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Report of Mependent Accountants 

To the Board of Directors and Sharholders 
of evoicc, hc. 
(a development stage company) 

In our opinion, the accompanying balance sheets and the related StatMnentS of operations, of 

redeemable convertible p r e f d  stock and shareholden’ qui& (deficit) and of cash flow present 
fWy, m all material respects, the financial position of cVoicc, Inc. ( a developmat stage company) at 

December 3 1, I998 and 1999, and the redts of its apcratians and its cash flows for the period h m  
December 7,1998 (date of inception) to lDecembcr 3 1,1998, the year ended Dectmber 3 1,1999 and 
for the cumulative period f h n  December 7,1998 (date of inception) tbrmgh Decmbcr 3 I, 1999, 

conformity with ELccounting principles generally accepted in the United States. These financial 

statcmmts are the responsibility of the Company’s management; OUT responsibility is to q s s  an 
opinion on these financial statemmts based cm our audits. We conhcted our audits of these statements 

in accordance witb auditing standards gcndly  accepted in the United States, which require that we 

plan and perform the audit to obtain rcllSOnable assurance about whether the financial statements tuc 

free: of material misstatement. An audit includes examining, on a test h i s ,  evidence supporting the 

amounts and disclosures in the financial statements, assessing the accounting principles used and 

significant estimates made by management, and evaluating the overall financial s t a t a n d  presentation. 

We believe that our audits provide a reasonable basis for the cpinion expressed h e .  

- .  

San Jose, California 
March 10,2000 



evoice, Inc. 
(a development stage company) 
Batance Sheet . 

(In thousands, except per share data) 

Assets 
Current assets: 
Cash and cash equivalents 
Prepaid expenses and other m n t  assets 

Total cumnf assets 

Property and equipment, net 
Internal-use software development costs 
Other assets 

Total assets 

Liabnides, Redeemable Convertible Preferred Stock and 
Shareholders' Equity (Deficit) 
Current liabilities: 

Notes payable,'current 
Accoun& payable 
Accrued liabilities 
Capital lease.obligations, current portion 

Total m n t  liabilities 

Capital lease obligations, long-term portion 
othtr 1Wg-t- liabilitits 

Commitments (Note 6) 

Redeemable ConvertibIe Prefmed Stock (Note 7) 

Shareholders' equity (deficit): 
common Stock 

shares authorizad; s h e s  issued and 
outstanding at Dcctmbs 3 1, I998 and 1999 

Additional paid-in capital 
Notes receivable from sharcholdtrs 
Deferred stock-based compensation 
Deficit accumulated during the devclopment stage 

Total shareholders' ecluity (deficit) 

December 31, 
1999 1998 

s $ 

Total liabilities, =&ernable convertible preferred stock and . .  

shareholders' equity (deficit) $ . -  - - -  

w 4 w P  The accompanying notes are an integral pari of these financial statements. 



eVoice, Inc. 
(a development stage company) 
Statements of Operations 
(in thousands, except pet share data) 

Period from 
December 7, 

Year Periad of inception) 
Ended Ended through 

December 31, December 31, December 31, 
1999 1998 1w9 

1998 (date 

Operating expenma: 
Reseatch and development (excluding amortization 
of & f m d  St0ck-W c ~ m p ~ n ~ a t i m  of 

in 1999 s 
Sales and marketing (xcluding amortization of 

deferred stock-based coIIy)M1sBtion of 
in 1999 

General and administrative (excluding amortization 
of d e f d  stock-based compensation of 

Amortization of stock-bmed compensation 
in 1999 

Total operating expenses 

Loss h m  openitions 
Interest income 
Interest expense 

Net 106s 

MSl4WP The accompanying notes m an integral part of these financial statements. 
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evoke, Inc. 
(a development stage company) 
Statement of Cash Flows 
(in thousands, except per share data) 

I 

Cash f h W 8  &Om QpCrathg 8 C t f V i t k 8 :  

Net loss 
Adjustments to reconcile ntt loss to net cash used in 

operating activities: 
Depreciation and amortization 
Amortization of stock-based compensation 
Other non-cash expense 
Changcs in current watts and liabilities: 

Prepaid cxpenses and other current assets 
Accounts payable 
Accrued liabilities 

Net cash used in operating activities 

Period from 
December 7, 

1998 (drtc 
Year Period of inception) 

Ended Ended thraagh 
December 31, December 31, December 31, 

1999 1998 1999 

$ 

Cash flows from Investiag rctlvittta: 
Purchase of property and cquipmcnt 
Capitalized software development costa 
Acquisition of other assets 

Net cash wed in investing activities 

Cash flows from financing activities: 
Proceeds from issuance of Series A ConvertibIe 

Preferred Stock, net of issuance costs 
Proceeds from issuance of Series B Convertible 

Preferred Stock, net of issuance costs 
Proceeds from issuance of Series C and C1 

Convertible Preferred Stock, net of issuance costs 
Proceeds from issuance of Series A Convertible 

Prcfcrrcd Stock warrants 
Proceeds from issuance of C o r n "  Stock 
Proceeds from exercise o f  stock purchase rights 
Repurchase of Common Stock 

. Proceeds from capital lease 
Principsl payments on capital lease obligations 
Proceeds from note payable 
Repayment of notes payable 

Net cash provided by financing activities . .  - -,_ - - 
Net increase in cash and cash equivalents 

Cash and cash equivalents at beginning of period 

Cash and cash equivalents at End of period s 

"WP The accompanying notes are an integral part of these financial stateroents. 
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Noice, Inc. 
(a development stage company) 
Notes to F h " m l  Statements 
(in thousands, except per share data) 

1. The Company and Summary of Significant Accounting Policies 

The Comprrny 
evoke, Inc. (the "Company") was incorporated m Nevada ,ofz December 7,1998 under the name of 
Talkstar.cam, Inc. In April 1999, the Comp;my reincorporated &I the state of Delaware. In 
Decem& 1999 the Company changed its name to eVoice, Inc. The Compaay was incorporated to 
pmvide advertising and voice mail services thxough Xntcmet and t e lecmdcat ion  networks. 

' eVoice is in the development stage. The C o q m y  has not commenced its principal operations and 
has had no revmucs since incepticm, The Company has devoted substantially all of its efforts since 
incepticm to acquiring and installing equipment, recruiting and training employees and establishing 
its 0q-d s t r u m .  

The Company has a limited upcrating history and its prospects arc subject to risks, expenses and 
uncertainties hqumtly encountered by companies in new and rapidly evolving markets. These 
risks mchde the failme to build a sufficient base of active users of voice mail services necessary to 
attract advertisers, the rejection of the Company's products by customers, vendors andor 
advdsm, as well as 0th risks and mcatainties. . -  

Use of estimate8 
The pnqmmtion of fina+al statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities and d i s d o m  of contingent assets and liabilities at the date of the financial 
s ~ m e n t s  and rqyrted amounts of revenues and expenses during the reporting period, Actual 
results could differ from those estimates. 

Cash and cash equivalents 
The Company considers all highly Iiquid investments purchased with EUI original maturity of three 
months or less to be cash equivalents. At December 3 1,1998 arid 1999, cash and cash equivalents 
consist of bank deposits, mounts in money market accounts and petty cash. The Company places 
its cash with major domestic financial insti-ns. 

Internal-use software development costa 
Under the provisions of SOP 98-1, ' 'Sohare €or internal use," the Company capitalizes costs 
associated with software developed M obtained for inteml-usc when both the prcli"ry project 
stage is completed and the Company's management has authorized M e r  fhding for the project 
which it deems probable will be completed and used to perform the fimction intended. Capitalized 
costs incluck only (1) &mal  direct costs of materials and sewices consumed in developing or 
obtaining internal-ust sohare, (2) payroll and payroll-related costs for employees who are dirtctIy 
associated with and who devote time to the internal-use software project, and (3) interest costs 
inmured, whcn material, while developing i n t d - u s e  s0ftwa.1~. Capitalization of such costs 
ceases no later than tbe point at which the project is substmWy complete and ready for its 
intended purposo. 

Research and development costs and other computer softwarr; xnaintenance costs related to software 
development are expensed as incurred. Internal use soRware development costs are martized 
using tbe straight-line method over two years, but not exceeding the expected life of the software. 

MS74wP 1 



evoice, Ine. 
(a development stage company) 
Notes to Financial Statements (Continued) 
(in thousands, except per share data) 

The c8Rying vafut of software development costs is regularly mviewd by the C c ” ~ y ,  and a loss 
is recognized when thc value of estimated undiscounted cash flow benefit related to the asset f h b  
below the l”arti7pA cost. 

Property and equipment 
fropcrty and equipment ate stated at cost Depreciation is computed using the stsgight-be method 
over the shorter of estimated useM Iivcs of the assets, genGially three years, or the lease term of the 
respective assets. 

Long-lived ameh 
The Company periodically evaluates the recoverability of its long-lived assets based upon expected 
tm&scountcd cash flows and recognizes i m p h e n t  fiom the Wrying value of long-lived assets, if 
any, based on the hir value of such asstts. 

h a m e  taxes 
The Company ~ccounts for income taxes under the asset and liability method, which mpircs, 
among other things, that deferred incame taxes be pvidcd for temporary W ~ R S  between the 
tax base of the Company’s assets and liabilitics and thclr finzincid statement w e d  arpounts. In 
addition, deferred tax assets are ~ o r d e d  for the future benefit of utilizing net operating losses and 
research and development credit CaRYforwards. A valuation allowance is provided against d e f d  
tax assets when it is more likely than not that they will not be redzed. 

- 

Research and development 
Research’and development costs are charged to operations as 

Stock-based compensation 
The Company accounts for employee stock-based compensatiw arrangcrnents in accordance with 
provisions of Accounting Principles Board Opinion (“APB”) No. 25, “Accounthg for Stock Issued 
to Employees,” and complies with the disclom provisions of SFAS No. 
Stock-Based Compensation.” Under APB No. 25, stock-based compensation is based on the 
& R i c e ,  if any, on the date of grant, between the estimated fhir value of the Company’s c o m o n  
stock and the exercise price. Deferred stock-based compensation is amortized in accordance with 
Fhancial Accounting Stadards Board (“’FASB”’) Int.erpretat.im No. 28. The Company accounts 
fm stock options issued to ncm-employees in accordance with the provisions of SFAS No. 123 and 

Other than Employees for Acquiring, or m Conjunction with Selling Go& or Services.” 

Comprehensive income 
Comprehensive incame, as defined by SFAS No. 130 “Reporting Comprehensive Income,” 
includes all cbanges in equity (net assets) during a period h m  nonowner sourccs. To date, the 
Company has not had any tratlsactions that are rcquircd to be rqmrted in comprchcnsivc income 
(loss) as compared to its reported net loss, and accordingly net loss is equal to comprehensive net 

Emerging Issues Task F m  ISSUC NO 96- 18, “AccoMting f a  Equity ~ ~ I U U I C I I ~ S  that Issued to 

loss for all periods prcrsmtd 

2 



evaice, Inc. 
(a development stage company) 
Notes to Flnanclal Statements (Contmued) 
(in thousands, except per share data) 

Recent accounting pronouncementa 
In June 1998, the FASB issued SFAS No. 133, “Accomthg for Derivatives and Hedging 
A&vities.’’ SFAS No. 133 establishes accounting and reporting standards for derivative 
instruments, including certain derivative instruments anbcdddd in atha contracts, and for hedging 
activities, In July 1999, the FASB issued SFAS No. 137, “Accmting for Derivative Instruments 
and Hedging Activities - Deferral of the Effective Date FMB Statement No. 133.” SFAS No. 137 
deferred tbe effective date of SFAS No. 133 until fiscal years beginning after June 15,2000. Tbe 
Company will adopt SFAS No. 133 during year ending December 31,2001. To date, the Company 
has not engaged in derivative or hdging activities. 

2. SuppStmental Cash Ftaw Information 

Supplemental cash flow Momation: 

Period from 
_ j  December 7, 

1998 (date 
of inception) 

Year Period through 
Ended Ended December 31, 

December 31, December 31, 1999 
1999 1998 

Cash paid for interest 

3 



eVoice, Inc. 
(a development stage company) 
Notes to Ffnancial Statements (Continued) 
(in thousands, except per share data) 

Supplemental noncash investing and financing activity: 
Perfod from 
December 7, 
1998 (date 

Year Period of Lnception) 
Ended Ended through 

December 31, December 31, December 31, 
1999 1998 1999 

Issuance of note payable f a  Common Stock 
ksuance of note payable for exercised 

purchase rights 
Issuance of note payable for Series C 

Redeemsble Convertible Preferred Stock 
Issuance of Common Stock in connection with 

assetsacqllrad 
lssuancc of optiom for services 
Payment of note payable and interest with 

Series A Convertible Prefmed Stock 
Issusncc of Scries A Convertible Prefcrrtd 

Stock warrants in connection with notes 
payable 

Issuance of Series B Convertible Preferred 
stock for sentices in connection with sale of 
Series A Convertible Preferred Stock 

Issuancc of $cries B Convertible Prefered 
Stock warrants forservicta in connection with 
sale of S e e s  A Convertible Prefmed Stock 

Issuance of Series B CoxtvCrtible Preferred 
Stock warrants in connection with least 
agrement 

D c f d  stock-bztbcd compensation 

sJ3574wP 4 



evoke, Inc; 
(a development stage company) 
Notes to Financial Statements (Contmud] 
(in thousands, except per share data) 

3. Balance Sheet Components 

Property tnd equipment, net: 
Computer equipment 
Furniture and fixtures 
( 3 " C t i o r r  m progress 

December 3 1, 
1999 1998 

Ltss: Accumulated depreciation and amortization 
L 

Property and equipment includes and of computer equipment under capital leases at 
December 3 1,1998 and 1999, respectively, Accumulated amortization of assets under capital 

' lcascs totaled and at D&cmbcr 3 1, 1W8 and 1999, rispectively. 

December 31, 
1999 1998 

Internplyuse software development costs, net: 
Intend-use software development costs 
Less: Accumulated amortization 

Accrued UabWtitE: 
Payrol1"and related expenses 
Ocher 

4. Asset Acquisition 

In December 1998 the Company acquircd certain assets and assumed Oertain liabilities from 
Tabtar, hc, a Nevada Coxporation ("Talkstar Nevada'') previously and subsequently m c d  hlBP 
Technologi~, Inc. in cxchge  for 800 shares of Common Stock, 
Convertible Preferred Stock and w m t s  to purchase shares of Common Stack of the Compauy. 
Talkstar Nevada was not related to the Cmwny. The traxlsaction was accounted for as a purchast. 
The fair value of the corz~ideration paid of 
liabilities assumed by 
ended December 3 1,1998. 

sharts of Scrics A 

exceeded the fair value of assets acquired and 
and was charged to research and development expense in the period 

slu74wP 5 



evoice, Inc. 
(a development stage company) 
Notes to Financial Statements (ContSnued) 
(in thousands, except per sham data) 

The Compslny esrimated the value of the acquired assets and believes that substantially all of the 
excess of the purchase price o m  the fair value of liabilities assumed is attributable to incamplete 
technology that had not reached technological feasibility and for which there is no alternative use 
and that does not have identifirble positive d flaw siream. Acco&@y due ta the Company's 
assessment of the stage of completion and lack of alternative f h r c  use the excess purchase price 
was charged to expense in the period of acquisition. 

5. IncomeTaxea 

Defified tax assets and liabilities consist of the following: 

December 31, 
1999 1998 

Deferred tar assets: 
Net operating loss carryforwards 
Accruals and reserves 
other 

Valuation allowance 

For b c i d  reporting purposes, the Company has incurred a loss in each period since inception. 
Based on the available objective cvidcnce, management believes it is more likely Lhan not that the 
net deferred tax assets will not be fully d h b l c .  Accordingly, the Company has provided 3 full 
valuation allowance against its net deferrtd tax assets at December 3 1,1998 and December 3 1, 
1999. 

At December 31,1999, the Company had approximately of federal and of state 
net operating loss CaRyfOrwBfds available to offset f h r e  taxable income which expire in varying 
8mollILts fiam 2005 to 2019. Under the Tax Ref" Act of 1986, the amounts of and benefits fiwn 
net operating loss caq%orwar& may be impaired or limited in certain circumstances. Events 
which causc limitations in the amount of net operating losses that the Company m y  util& in any 
one year include, but am not limited to, a cumulative ownership change of more than 50%, BS 
defmed, over 8 three year period 

6. Commitments 

Leases 
The Company leases office space and equipment undw noncancelable operating and capital leases 
with various expiry datcs through 2003. Rent expense for the period ended December 31,1998 and 
year ended December34 1999 was , respectively. The terms of the facility lease 
provide forrentnl payments on B graduated scale. The Company recognizes rent expense on a 
shight-he basis over the lease period, and has accrued for rent expense incurred but not paid 



evoice, tnc. 
(a development stage company) 
Notes to Financial Statements (Continued) 
(In thousands, except per share data) 

Future mini" tease payments undm noncanceIable operating and capital leases are as follows: 

Year Ended 
December 31, 

2000 
2001 
2002 
2003 

Total "wn lase payments and sublease income 

Present value of capital lease obligations 
Less: Amount representing interest 

Less: currentportion 

Capital Operating 
Lenses Leaaes 

3 Long-term portion of capital lease obligations - -  

The effective mterest rate on the Company's capital leases ai December 3 I, 1999 ranged between 

h b e  1999 the Company entered into a two-year agreement with 8 tek"unicalim services 
provider for telecommuaication Services and space for Company equipment. In February 2000 the 
agreement was termhated by the Company due to the film of the service provider to comply with 
certain terms of the agreement. Monthly rent expense amounted to 

In July 1999 the Company entered into an agreement witb an Internet services provider for the lease 
of space far Company equipment. The term of the lease is not defined Rcnt is char@ monthly 
based on the usage of space. In December 1999 monthly rent expense amounted to including 
utilities costs. 

In October 1999 the Company entered into an agreement with a telecommunication seryiccs 
provider for teleclrminunication services and space for the Company equipment. The term of the 
lease is not defined. Rent is charged monthIy based on &e usage of space. In December 1999 
monthly rent expense amounted to. 

ms74w 7 



eVoice, fnc. 
(a development stage company) 
Notes to F inanctal Statements (Contfnued) 
(in thousands, except per share data) 

7. Redeemable Preferred Stock 

Convertiile Preferred Stock at December 3 I ,  1999 consists of the following: 

scria 

Proceeds 
Net of 

Shares Liquidation Issuance 
Authorhed Outstanding Amount Costs 

A 
B 
C 
c1 
wanants to purcbc 

preferred stock 

The Company has reserved a total of 
Prefmed Stock for isrmance q c m  the conversion of Series C-l Convertible Preferred Stock. The 
holders of Prefmd Stock have various rights and prefmces as follows: 

of the unissued shares of Series C Convertible 

voting 
Each share of Series A, B, C and C1 has voting rights equal to an equivalent number of shares of 
Common Stock into which it is convertible and votes together as one class with the Common Stock, 
provided however, that all outstanding shares of Series CI C"tible Preferred Stock together 

As long as at least shares of Convertible Preferred Stock reZnain outstanding the Company 
must obtain approval from a majority of the holders of Convcrtiile Prcfirrcd Stock voting 
separately as a c h s  in order to amend the Articles of Incorporation as related to Convertiile 
Preferred Stock; autharize or issue shares of any class or Series of stock having any preference or 
priority as to dividends, liquidation rights or assets superior to or on parity with any such premce 
or priority of the Series A, B, C and C1 Cunvcrtiile R e f w d  Stock; declare or pay any dividend or 
other distribution on the Common Stock, effect a merger, consolidation or sale of assets where the 
existing shareholders ritain less than 
any shares of Common Stock other than shares subject to the right of repurchase by the Company, 
change the total number of authorized shares of Convertible Prefirred Stockor change the 
authorized number of dirccbrs of the Company. 

- shall be entitled to not less than of aggregatenumber of votes outstanding, 

of the voting stock of the surviving entity; xepurchase 

sJ3s74wP 8 



evoice, Inc. 
(a development stage company) 
Notes to Financial Statements (ContEnued) 
(in thousands, except per share data) 

Dividends 
Holders of Series A, E, C and C1 Convertible Prefmd Stock are atitled to receive noncumulative 

respectively, when and if declared by the Board of Directors. Holders of Series C and C1 
Convertibb Prefk.ed’Stock have preference and priority to any payment of any dividend on 
Series A and B Cmvcrtiile RefaTed Stock. Holders of Series B Convertible h f d  Stock have 
preference and priority to any payment of any dividend on Series A Convertible Referred Stock. 
The holders of Series A, B, C and C1 Convextiile Ref- Stock will also be entitled to participate 
in dividends w Comm Stock, wbcn and ifdeclared by the Board of Directors, based on the 
number of shares of Common Stock heid on 821 a s 4  converted basis. No dividends cm Convertible 
Preferred Stock or Common Stock haw been declared by the Board ftom incCption through 
December 3 I, 1999, 

dividmds at the per mum rate of and p=*, 

Liquidadon 
h the event of my Iiquidation, disso~ution or winding up ofae Company, including merger, 
acquisition or sale of assets where the beneficial owners of the Company’s Common Stock and 
Cmvmtibk P r e f d  Stock own 50% or less of the r e d h g  voting power of the suniving entity, 
the holders of ConvdbIc Pref- Stock are entitled to the following: 

(I) Holders of Series B, C and C1 Convdile Preferred Stuck are entitled to receive an amount of 

dividends prior to and in preference to any distn’bution to &e holders of Series A Convertible 
P r e h d  Stock and Common Stock. If the assets and funds disttr’buted to the holders of 
Series B, C and C1 Convertible P r e f d  Stock am insufficient to p e d t  payment to such 
holden, then the entire assets or property of the Company IegalIy available for distribution shall 
be distributed ratably to the holders of Series B, C and C1 Convertible R c f m d  Stock. 

and per share, respectively, plus any declared but unpaid 

(2) After payments has been made to the holders of Series €3, C and C1 Convertible hfkrmi 
Stock, holdh of Series A Cmvdblc P r e f d  Stock axc entitfed to receive an mount of 

per share plus any declared but uupaid aivi&nds pri& to and in preference to any 
distribution to the holders of Common Stock. If the assets an4 funds distributed b the holders 
of Series A Convertiile P r e f d  Stock arc insufEciemt to pennit paymai to such holders, &en 
the entire assets or property of the Company legally available for distributiOn shall bc 
distributed ratably to the holders of Series A Convdble Preferred Stock. 

(3) After payment has been made to the holders of Series A, B, C and C1 Convertible Preferred 
Stock of the prefmtial ammts, the “inhg assets and fuads of the Company legally 
available fm distribution, arc distributed ratably to the holders of Common Stuck and Saies A 
and B Cmverfible Prefmd Stock on ~ I I  Bs-coI1veTted basis; provided, however that holden of 
Series B Convertible preferred Stock an not entitled to receive more than 
Series B Converbile Preferred Stock Liquidation Preference) per share; and provided hrther, 
that the holders of Series A Convertt‘ble Refared Stock are not entitled to receive more than 

(including Series A Convertr‘ble Preferred Stock Liquidation Pref-ce) per sban. 

(including 

9 



evoke, tnc. 
(a development stage company) 
Notes to Financial Statements (Continued) 
(In thousands, except per share data) 

Conversion 
Each share of Series A, B, C and C1 Convertible Preferred Stock is mnmtiile, at the option of the 
bolder, according to a conversion ratio, subject to adjustment far dilution. Each share of 
Convertible Preferred Stock automatically conv- into the number of shares of Common Stock 
into which such shares are convertible at the then eff&vc convasion ratio upan: either the 
closing of 8 public offbring of Common Stock at a per share price of at least per share with 
gross proceeds of at least 
Ccmvertible Referred Stock. 

u p  the consent of the holders of the majority of each Series of 

The Series C-1 Convertible Preferred Stock is convertible into S h e s  C Convmtiile Preferred Stock 
upon the election of the holders of Series C-1 Cmvcrtiile Preferred Stock. In addition the 

Stock upon the transfer of Series Gl Convertible Prcfcrred Stock by idtalab! to an umelated party 
or failure of idealab! ta maintain its proportional ownexship interest in the Company in f k r e  
financings. Upon such convexxion, if any, shares of converted Scrim C-1 Convertiile P r e f d  
Stock will be cancelled and not be eligible for reissuance. 

Series C-1 Cmvertiblc f r e f d  Stock automaticdlly COW- int0 Scfies C Convatiblt b f m d  

At December 3 1,1999, the Compaay reserved 
of Convertible Preferred Stock 

shares'of Common Stock for the conversion 

Redemption 
Shares of Series A, 3, C md C1 Redeemable Convertible Preferred Stock are redeemable upon a 
change in- control of the Company, including a merge, acquisition or salt of assets where the 
beneficial owners of the Company's Common Stock and Redeemable Convertible Preferred Stock 
own 
in control, the holder of Series A, 3, C and C-1 stock are entitled to an amount equal twtheir 
liquidation prefcrtncc. 

or less of the resulting voting power of the surviving entity. h the event of such a change 

Notee receivable 
In December 1999, the Company issued 
Stock to an officer of the Company and 
Stock to certain shareholders of the Company for 

sharcs of Series C Redeemable Convertiile h f d  
shares of Series C Redeemabk Convertible Preferred 

in exchange for notes receivable. 

m574wP 



eVoice, inc. 
(a development stage company) 
Notes to .Financial Statements (Conthued' 
[In thousands, except per share data) 

Wammts to purchase Convertible Preferred Stock 

Date 
of Exercise 

Issuance Price 

Outstandtng 
Amount of and 
Convdble exercisabie at 
Preferred December 31, 
stock 1999 

Warrants to purchase Series A 
Cunvcrtible P r e f d  Stock 

Series A Febrt?aryhkch1999 $ 
Series A Marcb 1999 

. Total 

Warrants to purchase S d e s  B 
Convertible Preferred Stock 

Series B Scpmberl999 $ 
Series B September 2999 

Total 

In connection with issuance of Series A Convertible Prefertad Stock, the Company issued to 
investors warrants to purchase 
share in February and March 1999. Such warants are outstanding at December 31,1999 and 
expire in 2009. Using the Black-Scholes pricing model, the Company &tmnhed that the fair value 
of the warrants were 

shares of Series A Convertible Prefemd Stock for per 

ai the date of grant 

In connection with a note payable that was issued and repaid in the year ended December 3 I, 1999, 
the Company issued warrants to purchase shares of Series A Convertible Preferred Stock for 

per share in March 1999. Such m t s  are outstandhg at December 3 1,1999 and expire in 
2009. Using the Black-Scholes pricing model, the Company determined that the fair value of the 
warrants were at the date of grant Accordingly, the Company recorded in interest e v e  
in the year ended December 3 1,1999 associated with these wafiants. 

In connection with issuance of the Series A Convertible P r e f d  Stock issuance, tht Campany 
Pa 

share in Sqtember 1999. Such wanants are outstanding at December 3 1,1999 and expirc in 2009. 
Using the Black-Scholes pricing model, the Campany determined that the fair value ofthe warrants 
were 
the i"x of Series A Conwtiile R e f d  Stock. 

issued w m t s  to purchase aharcs of Series €3 Convertible P r c f d  Stock for 

at the date of grant. Accordingly, the Company netted against the proceeds fram 

In connection with entering into equipment lease line agreement, the Company issued warrants to 
purchase per share in September 
1999. Such wanants are outstanding at December 31,1999 and exph in 2009. Using the Black- 
Scholes pricing model, the Company determined that the fair value of the warrants were 
date of grant. Acoordingly, the Company rscorded as d e f m d  b c i q  costs which will be 
amortized as interest expense over period of the lease line, 

shares of Series B Convertible Preferred Stock for 

at the 
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evoke, Inc. 

Notes to Financial Statements (continu&] 
(in thousands, except per share data) 

, (a development stage company) 

8. CommonStack 

The Company’s Articles of Incorporation, as mended, authorize the Company to issue 
shall% of par value Common Stock. A portion of thc shares sold are subject to a right of 
repurchase by the Company subject to vesting, which is generally over a four year period f” the 
earlier of grant date or employee hire date, as applicable, until vesting is ctmplete. At 
December 3 1,1999, there were shares subject to repurchase. 

Warrmta for Common Stock 
In connection with purchase of assets, the Company issued wafiants to purchase shares of 
Common Stock for 
December 31,1999 and expire in 2008. Using the Black-Scholes pricing model, the Company 
determined that the fair value of the warrants was nil at the date due to the fact that the warrants 
were substantidly out-of-the-money at the date of isme of grant. Accc~rdindy, the Company did 
not record expense associated with these wanants. 

per share in December 1998. Such warrants are outstanding at 

9. Stock Option Plans 

In February 1999, the Company doptcd the I999 Stock Option Plan (the “Plan”). Following the 
reincorporation in the State of Delaware in A@ 1999, the Company adopted a new 1999 Stock 

granting of stock options to employees and consultants of the Company. Options p t e d  under the 
Plans may be tither incentive stock options or nonqualified stock options. Incentive stock options 
(“IS@”’ may be granted only to Company employees (including officers and directors who are also 
employees). ”qualified stock options (“WSU”) may be granted to Company tmployecs and 
cansultants. The company has reserved 
Plans. 

option Plan (the “1 999 Stock Plan”). The terms of the Plans are similar. The Plans provide for the - -  

shares of Common Stock for issuance under the 

Under the Plrilis the Compahy’mety grant stock op60ns or stock purchase rights which may be 
granted far periods of up to ten years and at prices no less than of the estimated faif value of 
the shares on the date of grant as debxmhed by the B o d  of Di”, provided, however, that 
(i) the exercise price of an IS0 and NSO shall not be less than and of the estimated fair 
value of the shares on the date of grant, respectively, and [ii) the exercise price of an IS0 and NSO 
granttd to a 
on the date of grant, respectively. Stock purchase rights are exercisable immediately and arc 
subject to repurchase rights held by the Campany which lapse over 3 xnaxi” period of four years 
at such timcs and under such conditions as determined by the Board of Directors. To date, aptions 
granted generally vest wcr four years. 

shareholder shall not be less than of thc estimated fkir value of the shares 

During the year ended December 31,1999, the Company recorded of defirred stock 
c o m p ~ o n  for the excess ofthe deemed fair market value over the exercise price at the date of 
grant related b certain options granted in 1999. The campensation expense is being recognized 
over the option vesting period of four years. 
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evoice, Inc. 
(a development stage company) 
Notes to Financtal Statements (Conffnued) 
(in thousands, except per share data) 

Decembti 31,1999 

Options berclsnble at 
December 31,1999 Options Cbutstandfn~ at December 31.1999 

Weighted 
A-gr: Weighted Weighted 

Range of Remafnlng Average Average 
Exedre Exercise Number Contractual hercise Number 

Price Oubtanding Life Price Outstanding PrfCe 

Fair value disclosures 
Had compensation cost for tbe Company’s stock-based c o m p d o n  plan been detqined based 
on the fair value at the grant dates for the awards under a method prcsesibed by SFAS No. 123, the 
Compmy’s net loss would have been increased to the pro fima amour~ts indicated below: 

Period from 
December 7, 

of inception) 
Year Ended Period Ended thraugh 

December 31, December 31, December 31, 
1999 1998 1999 

1998 (d8* 

Net loss: 
As rcportod 

Pro fonna $ 

The Company calculated the fair value of each option grant on the date of grant using the 
Black-Scholes pricing model with the following assumptiolls: dividend yield at 

snd risk free interest ratc of 

during 1999 was 

I; weighted 
average expected option term of four years; volatility of t6 

for the year ended Dcccmber 31,1999. The weighted average fair value of options granted 
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evoke, Inc. 
(a development stage company) 
Notes to Fh8ncM Statements (Cmtlnued) 
(In thousands, except per share data) 

Notes receivable 
From September to December 1999, the Company issued. 
officers of the Company in exchange for notes receivable of 
interest at 

sham of Common Stock to 
The fbll recourse notes bear 

per year and are ooIlateralizcd by the underlying stock. 

10. Employee Benefit Plan 

The Company sponsors the eVoice, Inc. Savings Plan (the “Plan”) whicb qualifies under section 
40J(k) of the Internal Revenue M e .  All employees meeting mini" age requirements am 
eIigible to tnroI1 in the Plan upon initial employment Currently, the Company is not offering an 
employer weblltiorL 
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