
September 6,2005 
t ,  

Via Fedex 
Florida Public Service Commission 
Division of the Commission Clerk and Administrative Services 
2540 Shumard Oak. Blvd. 
Tallahassee, FL 32399-0850 
850-413-6770 

Re: Application for Authority to Provide Alternative Local Exchange Service within 
the State of Florida. 

Dear Sir or Madam: 

Aero Communications, LLC (“Aero”) hereby submits the enclosed Application, seeking 
authority to operate as a provider of alternative local exchange service within the State of 
Florida. An original and six (6) copies are provided, as well as the $250.00 filing fee. 

Should there be any questions or additional information required, please do not hesitate to 
contact me at (5 10) 903-1 304. Thank you. 

Sincerely, 

Andiew Ganz 
Counsel to Aero Communications, LLC 

Enclosures 

LoKT Consulting 
15 19 E. 14’’ Street, Suite A 
San Leandro, CA 94517 
Phone: 5 10 903- 1304 

Email: kris@lokt.net 
F a :  5 I O  868-841 8 

Law Office of Kristopher E. Twomev, P.C. 
1725 I Street, NW, Suite 300 



** FLORIDA PUBLIC SERVICE COMMISSION ** 

DlVlSlON OF COMPETITIVE MARKETS AND ENFORCEMENT 
CERTIF tCATION 

APPLICATION FORM 
for 

AUTHORITY TO PROVIDE 
ALTERNATIVE LOCAL EXCHANGE SERVICE 

WITHIN THE STATE OF FLORIDA 

05u5-73- 4 

lnstru ctio ns 

+ This form is used as an application for an original certificate and for approval of the 
assignment or transfer of an existing certificate. In the case of an assignment or 
transfer, the information provided shall be for the assignee or transferee (See 
Page 12). 

+ Print or type all responses to each item requested in the application and 
appendices. If an item is not applicable, please explain why. 

+ Use a separate sheet for each answer which will not fit the allotted space. 

+ Once completed, submit the original and six (6) copies of this form along with a 
non-refundable application fee of $250.00 to: 

Ftorida Public Service Commission 
Division of the Commission Clerk and Administrative Services 
2540 Shumard Oak Blvd. 
Tallahassee, Florida 32399-0850 
(850) 41 3-6770 

+ If you have questions about completing the form, contact: 

Florida Public Service Commission 
Division of Competitive Markets and Enforcement 
Certification 
2540 Shumard Oak Blvd. 
Tallahassee, Florida 32399-0850 
(850) 413-6600 

FORM PSC/CMU 8 (I 1195) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24,815 



I. 

2. 

3. 

4. 

APPLICATION 

(check one): s an application for 

Original certificate (new company). 

0 

0 

0 

Approval of transfer of existing certificate: Example, a non-certificated 
company purchases an existing company and desires to retain the original 
certificate of authority. 

Approvaf of assignment of existing certificate: Example, a certificated 
company purchases an existing company and desires to retain the certificate 
of authority of that company. 

Approval of transfer of control: Example, a company purchases 51% of a 
certificated company. The Commission must approve the new controlling 
entity. 

Name under which the applicant will do business (fictitious name, etc.): 

A U O  ~ r n c r \ U h i C & 4 1 0 f i ~ ,  c c 
Official mailing address (including street name & number, post office box, city, 
state, zip code): 

FORM PSC/CMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 2 



6. Structure of organization: 

( ) Individual 
( ) Foreign Corporation 
( ?nerd P 
( Other FM 

N/A 7. If individual, provide: 

( ) Corporation 
( ) Foreign Partnership 
( ) Limited Partnership 

Name: 

Title: 

Address: 

City/State/Zip: 

Telephone No.: Fax No.: 

I n te rnet E-M a i I Add ress : 

Internet Website Address: 

8. If incorporated En Florida, provide proof of authority to operate in Fforida: 

(a) The Florida Secretary of State corporate registration number: 
I 

0 r s m h ; Z C d  Lwj A* !&US rrc v4 e d d  
\ r - l  

FORM PSClCMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 3 



9. If foreign corporation, provide proof of authority to operate in Florida: 

The Florida Secretary of State corporate registration number: 

I O .  If usinq fictitious name-d/b/a, provide proof of compliance with fictitious name 
statute (Chapter 86509, FS) to operate in Florida: 

The Florida Secretary of State fictitious name registration number: 

11. If a limited liability partnership, provide proof of registration to operate in 
Florida: 

(a) The Florida Secretary of State registration number: 

12. If a partnership, provide name, titte and address of all partners and a copy of 
the partnership agreement. 

Title: 

Address: 

Ci ty/Sta t e/Zi p : 

Telephone No.: Fax No.: 

Internet E-Mail Address: 

Internet Website Address: 

13. If a foreign limited partnership, provide proof of compliance with the foreign 
limited partnership statute (Chapter 620.169, FS), if applicable. 

(a) The Florida registration number: N/& (Grecah .C) 

Provide F.E.I. Number(if applicable): 3 6 -  q30 %y1\ 14. 

FORM PSCKMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 4 



15. Indicate if any of the officers, directors, or any of the ten largest stockholders 
have previously been: 

(a) adjudged bankrupt, mentally incompetent, or found guilty of any felony or of any 
crime, or whether such actions may result from pending proceedings. Provide 
explanation. 

(b) an officer, director, partner or stockholder in any other Florida certificated 
telephone company. If yes, give name of company and relationship. If no longer 
associated with company, qive reason why not, 

~ 

16. Who will serve as liaison to the Commission with regard to the following? 

(a) The application: 

FORM PSC/CMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 2524.815 5 



(b) Official point of contact for the onqoinq operations of the company: 

Name: '&iLm t 3 a i ~  
T i t l e : s w  C C A b - S  h h * 4 C i -  

City/State/Zip: P ~ A J ~ L ,  KV 
Address:' \>CY DQ aUuL, -sqUik;a6 
Telephone N o 3 7  0 qq8 - 237 G Fax No.: 230 - 575- 6G72 

Internet €-Mail Address: bw&kA3 hc\s m e t  
lnternet Website Address: W W ~  I r d \ w  ("b .urn 

(c) Complaints/lnquiries from customers: 

Name: Bricrv\ bdk 
Title: opcr&or\S MW-5W 

Internet E-Mail Address: bwdw b 5 .  ne f 
Internet Website Address: w ~ ~ y  cd\ a e r o  . Cam 

17. List the states in which the applicant: 

(a) has operated as an alternative local exchange company. 

(b) has applications pending to be certificated as an alternative local exchange 
company, 

(c) is certificated to operate as an alternative local exchange company. 

FORM PSC/CMU 8 (19/95) 
Required by Commission Rute Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 6 



(d) has been denied authority to operate as an alternative local exchange 
company and the circumstances involved. 

(e) has had regulatory penalties imposed for violations of telecommunications 
statutes and the  circumstances involved. 

Nonc 

(9 has been involved in civil court proceedings with an interexchange carrier, 
local exchange company or other telecommunications entity, and the 
circumstances involved. 

18. Submit the following: 

A. Managerial capability: give resumes of ernployeedofficers of the 
company that would indicate sufficient managerial experiences of each. 
f%cL$L 3ct Gktb'it I3 * 

B. Technical capability: give resumes of ernployeedofficers of the company 
that would indicate sufficient technical experiences or indicate what 
company has been contracted to conduct technical maintenance. 

FORM PSCKMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 7 



C. Financial capability. 

The application should contain the applicant's audited financial statements for the 
most recent 3 years. If the applicant does not have audited financial statements, it 
shall so be stated. 

The unaudited financial statements should be signed by the applicant's chief 
executive officer and chief financial officer affirmina that the financial statements 
are true and correct and should include: 

f .  the balance sheet: 

2. income statement: and 

3. statement of retained earnings. 

NOTE: This documentation may include, but is not limited to, financial statements, a 
projecfedprofit and loss statement, credit references, credit bureau reports, and descriptions 
of business relationships with financial institutions. 

Further, the following (which includes supporting documentation) should be provided: 

I. 

2. 

written explanation that the applicant has sufficient financial capability to 
provide the requested service in the geographic area proposed to be served. 

written explanation that the applicant has sufficient financial capability to 
maintain the requested service. 

3. written explanation that the applicant has sufficient financial capability to meet 
its lease or ownership obligations. 

FORM PSCICMU 8 (11/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 8 



2. 

TH1S PAGE MUST BE COMPLETED AND SIGNED 

APPLICANT ACKNOWLEDGMENT STATEMENT 

REGULATORY ASSESSMENT FEE: I understand that ail telephone c ~ i ~ p ~ = i i ~  E& 
pay a regulatory assessment fee in the amount of 3 5  of one Dercent of gross 
operating revenue derived from intrastate business. Regardless of the gross operating 
revenue of a company, a minimum annual assessment fee of $50 is required. 

APPLICATION FEE: I understand that a non-refundable application fee of $250.00 
must be submitted with the application. 

UTILITY OFFICIAL: 

Print Name Signature 

Title 

/& 16 g -e: nr;c('\ 

r///o f- 
Date 

G@ 
Z7p- yY62376 237- y75-067  'I 

Telephone No. F a x  No. 

FORM PSCICMU 8 (I 1/95) 
Required by Commission Rule Nos. 2524.805, 
25-24.81 0, and 2524.81 5 9 



THIS PAGE MUST BE COMPLETED AND SIGNED 

A FF1 DAVIT 

By my signature below, I ,  the undersigned officer, attest to the accuracy of the 
information contained in this application and attached documents and that the 
applicant has the technical expertise, managerial ability, and financial capability to 
provide alternative local exchange company service in the State of Florida. 1 have 
read the foregoing and declare that, to the best of my knowledge and befief, the 
information is true and correct. I attest that I have the authority to sign on behalf of 
my company and agree to comply, now and in the future, with all applicable 
Commission rules and orders. 

Further, 1 am aware that, pursuant to Chapter 837.06, Florida Statutes, 
"Whoever knowingly makes a false statement in writing with the intent to 
mislead a public servant in the performance of his official duty shall be guilty 
of a misdemeanor of the second degree, punishable as provided in s. 775.082 
and s. 775.083." 

Print Name 

cw 
Title 

Address : 

Signature 

Fax No. 

FORM PSClCMU 8 (11/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 10 



I NTRASTATE N ElWORK (if available) 

Chapter 25-24.825 (5), Florida Administrative Code, requires the company to make available 
to staff the alternative local exchange service areas only upon request. 

I. 

2. 

3. 

POP: Addresses where located, and indicate if owned or leased. 

3) 4) 

SWITCHES: Address where located, by type of switch, and indicate if 
owned or leased. 

3) 4) 

TRANSMISSION FACILITIES: POP-to-POP facilities by type of facilities 
(microwave, fiber, copper, satellite, etc.) and indicate if owned or leased. 

POP-to-POP OWNERSHIP 

FORM PSCKMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 11 



APPLICATION FOR CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 

EXHIBIT 

A 

B 

C 

DESCNPTION 

Proof of authority to do business in Florida as a 
foreign LLC 

Materials demonstrating Aero’s managerial and 
technical experience 

Financial Statements 



EXHIBIT A 

Proof of authority to do business in Florida as a foreign LLC 



FLORIDA DEPARTMENT OF STATE 
Glenda E. Hood 
Secretary of State 

August t 7,2004 

KRISTOPHER E. TWOMEY 
2501 NINTH STREET, STE 102 
BERKELEY, CA 94710 

Qualification documents for AERO COMMUNICATIONS, LLC were filed on 
August 16,2004, and assigned document number M04000003329. Please refer to this 
number whenever corresponding with this office. 

Your limited liabitity company is now qualified and authorized to transact business in 
Florida as of the file date. In accordance with section 608.406(2), F.S., the name of this 
limited liability company is filed with the Department of State for public notice only and is 
granted without regard to any other name recorded with the Division of Corporations. 

A limited liability company annual report/uniform business report will be due this office 
between January 1 and May 1 of the year following the calendar year of the file date. A 
Federal Employer Identification (FEI) number will be required before this report can be 
filed. If you do not already have an FEI number, please apply NOW with the Internal 
Revenue by calling 1-800-829-3676 and requesting form SS-4. 

Please be aware if the limited liability company address changes, it is the responsibility 
of the corporation to notify this office. 

Should you have any questions regarding this matter, please contact thisoffice at the 
address given below. 
Jason Merrick 
Document Specialist 
Registration/Foreign Qualification 
Division of Corporations Letter Number: 804AOM0567 - 

Division of Corporations - P.O. BOX 6327 -Tallahassee, Florida 32314 



EXHIBIT B 

Materials demonstrating Aero’s managerial and technical experience 



Aero Communications, LLC 
Background and Summary of Key Personnel 

August 18,2005 

Aero Communications, LLC (Aero) is a CLEC currently doing business in LATA’S 362 
and 360 in the state of Illinois and LATA 464 in the Commonwealth of Kentucky. Aero 
was organized in 1498 by a parhering of Heartland Communications Internet Services, 
Inc. and The Aero Group, Inc., both of which are Internet Service Providers incorporated 
in the state of Illinois. Aero was established initially to provide cost reductions to the two 
companies by taking advantage of industry deregulation. This was the basis of Aero - 
that of a cost center bringing lower contract rates for transport to and from the Internet. 
Through this licensing, Aero soon began selling traditional phone services to existing and 
proposed Internet customers through UNE platforms offered by ILEC’s in Illinois and 
Kentucky. Most recently, Aero has added VoIP telephony to its product portfolio. 
Currently, the company is rolling out services to 14 additional states in a partnering with 
affiliated companies. Collocations are underway to align Aero with the aggregate 
marketing goals of these business partners utilizing a partnering of supply chain entities 
and affiliates. As such, Aero is a small company with fewer than 10 employees and 
Heartland with 45 employees. The companies, utilizing the resources of parent 
companies and affiliates, are expanding what is currently a $ 3 millionlyear operation. 

The following is a background and experience reference for key personnel of Aero: 

Todd Heinrich - President and Founder 
Todd holds a B.S. in Electrical Engineering from Southern Illinois University with a 
background in system automation, networking, telecommunications and software 
engineering. He has been with Aero since its inception in 1998. Over 15 years 
experience in telecommunications. Todd Built HeartlandAero from the ground up with 
expertise in all areas of switching, routing, Internet Protocol, softwarehardware design, 
marketing, and customer development. Heartland began in Todd’s basement and has 
grown to near 50 employees with combined revenues in excess of $ 3  milliodyear. 
Currently, HeartlandAero has over 5,000 subscribers ranging from dial-up internet to 
Fiber-to-the-Business subscribers and standard POTS line customers to businesses using 
custom designed solutions such as a hosted PBX over VoIP. Responsible for the day to 
day operations of the company, he has designed and provided oversight for expansion 
into all growth areas of the business including: 

A 45 Mbps wireless backbone covering most of Western Kentucky and Southern 
Illinois; 
A successful partnering with a local utility to build out a Gigabit Ethernet Loop, 
providing next generation connectivity to businesses and residential customers in 
Western Kentucky; 
Successful VoIP and custom PBX solutions; 
Strategic Operations with AT&T for multi-state network platforms; 
Six years of Class 4 / Class 5 Switch Experience; 
Four Years experience in Fiber Optic Network and WDM technology. 



Aero Communications, LLC 
Background and Summary of Key Personnel (continued) 

Brian Waid - CLEC Manager 

0 

0 

Business manager and owner for over 15 years; 
Working with counsel, supervised all interconnection agreements with ILECs in 
multiple LATAs leading to successfid operation of telephony sales effort; 
Supervised all tariff filings, and miscellaneous licensing requirements for FCC, 
and state Public Service Commission requirements; 
Responsible for all POPS, POIs, CLLI codes, obtaining NPA/NXXs, OCNs and 
ACNA; 
Staffed and provided training for staff in all areas of ordering and customer 
support including but not limited to UNEs , LSR and ASR Processes; 
Worked with ILECs to get proper trunking established for call routing, including 
but not limited to SS7 A-Links, Inter-Machine Trunks from multiple ILEC end 
offices, as well as Voice Gateway Integration and Knowledge. 
Responsible for vendor negotiation and design of E-91 1 solution for all phones 
services, inclusive of VoIP, and complete with a National Intrado PSAP network 
Integration. 

Grant Copley - Software Development Manager 
Responsible for eo-design, programming and implementation of an in-house, web 
based, enterprise software solution used for all areas of HeartlandAero business 
including Order Entry, Billing and Accounts Receivable, Accounts Payable, 
General Ledger, Purchasing, Sales and Quotes, Quality and Service Orders, and 
Contact Management; 
Designed interface and functionality for the enterprise software to sell to resellers 
to facilitate implementation of a wholesale business model; 
Working with Operations, created all interfaces to the enterprise software 
automating data collection from telephony hardware switches, VolP soft switch, 
Wireless maintenance system, and various other databases used for e-mail, voice 
mail and Internet access; 
Designed and implemented numerous databases used for collection and interface 
of external data to the enterprise software including CABS billing to other CLECs 
and carriers, MSAG and 9 1 I ,  long distance billing information and call detail 
records; 
Staffed and trained the S o h a r e  Development group which provides internal 
support for projects and expansion as well as web design and hosting for 
HeartlanaAero customers. 



Aero Communications, LLC 
Background and Summary of Key Personnel (continued) 

Brad Housewright - General Manager 
B . S. in Business Administration, Southern Illinois University 
Owned and operated a Internet Service Provider in Southern Illinois acquired by 
Heartland; 
Responsible for business development; 
Works with local and regional political and business leaders to find synergies and 
drive business growth 
Responsible for Customer Service function and Marketing and Advertising. 
Assisted in coordination of Southern Illinois Rural Enterprise (S.I.R.E.), a non- 
profit group of academic, government, and private enterprise leaders responsible 
for the Southern Illinois broadband effort working through RUS and the Illinois 
Commerce Commission. Currently in grant approval stage; 
Actively invoIved in the Illinois GI0  (Get Illinois Online), an initiative pushed by 
the Lt. Governor and the Connect Kentucky project, which is pushed by the 
Governor’s office. 

Robert Stivers, CPA - Chief Financial Officer 
B.S. in Business with emphasis in Accounting, Murray State University; 
Attained designation of C.P.A. and specialty designation by the AICPA as a 
Certified Information Technology Professional (CITP); 
Over I5 years experience as a business analyst, manager and director in Corporate 
Development, Planning and Analysis, Information System Design and 
Implementation, as well as Controllership functions in Accounting for both small 
companies and Fortune 500 companies; 
Responsible for Accounting and Finance of HeartlandAero including Budgeting, 
Forecasting, Financial Reporting and Regulatory Compliance; 
Working with Software Development and Accounting, managed the design and 
implementation of the financial, purchasing and sales hnctions within the 
company’s enterprise software; 
Responsible for all business modeling used in management and capital acquisition 
including business plans and forecasts for venture capital and bank financing; 
Managed the due diligence process of a proposed investment resulting in the 
successful sale of 49% of company stock and a significant cash infusion for 
expansion. 



EXHIBIT C 

Financial Statements 



S e n t  By: Law Off ice  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; JUl-21-05 10:06AM; 

Heartland Communications Internet Services, Inc. 
Consolidated Balance Sheet - Aero/HCIS 

Page 1 

April 30,2005 



Sent  By: Law Off i ce  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; JU l -21 -05  10:06AM; Page 2 

Heartland Communications Internet Services, Inc. 
Consolidated Bafance Sheet - AerolHCIS 

30-Ap r-0 5 

ASSETS 

$ 979,609 
1 .ooo,ooo 

278,000 

Cash on Hand 
Investment in Money Market 
Investment in CD 

Accounts Receivable - Trade 
Account Receivable - My Choice 
Bad Debt Aitowance 

s 173,ma 
27.316 

(20.1 16) 

Accounts Receivable - Switch Termination 
Bad Debt Allowance 

182,000 
182,000 

11,472 Inventory (Resale and PC Repair) 

2,632,129 Total Current Assets 

Plant & Equipment 

Active Assets 
Wireless Equipment 
Stores Equipment 
Inactive Assets 

1,674.871 
442,765 
34,735 
79,831 2,232,201 

Accumulated Depreciation (618,975) 

Net Fixed Assets 1,613,226 

Shareholder Receivable 

TOTAL ASSETS 5 4,245,358 

LIABILITiES AND CAPITAL 

Short Tern Uabillties 

Accounts Payable 
Accounts Payable - RyBrand 
Equipment Lease Payable - Wireless CPE 
Note Payable - Ford Van 

$ 148,035 
42,362 
46.111 

2.455 

Totat Short Term Liabilities $ 238,963 

68.203 
18,477 

Equipment Lease Payable - Wireless CPE 
Note Payable - Ford Van 
Long Term Trade Accounts 

Total Long Term Debt 86,685 

325.648 Total Liabilities 

Shareholders;' Equity 

Capital Stock 
Additional Paid In Capital 
Current Earnings 
Retained Earnings 

57,500 
3,485,000 
(1 53, I 4  1 ) 
291,385 

Total Shareholder' Equity 3,680,745 

TOTAL LlABlLITIES AND CAPITAL $ 4,245,356 



Sent  By: Law O f f i c e  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Page 3 

HEARTLAMI COMMUNICATIONS 
UYTERNET SERVICES, INC. 

FINANCIAL STATEMENTS 

THREE MONTHS ENDED MARCH 31,2004 



S e n t  By: taw O f f i c e  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Jul-21-05 10:06AM; Page 4 

CPA PSC 

To the Board of Directors 
Heartland Communications Internet Services, Inc. 
1302 Broadway 
Paducah, Kentucky 42001 

I have compiled the accompanying balance sheet of Heartland Communications Internet Services, hc. 
as of March 3 1, 2004, and the related statements of income, retained earnings and statement of changes 
in cash for the year then ended, and supplementary data, in accordance with Statements on Standards fur 
Accounting and Review Services established by the American Institute of Certified Public Accountants. 

A compilation is limited to presenting in the form of financial statements and supplementary data 
information that is the representation ofmanagement. I have not audited or reviewed the accompanying 
financial statements and supplementary data and accordingly, do not express an opinion or any other 
form of assurance on them. 

The compaiy has not recorded accounts payable balances currently, in accordance with generally 
accepted accounting principles. The effects of these departures horn generally accepted accounting 
principles has not been determined. 

Management has elected to omit substantially all of the disclosures required by generally accepted 
accounting principles. If the omitted disclosures were included in the financial statements, they might 
influence the user's conclusions about the Company's financial position, results of operations, retained 
earnings, cash flows and supplementary data. Accordingly, these financial statements are not designed 
for those who are not informed about such matters. 

The sharehokkrs have elected to be taxed under the provisions of Subchapter S of the Internal Revenue 
Code. Under these provisions, the Compmy does not pay corporate income taxes on its taxable income. 
Instead, the stockholders are liable for the individual income taxes on their respective shares of the 
Company's profit in their individual income tax retms. 

October 4, 2004 

215 NAHM PADUW, KENTUCKY 42001 (2701 575-3444 FAX: (270) 444-6027 
Linda A. Miller, CPA 

Member: h i d c a n  Institute uf Cenihed Public Accountahts Kentucky ! h i e 5  of Cerliiied Public Accountants 



S e n t  By: Law O f f i c e  o f  Kristopher Twomey; 510 868 8418 ; 

Aaro South 
Income Statement 

Year Ended December 31,2004 - Uneudited 

REVENUE 

GROSS REVENUE 

OPERATING COS7 OF SALES 

Phme Circuits 
Depredation 
Cosl of Resale 
Long Distance on Phone Svc 

Credit Card Fees 
Local Exchange Competitors 
Other COGS 

E a  8nd US8f 

$ 110,532 

J u l - 2 1 - 0 5  10:07AM; 

GEHERAL AND ADMMISTRATIVE EXPENSE 

Adminidration 
Advertking 
COntr’buHons 
outside Services 
GittMncenrhres 
Insurance 
Maintenance a Repairs 
Mlsoenanesus 
fewhone 
Rent 
Salaries U Wages 
Travel 
License and Fees 
Utilities 

Imam Bofors Taa d Inbrunt 5 111,532 

OTHER INCOM U{ EXP EHSE) 

Tams 
Interest Expense 

s 

Total Miscellaneous Ewnse 

Page 5 



Sent B y :  Law Off ice  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Ju l -21-05  10:07AM; Page 6 

Heartland tntemet, Inc. 
Income Statement 

Year Ended December 31,2004 - Unaudited 

REVENUE 

Internet Services - Dialup 
Internet Services - Dialup Sondata 
Internet Services - DSL 
Internet Senices - W8rekss 
Terminating Switch Revenue - Current Year 
Terminating Switch Revenue - Pn'or Periods 
Phone Sewice - tandline 
Phone Service - VOlP 
Lease Revenue - Rybrand 
3rd Parry Access 
Web Services 
Product Resale 
Misc. 
Returns & Alkwances and Discounts 

$ 674.247 
17.202 

146.558 

442,800 
773,164 

393.692 
25,036 
50,710 
32,720 
(5.296) 

GROSS REVENUE $ 2,550,833 

OPERATING COST OF SALES 

Phone Circuils 
Depreciation 
Cost of Resale 
Lcng Distance on Phone Svc. 
EUM and User Prem Cost 
Credit Card Fees 

Other COGS 
Local Exchange competitors 

Total Cost of Sales 

$ 524,216 
t60,018 
47,601 

1 9.37 1 
7,250 

10.473 

766,929 

Income From Opsrstlons $ l ,TBl ,gM 

GENERAL AND ADMlNlSTRATlVE EXPENSE 

Administ rattion 
Advertising 
Contributions 
Outside Sewices 
GWnmt ives  
Lnsurance 
Maintenance & Repairs 
Miscellanms 
Telephone 
Rent 
Salaries C Wages 
Travel 
License and Fees 
Utilities 

s 57,269 
21,770 
45,455 

9,02 1 
38.939 
43.223 
7.828 
39,s 1 

1M.OOO 
655,874 
31,352 
7,130 

30,160 

OTHER INCOMU(EXPENSE) 

s (3.=fW I ares- 
ImereSt Expense (14,314) 

_- - _ _  - . 

Totat Miscellaneous Expense $ { t 9.91 0) 

NET INCOME s 670,3a6 



Sen t  By: taw Off ice  of K r i s t o p h e r  Twomey; 510 868 8418 ; 

Heartland Comrnunlcatlonr Internet Swvlces, inc. 
Balance Sheet - CUNSOLIOATED 
Decomk 31.2004 - UnaudM 

ASSETS 

c u m r  Assm 

Cash on Hand $ 298.290 

Accounls Receivable - IWnet s 177,400 
Bad Oebt ALlpwancc (17,7401 158,680 

Accounts ReceivaMe - Switch Termhation 
Bad D e M  Allowance 182.000 

Inventory [Resale and PC Repair) 1 1,472 

toh i  Current Asset, 

182.000 

fnnlsrcoq8ny RscdW4mP 

Land and Building 
Active Assets 
Wireless Equipment 
Stores Equprnenr 
Inactive Assets 

Accumulated Depreciation 

Net F W  Awsts 

TOTAL ASSETS 

LIABILITIES AND CAPFTAL 

Accounts Payable 
Line o t Credil 
Notes Payable - Current 
tease Payable - Current 

95O.o[x) 
1,429,547 

195,792 
30.502 
79,831 2,685,872 

(61 8.975) 

Total Short Tam LWlllUlr 

NO~B ~ayabla - Paducah B B ~  
Note Payable - Banterra 
Lease Payable - Elan 
Note Payabb - SBA 
Long Term Trade Accounts 

Tow Long twm Debt 

1d.l LirbMHkr 

Sharshobm' Equity 

Capitel Stock 

s 651,422 

1 7 9 m  

2 ,oBg,BQ? 

75,000 

s n 3 o  
250.000 
f44,570 
31,438 

436.915 

72,262 
263,397 

. __ 

T72,574 

1,221,392 

57,500 

Jul-21-05 10:07AM; Page 7 

I__ -- . -- Additional Paid In Capital _. ---_. 51 2,675 -. . 
Current Earnings 849.7ao 
Retained Earnings 331.216 

Tow Shtrehdder' Equlty 1,751,171 

TOTAL LIAt31UTlES AND CAPITAL $ 2,972,Sls 



S e n t  By: Law O f f i c e  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Jul-21-05 10:08AM; Page 8 

Heartland Cornmunlcatlorrs Internet Services, Inc. 
Baienco S beet 

December 31,2006 - Unaudltsd 

ASSETS 

Cash on Hand $ 298,290 

Accounts Receivable - lnternet 
Bad Debt Allowance 

$ 177,400 
{ 17,740) 7 59.680 

A w ~ u n t s  Receivable - Switch Ternmination 
Bad Debt Allowance 

t w,wo 
182,000 

inventory (Resale and PC Repair) 1 1.472 

a 851,422 

Land and Buing 
Active Assets 
WiressS Equipment 
Sbres Equipment 
IMcthe 

1,429,547 

79,831 1,509,378 

Accumulated Depreciation (805,506) 

Net Fhrd -8 903,872 

75,000 

TOTAL ASSETS 

$ 22.760 
250.000 
27,358 

AuxxrMs Payable 
Line of Credit 
Notes Peyabte - Current 
 ease Payabb - Current 

41,074 No18 Payble - PaduGah Bank 
N ~ t w  Payable - Llanbrra 
Lease Payable - Ehn 

Long Term Trade Accwnls 
Note Payebb - S6A 

Total tong T m  Dsbt 11 ,m4 

341,192 

Shmnholckn' Equity 



S e n t  By: Law Off ice  o f  Kristopher Twomey; 510 868 8418 ; 

Aero South 
Batance Shea 

December 31,2004 - Unsudited 

ASSETS 

Cash on Hand 

Accounts Receivable - Internet 
]Bad DeM Alkwanca 

s -  
$ -  

Accumulated Depreciation 

Shareholder Flecelvable 

Accounts Payabfo 
Lina of Credit 
Noms Payable - Current 
tease Payable - Current 

L o n p  T m L I 8 M N f h r  

Note Payable - Pactucah fiank 
No& Payable - 8aantetrs 
tease Payable L Elan 
Note Payable - S8A 
long Tern Trade Accolrnls 

t o u t  Long Tam Debt 

Jul-21-05 tO:08AM; Page 9 

s 11 8,532 

s -  

-l___ 
- . .. - 

118,532 

111,532 

$ 11 1,532 



Sent  By: Law Office o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Jul-21-05 1 0 ~ 0 8 A M ;  Page 10 

Heartland Cwnmunicatlons Internet Senrkes, lnc. 
Income Statement - CONSOUDATED 

YWtt Ended December 31,2004 - UMUdltsd 

REVENUE 

Inlemet Services - Dialup 
Internet Senrice$ Oialup Sondata 

lnlernet Services - Wireless 
TerrninaOing Swilch Revenue - Current Year 
Terminating Switch Revenue - Wi Per'bds 
mOne Service - Landtine 
Phone St~vica - VOrP 
Lease Revenue - Rybrand 
3rd Parry Access 
web services 
Product Resale 
Misc. 
Returns 8 Aifowances and t3iscounk 

Inlef~%& Services - DSL 

S 674.247 
17.202 

146.558 
9,237 

442,800 
7 n , m  
tia,w 
21.t34 

ro0,m 
398692 
56.281 
50,710 
32,720 
(5.2961 

GROSS REVENUE 

OPERATING COST OF SALES 

Phone circuits 
DepreCiation 
CoStofResak 
Lmg Distance on Phone Svc. 
EUM and User Prern Cost 
CFedi? Card Fees 
Local Erchange Compelilws 
Other COGS 

S 524,216 
173,487 
47.801 

24122 
7.250 

10.dM 

T H d  Cost of SaSoe a 

Incams from Opbmlanr 

GENERAL AND ADMINISTRATIVE EXPENSE 

$ 56,614 
21,770 
45.455 

9,021 
38,939 
44,103 

7,828 
39.883 

104,OOO 
6 5 5 , m  
31.352 

7,130 
75,811 

$ 1,139,789 

s 
OTHER INCOMEI(I3PENSE) 

Total Miscellaneous Expense 5 (58372) 



Sent By: Law Off ice  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; J u l - 2 1 - 0 5  10:09AM; Page 11 

Heartland Communications internet Services, Inc. 
BALANCE SHEET 

As of March 31,2004 

LIABILITIES AND EQUITY 

CURRENT LIABILITIES 
Accounts Payable 
Short Term Note Payable 
FICA And Federal WIH 
Stale Withholding - Kentucky 
State Withholding - Illinois 
Local Withholding 
401Ck) Withholding & Employer Match 

Total Current Liabilities 

LQNG-TE R M L I B  lLlT I E S 
Note Payable -Shareholder Adjustments 
Current Portion Long Term Debt 
Note Payable - Banterra 
Note Payable - Irwin Business 
Note Payable - Manifest Group #2 
Note Payable - FNF Capital 
Note Payable - Blaine Mohter 
Note Payable - Banterra 2 
Note Payable - Rybrand - Paducah Bank 
Note Payable - Rybrand - SBA 
Note Payable - Shareholder - WoIfe 
Note Payable - Shareholder - Heinrich 

Total Long-Term Liabilities 

Total Liabilities 

STOCKHOLDERS' EQUITY 
Capital Stuck 
Paid in Excess 
Retained Earnings 

Total Stoekhalders' Equity 

TOTAL LIABfUTIES AND 
STOCKHOLDERS' EQUITY 

s 28,658.64 
14 3,363.88 

6,453.86 
1,028.19 

307.47 
1,152.74 

904.03 

32,292.44 

1 60,075.2 B 
9.71 3.42 
6,477. t 0 
5,905.78 
3,639.63 

31,805.77 
382,693.20 
316,596.85 
.15,300.00 
11.960.00 

(143,363 .aa) 

833,097.59 

1,014,964.40 

57,500.00 
138.621 -00 
358,120.41 

555,24 1.4 1 

$ 1.57O,ZO5.81 

. .... 

See Accountants' Compilation Report 
2 



Sent By: Law Otfice of K r l s t c p h e r  Twomey; 510 868 8418 ; Jul-21-05 ID:OSAY; 

Heartland Communications Internet Services, Inc. 
STATEMENT OF RETAINED EARNINGS 

Beginning of P e d  
Plus: Net h o m e  
Less Dividends Paid 

RETAIN83 EARNINGS 
END OF PERIOD 

Sales 
Sales - lntwnel Swvices 
Services 
Less Returns L Albwmces 

Toto1 Sales 

3 ~ o n m s  Ended 
March 31,2004 

t 427.693.07 

5 I64.WW 
4.95DM) 

See Accounlank’ Cnmpilatnn R e d  
3 

Heartland Communications Internet Suvkes, Inc. 
tncome Stalennnl 

Page 12 

OW Month E n d d  One Month E n M  O m  Montk Embed fhm Months Ended 
January 31,2004 February 29.2w1 March 31,2001 March 31. ZMII 

5313,733.90 
1.56205 13.530.59 95.216.43 110,409.07 

0.00 0.00 0 00 0.00 

83.056.26 128.882 04 212.204.67 424.142.97 

$81.49421 $1 15.251.45 $1 t6.988.24 

Cost of Goods Sold 
ResaleIIems 7,821.82 
CLECl Circuits 42,66223 

50,484.05 

Gross Pmfd 32.572.21 

Total Cod of Goods Sold 

Operating Expmssr 
Advertising 1.421.08 
Bank Service Charges 251.74 
Credit Card Fees  160.29 
C O ~ b U h I l O  250.00 
Depreciation Expense 15,279.42 
Dues and s u b o c r i p ~ s  195.00 
1mu- 0.00 
Inswarre - Employee BanP 1,847.37 
lnleresl Expense 3.512.35 
MiSCBUaneQUs 2.663.14 
?mlage and DelPrery 500.00 
Pm(essiona1 Fees. Accounting 1,683.60 
Rent 3.230.00 
Bulding Repaus 3.600.00 
Equipmen(Repairr 110.00 
Telephana 2,762.83 
Meals 330.30 
TmVd 1,076.85 
Ut* 946.M 
mce suppla 934.30 
Operaling Swph’es 5.030.00 
Ou(side S e N h  2.629.63 
PJYfOll- SaratkS b Wager 31.017.76 
Retirwmen! Erpense 386.25 
Tares & Liurnses 128.89 
Payoll Taxes ’ 2.367.45 
Ropertv 0.00 
Total Opwating Expenses 82,336.89 

Optratlng Income (Loss) (49.764 68) 

fnlerBSHR6Bm. - 0.00 

Total Othw Income (Loss) 0.00 

Not Income {Loss) (49,764.68) 

Other Incomr 

000 
122.239.98 
122239.98 

6.642.06 

3.243.03 
111.63 
199 86 
400.00 

15,279.42 
20.00 
0.00 

1,601.68 
2.514.95 
3.076.47 
1,010.99 
2,153.20 

10.462.11 
4,125.00 

0.00 
2,499.00 

0.00 
1,100.85 
2260.74 

632.39 
4.468.- 

0.00 
29.544.81 

352.54 
1cQ.00 

2,253.88 
2,345.67 
90,256.99 

(83,614.93) 

non 
OW 

(83,614.93)- 

3.400.91 
53.744.47 
37.145.3a 

155.059.29 

498 44 
154 87 
174 61 

l .tW DO 
15.279 42 

0 00 
2.923 65 
t .?61 69 
1.657 8T 
4 246 I 2  
129020 
3 302 47 
8,457 BO 
5,000 00 

0 00 
2 802 32 

O W  
1 05292 

85? 77 
952 90 

3 53228 
000 

29,263 03 
296 69 
1500 

2,19543 
000  

86,305 42 

68,753 67 

3oA 
3.08 

60.756 95 

t 1,222.73 
21 8.646.68 
229.869.41 

194273.56 

5.162.55 
518.24 
554.76 

2.340 00 
45.838.26 

215.00 
2.923.65 
4.610.74 
7,685.11 
9,985.73 
2.801.t9 
7.139.27 

22.t49.91 
12.725.00 

110.00 
8.064.15 

330.30 
3.230.62 
6.065.15 
2,519.59 

13,031.05 
2.629.63 

89.a25.60 
t .037.48 

243.89 
6.ei6.76 
2,345.67 

258,899.30 

f64.625.74) 

See Accountants’ Cwnpilalion Report 
4 



S e n t  By: Law Office o f  K r i s t o p h e r  Twomey; 5 t 0  868 8418 ; JUl -21-05 10:IOAM; Page 13 

Heartland Communications Internet Services, Inc. 
Statement of Cash Flaws 

For the 3 months Ended March 31,2004 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net Income (Loss) 
Adjustments to reconcile Net Income 
(Loss) to net Cash provided by 
(used in) operating activities: 
Depreciation and Amortization 
Losses (Gains) on sales of 
Fixed Assets 
Decrease (Increase) in 
Operating Assets: 
Accounts Receivable 
Increase (Decrease) in 
Operating Liabilities: 
Accrued Liabilities 

Total Adjustments 
Net Cash Provided By (Used in) 
Operating Activities 

CASH FLOWS FROM INVESTING ACTIVITIES 
Capital Expenditures 
Proceeds From Sale of Fixed Assets 

Net Cash Provided By (Used In) 
Investing Activities 

CASH FLOWS FROM FINANCING ACTIVtTlES 
Notes Payable Repayments 
Shareholder Investments 
Shareholder Distributions 

Net Cash Provided By (Used In) 
Financing Activities 

NET INCREASE (DECREASE) IN CASH 
AND CASH EQUIVALENTS 

$ (64,622.66) 

45,838.26 

0.00 

33,21f437 

(1 39.651 
78.91 5.96 

14,293.32 

(1 1,665.39) 
0 -00 

(11,665.39) 

(41,081 .B1) 
100,000.00 
(4,950.00J 

53.968.1 9 

56.596.1 2 

CASH AND CASH EQUIVAlENTS AT BEGtNNltJG OF PERIOD 80,246.1 6 

$ 136,842.28 CASH AND CASH EQUtVALENTS AT END OF PERIOD 

- . . . . . . 

See Accountants’ Compilation Report 
5 
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HEARTLAND INTERNET, INC 

FIfiANCIAL STATEMENTS 

FORECASTED AN0 HISTORICAL 

YEARS ENDING UfCEMBER 31, 2006,2005,2004, AND 2003 (FORECAST) 

Jul-21-05 10 :1 OAM; Page 14 

AND 

PER~ODS ENOED SEPTEMBER 30,2003, DECEMBER 31, zoo2 AND 2001 (HISTORICAL} 
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Sent By: Law Off ice  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; 

To the Board of Directors 
Heartland Internet, inc. 
Paducah, Kenlucky 

J U l - 2 1 - 0 5  1O:lIAM; 

We have compiled the accornpany.ing forecasled balance sheets of Heactland Internet, Inc. 
(an S curparation) as of December 31, 2006, 2005, 2004, and 2003, and the related 
statements of income and retained earnings, stalernenb of cash flows and supplementary 
data for the years lhen ending, in accordance with standards established by the American 
lnstitule of Certified Public Accauntanfs. 

A cornpilafion is limited to presenting in the form of a forecast, mfomation that is the 
representation of management and does nd include evaluation of the support for the 
assumptions undetfying the forecast. We have not examined the forecast and, accordingly, 
do not express an opinion or any other form of assurance on the accompanying statements 
or assumptions. Furthermore, there will usually be differences between the forecasted and 
actual results because evenis and circumstances frequently do not occur as expected, and 
those differences may be material. We have no responsibility lo update this report for 
events and circumstances occurnng after the date of this report. 

Page 16 

I' 

! 

We have also compiled the accompanying historical balance sheets of Headland Internet. 
Inc. as 01 September 30, 2003, December 31,2002 and 2001, and the related statements of 
income and retained earnings, statements of cash flows and supplementary data for the 
periods then ended. in accordance with Statements on Standards far Accounting and Review 
Services issued by the American Institute of Certified Public Accountants. 

Such a wmpilation is limited to presenting in the form of historical financial statements 
information that is the representation of rnanagemenl. We have not audited or reviewed !he 
accompanying hislarical financial statements and supplementary data and, accordingly, do 
not express an opinion or any olher form of assurance on them. 

Miller, Slivers & Company, Inc. 

October 03. 2003 



See accompanying notes and accountants' report 
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HEARTlAND INTERNET, INC 
BALANCE SHEETS 
Years Ending December 31,2006, 2005, 2004. and 2003 (Forecast), and, 
Nine Months Ended September 30,2003, and Years Ended December 31, 2002 and 200 

m 
Y .. 

(Historical) r 
' 2  

Hist ori cal Forecast Historical 

Sep YTD 
2006 2005 2004 2003 2003 2002 2001 

ASSETS 

CURRENT ASSETS 
Cash 
Trade accounts receivable, less 
AIlowance for doubtful accounts 

s 4,381,536 s 1,284,352 $ 829,033 $ 16s.m s 74.212 6 34,512 s 4 1 ~ 8 5 s  
2,596,270 1,634,931 571,654 319,896 183,765 95,041 60,500 
(259,627) (183,493) (57,165) (31 990) I (18,377) ( 14,873) (6 ,050)  

0 
-0 
T 
m 
3 

6,718.179 2,755.790 1,343,522 453,700 239.601 114,680 96.305 TOTAL CURRENT ASSETS 

PROPERTY AND EQUIPMENT 

2,S00,152 2.250.152 1.3QO.t 52 I .269,a52 949,052 949,852 763,785 Equipment 
Furniture and fixtures 

- . ~  . 
62,503 52,500 52,500 32,500 32,500 32.500 21,000 

2,562,653 2,302,652 1,352,652 1,302,352 932.3 52 982,352 704,785 
m 
m 
(11 

. .  
(1.423,915) (1,103,681) (774,326) (530.681L (488,789) (363,113) (233,205) Less accumulated depreciation 

W 
P 

W 
2 

V .  

1,138,738 1,198,971 57a1326 771,671 493,563 619.240 551 580 

... . . 1""" ..___.-.... .._ .. . - . .. . . . .. , , . 
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HEARTLAND INTERNET, INC. 
INCOME STATEMENTS 
Years Ending Decamkr 31.2006,2005. 2004, and 2003 (Forecast), and 
Nine Months Ended September 30,2003, and Years Ended December 31. 2002 and 2001 (Historical) 

Forecast 

2006 2005 2004 2003 

COST OF GOODS SOLD 5,329,047 3,232,604 909,505 424,638 

GROSS PROFIT 6,238,804 4,052,022 1,637,626 1,000,472 

OTH€R OPEFWTING REVENUE 

6,238,804 ~,OS~,OZZ 1 , 6 3 7 , m  1,000,472 

GENERAL AND ADMINISTRATIVE EXPENSES 1,319,442 1,233,043 1,048.723 785,439 

tNCOME FROM OPERATIONS 4,919,362 2,818,979 sa9,105 215,033 

OTHER INCOME AND (EXPENSE) 
Interest expense (3,246) (28,483) 

NET INCOME $ 4,439,362 S 2,818,979 S 585,859 $ 186,550 

See accornpanylng nates and accountants' repod 

. . , I . .  

Histo tical Historical 

Sep YTD 
2003 2002 200 1 

2,459 

655,670 774,529 561,419 

506,061 607,640 5a I, 1 07 

149,609 i 66. a m  (I 9,ssa) 

(1 6,857) (37,399) (53,265) 

$ 132,752 9 129,490 S (72,953) 

3 

...... :I . - -,- ~ . -  ,._. _ . _ . -  ...-.. ;... . . . .  - . .  . .  , - . _ _ . _ _ . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  . _ .  . . . . .  

(D 
3 

6' 
3 
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HEARTLAND INTERNET. INC 
STATEMENTS OF RETALNED EARNINGS 
Years Ending December 31, 2006, 2005. 2004, and 2003 (Forecast). and 
Nine Months Ended September 30,2003, and Years Ended December 31 I 2002 and 2001 (Historical) 

Net income (loss) 

Shareholder distributions 

Forecast HI storical Historlcal 

Sep YTO 
2005 2004 2003 2093 , . 2002 200 I 2ao6 

I RETAINED EARNINGS, BEGINNING OF YEAR f 3,018,286 5 904,051 t 425,956 $ 265,406 

See accompanying notes and accountants' report 

I 

4 9  19,362 2,8?8,979 585,859 186.550 

$ 158,654 !$ 43,106 5 127.500 

132,752 129,490 (72,953) 

11 1,441) 

$ 6,707,007 $ 3,018,286 $ $04,051 $ 425,956 $ 265,406 f 158,654 5 43,106 

(26.000) (1 3,942) (7.229,841) {704.745) (107.764) (26,000) 

4 

.......... ..... . . . . . . . . . . .  -- . .._ -._,, .. -.... 

W 
Y .. 
I- 

, m  
4 

". 

c 
c 
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!2 
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HEARTUND INTERNET, INC 
STATEMENTS OF CASH FLOWS 
Years Ending December 31, 2006. 2005, 2004. and 2003 (Forecast), and 
Nine Months Ended September 30, 2003. and 'Years Ended December 31. 2002 and 2001 (Historical) 

W 
2 

s I- 

0 
-h 
-t. 

Forecast Mislortcal Historical 

Sep TTD 
2006 2005 2004 2003 2003 2002 2001 

CASH FLOWS FROM 
OPERATING ACTIVIlTES 

Net income (Loss) 
Adjustments (a reconcile net income to 

net cash provided by operating activities: 
Depreciation and amoflizatlon 
(Gam} lass on sale of assets 
Changes in operating assets and liabilities: 

Accaunts receivable and prepaid expenses 
Accounts payable and accrued expenses 

$132,752 $ 129.490 $ (72,953) 

105,412 101.201 320.234 95,264 329,355 143,98'7 

(e6s.205) (9~6,949) (226,582) ( In , s i s )  (12,343) (D l lS1 )  (43,114) 
212,634 { 8 1,321 ) 263,082 (81,321 ) 55,302 7,740 ' (4,405) 

4,687,025 2,110,064 821,303 126,698 270,975 233,491 (16,271) 

2 
0 
3 
ID u 

Y .  

2 
0 

NET CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES 

CASH FLOW FROM INVESTiNG ACTlVlTlES 
Purchase 61 property and equipment {92,000) (1 I3,OlO) {139,477) (260,000) (950.000) (50,3001 (32o,oo0) 

(92,000) (113.010) (139,477) (260,000) (950,000) (50,300) (320,000) NET CASH (USED IN) INVESTING ACTlVlTl ES 

CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds (rqayment) of note payable 
Proceeds from long-term debt 
Repayment of long-term debt 
Shareholder dir tribution s 

8,647 (20,890) 
59,000 404,970 

(121,089) (1 16,340) (306,599) 
(20,000) (13,942) (1  1,441) 

s70,oao 
- .  

- (305,050] 
(1,229,841) (704,745) (107,764) 132,000) 

i 
! 

c 
c 
c-l 

3 
l 

0 
VI 

0 
A 

.. 

NET CASH PROVIDED BY (USED IN) F1NANClNG ACTtVITIES '. (1,229,841) (704,745) (107,764) 232,950 

37,886 57,846 (89,708) NFT INCREASE (DECREASE) IN CASH AN0 CASH EQUIVALENTS 3,097,184 455,319 663,239 39,648 

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAH 80,260 30,414 120,122 1,284,352 829,033 185,794 126,146 

CASH AND CASH EQUNALENTS, END OF YEAR 

See accompanying notes and accounlants' report 
5 Y .  
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S e n t  By: Law Of f i ce  of K r i s t o p h e r  Twomey; 510 868 8418 ; 

HEARTLAND INTERNET, tNC. 
NOTES TO FINANCIAL STATEMENTS 

NOTE A - SUMMARY OF SIGNIFICANT FORECAST ASSUMPTIONS 

This financial forecast presents, to the besf of management's knowledge and belief, the 
Company's expected financial position, results of opttraiions, and cash flows for the forecast 
penod. Accordingly, the forecast reflects management's judgment as of October 19, 2002, 
the date of this forecast. of the expected conditions and its expected course of action. The 
assumptions disctosed herein are those that management believes are significant to the 
forecast. There wi!l usually be differences between the forecasted and actual results, 
because events and circumstances frequently do no1 occur as expected, and those 
differences may be material. 

The major assumptions inherent in the forecast are based on an incremental increase in 
sales due to an aggressive product repositioning and early markel penetration. The 
Company is aiready positioned lo be the first internel service provider in the area to offer 
true high speed internet servjces, coupled with local and long dislance telephony and digital, 
or high-definition video services. The details follaw. 

Ne1 Sales 

Currently, the Campany provides a wide range of Internet services including dial=up and DSL 
connectivity. The Company i5 also a 50% owner of a licensed, competitive local exchange 
carrier (CLEC), which it utitites for telephony service to its lnternet customers as we?t as 
providing service to the Competition. A local power service provider has approved plans to 
lay a fiber optic loop around the Padocah area. The Company is well positioned lo access 
this loop in order to enable true fiiber-to-the.business (FlTB) and fiber-to-the-home (FTTH) 
technology. By combining this opportunity with the established Intemet/CLEC structure, the 
Company is planning aggressive market expansion into Western Kentucky and Southern 
Illinois offering high speed Internet. telephone and video sewices in bundled andwibundled 
packages. 

Historic sales growth has shown a 25% 10 40°h annual fncrease since startup. The 2003 
forecast assumes the remaining three months of the year continue this trend using growth of 
25%. The assumplions over the remaining forecast period are as follows: 

* 16Oh sales growth of existiog Internet customers with proportionate product mix. 

Introduction of local telephone services as an alternative to existing providers; the 
model assumes an average of 2 lines per small business customer at $100 per 
month per customer with 500 customers in 2004, growing to 2,000 by year 2006. 
Using this as a lest market, residential service begins to roll out in January of 2005. 

Introduction of long distance service to small business at $0.05 per minute with 500 
customers in 2004, growing lo 2,000 cuslomen in 2006. Residential market 
penelration begins in January of 2005. 

0 Addition of 500 business customers in 2004 due to bundled package and lower rates. 
Assuming 2 - 3 DSL connectio.ns per subscriber at $1 SO/rnonth up to ZOO0 by year 
end 2008. This is accomplished through Introduction of higk3peed (1OOmb) data 
and video conferencing sewices, at speeds up to 75 times OSL rates. Video sales to 
this market beginning January 1, 2005 at $40.00 per subscriber for basic service. 
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Sent  By: Law Office o f  K r i s t o p h e r  Twomey; 510 868 8418 ; 
JUl-21-05 10:13AM; 

HEARTLAND INTERNET, INC. 
NOTES TO FINANCIAL STATEMENTS 

NOTE A - SUMMARY OF SIGNIFICANT FORECAST ASSUMPTIONS (Continued) 

Net Sales - (continued) 

Several factors combine to give the Company such a healthy growth record. Sales of 
existing sewices are increasing based an demand for more bandwidth. which is caused by 
the multimedia explosion and a growing dependency on Interne! communication. The 
addition of product offerings (already beginning with technical service, data storage and 
retrieval) combined with increased bandwidth, telephony and video, will help solidify long- 
term growth, The Company IS essentially building a locally owned and operated multimedia 
alternative to what mast consumers see as a complacent, sluggish, and unresponsive 
supplier base. The Company's well focused, customer oriented staff and philosophy has 
created a brand loyalty which fosters continued growth and a customer base eager to 
consolidate media services while supporting the local economy, 

With the infrastructure neatly in place to create a regional phone service across Southern 
Illinois and Western Kentucky without long dbtance charges, and ample capacity for 
expansion, the Company is on strong looting to quickly gain market share. 

Cost of Sales 

Circuit charges necessary for connecting with national telephony providers have historically 
been the single largest cost to the Company. These charges represented 86% of historical 
cast of goods sold and, prior to the creation of the CLEC, represented a 45% charge against 
safes. Since ihe inception of the CtEC, this charge as a percentage of sales has fallen 
below 35%. For 2004 lotward, the actual cost of bandwidth per customer Is calculated based 
on circuit charges and the increased bandwidth required for the high-speed service induding 
loop access charges. The result is a blended bandwidth charge, which further reduces this 
component of Cost of Goods Sold to 31% of related 5aleS This is a blend of Fiber-to-the- 
Business customers and existlng DSL, f l  and Dial-up customers. 

Other cost of goods sold includes resale cost on moderns and other equipment and CLEC 
charges for telephony. which increase in proportion to sates. The remaining items in cost Of 
goods sold ?re incrementa) to the expanded telephony services, which include $ I O  per line 
per customer per month charge for locaf connection and $0.02 per minute charge for long 
distance caverage. 

General and Adrninislralive Expenses 
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The significant changes in General and Administrative expense are as follows: 

Slaff salaries increase by $72,000 in 2004 to accommodate hiring managers and 
staff in the  sales and service areas necessary for new product offerings; Salaries 
continue to increase by 6% per year due to new positions neCessary for sales growth 
and merit increases. 

Paymil taxes increase in proportion to salaries and wages. 

All other fixed overheads are increased by 2% to 3% per year to reflect inflation. 

Insurance and miscellaneous expense increase relative to the purchase of a new 
building. 

i l  
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S e n t  By: Law Off ice  o f  Kris topher  Twomey; 510 868 8418 ; 

HEARTLAND INTERN ET, INC. 
NOTES TO FINANCIAL STATEMENTS 

NOTE A - SUMMARY OF SIGNIFICANT FORECAST ASSUMPTIONS (Continued) 

Interest Ex~ense_ 

J u l - 2 1  I 

Interest expense decreases from 937,399 in 2003 to $3,246 in 2004 to reflect me retirement 
of debt associated wilh the acquired investment and payoff of existing equipment leases. 
There will be no remaining amortization of debt as the company will be debt free in early 
2004. 

L O ~ Q  Term Debt 

The remaining debt at year-end 2003 of $20,205 consisls of two equipment feases and one 
note payable to shareholder, which will be retired in early 2004. 

NOTE B - SIGNIFICANT ACCOUNTING POLICIES 

Nature of Operalions L 

$ L L i W O  r 5  
Heartland Internet, Inc. was incorporaled under the laws ofthe State of Kwtwky on 
February 24, 1997, The Company is in the lnlernet service prpvider business offering 
network and Internelsolutions to business and residential customers in Western Kentucky 
and Southern Iltinois. These services indud4 dial-up and DSt Internet connections, web sile 
hosting, and e-rnail services, The Company provides credit in the normal come of business 
to its customers and performs ongoing credit evaluations of those customers. II InaintainS 
allowances for doubtful accounts based on factors surrounding the credit risk of spedftc 
customers, historical trends, and other information. Credit lasses, when realized, have been 
within the range of the Company’s expectations and, historically, have not been significant, 

Property and Equipment 

Properly and equipment are stated at cost. Depreciation expense is caiculated by lhe 
straight-line method. The depreciation methods are designed to amortize the cost of t h e  
assets over their estimated useful lives. 

Maintenance and repairs are charged to expenses as incurred. When assets are retired or 
otherwise disposed of, the cost is removed from the asset accounts and !he related 
depreciation reserve is adjusted wilh the difference being charged to  income or expense. 

Use of Estimates 

Management uses estimates and assumptions in preparing financial rtalements. Those 
estimates and assumptions affect the reported amounts of assels and liabilities. the 
disclosure of coniingent assets and liabilities, and the reported revenues and expenses. 

I 
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Sent By: Law O f f i c e  o f  Kristopher  Twomey; 510 868 8418 ; Jul-21-05 10:14AM; 

HEARTLAND tNTERNET, INC 
NOTES TO FINANCIAL STATEMENTS 

NOTE B - SIGNIFICANT ACCOUNTING POLlCiES (Continued) 

Income faxes 

The Company, with the consent of its shareholders, has elected under the Internal Revenue 
Code and similar state provlsions to be an S corporation. In lieu of corporation Income 
taxes, the shareholders of an S corporation are taxed OR their proportionate share of the 
Company's taxable income. Therefore, no provision or liability for federal income taxes has 
been included in these financial stalements. 

NOTE C -LONG TERM DEBT 

As of September 30.2003 and December 31, 2002, long-term debt consisted of the 
f oi towing: 

2002 2003 

Note payable, Bantena Bank, due in monthly installments 
of $8,q 31, including interest at 6.75% $291,467 $ 248,949 

Note payable, Banterra Bank, due in monthly installments 
$1,632, Including interest at 7.5% 57,512 42,802 

Nole payable, Irwin Business, due in monthly installments 
of $2,248, including interest al18.71. 42,655 

Note payable, GF Funding, due in monthly instailments of 
$1,269, including interest at 16.8% 4,286 

Note payable, Manifest Group, due in monthly installrnenki 
of $1,143, including interest at 10.4% 25,541 

Note payable. FNF Capital, due in monthly installments 
of $1,659, including interest at 10.44% 31 3 6  14.299 

$452,767 $305,050 

Less current portion (1 47.052) I - )  

u ? L L l L ~  

1 

i 

;/ 
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Substantially all of the Company's assets are pledged as &llateral against its short-term and 
long-term indebtedness. 



S e n t  By: Law Of f i ce  o f  Kristopher Twomey; 510 868 8418 ; 

HEARTLAND INTERNET, INC. 
NUfES TO FINANCIAL STATEMENTS 

JUl-21-05 10:14AM; 

NOTE D - NOTES PAYABLE - SHAREHOLDER 

As of  September 30. 2003, the Company carties three shareholder notes payable. Note 
payable to Todd Heinrich of $13,000. with interest only paid al7%; Note payable to AI Wolfe 
of $1 7,000 with interest only paid at 7%. 

NOTE E : REIAfED PARTY TRANSACTION 

Included in Cost of Goods Sold is a recurring charge for CLEC carrier and circuit expense. 
This is the telephone service charge attributed lo telephony for Internet service. Some of 
this expense is paid to Aero Communications, LLC of which tPe Company is a 50% 
memberlowner. Aero acts as g cost center and a5 a resull, bills out to the Company at wst. 
For the nine months ended September 30, 2003. cost of sales included $31,918 of these 
charges and for the year ended December 31, 2002. these charges totaled $33,785. The 
amount included in accounts payable a5 of September 30, 2002 and Oecember 31,2002 
were $2,618 and $0.00. respectively. 

NOTE F - OISCLOSURES REGARDING THE STATEMENTS OF CASH FLOWS 
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* 

I 

Accountinq Policv: Fo; purposes of the statements of cash flows, cash and cash 
equivafents include all highly liquid debt instruments with maturities of three months or less. 

Sumlemental Disclosure of Cash Flow Information. 

Cash paid during the nine months ended September 30,2003 and year ended December 31, 
2002: 

2002 2003 

I nle r est 

Noncash inves:ing transactions: 

$ 37,399 $ 16,857 

Cost of property and equipment, 
net of trade-in allowances $ 143,010 I 92,000 

Properiy and equipment loans 59.000 

Cash down payments for equipment & 6 & u L L  



HEARTLAND INTERNET, INC. 

Years: Ending December 31, 2006,2005,2004. and 2003 (Forecast). and 
Nine Months Ended September 30, 2003, and Years Ended Oecernbsr 31, 2002 and 2001 (Historicai) 

SCHEDULE I - NET SALES DETAIL 

Internet sates - existing subscribers 

lnrernental business subscribers 
High speed Internet sales 
Video 
Local telephone service 
Long distance telephone service 

Subtotal business subscribers 

Increment a1 residential su bscribtrs 
High speed internet sales 

Local telephone seMce 
Long distance telephone seTvIce 

' Video 

Subtotal residential subscrrben 

TOTAL NET SALES 

Forecast Historical Historical 

Sep YTD 
2006 2005 2004 2003 2003 2002 2001 

3,150.0OO 2,025,000 46a.000 
840,000 540,000 

2,131,500 1,350,OOO 312,000 
am.  ~ O O  514,350 1 1 0,872 

6,921,600 4,429,350 698,872 

862,SQO 337,500 
690,000 270, QOO 
862,500 337,500 
62,100 24,300 

2,477,100 969,300 

, See accompanying notes and accountants' report 
11 
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Heartland Communications 

Financial Statements 

‘Twelve Months Ended December 3 1, 2003 



Sen t  By: Law Office o f  K r i s t o p h e r  Twomey; 510 868 8418 ; 

CPA PSC 

J U l - 2 1 - 0 5  10:16AM; Page 30/35 

To the Board of Directors 
Heartland Communications Internet Services, bc. 
1301 Broadway 
Paducah, ICY 42001 

1 have compiled the accompanying balance sheet of Heartland Communications Internet Services, hc. 
as of December 3 I, 2003, and the related statements of income, retained earnings and statement of 
changes in cash for the year then ended in accordance with Statements on Standards for Accounting and 
Review Services established by the American Institute of Certified Public Accountants- 

A compilation is limited to presenting in the form of financial statements that is the repmentation o f  
management. I have not audited or reviewed the accompanying financial statements and accordingly, do 
not express an opinion or any other form of assurance on them. 

Management has eXected to omit substantially all of the disclosures required by generally accepted 
accounting principles. If the omitted disclosures were included in the financial statements, they might 
influence the user's conciusions about the Company's financial position, results of operations, retained 
earnings and cash flows. Accordingly, these financial statements are not designed for those who are not 
informed about such matters. 

The shareholders have elected to be taxed under the provisions of Subchapter S of the Internal Revenue 
Code. Under these provisions, the Company does not pay corporate income taxes on its taxable income. 
Instead, the stockholders are liable €or the individual income taxes on their respective shares of the 
Company's profit in their individual income: tax returns. 

June 30,2004 

I-. . .. ., .. -- -- .,-- 

2 I 5 NAHM a PADUCAH, KENTUCKY 4200 I (502) 575-3444 FAX: (502) 444-8027 
LINDA A. MILLER CPA 

M€NNIFX AMELICaH IIJSTIIWTEOFCLRTIFIFD PUBLIC A C C O I I N T A ~ ~ S  KENtVCKY SOclETY OF CERTIFIED PUBLIC ACCOW~ANTS 



S e n t  By: Law O f f i c e  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Jul-21-05 1 0 ~ 1 6 A M ;  

Heartland Communications Internet Sewices, Inc. 
BALANCE SHEET 

As of December 31,2003 

ASSETS 

CURRENT ASSETS 
Cash In Bank - Bantetra 
Cash in Bank - Paducah Bank Operating 
Cash in Bank - Paducah Bank Payroll 
Cash in Bank - Paducah Bank Savings 
Cash in Money Market Account 
Accounts Receivable 
Receivable - Rybrand 
Bad Debt Allowance 

Total Current Assets 

PROPERTY AND EQUIPMENT 

Less: Accumulated Depreciation 
Equipment 

Net Property and Equipment 

OTHER ASSETS 
Investment in Aero 

Total Other Assets 

TOTALASSETS 

$ 21,566.92 
33.334.62 

(599*4 5 )  
3,944.07 

22,Ooo.UO 
123,94 3.3 5 
702,283.26 
(12,394.32) 

094,078.26 

1.190.91 4.64 
(533,766.97) 

657,147.67 

29,774.00 

29,774.00 

$ 1,580,999.93 
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S e n t  By: Law Off ice  o f  K r i s t o p h e r  Twomey; 510 868 8418. ; J u l - 2 1  -05 10:16AM; 

Heartland Communications Internet Services, Inc. 
BALANCE SHEET 

As of December 31,2003 

LIAB\LITIES AND EQUITY 
CURRENT LIAISILITIES 

Accounts Payable 
Short Term Note Payable 
FICA And Federal W/H 
Slale Withholding - Kentucky 
State Withholding - Illinois 
Local Withholding 
409(k) Withholding & Employer Match 
FUTA & SUTA Payable 
Sales Tax Payable 

Total Current Liabilities 

LONG-TERM LfABlLlTlES 
Note Payable -Shareholder Adjustments 
Current Portion Long Term Debt 
Note Payable - Banterra 
Note Payable - twin Business 
Note Payable - Manifest Group #2 
Note Payable - f NF Capibl 
Note Payable - Blaine Mohler 
Note Payable + Banterra 2 
Note Payable - Rybrand - P aducah Bank 
No!e Payable - Rybrand - SBA 
Note Payable - Shateholder - Wolfe 
Note Payable - Shareholder - Heinrich 

Total Long-Term Liabilities 

Total Liabilities 

STOCKHOLDERS' EQUITY 
Capilat Stock 
Paid in Excess 
Retained Earnings 

Total Stockholders' Equity 

TOTAL LlABlLlTlES AND 
STOCKHOLDERS' EQUITY 

s 28,658.64 
143,363.88 

4,495.2 3 
598.40 
307.41 

1,049.27 
2,843.61 

535.09 
i54.87 

182,00&46 

32,292.44 
{ 143,363.88) 
181,416.69 
15,834 -54 
9,690.64 
9,071 .eo 
3,639.63 
36,052.28 

384,543. a9 
317,739.37 

15,300.00 
I1,960.00 

874,179.40 

1,056,185 86 

57.500.00 
39,621 .OO 

427.643.07 

524.81 4.07 

$ 1,580,999.93 
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Sent  By: Law O f f i c e  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Jul-21-05 10:17AM; 

Heartfand Communications Internet Services, Inc. 
INCOME STATEMENT 

, 

Sales 

.Cost of Goods Sold 
Gross Profit 

Operating Expenses 
Advertising 
Bank Service Charges 

*- Credit Card Fees 
Conlributions 
Depreciation Expense 
Dues and Subscriptions 
insurance 

Interest Expense 
licenses 
Miscellaneous 
Postage and Delivery 
Professional Fees - Accounting 
Professional Fees - Legal 
Rent 
Building Re pairs 
Equipment Repairs 
Tet ep ho ne 
Travel 
Utilities 
Office Supplies 
Operating Supplies 
Outside Services 
Payroll - Officer's 
Payroll - Salaries 8. Wages 
Retirement Expense 
Payroll Taxes 
Property Taxes 
State Taxes 

. insurance - Employee Benefit 

Total Operating Expenses 
Net Operating Income 

Net Income (Loss) 

Interest Income 

For the 12 Months 
Ended 

December 31,2003 

$ 1,780,708.21 

548.332.46 

e 1,232,375.75 

-. 

20.961.36 
2,665.9 1 
1,537.78 

. .i 24,655.QU .. 
.:: t 70.65h-l.  ' -- .. 

T;455.80* 
9.699.24 

17,937.26 
31,479.75 
4,074.80 
2.282.93 
7,605.1 1 

21,62 9.53 

112,726.84 
2,820.47 
5,126.92 

2 8,040.43 
11,168.75 
44.51 2.69 
24,115.19 
40.933.62 
8,232.05 

126,554.62 
~ 165,71 t .43 

2,418.62 
26,129.03 
5,249.08 
2,791.74 

928,310.74 
304,065.01 

23.22 
304,088.23 L 

5.im.7a 
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Sent  By: Law O f f i c e  of K r i s t o p h e r  Twomey; 510 868 8418 ; JUl-21-05 10:17AM; 

Heartland Communications Internet Services, Inc. 
STATEMENT OF RETAINED EARNINGS 

12 Months Ended 
Oecember 31,2003 

Beginning of Period 
Plus: Net Income 
Less: Dividends Paid 

RETAfNED EARNINGS 
END OF PERIOD 

s 1 5 1,404.84 

$ 304,088.23 
-2?.800.00 

s 427B93.07 

. - .. . . . . __ 
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S e n t  By: Law O f f i c e  o f  K r i s t o p h e r  Twomey; 510 868 8418 ; Jul-21-05 10:17AM; 

Heartland Communications Internet Services, Inc. 
Statement of Cash Ftows 

For the 'l2 months Ended December 31,2003 

2003 

. CASH FLOWS FROM OPERATING ACTIVITIES 
Net Income (toss) 
Adjustments to reconcile Net Income 
{Loss) to net Cash provided by 
{used in) operating activities: 
Depreciation and Amortization 
Losses (Gains) on sales of 
Fixed Assets 
Decrease (Increase) in 
Operating Assets: 
Acccsun ts Receivable 
Increase (Decrease) in 
Operating Liabilities: 
Accounts Payabfe 
Accrued Lia bil it iss 

Total Adjustments . 

Net Cash Provided By (Used in) 
Operating Activities 

GASH FLOWS FROM INVESTING ACTIVITIES 
Capital Expenditures 
Proceeds From Sole of Fixed Assets 

Net Cash Provided By (Used In) 
Investing Activities 

CASH FLOWS FROM FINANCING ACTIVITIES 
Notes Payable Borrowings 
Notes Payab!e Repayments 
Shareholder Distributions 

Net Cash Provided By (Used In) 
Financing Activities 

NET INCREASE (DECREASE) IN CASH 
AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 

CASH AND CASH EQUIVALENTS AT END OF PERIOD 

$ 304.088.23 

170,654.01 

0.00 

(733,664.1 0) 

(16,759.36) 
4,37t .06 

(575,398.39) 

(271,310. t 6) 

(238,336 51) 
0.00 

(238,336.51) 

743,912.32 
(1 52,713.21 1 
{27.800.00) 

563,394.11 

53,752.44 

35830.34 
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