY AND EQUIPMENT

At December 31, 2009, property and cquipment consist of:

Useful
Lives
(in years) 2609
Furniture and fixtures 3-10 h 68,163
Machinery and equipment 5-10 215,435
Leasehold improvements 10 116,873
Vehicles under capital leases 5 324,514
Net depreciable assets 728,985
Less: Accumulated depreciation
and amortization (429,642)

$ 299,343

5, LINES OF CREDIT

At December 31, 2009, the Company had available a revolving line of credit with a financial
institution of up to $6 million, for which another financial institution holds a participation interest
of 33.34%, to finance working capital needs, inventory purchases and financing of the accounts
receivable arising in the normal course of business. The line of credit bears interest at 2% over
Prime Rate, but shall never be lower than 5.75% per annum (4.47% at December 31, 2009).
Advances under this facility will be disbursed at borrower's request up to an amount equal to the
sum of 70% of eligible accounts receivables up to 120 days past invoice date on private accounts
and 180 days past invoice date on government accounts, The line of credit is collateralized by a
mortgage note on commercial property owned by a related party and a pledge of the Company's
investment property consisting of 50% of the currently issued and outstanding shares of common
stock and accounts receivables and guaranteed by the Company's stockholders and refated parties.
The outstanding balance under this facility as of December 31, 2009, amounted to §1,776,366.

The Company is required to establish a marginal account under the exclusive control and
dominion of the financial institution where all collections of the eligible account receivables shall
be deposited. The bank applies all funds in this account to the payment of the facility and after
covering obligations, excess funds are transferred to the Company's existing operating account.
At December 31, 2009, restricted cash in the marginal account amounted to $236,894 and is
presented net of the line of credit in the accompanying balance sheet.

In addition, at December 31, 2009, the Company had a revolving line of credit with another
financial institution of up to $1 million, bearing interest at 2% over Prime Rate, but shall never be
lower than 6.50% per annum (4.47% at December 31, 2009). Advances under this facility shall
not exceed at any time the sum of 60% of the net amount from governmental accounts with an
aging between 181 days and up to 365 days. The line of credit is collateralized by a pledge in
cash, accounts receivable and personal property and guaranteed by the Company's stockholders
and related parties. As of December 31, 2009, the Company paid in full the outstanding balance
under this credit facility.
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Independent Auditor's Report
To the Board of Directors and Stockholders of
NETXAR TECHNOLOGIES, INC.

We have audited the accompanying batance sheets of NETXAR TECHNOLOGIES, INC. as of December
31, 2008 and 2007, and the related statements of income and retained earnings and cash flows for the
years then ended. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinicn 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 audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporling 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 cur opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of NETXAR TECHNOLOQGIES, INC. as of December 31, 2008 and 2007, and the results of its
operations and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

%«’ W.«-é

MARQUES-GULLERMETY & CO.

23943kL5

License #117
Expires December 1st,, 2010
Aprit 8, 2009
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NETXAR TECHNOLOGIES, INC,

BALANCE SHEETS

DECEMBER 31, 2008 AND 2007

ASSETS

CURRENT ASSETS

Cash

Accounts receivable - Trade
Accounts receivable - Other
Accounts receivable - Related party
Prepaid expenses

Purchase deposits

Total Current Assets

PROPERTY AND EQUIPMENT - AT COST

Leasehotd improvements
Machinery and equipment
Fumiture and fixiures
Motor vehicles

Less: Accumulated depreciation and amortization

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

2008

$ 155954
4,727,330
14,716
352,108
116,281
137,645

5,504,034

116,873
147,003

68,163
265,522
587,561
340,305
257,256

761.2

2007

$ 201,180
5,894,133
52,218

-0
40,000
.0-

6,187,531
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NETXAR TECHNOLOGIES, INC.

BALANCE SHEETS

DECEMBER 31, 2008 AND 2007

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES

Demand notes payable

Current portion of long term debt
Accounts payable - Trade
Accounts payable - Related party
Accrued expense payable
Income tax payalle

Totat Current Liabilities

LONG TERM-DEBT

COMMITMENTS

STOCKHOLDERS EQUITY

Common stock, $10 par value, 20,000
shares authorized, and outstanding
Retained eamings

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

2008 2007
$ 761133 $ 906,768
169,722 48,227
2,797,204 3,517 287
-0- 63,799
326,078 163,661
-0- 224,696
4054137 4524438
507,787 643,809
200,00 200,000
989,366 706,658
1,199,366 906,658
7612 474
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NETXAR TECHNOLQGIES, INC.

STATEMENTS OF INCOME AND RETAINED EARNINGS

YEARS ENDED DECEMBER 31, 2008 AND 2007

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

2008 2007

NET SALES $10,877.839 $14,474 447

COST OF SALES 5,396,604 8,583,693

GROSS PROFIT 5,481,235 5,890,754

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 4,832 401 4849047

Income from operations 548 834 1,041,707
OTHER INCOME (EXPENSE)

Miscellaneous income 136,400 107,732

interest expense { 206316) (366697

{ 69916 { 258965)

INCOME BEFORE INCOME TAX 478,918 782,742

income tax 186,210 314,376

NET iINCOME 292,708 468,366

RETAINED EARNINGS, AT BEGINNING OF YEAR 706,658 238.292

BETAINED EARNINGS AT END OF YEAR $ 999366 $....706,658
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NETXAR TECHNOLOGIES, INC.
STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
CASH FLOWS USED BY OPERATING ACTIVITIES
Net income $ 292,708 $ 468,366
Non-cash iters included in net income:
Depreciation and amortization 90,180 74,534
Bad Debts 50,558 22,329
Decrease (increase) in:
Accounts receivable - Trade 1,116,248 { 823,949)
Accounts receivable - Other 37,502 (3789
Prepaid expenses ( 76,281) ( 25,644)
Purchase deposits { 137,645) -0-
{Decrease) increase in;
Accounts payable - Trade ( 720,083) ( 376432
Accounts payable - Related party ( 63799) 9,799
Accounts payable - Other -0- { 12,508}
Accrued expense payable 162,417 143,435
Income tax payable ( 224.696) 165,740
Net cash provided (used) by operating activities 527,108 (3568119
CASH FLOWS USED IN INVESTING ACTIVITIES
Increase in accounts receivable - Related party { 352,108) -0-
Purchases of property and equipment (60,062 { 53.189)
Net cash used by investing activities {_412.170) { 53189
CASH FLOWS USED BY FINANCING ACTIVITIES
Increase (decrease) in demand notes payable { 145835} (1,472,492)
Increase (decrease) in short-term debt 121495 { 256)
Decrease in long-term debt {net) {136,022 (4714
Net cash used by financing activities { 160,162} (1.477.462)
DECREASE IN CASH ( 45,226) (1,888,770
CASH AT BEGINNING OF YEAR 201,180 2,089,950
CASH AT END OF YEAR $_155054 3 _201.1

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

1.

NETXAR TECHNOLOGIES, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2008 AND 2007

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
ORGANIZATION

The Company was incorporated on February 15, 2002 under the laws of the
Commonwealth of Puerto Rico and is engaged in the consulting, design, development
and sale of computer software and equipment.

SIGNIFICANT ACCOUNTING POLICIES
Property and Equipment

Property and equipment are recorded at cost. Depreciation and amortization are provided
by the siraight-ine method over the estimated usefu! lives of the respective assets.

Al the time assets are sold, retired or otherwise disposed of, their cost and refated
accumulated depreciation are removed from the books and the resulting gain or loss, if
any, is credited or charged to operations.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principies in the United States of America requires management to make estimates and
assumptions that affect the reperted 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 those estimates.

Concentration of Credit Risk

The Company occasionally maintains deposits in excess of federally insured fimits.
Statement of Financia! Accounting Standards No. 105, "Disclosure of information about
financial instruments with off-balance sheet risk and financial instruments with
concentration of credit risk”, identifies these items as a concentration of credit risk
requiring disclosure, regardiess of the degree of risk. The risk is managed by maintaining
alt deposits in high quality financial institutions.

Advertising Costs

The company expenses advertising costs as they are incurred. Advertising expense was
$44,923 and $52,796 for the years ended December 31, 2008 and 2007, respectively.
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NOTE 2.

NOTE 3.

NOTE 4.

NETXAR TECHNOLOGIES, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2008 AND 2007

ACCOUNTS RECEIVABLE (PAYABLE) RELATED PARTY

The Company is affiliated o Santtoa Properiies, Inc., because of commen stockholders.
The Company leases certain faciliies owned by the affiiated. Under the terms of the
coentract, rent shalt be a minimum of $12,000 per month. The centract was signed on a
month to month basis until a final contract is established. The rental expense for all
operating leases for the years ended December 31, 2008 and 2007 was approximately
$147,332 and $194 965, respectively.

During 2008 the Company made cash advances, non interast bearing and with no definite
due date.

PURCHASE DEPOSITS

The Company has advanced purchase deposits o various suppliers for the manufacturing
of equipment as per contract terms.

DEMAND NOTES PAYABLE

2008
A, Authorized revolving line of credit with Banco Popular de
Puerto Rico and Banco de Desarrcllo Econdmico de
Puerto Rico (BDE) in the aggregate amount of $6,000,000
whereas BDE holds a participation interest to the extent of
33.34% of the revolving facility. The revolving facility wil
be disbursed by the bank to the corporation in advances of
such amount not to exceed at any time 70% of eligible
trade account receivables up to 120 days past invoice date
on private acceurds and 180 days past invoice date on
government accounts. The Company has established a
marginal account under the exclusive conirol and dominion
of the bank where all collections of the eligible account
receivables shall be depesited. The bank will apply alt
funds in this account to the payment of the revolving ioan
and after covering such obligations, excess funds will be
transferred to the corporation existing operating account.
The Company shall pay interests on a monthly basis in
arrears on the last day of each month and on the date the
advance is paid in full at 1.5% over prime interest rate
{approximately 4.75% at December 31, 2008) up to June
30, 2008. $761,133 5

2007
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NOTE 4.

NETXAR TECHNOLOGIES, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2008 AND 2007

DEMAND NOTES PAYABLE (Continued)

Authorized revolving line of credit with Banco de Desarrollo
Econémico de Puerio Rico in the aggregate amount of
$1,000,000. The revolving facility will be disbursed by the
bank to the corperation in advances ¢f such amount not to
exceed at any time the surm of 60% of the net amount from
governmental accounts with an aging of between 181 days
and up to 365 days. The Company shall pay interests to
the bank on the outstanding and unpaid principle amount
af the base interest rate plus 1.5% on or before the fifth day
of each month up to June 30, 2009,

Due to Banco Popular de Puerio Rico at 1% over prime
interest rate (approximately 8.25% at December 31, 2007)
as part of a line of credit of $1,000,000. Guaranteed by
assignment of accounts receivables and by stockholders of
ihe Company,

Loan payable tc Banco de Desarrollo Econdmico para
Puerto Rico for the acquisition of machinery and equipment
to be used in a project for the Puerto Rico's Department of
Education. This foan is secured with the same machinery
and equipment purchased from the proceeds and with
assignment, transfer and delivery of all rights, iitle and
interest to Banco de Desarrollo de Puerto Rico to collect
and receive any amount collected under the above
mentioned project. The principal is payable at maturity with
monthly interest payments at 2% over prime interest rate
untit March 2008,

2007

300,000
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NETXAR TECHNOLOGIES, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2008 AND 2007

NOTE 5. LONG TERM DEBT

2008 2007
A. InMay 2002, Compaiiia de Fomento Industrial approved a
grant of $750,000 1o the Compary for the acquisition of
machinery and equipment to be used in their laboratories
for scientific and technical investigation and for research
and development of new industrial products. This grant is
secured with the same machinery and equipment
purchased from the proceeds. No payment is due until the
tota! amount of the grant is received of which $539,826
were received during 2004. The grant will be amortized in
annual payments of $107,143 for five years, non-interest

bearing. $ 539,826 $ 539,828

B. lease obligations for the acquisition of certain assets.
These feases, based on the provisions of Statement No. 13
issued by The Financial Accounting Standards Board meet
the criteria of capital feases and, accordingly, have been
recorded as such. The capitalized cost of such assets and
accumufated depreciaton as of December 31, 2008
amounts 1o $337,741 and $216,964, respectively. 137.683 152,210
677,509 692,036
Less: Current poriion 169,722 438,227
§ 507,787 $ 643,809

Maturities of long-term debt are as follows:

2009 § 178,052

2010 151,318

2011 132,046

2012 116,421

2013 and thereafter 114,208

693,045

Less: Amount representing interest 15,536
Present value of minimum payments 677,509
Less: Current partion 169,722
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NOTE 6.

NOTE 7.

NETXAR TECHNOLOGIES, INC.
NOTES TO THE FINANCIAL STATEMENTS

DECEMBER 31, 2008 AND 2007

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

During the years ended December 31, 2008 and 2007, other cash fiow transactions
include interest payments in the amount of $206,316 and $366,697, respectively and
income tax payments of $476,918 and $152,072, respectively.

RECLASSIFICATIONS

Certain accounts in the prior year financial statements have been reclassified for
comparative purposes to conform with the presentation used in the current year financial
statements,



