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Re:  Application of Maxxis Communications, Inc. (“Maxxis”) for Approval of the
Acquisition of Certain Assets of Colorado River Communications Corporation

“Application”
(Application” DOCKETNO.. T-03702A-99-0258
Dear Sir or Madam: DOCKET NO. T-02508A-99-~0258
Enclosed are the original and twelve (12) copies of the Application. Please file the
Application in your usual fashion and return one (1) file-stamped copy to us in the enclosed

envelope.

If you have any questions or comments, please call the undersigned.

Sincerely,

Enc.

ccC: Maxxis Communications, Inc.
(with enclosure)
Charles A. Hudak, Esq.
(without enclosure)
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DOCKETNO.  7-837928-99-0258
APPLICATION OF MAXXIS COMMUNICATIONS, INC,

COMES NOW Maxxis Communications, Inc. (“Maxxis”), by its attorneys, and hereby

)
)
APPLICATION OF MAXXIS )
)
)

respectfully requests that the Arizona Corporation Commission (“Commission’™), pursuant to
Section 40-285 of the Arizona Revised Statutes, issue an Order approving Maxxis’ acquisition of
certain assets of Colorado River Communications Corporation (“CRC”). CRC currently is
authorized to provide intrastate, interexchange, telecommunications resale services to customers in
Arizona. Following the asset acquisition, Maxxis will own and operate certain CRC assets to
provide long distance services to customers in Arizona. Due to the timing of the acquisition,
Maxxis respectfully requests expedited consideration and grant of this Application for authority to
acquire ownership of the certain CRC assets as described herein.
I. BACKGROUND
1.

Maxxis is a Georgia corporation headquartered at 1901 Montreal Road, Suite 108, Tucker,
Georgia 30084. Maxxis is the primary, regulated, operating telecommunications subsidiary within
the Maxxis Group, Inc. (“Maxxis Group”) family of companies. As such, Maxxis either provides

or intends to provide long distance telecommunications resale services, including direct dial (“1+”),

toll-free (e.g., “800”, “888”), travel card and prepaid calling card services. Maxxis has begun




providing these long distance telecommunications services in certain states, and is currently in the

process of securing state regulatory authorization to provide intrastate, interexchange

telecommunications resale services throughout the United States and in the District of Columbia.
2.

CRC is a Nevada corporation headquartered at 4275 East Sahara Avenue, Suite 6, Las
Vegas, Nevada 89104. CRC, a switched telecommunications reseller, provides intrastate, long
distance telecommunications services throughout the United States and in the District of Columbia.

3.
The name and address of Maxxis’ attorneys in this matter are:
Charles A. Hudak, Esq.
Michael K. Stewart, Esq.
GERRY, FRIEND & SAPRONOV, LLP
Three Ravinia Drive, Suite 1450
Atlanta, Georgia 30346-2131
Tel: (770) 399-9500
Fax: (770) 395-0000
Copies of all correspondence, notices, inquiries and orders should also be sent to:
Thomas O. Cordy
President and Chief Executive Officer
MAXXIS COMMUNICATIONS, INC.
1901 Montreal Road, Suite 108
Tucker, Georgia 30084
4,

The Commission has jurisdiction over this matter pursuant to Section 40-285 of the Arizona

Revised Statutes.




i I. DESCRIPTION OF TRANSACTION
i ;
On February 18, 1997, Maxxis and CRC entered into that certain Agreement for 1 Plus
Services (the “Agreement”), whereby, inter alia, Maxxis (i) began marketing and selling CRC’s
long distance services as an independent sales agent of CRC, and (ii) obtained certain rights to the
subscriber base it developed for CRC.!
6.

Under the terms of the Agreement, Maxxis obtained the right to acquire the assets utilized
to serve the subscriber base it developed for CRC (i.e., customer accounts, rights under written or
oral agreements, customer lists) after generating certain minimum levels of revenue for CRC. In
pertinent part, Schedule A to the Agreement states that:

[Maxxis] own[s] the customer base when monthly revenues reach
$750,000 per month. If this is not reached, the customer base reverts
to [Maxxis] after 12 months of service on CRC if a minimum
monthly billing of $500,000 is maintained for 8 consecutive months.’
7.
At this time, Maxxis’ sales and marketing activities generate monthly revenues for CRC in

excess of $750,000. Consequently, Maxxis and CRC seek the Commission’s approval for Maxxis

to acquire the assets utilized to serve the subscriber base developed by Maxxis for CRC.

'Agreement for 1 Plus Services by and between Colorado River Communications
Corporation and Maxxis Communications, Inc. (f’k/a Maxxis Telecom, Inc.) dated February 18,
1997. A copy of the Agreement is attached hereto at Exhibit “A”.

Agreement at Schedule A.




8.

Following the acquisition, Maxxis will own and operate these assets to provide long
distance telecommunications resale services to customers in Arizona. CRC, moreover, will cease
providing long distance telecommunications services to such customers in Arizona. CRC, however,
will continue offering long distance telecommunications services to other customers not comprising
the subscriber base developed by Maxxis for CRC in Arizona.

9.

Until such time as the Commission has approved this Application or otherwise consented to
the proposed transactions described herein and in the attached exhibits, CRC will continue to serve
the subscriber base developed by Maxxis pursuant to CRC’s tariff and existing operating authority.
Thereafter, Maxxis will serve such customers throughout the State of Arizona pursuant to the same
rates, terms and conditions under which such customers purchased service. Thus, the acquisition
will have no adverse impact upon such customers in the State of Arizona.

L. MAXXIS’ QUALIFICATIONS
10.

Maxxis possesses all financial, managerial and technical qualifications necessary to acquire
and to operate the CRC assets described herein. Maxxis’ parent company, Maxxis Group, reported
aggregate revenues of approximately $2,691,000 and $6,991,000 for the periods of January 24,
1997 to June 30, 1997 and the fiscal year ended June 30, 1998, respectively.” As a wholly-owned

subsidiary of Maxxis Group, Maxxis has the assurance of its parent that it will be provided the

3A copy of Maxxis Group, Inc’s Securities and Exchange Commission Form 10-K is
attached hereto at Exhibit “B”.




financial resources necessary to operate its telecommunications resale business in a continuous
manner.
11.

Both Maxxis and Maxxis Group are led by highly qualified teams of management personnel
who have the requisite technical, financial and managerial experience to provide long distance
telecommunications resale services in Arizona. Brief biographical statements concerning each of
Maxxis’ and Maxxis Group’s management personnel are attached hereto at Exhibit “C”.

IV. PUBLIC INTEREST, CONVENIENCE AND NECESSITY
12.

Maxxis’ acquisition of the CRC assets utilized to provide telecommunications services to
the subscriber base generated by Maxxis is in the public interest. As a result of the acquisition,
Maxxis will assume all responsibilities for providing long distance telecommunications services to

the former CRC customers. In this regard, Maxxis will incorporate CRC’s service offerings in

Arizona, thereby enabling CRC’s customers to obtain service from Maxxis under the same terms

and conditions that those customers purchased such services. Maxxis will provide the applicable
CRC customers with written notification of its acquisition of the certain CRC assets and with the
opportunity to cancel their service at no charge if they choose not to obtain long distance services
from Maxxis. Consequently, Maxxis’ acquisition of CRC’s assets will not result in any interruption
or diminution in the quality of service provided to the former CRC customers and will be

essentially transparent to such customers.




13.
In addition, the infusion of CRC’s assets into Maxxis’ existing operations will allow Maxxis
to achieve economies of scale, thus enhancing Maxxis’ ability to compete in the Arizona market for
telecommunications services. In particular, Maxxis’ acquisition of CRC’s assets as described
herein will permit Maxxis to operate more efficiently, to compete more effectively, and to improve
and expand its services. Arizona consumers will benefit from the availability of increased long
distance telecommunications products and service options.
V. REQUEST FOR WAIVER OF HEARING
14.
Inasmuch as time is of the essence, Maxxis respectfully requests expeditious approval of the
Application and waiver of any requirements of notice and hearing.
WHEREFORE, Maxxis respectfully requests that this Commission:
(1)  Issue an order approving this application in all respects, including without limitation
the acquisition of assets described herein or in the attached exhibits;
(2)  Waive any requirement of notice and hearing in connection with the acquisition
described in this Application; and

Grant any other and additional relief that the Commission may deem just and proper.

3




Respectfully submitted this &//g jday of W , 1999,

CHARLES A

MICHAEL K. §TEW’1G(T

Three Ravinia Drive
Suite 1450

Atlanta, Georgia 30346
(770) 399-9500

COUNSEL FOR MAXXIS COMMUNICATIONS, INC.




VERIFICATION

STATE OF GEORGIA *

COUNTY OF DEKALB *

I am a duly authorized officer of Maxxis Communications, Inc. and am authorized to make
this statement on its behalf. I have read the foregoing Application and declare that the statements
therein to be true of my own knowledge, except as to matters which are stated on information and
belief. As to those matters, I believe them to be true. I so declare under penalty of perjury that the
foregoing is true and correct.

N/

Name: __z%.o’,nm é Q@‘/(
Title: ﬂﬂg;/ﬂa’ﬂ—'/(,g_

o 25/F 79

”
L]

/ IC mn and fof sald

NOTARY PUB

County and Stéte
Notary Public, Fulton County, Georgia
jon Expires

My Comimission

Aug. 27, 2002




VERIFICATION

STATE OF _Geargia

COUNTY OF Clayton

I am a duly authorized officer of Colorado River Communications, Inc. and am
authorized to make this statement on its behalf. I have read the foregoing Application and
declare that the statements therein to be true of my own knowledge, except as to matters which
are stated on information and belief. As to those matters, I believe them to be true. I so
declare under penalty of perjury that the foregoing is true and correct.

By:

y [/ L3 il [4
Name: H. Alec McLarty
Title: Chairman/CEO
Date: February 19, 1999

SUBSCRIBED AND SWORN to before
me this 19th day of February, 1999.

Qunse C. Nonio

Notary Public in and for said County
and State

My Commission Expires: Notary Public, Ctayton County, Georgia
My Commission Expires March 24, 2000




AGREEMENT FOR 1 PLUS SERVICE




Agreement for
I plus Services

THIS AGREEMENT is made and entered into this [} day of‘fF-éB/hﬂfu( g 19 97

between

| Colorado River Communications Inc: (“CRC")
I : 4275 East Sahara, Suite 6°
Las Vegas, Nevada 89104

and

Maexis Telecom, Inc. (MTI)
1080 Holcomb Bridge Rd.
Building 100, Suite-135

Roswell, Georgia 30076 -

WITNESSETH:

WHEREAS, CRC is in the business of provzdmg telecOmmumcatzons services and
specifically desires 1o sell Services 16 hotels, motels, health care facilities, educational entities,
military bases, resort rental cmzdommmms as well as business and individual consumers;

WHEREAS MTI is in the buszness of marketing telecommumcatzon services to users and
specy’ically deszre.s‘ 1o use CRC's Servzces

NOW, THEREFORE, in consideration of the material covenants and agreements
contazned herein, the parties do hereby agree as follows: -

L Appomtment of Agents

CRC hereby appoints MTI as an Indepcndent Agent Jor long distance telephone
service, specifically CRC Services (“Services”) to those facilz'a'es tdentzﬁed by MTIL.

2, T erm and Termmatwn

T he ‘initial term of thzs Agreement shall be three (3) years from the date ﬁrst wrztten -
above provided however, MTI may terminate this Agreement in the event of a material breach of
the Agreement by CRC. Such termination will he effective thirty-five (35) days after writterr -
| " . nofite is.mailéd by Certified Mail in properly-addressed envelope 1o the other party. In the
| . event of termination of this Agreement by either party, CRC agrees fo continue payments -
| , +, hereunder for so long as CRC is supplying service to properties under contract with MTI.




Further, at the end-of the initial term, CRC agrees to extensions of this Agreement as negotiated
between the Parties.

3. Services Offered

The Service shall consist of receiving, processing, and completing when posszble 1+and
800 calls originating from MTI customer locations. The calls shall be validated, billed, and
revenue collected by CRC. Commissions.shall be paid to MTI as per Schedule A.
. The services shall be provided only in those areas where permitted by any regulatory .
agency having jurisdiction, and where CRC or is certified to do business. ,
CRCwill endeavor to supply quality Service, equal or better than that offered my its major
competitors. Service, operalor performance and response time will be within acceptable
indusiry standards. CRC will use its best efforts to keep the Service operational twenty-four
hours a day, seven days a week, fifty-two weeks a year.

4. Solicitation of Service
All contracts and other property rights acquired by MTI in pursuit of its rights or

. obligations hereunder will be and will remain the property of MTI. MTI will obtain a signed

Letter of Agency Jrom each location to whlch Service is to be provided and deliver a copy of it to
CRC.

5. Processing of Orders

MTI shall submit all service data and requirements for Service to CRC by means
agreeable to both parties. Faxed information, followed by confirming mail delivery, are
acceptable to both parties. CRC will use all reasonable efforts to promptly process the M11
orders. CRC will promptly notify MTI of any and all reasons for inability to process the MTI
orders on a timely basis (when processing and/or installations may exceed 15 working days).

CRC will respond within thirty (15) days of submzsswn of the.order as 1o whether it wzll accept
or reject the order.

6. Limitation of Luzbzlzty

CRC'’s liability to an end user or site owner with respect to providing the Service shall be
.as set forth in the CRC tariffs. CRC's liability for its acts or omissions to end users or site
owners with respect fo its performance of the non-tariffed terms and conditions of this
Agreement shall be limited to direct damages caused by its sole negligence, and will not include
consequential, incidental, special, or indirect loss or damage. CRC shall in no'event be liable to
any person or entity marketing or using the Service supplied under this agreement, for loss of
time, inconvenience, consequential, or indirect damages regardless of the basis for such action
or claim. CRC's liability shall be limited to direct damages caused by its sole negligence,

7. Regulatory Requzrcmcuts

Performance of this Agreement by the partze.s is Sub_]&(.‘f to all applzcable exzstmg and

. " future laws, rules and regulations of any.duly constituted governmental authority having
Jurisdiction, and is cont‘mgen; upon the obtaining and continuance of such approval, consents,

governmental authorizations. licenses and permits.as may be requited or deemed necessary for

the Agreement by the Parties herelo. The Parties shall obtain and maintain such approvals,

consents, authorizations, licenses and permils as-may be necessary to institute and continue.




* . agency services as contemplated by this Agreement. In the event that a regulatory quthority with,
Jurisdiction over the subject matter of this agreement takes any action which affects CRC'’s

ability to provide Service, CRC shall have the right. to redirect intrastate calls to another inter-
exchange carrier, or terminate.the Service in the particular state. In the event calls are
redirected to another inter-exchange carrier, no commissions or revenues will be paid to MTI
with respect to such calls. Agent agrees (o require customer(s) subscribing to the Service to
promptly display rotice of CR(. provided Service.” CRC will furnish appropriate notice to be
distributed by MTI to its customers using the Service. MTI agrees not to block or cause to be
blocked access to carriers other than CRC as required by law.

8 Comp'liaﬁce '
MTI hereby certifies to CRC that MTI is in compliance with any and all local, state, and
Jederal regulations as 10 pertain 10 supplying MTI customers with the Service including, but not

limited to, rates, locations surcharﬂes and end user noltification i.e. tent cards, and contract
language. CRC agree.s' to supply ihe necessary tent cards.

9 Indemnification

MTT will protect, indemnify and hold harmless CRC, its directors, officers, employees .
and agents, from any and all claims, costs and-expenses, mcludmg reasonable atzomey s fees,
arising from Agent's performance under this agreement.

CRC will protect, indemnify and hold harmless MTI, ils dzrectors officers, employees,

and agents, from any.and all claims, costs and expenses, mcludmg reasonable attorney’s fees,
arising from CRC''s performance under this Agreement.

10. General Relationship

Nothing in this Agreement will be construed to imply a joint venture, employer-employee

.relationship, and MTI will have no right, power or authority fo create any obligation, expressed
or implied, on behalf of CRC.

" 11. Assignment and Subcontractmg '
MTT may not assign any of its rights, and no obligation of MTI may be. assumed by any .
entity other than MTI without prior written consent of CRC. This Agreement may be assigned.by .

CRC in the event of a change of control of CRC, howe'ver all terms and conditions of this
Agreement will remain in effect.

12, Non-Waiver -

No delay or failure of cither party in exercising any nghts under this Agreement and no

partial or single exercise thereof, will be deemed to constztute a waiver of such right or other
rzghts thereunder.

13 Headings-

' Headings are.inserted for convenience and will not be used in the construction or
mterpretanon ofany Article in this Agreement,




. 14, Governing Law

This Agreement.will be construed and enforced in accordantce with, and the valzdzty and
performance will be governed by the laws of the state of Nevada and it is agreed that any action
or suit based on the Agreement must be brought in the City of Los Vegas, Nevada.

15, Entire Agreement

This Agreement sets forth the entrre Agreement of the parties with respect to the subject
matter hereof, and may not be altered or amended except in writing signed by both parties.

Colorado River Commu /anon "Corp.
Signature: : 7{

Title: e )a,« . Y7

Date: _4 /£ ‘5’7




SCHEDULE A CRC-MTI AGREEMENT

Billing Units: Full Minutes for all travel card services, sixty second minimum with. six second
. billing thereafter for all 1-Plus services.

Billing Agents: LEC’s (local exchange carrxers)
RATES:

Imerst&te: 3.109

Intrastate:  3.129 (All but five states)
$.139 (five states)

800 Inbound: $.109 — ‘/a«fx‘) HL A - v@eb Zifé
Intrastate:  8.149
Special Intrastate $.159 -

US4 Erihanced feature travel card: $.25 (no. bong)
No feature travel card :. 5.19 (no bong)

Monthly fees '
CRC/FCC access: $2.00.
Maxxis pass through fee: $1.00

A 5% bad debt holdback is applied to gross billing before commission is paid,
Plus all taxes and any State or Federal imposed charges.

COMMISSION:
Monthly Billing Commission
. TR e e
0 to 8500,000 , 2395 W
. 8500,000 ro 1,000,000 . - 25% .,
- $1,000,000 and over 30%

Other:

1. CRC acknowledges that you own the customer base when monthly revenues
rearh 8750,000 per month. If this is not reached, the cusiomer bdse reverts to
Yyou after 12 month of service on C‘R( if a minimum monthly bzllmg of

_.8500,000 is maintained for 8 consecutive moriths.

2. At one million dollars of monthly. bzllmg, CRC will establish Sub carrier .
identification Jor. Moexexis,

3. CRC requires d 90 day notice befare you-can move any customér to another

" carrier, with the excepnon as provided in'this contract of fazlure of CRCto -
perform. -

4. CRC agrees to allow a 6 month ramp up period at the 25% commission level
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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

MAXXIS GROUP, INC.

[ x ] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE
ACT OF 1934 for the Fiscal Year Ended June 30, 1998.

or
{

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 for the transition period from
to

COMMISSION FILE NUMBER: 333-38623

MAXXIS GROUP, INC.
(Exact Name of Registrant as Specified in its Charter)

GEORGIA 58-22-78241
(State or Other Jurisdictionof  (I.R.S. Employer Identification No.)
Incorporation or Organization)

1901 MONTREAL ROAD, SUITE 108, TUCKER, GEORGIA 30084
= (Address of Principal Executive Offices) (Zip Code)

L

-

Registrant's telephone number, including area code: (770) 696-6343

-




A%

Securities registered pursuant to Section 12(b) of the Act: NONE
Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by check mark whether the Registrant: (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the
Registrant was required to file such reports); and (2) has been subject to such
filing requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405
of Regulation S-K is not contained herein, and will not be contained, to the
best of Registrant's knowledge, in definitive proxy or information statements
incorporated by reference into Part III of this Form 10-K or any amendment to
this Form 10-K. [ X ]

The aggregate market value of the Common Stock held by affiliates of the
Registrant as of September 25, 1998 was $5,429,985. This calculation is based
upon the proposed sales price of $5.50 per share in the Company's current
public offering; however, no shares of Common Stock have yet been sold in the
Company's current public offering. There is no active trading market for the
Common Stock, and the $5.50 per share price is not necessarily indicative of
present value. There were 1,571,187 shares of Common Stock issued and
outstanding as of September 25, 1998.
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PARTI

ITEM 1. BUSINESS

This Report contains statements which constitute forward-looking -
statemients within the meaning of Section 27A of the Securities Act of 1933, as
amended, and the Securities Exchange Act of 1934, as amended. These statements
appear in a number of places in this Report and include all statements that are
not historical statements of fact regarding the intent, belief or current

-
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Id

expectations of the Company or its directors or officers with respect to, among

other things: (i) the Company's financing plans; (ii) trends affecting the

Company's financial condition or results of operations; (iii) the Company's

growth strategy and operating strategy; and (iv) the Company's anticipated

capital needs. When used in this Report, the words "expects," "intends,"

"believes," "anticipates,” "estimates," "may," "could," "should," "would,"

"will," "plans" and similar expressions and variations thereof are intended to

identify forward-looking statements. Investors are cautioned that any such

forward-looking statements are not guarantees of future performance and involve
- risks and uncertainties, many of which are beyond the Company's ability to

control, and that actual results may differ materially from those projected in

the forward-looking statements as a result of various factors discussed herein

and those factors discussed in detail in the Company's filings with the

Securities and Exchange Commiission, including the "Risk Factors" section of the

Company's Registration Statement on Form S-1 (Registration Number 333-38623).

-

A Maxxis Group, Inc., a Georgia corporation ("Maxxis" or the "Company"),

markets communications and Internet services and nutritional and health
enhancement products in the United States through its multi-level network
marketing system of "independent associates," or "IAs." The Company operates
through its subsidiaries: Maxxis 2000, Inc. ("Maxxis 2000"), which conducts
network marketing operations; Maxxis Communications, Inc. (formerly known as
Maxxis Telecom, Inc., "Maxxis Communications"), which provides long distance and
Internet-related services; and Maxxis Nutritionals, Inc. (formerly known as
Maxxis Nutritional, Inc., "Maxxis Nutritionals"), which provides private label
nutritional and health enhancement products. The Company currently markets
1-Plus long distance service and other communications services, such as Intemet
access and prepaid phone cards, and nutritional and health enhancement products.
The Company was incorporated in January 1997 and began accepting [As and
marketing communications services in March 1997. For the period of January 24,
1997 to June 30, 1997 (the "Inception Period") and the fiscal year ended June

30, 1998, the Company generated aggregate revenues of approximately $2,691,000
and $6,991,000, respectively.

The Company has built a customer base without committing capital or
management resources to construct its own communications network and
transmission facilities. In February 1997, Maxxis Communications contracted
with Colorado River Communications Corp. ("CRC") to obtain switching and
network services and to allow CRC's communications services to be sold by the
Company's IAs. In the future, the Company may contract with other providers of
long distance services and intends to analyze the feasibility of developing its
own long distance ietwork. In November 1997, the Company began marketing
several private label dietary supplements to its customers and IAs. Recently,
the Company began marketing additional nutritional and health enhancement
products. The Company's nutritional and health enhancement products are
manufactured by various suppliers. In September 1998, the Company began




providing Internet access and Web-page development and hosting services.

Internet access is provided through InteReach Internet Services, LLC

("InteReach"), and Web-page development and hosting services are provided by
. the Company. :

The Company conducts its marketing activities exclusively through its
network of IAs. The Company believes that IAs are generally attracted to the
Company's multi-level network marketing system because of the potential for
supplemental income and because the IAs are not required to purchase any
inventory, have no monthly sales quotas or account collection issues, have
minimal required paperwork and have a flexible work schedule. The Company
encourages IAs to market services and products to persons with whom the IAs
have an ongoing relationship, such as family members, friends, business
associates and neighbors. The Company also sponsors meetings at which current
IAs are encouraged to bring in others for an introduction to the Company's
marketing system. The Company's multi-level network marketing system and the
Company's reliance upon 1As are intended to reduce marketing costs, customer
acquisition costs and customer attrition. The Company believes that its
multi-level network marketing system will continue to build a base of potential
customers for additional services and products.
<PAGE> 4

o
STRATEGY

The Company's goal is to develop a national distribution system
through which large volumes of products and services may be sold. The Company
intends to achieve its goal by:

- Growing and Developing its Network of IAs by enhancing the
sponsoring and training services offered to IAs, continuing to
support the marketing efforts of IAs and introducing new income
opportunities for IAs.

- Maintaining and Expanding the Number of Customers by offering
high quality, competitively-priced products and services through
a highly motivated network of IAs.

- Offering Additional Communications Products by entering into
agreements for the marketing of additional products that meet the
needs of customers, which may include, among others, paging,
conference calling, wireless cable, cellular and local phone

service. ~ :
.

- Improving and Expanding its Product and Service Lines by
continuing to evaluate and offer products and services that are
attractive to its IAs and customers. The Company recently began




.

providing Internet access and Web-page development and hosting
services. In addition to communications products and services,
the Company markets a line of private label nutritional and

health enhancement products to its customers and IAs.

- Obtaining Competitive Prices on products and services through
the purchasing power of the Company's nationwide network.

MARKETING

The Company markets products and services exclusively through its
network of IAs. Currently, the Company has five IA positions in its marketing
system: associate; senior associate; director; regional director; and executive
director. IAs pay an annual non-refundable fee in order to maintain their
status as JAs. IAs are paid on a commission basis and do not receive any salary
from the Company. To become an associate, individuals (other than individuals
in North Dakota) must complete an application and purchase a distributor kit
for $99. The distributor kit is a package of basic materials which assists an
associate in beginning his or her business. The Company designates a portion of
its gross conumissions as "commission value,” or "CV," and allocates the CV
among eligible participants in its marketing system. Associates may gather long
distance customers and receive a portion of the CV generated by such customers.
Associates are also entitled to purchase products from the Company at
discounted prices for retail sales. An associate becomes a senior associate
when the associate purchases or sells $100 of bonus-eligible products. Senior
associates continue to receive a percentage of CV with regard to all long
distance customers personally gathered and are also entitled to purchase
products from the Company at discounted prices for retail sales.

To become a director, a senior associate must sponsor two additional
senior associate positions. A director increases the size of the director's
sales organization by sponsoring additional persons to become senior
associates. These senior associates, and all senior associates that they, in
turn, sponsor, become part of the sales organization of the director who
sponsored them. Senior associates, through the growth of their sales
organizations, may become directors, regional directors or executive directors
and thereby increase the size of the sales organization of the person who was
their original sponsor. The organization that grows below each director through
this process is called a "downline." Directors are eligible to receive the same
commissions as senior associates and, if they directly gather and maintain a
minimum of four active 1-Plus long distance customers, are eligible to receive
a percentage of the CV produced by each IA that is within 15 levels below them
in théir downline. In order to encourage the growth of the Company's marketing
system, the Company also pays eligible directors a bonus amount, which is
designated as "bonus value," or "BV," for each sale or purchase of
bonus-eligible products or services. The Company primarily designates retail

..




priced phone cards, nutritional paks and Web-page development and hosting
services as
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bonus-eligible. Directors become regional directors and executive directors
upon the achievement of certain IA sales goals. Regional directors and
executive directors are also eligible to receive the same commissions as
directors. Regional directors and executive directors are also eligible to

serve on the Maxxis 2000 Advisory Board, which advises management on issues
regarding field leadership.

The maximum aggregate long distance usage commissions the Company may
be required to pay to IAs with respect to a single customer's long distance
usage are approximately 40% of the gross commissions payable to the Company
with respect to such usage, but the Company anticipates that the actual amounts
paid will be less than 40% as the usage increases. The difference between
actual commission payments and the maximum payment is expected to occur because
certain IAs fail to maintain active status necessary to receive commissions
from sales made by persons in their downline.

RELATIONSHIP WITH IAS

The Company seeks to contractually limit the statements that IAs make
about the Company's business. Each IA also must agree to policies and
procedures to be followed in order to maintain the IA's status in the
organization. IAs are expressly forbidden from making any representation as to
the possible earnings of any IA from the Company or from making any
representation with regard to the Company's public offering of its Common Stock
(the "Securities Offering"). IAs are also prohibited from creating any
marketing literature that has not been pre-approved by the Company. While the
Company has these policies and procedures in place governing the conduct of the
IAs, it is difficult to enforce such policies and procedures. Because the 1As
are classified as independent contractors, the Company is unable to provide
them the same level of direction and oversight as Company employees. Violations
of the Company's policies and procedures may reflect negatively on the Company
and could have a material adverse effect on the Company's business, financial
condition and results of operations. Sy

. TRAINING AND MARKETING SUPPORT

The Company offers its IAs a number of support services. The Company
currently provides to each IA without charge one printed report describing such

i
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IA's downline and provides additional reports for a fee. In addition, the
Company offers training, information and motivational support to the IA network
through its training program and regional meetings.

The Company provides all IAs with the opportunity to receive training
through the Company's training program. The training program is conducted by
the Company's national training directors and includes a detailed explanation
of the Company's products, the IA compensation plan and the use of the various
marketing tools available to IAs. In addition, the Company encourages senior
associates, directors and regional directors to become managing directors
("MDs"). MDs provide personal training to IAs. To become a MD, a senior
associate, director or regional director must attend a Company approved
training school. The fee to attend the training school is currently $99, and
MDs must attend continuing education training schools each year which also are
subject to a fee. National training directors that are selected by the Company
are paid a fee by the Company for training MDs. The Company does not receive
any fees from IAs for the training provided by MDs.

The Company's second annual convention was held in September 1998, and
the Company intends to continue to hold additional annual conventions for IAs.
This event provides recognition to the top performers, direct access to senior
management and a chance for IAs to share experiences and develop support
systems. The Company intends to organize additional conventions throughout the
country that current IAs and potential new IAs can attend to learn more about
the Company. The Company also intends to publish a newsletter for the IAs
containing informative and motivational articles and recognizing IA
achievements.

<PAGE> 6
PRODUCTS AND SERVICES

Following is a summary of the various products and services the
Company currently offers to its IAs and customers.

Communications Services and Products. The Company's IAs market a
variety of long distance and other communications services and products, which
currently include 1-Plus long distance service, prepaid phone cards and
Internet-related services. '

b

- 1-Plus Long Distance. The Company's 1-Plus long distance
service serves as a replacement for a customer's former long
distance service (such as the long distance services provided

-




by AT&T Corporation ("AT&T"), MCI WorldCom, Inc. ("MCI
WorldCom") and Sprint Corporation ("'Sprint")). The 1-Plus
services marketed by the Company are billed on a flat rate
basis, where the cost of a call does not vary depending upon

| the distance of a call or the time of day or day of week when

| the call is originated or terminated. Residential 1-Plus

} services marketed by the Company are billed based on one

minute increments, and business 1-Plus service is billed

based on 6-second increments with a 30-second minimum.

- Prepaid Phone Cards. The Company offers prepaid phone cards
in domestic time increments of 1 hour, 30 minutes and 10
minutes. These cards may be used for domestic and
international calls. The Company also offers international
prepaid phone cards that are denominated in dollar amounts.
Charges are deducted from these cards based upon the rates
applicable to the calls placed by cardholders.

- MAXXCONNECT. In September 1998, the Company began providing
Internet access through InteReach and also began providing
Web-page development and hosting services for IAs.

The Company may add and remove services and products from its communications
services and product lines from time to time.

Nutritional and Health Enhancement Products. The Company markets a
line of private label nutritional and health enhancement products to its IAs
and customers. Representative products include:

- 40/30/30 Maxxis Bar is an energy bar intended as a meal
replacement which contains approximately 40% carbohydrates,
30% protein, 30% dietary fat and various vitamins and
minerals.

- Maxx-A-Chol is a dietary supplement which is a specialized
combination of six herbs.

- MAXXIS MSM is a dietary supplement consisting of
methylsulfonylmethane, vitamin C, citrus bioflavonoid complex
and ginseng.
- MAXXIS Multivitamin is a multivitamin nutritional supplement -

“w which is delivered by means of a spray.

- MAXXIS 02 is a nutritional supplement that contains
electrolytes, oxygen, trace elements, enzymes and amino




.

acids.

- BetaShield is a nutritional product cdntaining an extract
from the cell walls of baker's yeast.

- Maxx-Life is a dietary supplement containing amino acids and
other ingredients, including lysine, arginine, GABA,
glutamine and omithine.
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- Weight-Ideal is a dietary supplement in capsule and spray
forms which contains a blend of nutrients, including chromium
picolinate, magnesium acetate and niacin.

- Maxxis Skin Care System consists of the following health and
beauty products: shampoo; conditioner; body wash; hand and
body conditioner; face wash; skin toner; and moisturizer.

Certain nutritional products are sold as a nutritional pak, and the skin care
products are sold as a complete system or individually. The Company anticipates
adding products to and may remove products from its nutritional and health
enhancement product lines from time to time.

Promotional Materials. The Company also derives revenues from the sale
of various educational and promotional materials designed to aid its IAs in
maintaining and building their businesses. Such materials include various sales
aids, informational videotapes and cassette recordings and product and
marketing brochures.

IA SUPPORT AND INFORMATION SYSTEMS

The Company operates a call center where advisors answer IA questions
and provide information to IAs. The call center maintains a system that
includes a current database of all IAs, their downlines and their long distance
customers. The Company believes that maintaining sophisticated and reliable
transaction processing systems is essential for multi-level network marketing
companies. The Company uses a commission processing software system that
incorporates the provisions of the Company's marketing program for purposes of
procéssing detailed and.customized IA commission payments, monitoring and
analyzing financial and operating trends and tracking each IA's downline. The
Company also maintains transaction processing systems that facilitate the
shipment of IA training and marketing materials. In addition, the Company's

-
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order processing system tracks the receipt, storage, shipment and sale of the
Company's sales aid products.

SUPPLIERS

The Company does not own a long distance network. As a result, Maxxis
Communications has entered into an agreement (the "1-Plus Agreement") with CRC
to obtain switching and network services. The Company depends primarily on CRC
for the transmission of subscriber phone calls and the activation of prepaid
phone cards. Long distance customers are customers on CRC's network, and CRC
provides customer support for the Company. Customers have the right to change
their service at any time. The Company's 1-Plus Agreement with CRC, which
expires on February 20, 2000, provides that the Company will have certain
rights with respect to the customer base developed under the agreement upon
achieving certain minimum levels of monthly revenues on CRC's network. The
Company recently reached these minimum levels, and, therefore, the Company has
the right to market other carriers to the customer base. In the event the
Company contracts with such carriers, minimum monthly revenues may be more
difficult to maintain, and the Company could be subject to additional minimum
commitments including, but not limited to, minimum monthly revenues or minimum
monthly minutes of usage, with such new carriers. The accurate and prompt
billing of the Company's customers is also dependent upon CRC. The failure of
CRC to accurately and promptly bill customers could lead to a loss of customers
and could have a material adverse effect on the Company's business, financial
condition and results of operations. The Company would be required to use
another carrier if the 1-Plus Agreement were terminated, the usage or number of
customers originated by the Company's IAs exceeded the capacity of CRC, CRC
failed to provide quality service or became unable to provide service at all or
CRC experienced financial difficulties. If the 1-Plus Agreement is terminated,
there can be no assurance that the Company could enter into new contracts with
other providers on terms favorable to the Company or at all. The termination of
the 1-Plus Agreement could have a material adverse effect on the Company's
business, financial condition and results of operations.

The Company began marketing a line of private label nutritional
products in November 1997. The Company recently began marketing new health
enhancement products and additional nutritional products, including a weight
management program and skin care system. All of the nutritional and health
enhancement products offered and distributed by the Company are developed and
manufactured by third-party suppliers. Certain of the nutritional

- -~

<PAGE> 8

b




-
o .

“

and health enhancement products offered by the Company are proprietary to such
suppliers. The Company does not have any written contracts with or commitments
from any of its suppliers or manufacturers to continue to sell nutritional and
health enhancement products to the Company. The Company believes that its
relationships with suppliers are satisfactory; however, there can be no

assurance that any or all of these suppliers will continue to be reliable

suppliers to the Company. Accordingly, there is a risk that any or all of the
Company's suppliers or manufacturers, including suppliers which provide
proprietary products to the Company, could discontinue selling their

nutritional and health enhancement products to the Company. In the event any of

‘the third-party manufacturers become unable or unwilling to continue to provide

the nutritional and health enhancement products in required volumes, the
Company would be required to identify and obtain acceptable replacement
sources, and no assurance can be given that any alternative manufacturing
sources would become available to the Company on a timely basis.

In September 1998, the Company began providing Intemet access and
Web-page development and hosting services. The Company provides Intemet access
through its agreement with InteReach. InteReach is a third-party reseller of
Internet access. InteReach provides all billing and customer support for the
Company's customers. The failure of InteReach to accurately and promptly bill
customers, to effectively provide customer support or to provide acceptable
service could lead to a loss of subscribers and could have a material adverse
effect on the Company's business, financial condition and results of
operations. In addition, if InteReach were to default on its contract with, or
have its contract terminated by, its Internet service provider (an "ISP"), or
if the Company's contract with InteReach is terminated, the Company would be
required to contract with another ISP. There can be no assurance that the
Company could enter into a new contract with another ISP on terms favorable to
the Company or at all.

CUSTOMER SUPPORT

CRC is responsible for the billing of long distance customers and for
providing customer service. Certain communications services, including 1-Plus
long distance and prepaid phone cards, are provided under CRC's state, national
and international tariffs. The Company has been informed that CRC possesses all
tariffs necessary to offer such services. The Company provides its Intemet
access services through InteReach, which is responsible for billing the
Company's Internet access customers and for providing customer support. The
Company provides all of the software necessary to automatically sign up for its
Internet access services through UsefulWare Incorporated. )

.

COMPETITION

The Company faces competition in the United States for both the
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products and services it sells and for the sponsoring and retaining of
independent salespeople.

. Communications Services. The United States long distance
communications industry is intensely competitive, rapidly evolving and subject
to rapid technological change. In addition, the industry is significantly
influenced by the marketing and pricing practices of the major industry
participants. AT&T, MCI WorldCom and Sprint are the dominant competitors in the
domestic long distance communications industry. All of these companies are
significantly larger than the Company and have substantially greater resources.
Many of the Company's current and potential competitors have longer operating
histories, greater name recognition, larger customer bases and substantially
greater financial, personnel, marketing, technical and other resources than the
Company. These competitors employ various means to attract new customers,
including television and other advertising campaigns, telemarketing programs,
network marketing and cash payments and other incentives to new customers.
The Company's ability to compete effectively depends upon, among other factors,
its ability to offer high quality products and services at competitive prices.

There can be no assurance that the Company will be able to compete
successfully.

The evolving regulatory environment of the United States
communications industry significantly influences the Company's ability to
compete. On February §, 1996, President Clinton signed into law the
Telecommunications Act 01996, as amended (the "1996 Telecommunications Act"),
that will allow local exchange carriers ("LECs"), including the Bell operating
companies ("BOCs"), to provide long distance telephone service inter-LATA (a
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"LATA" is a Local Access and Transport Area), which will likely significantly
increase competition for long distance services. The new legislation also
grants the Federal Communications Commission (the "FCC") the authority to
deregulate other aspects of the communications industry. Such increased
competition could have a material adverse effect on the Company's business,
financial condition and results of operations.

Telecommunications companies compete for customers based on price,
among other things; with major long distance carriers conducting extensive
advertising campaigns to capture market share. There can be no assurance that a
decrease in the rates charged for communications services by the major long
distance carriers or other competitors, whether caused by general competitive
pressures or the entry of the BOCs and other LECs into the long distance

-




market, would not have a material adverse effect on the Company's business,
financial condition and results of operations.

The Company expects that the communications services markets will
continue to attract new competitors and new technologies, possibly including
alternative technologies that are more sophisticated and cost effective than
the technologies included in the products and services offered by the Company.
The Company does not have the contractual right to prevent custoniers from
changing to a competing service, and the customers may terminate their
service at will.

Nutritional and Health Enhancement Products. The Company also competes
in the highly competitive market of dietary supplements and health enhancement
products. This market segment includes numerous manufacturers, other network
marketing companies, catalog companies, distributors, marketers, retailers and
physicians that actively compete for the business of consumers. The Company
competes with other providers of such nutritional and health enhancement
products, especially retail outlets, based upon convenience of purchase, price
and immediate availability of the purchased product. For the most part, the
Company's competitors offering comparable products are substantially larger and
have available considerably greater financial resources than the Company. The
market 1s highly sensitive to the introduction of new products (including
various prescription drugs) that may rapidly capture a significant share of the )
market. As a result, the Company's ability to remain competitive depends in ¢
part upon the successful introduction of new products at competitive prices.

Intemet Access and Internet-Related Services. The market for the
provision of Internet access and Internet-related services is extremely
competitive and highly fragmented. There are no substantial barriers to entry,
and the Company expects that competition will continue to intensify. There can
be no assurance that the Company will be able to compete successfully against
current or future competitors or that competitive pressures faced by the
Company will not materially adversely affect its business, financial condition
and results of operations. The Company's current and future competitors
include, without limitation, the following types of Internet access providers:

(1) national commercial ISPs; (ii) numerous regional and local commercial ISPs;
(iii) established on-line commercial information service providers; (iv)

national long distance carriers; (v) regional telephone companies; and (vi)

cable operators.

I1As. The Company competes for IAs with other direct selling
organizations, some of which have longer operating histories and greater ‘ ‘ -
" visibility, name recognition and financial resources. The largest network

marketing companies in the Company's markets are: EXCEL Communications, Inc.;

American Communications Network; BeautiControl Cosmetics, Inc.; HerbalLife

International, Inc.; and Mary Kay, Inc. The Company competes for new IAs on the
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basis of the Company's reputation, perceived opportunity for financial success
and quality and range of products offered for sale. Management envisions the
entry of many more direct selling organizations into the marketplace. There can

| be no assurance that the Company will be able to successfully meet the

| challenges posed by this increased competition. The Company competes for the

i time, attention and commitment of its IAs. Given that the pool of individuals

interested in the business opportunities presented by direct selling is limited

j in each market, the potential pool of IAs for the Company's products and

| services is reduced to the extent other network marketing companies

| successfully attract these individuals. There can be no assurance that other
network marketing companies will not convince the Company's existing IAs to
join their organizations. In such event, the Company's business, financial
_condition and results of operations could be materially adversely affected.
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PROPRIETARY RIGHTS

The Company has applied for a federal registration for the mark
"MAXXIS." In addition, the Company relies upon common law rights to protect
other marks used by the Company and other rights that the Company considers to
be its intellectual property. There can be no assurance that the Company's
measures to protect this intellectual property will prevent or deter the use or
misappropriation of the Company's intellectual property by other parties. The
Company's inability to protect its intellectual property from use or
misappropriation from others could have a material adverse effect upon the
Company's business, financial condition and results of operations. From time to
time, companies may assert other trademark, service mark or intellectual
property rights in marks (including the mark "MAXXIS") or other intellectual
property used by the Company. The Company could incur substantial costs to
defend any legal action taken against the Company. If, in any legal action that
might arise, the Company's asserted trademarks, service marks or other rights
that the Company considers to be its intellectual property should be found to
infringe upon intellectual property rights of other parties, the Company could
be enjoined from further infringement and required to pay damages. In the event
a third party were to sustain a valid claim against the Company, and in the
event any required license were not available on commercially reasonable terms,
the Company's business, financial condition and results of operations could be ,
materially adversely affected. Litigation, which could result in substantial ~ " -

“  cost to and diversion of resources of the Company, may also be necessary to
enforce intellectual property rights of the Company or to defend the Company
against claimed infringement of the rights of others.

2
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REGULATION

Regulation of Long Distance Telephone Services. Various regulatory
factors may have an impact on the Company's ability to compete and on its
financial performance. The Company's long distance carrier, CRC, is subject to
regulation by the FCC and by various state public service and public utility
commissions. Federal and state regulations and regulatory trends have had, and
may have in the future, both positive and negative effects on the Company and
on the telecommunications service industry as a whole. FCC policy currently
requires interexchange carriers to provide resale of the use of their
transmission facilities. The FCC also requires LECs to provide all
interexchange carriers with equal access to the origination and termination of
calls. If either or both of these requirements were.removed, CRC and,
therefore, the Company could be adversely affected. CRC may experience
disruptions in service due to factors outside CRC's and the Company's control,
which may cause CRC to lose the ability to complete its subscribers' long
distance calls. The Company believes that CRC has made all filings with the FCC
necessary to allow CRC to provide interstate and international long distance
service. In order to provide intrastate long distance service, CRC is required
to obtain certification to provide communications services from the public
service or public utility commissions of each state, or to register or be found
exempt from registration by such commissions. While the Company believes that
CRC is in compliance with the applicable state and federal regulations
governing telecommunications service, there can be no assurance that the FCC or
any state regulatory authority in one or more states will not raise material
issues with regard to CRC's compliance with applicable regulations, or that
regulatory activities with respect to CRC will not have a material adverse
effect on the Company's business, financial condition and results of
operations.

The 1996 Telecommunications Act has increased competition in the long
distance and local telecommunications markets. The 1996 Telecommunications Act
opens competition in the local services market and, at the same time, contains
provisions intended to protect consumers and businesses from unfair competition
by incumbent LECs, including the BOCs. The 1996 Telecommunications Act allows
BOC:s to provide long distance service outside of their local service
territories but bars them from immediately offering in-region inter-LATA long
distance services until certain conditions are satisfied. A BOC must apply to
the FCC to provide in-region inter-LATA long distance services and must satisfy
a set of pro-competitive criteria intended to ensure that BOCs open their own
local markets to competition before the FCC will approve such application. The
Company is unable o determine how the FCC will rule on any such application.
The riew legislation may result in increased competition to the Company from
others, including the BOCs, and increased transmission costs in the future. If
the federal and state regulations requiring the LECs to provide equal access
for the origination and termination of calls by long distance subscribers

-
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change or if the regulations governing the fees to be charged for such access
services change,
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particularly if such regulations are changed to allow variable pricing of such
access fees based upon volume, such changes could have a material adverse
effect upon the Company's business, financial condition and results of
operations. See "Competition -- Communications Services."

Regulation Affecting Nutritional and Health Enhancement Products. The
formulation, manufacturing, packaging, labeling, advertising, distribution and
sale of the Company's nutritional and health enhancement products are subject
to regulation by a number of governmental agencies, the most active of which is
the Food and Drug Administration ("FDA"), which regulates nutritional products
under the Federal Food, Drug and Cosmetic Act (the "FDCA") and regulations
promulgated thereunder. The Company's products are also subject to regulation
by the Federal Trade Commission (the "FTC"), the Consumer Product Safety
Commiission, the United States Department of Agriculture and the Environmental
Protection Agency. The FDCA has been amended several times with respect to
dietary supplements, most recently by the Nutritional Labeling and Education
Act of 1990 and the Dietary Supplement Health and Education Act of 1994. The
Company's nutritional and health enhancement products are generally classified
and regulated as dietary supplements under the FDCA, as amended, and therefore
are not subject to pre-market approval by the FDA. However, these products are
subject to extensive labeling regulation by the FDA and can be removed from the
market if shown to be unsafe. Moreover, if the FDA determines on the basis of
labeling or advertising claims by the Company, that the "intended use" of any
of the Company's nutritional and health enhancement products is for the
diagnosis, cure, mitigation, treatment or prevention of disease, the FDA can
regulate those products as drugs and require pre-market clearance for safety
and effectiveness. In addition, if the FDA determines that claims have been
made regarding the effect of dietary supplements on the "structure or function"
of the body, such claims could result in the regulation of such products as
drugs.

The FTC and certain states regulate advertising, product claims, and
other consumer matters, including advertising of the Company’s nutritional and
health enhancementproducts. In the past several years the FTC has instituted
enforCement actions against several dietary supplement companies for false and
misleading advertising of certain products. In addition, the FTC has increased
its scrutiny of the use of testimonials, such as those utilized by the Company.
There can be no assurance that the FTC will not question the Company's past or




future advertising or other operations. Moreover, there can be no assurance
that a state will not interpret product claims presumptively valid under

federal law as illegal under that state's regulations. Furthermore, the
Company's IAs and customers of IAs may file actions on their own behalf, as a
class or otherwise, and may file complaints with the FTC or state or local
consumer affairs offices. These agencies may take action on their own
initiative or on a referral from IAs, customers or others, including actions
resulting in entries of consent decrees and the refund of amounts paid by the
complaining A or customer, refunds to an entire class of IAs or customers, or
other damages, as well as changes in the Company's method of doing business. A
complaint because of a practice of one IA, whether or not that practice was
authorized by the Company, could result in an order affecting some or all IAs
in a particular state, and an order in one state could influence courts or
government agencies in other states. Proceedings resulting from these
complaints may result in significant defense costs, settlement payments or
judgments and could have a material adverse effect on the Company's business,
financial condition or results of operations.

Although many of the ingredients in the Company's nutritional products
are vitamins, minerals, herbs and other substances for which there is a long
history of human consumption, some of the Company's nutritional products
contain ingredients as to which there is little history of human consumption.
The Company has not tested, and has not engaged any independent third party to )
test, any of its nutritional and health enhancement products. Accordingly, no
assurance can be given that.the Company's nutritional and health enhancement
products, even when used as directed, will have the effects intended. Although
the Company believes that its nutritional and health enhancement products are
safe when consumed as directed, the Company has not sponsored clinical studies
on the long-term effect of human consumption. If such products are alleged or
proven to be unsafe, the Company could be subject to actions or claims which
could have a material adverse effect on the Company's business, financial
condition or results of operations.

Regulation of Network Marketing. The Company's multi-level network
marketing system is subject to or affected by extensive government regulation
including, without limitation, federal and state regulations governing the
offer and sale of business franchises, business opportunities and securities.
Various governmental agencies monitor direct selling activities, and the
Company could be required to supply information regarding its marketing plan to

-
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such agencies. Although the Company believes that its multi-level network
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marketing system is in material compliance with the laws and regulations
relating to direct selling activities, there can be no assurance that

legislation and regulations adopted in particular jurisdictions in the future

will not adversely affect the Company's business, financial condition and
results of operations. The Company also could be found not to be in compliance
with existing statutes or regulations as a result of, among other things,
misconduct by IAs, who are considered independent contractors over whom the
Company has limited control, the ambiguous nature of certain of the regulations
and the considerable interpretive and enforcement discretion given to
regulators. Any assertion or determination that the Company or the IAs are not
in compliance with existing statutes or regulations could have a material
adverse effect on the Company's business, financial condition and results of
operations. An adverse determination by any one state on any regulatory matter
could influence the decisions of regulatory authorities in other jurisdictions.

The Company has not obtained any no-action letters or advance rulings
from any federal or state securities regulator or other governmental agency
concerning the legality of the Company's operations, and the Company is not
relying on an opinion of counsel to such effect. The Company accordingly is
subject to the risk that its multi-level network marketing system could be
found to be in noncompliance with applicable laws and regulations, which could
have a material adverse effect on the Company's business, financial condition
or results of operations. Such a decision could require the Company to modify
its multi-level network marketing system, result in negative publicity, or have
a negative effect on distributor morale and loyalty. In addition, the Company's
multi-level network marketing system will be subject to regulations in foreign
markets administered by foreign agencies should the Company expand its network
marketing organization into such markets.

Effect of State Securities Laws. The primary goal of the Company's
current Securities Offering is to increase the motivation of regional and
executive directors by allowing them to purchase an interest in the Company.
Accordingly, because the Company desires the ability to offer its Common Stock
to regional and executive directors in certain states, the Company has
attempted to register or qualify the Securities Offering in such states. Due to
the varying nature of state securities regulations and the considerable
discretion given to state securities regulators, the Company may be unable to
register or qualify the Securities Offering in certain states. The inability of
the Company to offer its Common Stock to residents of certain states may limit
the ability of the Company to attract IAs in such states, or lead to increased
attrition of IAs in such states, and may have a material adverse effect on the
Company's business, prospects, financial condition and results of operations.
An adverse determination by any one state regulator on a securities regulatory
matter could influence the decisions of securities regulatory authorities in
other jurisdictions.
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FACILITIES

The Company operates out of offices in Atlanta, Georgia consisting of
approximately 24,600 square feet for general and administrative office space,
warehouse space and training space. The Company may be required to lease or
build additional facilities, including at least one additional call center and
new corporate headquarters, in order to meet adequately its needs in the future.
The Company believes that suitable additional or alternative space will be
available in the future on commercially reasonable terms as needed.

EMPLOYEES

As of June 30, 1998, the Company employed approximately 30 people. The
Company's IAs are classified by the Company as independent contractors.
The Company's employees are not unionized, and the Company believes its
relationship with its employees is good.

ITEM 2. PROPERTIES

See the information provided in Item 1 above entitled "Business --
Facilities" for information with respect to the Company's properties.
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ITEM 3. LEGAL PROCEEDINGS
The Company is not a party to, nor is any of its property subject

to, any material legal proceedings, other than routine litigation incidental to

its business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matter was submitted to a vote of the Company's security

holders during the fourth quarter of the year ended June 30, 1998.

= PARTII

ITEM 5. MARKET FOR COMMON EQUITY AND RELATED SHAREHOLDER MATTERS

As of September 25, 1998, the Company'}_lad 57 shareholders of
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record. In the Securities Offering, the Company intends to offer its Common
Stock at a price of $5.50 per share; however, the $5.50 per share price is not
necessarily indicative of present value. As of the date of this Report, the
Company has not offered or sold any shares of Common Stock pursuant to the
Securities Offering. There is no established trading market for the Common
Stock, and one is not expected to develop in the near future.

All outstanding shares of Common Stock of the Company are
entitled to share equally in dividends from funds legally available therefor,
when, as and if declared by the Board of Directors. The Company does not plan
to declare any dividends in the immediate future.
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ITEM 6.  SELECTED CONSOLIDATED FINANCIAL DATA

The following table sets forth selected consolidated financial
data for the periods presented. The Company was incorporated on January 24,
1997 and began operations in March 1997. The Company's fiscal year ends on June
30. The statement of operations data for the Inception Period and the year
ended June 30, 1998 and the balance sheet data as of June 30, 1997 and 1998 are
derived from the audited Consolidated Financial Statements of the Company. The
Consolidated Financial Statements for the Inception Period and the year ended
June 30, 1998 were audited by Arthur Andersen LLP, independent public
accountants. The selected consolidated financial data should be read in
conjunction with "Management's Discussion and Analysis of Financial Condition
and Results of Operations" and the Consolidated Financial Statements and the
related Notes thereto appearing elsewhere in this Report.

<TABLE>
<CAPTION>
JANUARY 24, 1997
INCEPTION YEAR ENDED
TO JUNE 30, 1997  JUNE 30, 1998
<S> <C> <C> -

STATEMENT OF OPERATIONS DATA.:
Net revenues: .
CommUNICAtIONS SEIVICES..cceerivirrrrreerieeieiecrrrereeereeererrenns S 2,322,000 S 5,293,000
Nutritional products...........ccuecvivereerecenreerueseerernenseniens -- 526,000
Marketing SErviCes.......ocuviviiriinrererreneeninesieseeeenvenene, 369,000 1,172,000

Y




L

Total NEt TEVENUES.....covvvieiiiieireeeeeecererreereeaens 2,691,000 6,991,000

Cost of services:

Communications SEIVICES....covviivvrrrerreersrverereeesenseeessneens 761,000 1,351,000

Nutritional products........cccecvcvimierinniiinineiiiinn - 294,000

Marketing SErvICes......ooveeerivirineriirieniiniennrenaennees 255,000 431,000

Total COSt Of SEIVICES...vvvrrrrrreiiiiiiiiiieeeeeeeeeeeeeeeeen 1,016,000 2,076,000

GIOSS MIATGIN. cvcevreieieeeeeieeeeireserereeesrsesereseasenesanes s 1,675,000 4,915,000
Operating expenses:

Selling and marketing........ccoceerivieneeveeneeneeienvennenan 1,089,000 2,665,000

General and administrative......ccooeeeeveenen. [ 660,000 2,344,000

Total operating eXpenses.....co..eceereviirieceeninienns 1,749,000 5,009,000
INterest EXPenSe...ciiiiierienreriieeieeeiee e -- 2,000
Loss before income tax benefit....cococieeiniiieivriieecrneeennns (74,000) (96,000)
Income tax benefit.......ccovvreeeriiviiricieeeceeeniecceenens -- --
NEEJOSS. ieiiireiiciiiie et eere s s e e $ (74,000) S (96,000)
PER SHARE DATA:
Net 10SS Per Share........ccccevereveciriinniesieeesresseeeserenvesns i) (0.05)" S (0.06)
Weighted average number of shares outstanding..........cocccvveruenes 1,571,187 1,571,187
<CAPTION>
AS OF JUNE 30,
1997 1998

BALANCE SHEET DATA: - ”
Working capital.....m..coviveeneneenreneivcnneenees $ (13,000) S 180,000
Propérty and equipment, net..........ccovervriinncns 92,000 169,000
Total @SSELS...uivcirriiriiriereenreerererreee e e 596,000 1,263,000
Long-term obligations.........ccoevunvvnnrcvvnivicnnnne, -- -
Shareholders' equity........ccovrvevinirnninniiiniininnas 293,000 484,000
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</TABLE>
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND
RESULTS OF OPERATIONS

The following discussion and analysis shotild be read in conjunction
with the "Selected Consolidated Financial Data" and the Consolidated Financial
Statements and Notes thereto included elsewhere in this Report. This Report
contains certain forward-looking statements relating to, without limitation,
future economic performance, plans and objectives of management for future
operations and projections of revenues and other financial items that are based
on the beliefs of the Company's management, as well as assumptions made by, and
information currently available to, the Company's management. When used in this
Report, the words "intends," "believes," "anticipates," "estimates," "may,"
"could," "should," "would," "will," "plans" and similar expressions and
variations thereof are intended to identify forward-looking statements. The
cautionary statements set forth elsewhere in this Report identify important
factors with respect to suclhr forward-looking statements, including certain
risks and uncertainties, that could cause actual results to differ materially
from those in such forward-looking statements. -

Maxxis was incorporated on January 24, 1997 and began accepting I1As
and marketing communications services in March 1997. The Company conducts all
of its business and operations through its wholly-owned subsidiaries: Maxxis
2000; Maxxis Communications; and Maxxis Nutritionals.

Maxxis 2000 is a network marketing company that currently markets
1-Plus long distance service, travel cards, prepaid phone cards, 800 service
and international telecommunications services, Internet access and Web-page
development and hosting services, and nutritional and health enhancement
products. Maxxis Communications obtains telecommunications services and
purchases time for its prepaid 1 hour, 30 minute and 10 minute phone cards from
CRC. Maxxis Communications also provides Internet access through its agreement
with InteReach. Maxxis Nutritionals purchases private label nutritional and S
health enhancement products from various suppliers. The Company believes that
its multi-level network marketing system allows it to obtain customers for its
products in a cost effective manner and to enhance customer retention because
of the relationships between the Company's IAs and customers. The
telecommunications customer base developed by the Company's IAs provides a
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potential customer base for the Company's nutritional and health enhancement
products, Internet-related services and for future products.

The Company derives revenues from communications services, nutritional
products and marketing services. Communications services revenues are comprised
of sales of prepaid phone cards to the Company's IAs and commissions from the
Company's agreement with CRC whereby the Company receives a percentage of the
long distance billings received by CRC from the customers originated by the
Company's 1As, net of allowances for bad debts and billing adjustments. The
Company's aggregate revenues from 1-Plus services were $25,000, or only 0.9% of
total revenues, for the Inception Period, and $1,178,000, or 16.9% of total
revenues, for the year ended June 30, 1998. Because of the administrative
procedures that must be complied with in order to establish 1-Plus customers
and to collect the usage and access fees from the LECs, there is generally a
delay of up to three to four months from the time a prospective customer
indicates a desire to become a 1-Plus customer and the time that the Company
begins to receive commissions from such customer's usage. In the future, the
Company believes that commissions generated on the sales of 1-Plus long
distance services will constitute an increasing percentage of its total
revenues. In September 1998, the Company began providing Internet access and
Web-page development and hosting services. Accordingly, the Company derived no
revenue from such services for the year ended June 30, 1998.

Nutritional products revenues include sales of private-label
nutritional products to the Company's IAs. Recently, the Company began
marketing new health enhancement products and additional nutritional products,
including a weight management program and skin care system. Marketing services
revenues include application fees from 1As and purchases of sales aids by IAs,
including distributor kits which consist of forms, promotional brochures, audio
and video tapes, marketing materials and presentation materials. Marketing
services revenues also include training fees paid by MDs. To become an
associate, individuals (other than individuals in North Dakota) must complete
an application and purchase a distributor kit for $99. IAs also pay an annual
non-refundable fee in order to maintain their status as an IA, which fee the
Company amortizes over the renewal period. To become a MD, a senior associate,

director or regional director must attend a Company approved training school.
The fee to
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attend the training school is currently $99, and MDs must attend continuing
education training schools each year which also are subject to a fee. The
training fees are recognized at the time the training is received. The Company

-
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does not receive any fees from IAs for the training provided by MDs or national
training directors.

Cost of services consists of communications services costs,
nutritional products costs and marketing services costs. Communications
services cost consists primarily of the cost of purchasing activated prepaid
phone cards. Nutritional products cost consists of the cost of purchasing
private label nutritional products. Marketing services cost includes the costs
of purchasing 1A distributor kits, sales aids and promotional materials and
training costs. Operating expenses consist of selling and marketing expenses
and general and administrative expenses. Selling and marketing expenses include
commissions paid to IAs based on (i) usage of long distance services by
customers, (ii) sales of products to new IAs sponsored into the Company and
(iii) sales of additional products and services to customers. General and
administrative expenses include costs for IA support services, information
systems services and administrative personnel to support the Company's
operations and growth. '

The Company has a limited operating history, and its operations are
subject to the risks inherent in the establishment of any new business. The
Company expects that it will incur substantial initial expenses, and there can
be no assurance that the Company will achieve or maintain profitability. If the
Company continues to grow rapidly, the Company will be required to continually
expand and modify its operational and financial systems, add additional IAs and
new customers, and train and manage both current and new employees and IAs.
Such rapid growth would place a significant strain on the Company's operational
resources and systems, and the failure to effectively manage this projected
growth could have a material adverse effect on the Company's business,
financial condition and results of operations.




RESULTS OF OPERATIONS

The following table sets forth the percentage of total revenues
attributable to each category for the periods shown. |

<TABLE>
<CAPTION>
JANUARY 24, 1997
(INCEPTION) YEAR ENDED
TO JUNE 30, 1997 JUNE 30, 1998
<S> ' <C> <C>
Net revenues:
Communications SEIrVICeS.....cccvvvvverveereverreranns 86.3% 75.7%
Nutritional products.......c.ccocecveverericveivnnennnn, -- 7.5
Marketing Services......c.oovvvevvvvivernnnenne. ' 13.7 16.8

Total Net revVenuUesS.....ocvivevve e 100.00% 100.00%

Cost of services:

Communications services..............o........ 28.3% 19.3% i
Nutritional products...........ccceeuvrverrnenee. -- 4.2
Marketing services.......... Vit 9.5 6.2

Total cost of services.........coueveverevreinennns 37.8 29.7

Operating expenses:

Selling and marketing............ccocoevvvevveeeeviiennns 40.5 38.1 :
General and administrative..........cccocueenenen. 24.5 335
Total operating eXpenses........c.cecevvveervrerrrennnns 65.0% 71.6%
</TABLE>

The Company was incorporated in January 1997 and commenced operations
in March 1997. No comparisons are presented for the year ended June 30, 1998
compared to the Inception Period because the Company commenced operations in ,
March 1997 and the Company believes the comparisons would not be meaningful. R

L
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Similarly, no comparisons are presented for the Inception Period because the
Company was not in existence for the corresponding period in 1996.

YEAR ENDED JUNE 30, 1998

Net Revenues. Total net revenues are derived from sales of
communications services, nutritional products and marketing services net of any
returns of prepaid phone cards, distributor kits or other products. Total net
revenues were $6,991,000 for the year ended June 30, 1998. For the year ended
June 30, 1998, communications services revenues were 35,293,000, or 75.7% of
total revenues. Communications services revenues consist of sales of prepaid
phone cards by and to IAs and commissions and fees generated from long distance
customers. For the year ended June 30, 1998, nutritional products revenues were
$526,000, or 7.5% of total net revenues. Nutritional products revenues consist
of sales of private label nutritional products. For the year ended June 30,

1998, marketing services revenues were $1,172,000, or 16.8% of total revenues.
Marketing services revenues consist of application fees paid by IAs, purchases
of sales aids by IAs and training fees paid to become a MD.

Cost of Services. Cost of services includes communications services
costs, nutritional products costs and marketing services costs. Total cost of
services for the year ended June 30, 1998 was $2,076,000, or 29.7% of total
revenues. For the year ended June 30, 1998, communications services cost was
$1,351,000, or 19.3% of total revenues. Communications services cost consist
primarily of the cost of purchasing activated prepaid phone cards from CRC. The
Company then sells the activated phone cards to its IAs. Communications
services cost also includes, as a minor component, the costs of materials that
are used to package the phone cards. For the year ended June 30, 1998,
nutritional products cost was $294,000, or 4.2% of total revenues. Nutritional
products cost consists of the cost of purchasing private label nutritional
products. Marketing services cost was $431,000, or 6.2% of total revenues, for
the year ended June 30, 1998. Marketing services cost primarily consists of the
costs of purchasing application kits, sales aids and promotional materials and
training costs.

Operating Expenses. For the year ended June 30, 1998, selling and
marketing expenses were $2,665,000, or 38.1% of total revenues. Selling and
marketing expenses consist of commissions paid to 1As based on (i) usage of
long distance services by customers, (ii) sales of products to new IAs
sponsored into the Company and (iii) sales of additional products and services
to customers. General and administrative expenses were $2,344,000, or 33.5% of
total revenues, for tlie year ended June 30, 1998. General and administrative
experises consist of salary expense for the Company's customer service
personnel, office staff and executive personnel and the cost of IA support
services and information systems services.




INCEPTION PERIOD (JANUARY 24, 1997 TO JUNE 30, 1997)

Net Revenues. For the Inception Period, communications services
revenues were $2,322,000, or 86.3% of total revenues, and marketing services
revenues were $369,000, or 13.7% of total revenues. Communications services
revenues consist of sales of prepaid phone cards by and to the Company's IAs
and commissions and fees generated from long distance usage customers. This
amount was minimal for the Inception Period because no customers were utilizing
long distance services until May 1997. Marketing services revenues include
application kit fees from IAs, purchases of sales aids by IAs and training fees
paid to become a MD.

Cost of Services. Communications services cost was $761,000, or 28.3%
of total revenues, for the Inception Period. Communications services costs
include the cost of purchasing activated prepaid phone cards. Marketing
services cost, which includes the costs of application kits and promotional
materials, was $255,000, or 9.5% of total revenues, for the Inception Period.

Operating Expenses. Selling and marketing expenses principally consist
of commissions paid to IAs based on (i) usage of long distance services by
customers, (ii) sales of products and services to new IAs sponsored into the
Company and (iii) sales of additional products and services to customers.
Selling and marketing expenses were $1,089,000, or 40.5% of total revenues, for
the Inception Period. General and administrative expenses were

15
<PAGE> 18

$660,000, or 24.5% of total revenues, for the Inception Period. General and
administrative expenses consist primarily of salary expense for the Company's
customer service personnel, office staff and executive personnel. Such expenses
also include costs for IA support services and information systems services.

SEASONALITY AND UNAUDITED QUARTERLY FINANCIAL INFORMATION

The Company has historically experienced, and expects to continue to
experience, significant seasonal fluctuations in the recruitment of its IAs and
the sale of its products and services. The Company's annual summit occurs in
the first quarter of the Company's fiscal year, which has historically caused- )
an increase in the number of the Company's 1As and sales of the Company's
. products and services. Historically, revenues have been lower in the second
quarter than in other quarters of a given year because of the number of new IAs
added and product and service sales have historically declined during the
holiday season. The Company's operating results may vary significantly in the
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future, partly due to such seasonal fluctuations. The Company believes that
recruitment of its IAs and sales of its products and services will continue to
follow this seasonal cycle. The Company's quarterly results may fluctuate
significantly as a result.of such seasonality. Because of the potential
quarterly fluctuations in the Company's revenue and operating results, results
for any particular quarter may not be indicative of future quarterly or annual
results.

<TABLE>
<CAPTION>
QUARTER ENDED
INCEPTION :
PERIOD SEPT. 30,1997 DEC. 31,1997 MAR. 31,1998 JUNE 30, 1998
<S> <C> <C> <C> <C> <C>

STATEMENT OF OPERATIONS DATA:
Net revenues:
Communications Services...............

$2,322,000 $ 1,465,000 § 1,122,000 S 1,352,

000 § 1,354,000

Nutritional products.................. -- - 186,000 155,000 185,000
Marketing services..........c......... 369,000 353,000 318,000 224,000 277,000
Total net revenues................ 2,691,000 1,818,000 1,626,000 1,731,000 1,816,000
Cost of services:
Communications services................. 761,000 438,000 430,000 213,000 270,000 i
Nutritional products.................... -- - 77,000 146,000 71,000
Marketing services.................... 255,000 101,000 127,000 111,000 92,000
Total cost of services............ 1,016,000 539,000 634,000 470,000 433,000
Gross margin..........coeceevevvennnns 1,675,000 1,279,000 992,000 1,261,000 1,383,000
Operating Expenses:
Selling and marketing................... 1,089,000 716,000 610,000 668,000 671,000
General and administrative.............. 660,000 597,000 514,000 542,000 691,000
Total operating expenses.......... 1,749,000 1,313,000 1,124,000 1,210,000 1,362,000
Interest income (expense).........eeun.ne - -- 2,000 (2,000) 2,000
Income (loss) before income tax benefit... (74,000) (34,000) (134,000) 53,000 15,000
Income tax benefit..vvveivinene. - - - -- --
Net income (10SS)...c..oerrurerrerrnnnnne $ (74,0000 (34,000) $ (134,000) $ 53,000 $ 19,000
PER SHARE DATA: -- _ g !
Net income (loss) per share............... S (0058 (0.02) $ (0.08) § 003 § 0.01

</TABLE>
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LIQUIDITY AND CAPITAL RESOURCES

Since inception, the Company has primarily financed all of its
operations through the sale of its securities in private placements. During the
year ended June 30, 1998, cash flows from financing activities totaled
approximately $87,000 related to the sale of Common Stock and $200,000 related
to the sale of preferred stock. In November 1997, the Company entered into a
demand promissory note to fund expenses incurred in connection with the launch
of the Company's nutritional product line. As of March 23, 1998, the Company
had borrowed $200,000 under such promissory note. On March 23, 1998, the
Company converted the outstanding principal amount under the promissory note
into units ("Units") at a price of $5.50 per Unit with each Unit consisting of
one share of convertible preferred stock (the "Preferred Stock") and a warrant
(a "Warrant") to purchase one share of Common Stock at a price of $5.50 per
share. The Preferred Stock is: (i) non-voting; (ii) entitled to an antidilution
adjustment only upon a stock split, recapitalization or similar event; (iii)
entitled to a liquidation preference over the Common Stock; and (iv)
convertible into Common Stock at the option of the holder at any time
commencing 14 months following the date of the issuance of the Preferred Stock
and automatically upon the closing of a public offering that
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occurs at least 14 months following the issuance of the Preferred Stock and
that provides gross proceeds to the Company of at least $7,500,000. The
Warrants are entitled to an antidilution adjustment only upon a stock split,
recapitalization or similar event, are not exercisable until 14 months

following their date of issuance and remain exercisable at the option of the
holder until the seventh anniversary of their issuance. The rights of the

holders of Common Stock will be subject to, and may be adversely affected by,
the rights of the holders of the Preferred Stock and any additional preferred
stock that may be issued in the future.

In February 1998, the Company entered into a note with Thomas O. Cordy
(the "Cordy Note") to memorialize a loan in December 1997 of $53,000 from Mr.
Cordy to the Company to fund certain operational expenses. As of June 30, 1998,
the Cordy Note had been repaid in full.

~

As of June 3071998, the Company had cash of $372,000 and working
capital of $180,000. Cash provided by operating activities for the year ended
June 30, 1998 was $235,000. The Company's investing activities principally
consisted of capital expenditures of $115,000 and software development and
organizational costs of $70,000 for the year ended June 30, 1998.
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The Company anticipates that cash generated from operations, together
with additional borrowings or equity financings, will be sufficient to meet the
Company's capital requirements for the next 12 months. However, if the Company
does not receive sufficient funds from its operations and borrowings and equity
financings to fund its operations, the Company may need to raise additional
capital. In addition, any increases in the Company's growth rate, shortfalls in
anticipated revenues, increases in expenses or significant acquisitions could
have a material adverse effect on the Company's liquidity and capital resources
and could require the Company to raise additional capital. The Comipany may also
need to raise additional funds in order to take advantage of unanticipated
opportunities, such as acquisitions of complementary businesses or the
development of new products, or otherwise respond to unanticipated competitive
pressures. Sources of additional capital may include venture capital financing,
cash flow from operations, additional lines of credit and private equity and
debt financings. The Company's cash and financing needs for 1998 and beyond
will be dependent on the Company's level of IA and customer growth and the
related capital expenditures, advertising costs and working capital needs
necessary to support such growth. The Company believes that major capital
expenditures may be necessary over the next few years to develop additional
product lines to sell through its IAs and to develop and/or acquire
information, accounting and/or inventory control systems to monitor and analyze
the Company's growing multi-level network marketing system. The Company has not
identified financing sources to fund such cash needs in 1998 and beyond. There
can be no assurance that the Company will be able to raise any such capital on
terms acceptable to the Company or at all.

YEAR 2000 COMPLIANCE

Many installed computer software and network processing systems
currently accept only two-digit entries in the date code field and may need to
be upgraded or replaced in order to accurately record and process information
and transactions on and after January 1, 2000. The Company's business and
relationships with its customers and IAs depend significantly on a number of
computer software programs, internal operating systems and connections to other
networks, and the failure of these programs, systems or networks to
successfully address the Year 2000 problem could have a material adverse effect
on the Company's business, financial condition and results of operations. The
Company is in the preliminary stages of assessing the extent to which its
internal systems and software and the network connections it maintains are
adequately programmed to address the Year 2000 issue. In addition, the
Company's ability to provide services and support to its customers and JAs
depends upon the continued functioning of the software programs, operating
systems and networking used by its vendors and suppliers, and the Company is
also in the preliminary stages of assessing the extent to which its vendors and
suppliers have successfully addressed the Year 2000 problem. It currently is
impossible for the Company to predict the potential expenditures that may be

-
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required or the delay or interruption in service that may result due to the

Year 2000 problem. Any failure by the Company or its vendors or suppliers to
successfully address the Year 2000 problem could significantly interrupt the
business operations of the Company and have a material adverse effect on the
Company's business, financial condition and results of operations. The Company
has not currently established a contingency plan, but the Company intends to
create one as soon as practicable.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET
RISKS

Not applicable.

ITEMS.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Consolidated Financial Statements of the Company, including
the Company's consolidated balance sheets as of June 30, 1998 and 1997 and
consolidated statements of operations, shareholders' equity and cash flows for
the year ended June 30, 1998 and for the period from Inception (January 24,
1997) to June 30, 1997 together with the report thereof of Arthur Andersen LLP,
dated September 4, 1998 are included on pages F-1 through F-15 of this Report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS IN
ACCOUNTING AND

FINANCIAL DISCLOSURE

The Company has no disagreements on accounting or financial
disclosure matters with its accountants nor did it change accountants during
the year ended June 30, 1998.

PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

EXECUTIVE OFFICERS AND DIRECTORS

The directors and executive officers of the Company are set forth
below. The Company's Board of Directors consists of nine directors divided into

-
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three classes of directors, serving staggered three-year terms. Directors and
executive officers of the Company are elected to serve until they resign or are
removed, or are otherwise disqualified to serve, or until their successors are
elected and qualified. Directors of the Company are elected at the annual
meeting of shareholders. Officers of the Company are appointed at the Board's
first meeting after each annual meeting of shareholders. The ages of the
persons set forth below are as of June 30, 1998.

<TABLE>
<CAPTION>
' TERM AS
DIRECTOR
NAME AGE  POSITIONS WITH THE COMPANY
EXPIRES
<S> <C> <C> <C>
Ivey J. Stokes................. 39 Chairman of the Board of Directors
-Thomas O. Cordy................ 57 Chief Executive Officer, President and Director
Daniel McDonough............... 50 Chief Financial Officer
James W. Brown................. 62 Executive Vice President, Secretary and Director
Lamry W. Gates, II............. 35 Vice President-- Human Resources and Director
Charles P. Bemstein........... 48 Director
Alvin Curry....ccccoveneeeee. 41 Director
Robert J. Glover, Jr........... 37 Director
Terry Harris.....cocoooeeee, 44 Director
Philip E. Lundquist............ 62 Director
</TABLE>
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IVEY J. STOKES has served as Chairman of the Board of Directors of the
Company since its inception. Mr. Stokes began his marketing career in 1982 at
A.L. Williams Corporation ("A.L. Williams") where he became one of less than
400 National Sales Directors out of 1.3 million insurance agents. In March
1991, Mr. Stokes left the financial services industry to launch his own
independent marketing firm, Global Marketing Alliance ("Global Alliance"). Over
the next five years, Mr. Stokes became one of the leading money eamers in
several national network marketing firms. Mr. Stokes' marketing firm, Global
Alliance, has sponsodred and trained over 150,000 distributors since 1991. Mr.
Stok€s has a bachelors degree in industrial management from the Georgia
Institute of Technology.

THOMAS O. CORDY has served as Chief Executive Officer and President

1998
1998

1999
1999
2000
1998
1999
2000
2000
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and as a Director of the Company since May 1997. Prior to that time, he served
as President and Chief Executive Officer of CI Cascade Corp. Mr. Cordy
currently serves as Vice Chairman of the Board of Trustees of Clark Atlanta
University, Chairman of the Board of Renaissance Capital Corporation and as a
Director of Cox Enterprises. Mr. Cordy has a bachelors degree from Morehouse
College and a masters degree from Atlanta University. Mr. Cordy has attended
the Stanford Executive Program at the Stanford School of Business and the
University of Oklahoma National Lending School.

DANIEL MCDONOUGH has served as Chief Financial Officer of the Company
since October 1997. Prior to his employment with the Company, Mr. McDonough
provided financial consulting services to a number of start up companies at
Creative Benefits, Inc. In addition, from 1992 to 1994, Mr. McDonough was the
controller of Jostens Learning Corporation, a $75.0 million technology company
specializing in educational software. Prior to his employment with Jostens, Mr.
McDonough served as assistant controller to Alumax, Inc., a $2.5 billion
integrated aluminum company with over 100 manufacturing operations throughout
the United States: From 1973 to 1980, Mr. McDonough was employed by Price
Waterhouse & Co. Mr. McDonough is a licensed CPA and also holds a masters of
business administration degree from the University of Buffalo.

JAMES W. BROWN currently serves as Executive Vice President and
Secretary of the Company and has been a Director of the Company since May 1997.
He served as President and Chief Executive Officer of the Company from
inception to April 1997. He has also served as Chief Executive Officer,

President and a Director of Maxxis 2000 since its inception. From 1995 to 1997,
Mr. Brown has served as a manager of NetWorld Communications, L.L.C. Since
1979, Mr. Brown has also served as President and Chief Executive Officer of
Marketing Ideas, Ltd. Mr. Brown has a bachelors degree from the University of
Georgia. He also attended the John Marshall School of Law and the American
Mutual Institute of Management.

LARRY W. GATES, II has served as Vice President of Human Resources
since the Company's inception and as a Director of the Company since May 1997.
Mr. Gates became a part-time independent insurance agent for A.L. Williams in
1989 while serving in the U.S. Army. In 1993, he left the financial services
industry and became a full-time independent marketer of telecommunications
services through his own independent marketing firm, Classic Enterprises. Mr.
Gates built a downline of over 10,000 distributors between 1993 and 1996. Mr.
Gates has an associates degree from Pierre College.

CHARLES P.”BERNSTEIN has served as a Director of the Company since May
1997 Since 1992, Mr. Bemstein has also served as President of Harvest
Mortgage Co. From 1989 to 1992, Mr. Bemnstein was the Vice President of
Nationwide Mortgage Resources, an underwriter and servicer of loans on
residential and commercial real estate. Mr, Bemstein holds an associates




degree from the University of South Carolina.

ALVIN CURRY has served as a Director of the Company since its
inception. He also serves as Executive Vice President and Chief Operating
Officer of Maxxis 2000. Mr. Curry started his marketing career in 1986 with
A.L. Williams, where he attained the position of Senior Vice President in less
than three years. In March 1991, Mr. Curry left the financial services industry
to join Mr. Stokes in Global Alliance. Mr. Curry attended Northwest Mississippi
Junior College and Tacoma Community College, and he received a degree from the
Knapp College of Business.
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ROBERT JAMES GLOVER, JR. has served as a Director of the Company since
its inception. Mr. Glover started his marketing career as an independent
insurance agent with A.L. Williams in 1985, where he attained the sales
position of Senior Vice President. In December 1993, Mr. Glover left the
financial services industry and became an independent marketer of
telecommunications services through his own independent marketing firm, Glover
Enterprises. Mr. Glover's network marketing firm has sponsored and trained over
10,000 distributors. Mr. Glover attended Maryland University.

TERRY HARRIS has served as a Director of the Company since May 1997.
Since 1982, Mr. Harris has served as Pastor and President of Tacoma Christian
Center Inc. Mr. Harris has a bachelors degree from the University of Puget
Sound and attended Rhema Bible School.

PHILIP E. LUNDQUIST has served as a Director of the Company since May
1997. He also serves as Chairman of Christopher Partners Inc. Since 1988, Mr.
Lundquist has owned and operated an investment banking consulting company as a
sole proprietorship. From 1985 to 1988, Mr. Lundquist was the Director of
Corporate Finance for Deloitte Haskins & Sells in Atlanta, Georgia. Mr.

Lundquist has a bachelors degree from Williams College and attended the
Institute of Investment Banking at the Wharton School, University of
Pennsylvania.

COMMITTEES OF THE BOARD

The Executive Committee of the Board of Directors exercises, during ’ -
“w the interval between Board meetings, all of the powers of the Company's Board

of Directors within certain limitations. During the year ended June 30, 1998,

the Executive Committee was composed of Thomas O. Cordy, Alvin Curry and Ivey

J. Stokes and held two meetings.

>

) . . . . . .
: .



The Audit Committee of the Board of Directors reviews, with the
Company's independent public accountants, the annual financial statements of
the Company, reviews the work of such independent public accountants and makes
annual recommendations to the Board of Directors for the appointment of
independent public accountants for the ensuing year. The Audit Committee also
reviews the effectiveness of the financial and accounting functions,
organization, operations and management of the Company. During the year ended
June 30, 1998, the Audit Committee was composed of Charles P. Bernstein, Terry
Harris and Philip E. Lundquist and did not hold any meetings.

The Compensation Committee reviews and recommends to the Board of
Directors the compensation and benefits of all officers of the Company and
administers the issuance of stock options to the Company's officers, employees,
consultants and advisors. The Compensation Committee also reviews general
policy matters relating toe compensation and benefits of employees of the
Company. During the year ended June 30, 1998, the Compensation Committee was
composed of Charles P. Bernstein, Texry Harris and Philip E. Lundquist and did
not hold any meetings.

‘The Company does not have a standing nominating committee. The Board
of Directors or the Executive Committee nominates candidates to stand for
election as directors. The Amended and Restated Bylaws of the Company permit
shareholders to make nominations for directors but only if such nominations are
made pursuant to timely notice in writing to the Secretary of the Company. To
be timely, notice of shareholder nominations for directors must be delivered in
writing to the Secretary of the Company no later than 90 days prior to the
anniversary of the previous year's annual meeting, together with the identity
of the nominator and the number of shares of Common Stock owned, dlrectly or
indirectly, by the nominator.

During the year ended June 30, 1998, the Board of Directors of the
Company held four meetings. All of the directors of the Company attended 75% or

more of the aggregate of all Board meetings and all meetings of committees of
which they were members.
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ITEM 11.  EXECUTIVE COMPENSATION
S DIRECTOR COMPENSATION

Members of the Board of Directors are reimbursed for their
out-of-pocket expenses for each meeting attended, but otherwise serve without

-




compensation.
EXECUTIVE COMPENSATION

The following Summary Compensation Table sets forth the compensation
earned by the Company's Chief Executive Officer during the year ended June 30,
1998 and the Inception Period. No other executive officers of the Company
received a combined salary and bonus in excess of $100,000 during the year
ended June 30, 1998.

SUMMARY COMPENSATION TABLE

<TABLE>
<CAPTION>

ANNUAL COMPENSATION
NAME AND PRINCIPAL POSITION + PERIOD SALARY BONUS(1)
<S> <C> <C> <C>
Thomas O. Cordy........ccovevviireveenns Fiscal 1998 S 41,600 S 83,400
Chief Executive Officer and President Inception Period 5,250 -
</TABLE>

(1)  Represents amounts accrued as bonus compensation for the periods
presented.

OPTION GRANTS DURING 1998

As of June 30, 1998, no options had been granted to the Chief
Executive Officer of the Company, and no executive officer of the Company
received a combined salary and bonus in excess of $100,000 during the year
ended June 30, 1998.

EMPLOYMENT AGREEMENTS

The Company has entered into employment agreements (collectively, the
"Employment Agreements") with Messrs. Cordy and Brown. The Company intends to
enter into an employmient agreement with Mr. McDonough. Generally, the
Employment Agreements provide for a minimum weekly salary. In addition, the
employee may participate in a bonus program and shall be eligible to receive
quarterly or annual payments of a performance bonus based upon the achievement
of targeted levels of performance and such other criteria as the Board of
Directors shall establish from time to time. Each employee may participate in

—

e
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insurance and other benefit plans of similarly situated employees, including
any stock option plans of the Company.

. Each of the Employment Agreements has a term of one year, and the term
renews daily for an additional year until either party fixes the remaining term
at one year by giving written notice. The Company can terminate each employee
upon death or disability (as defined in the Employment Agreements) or with or
without cause upon delivery to the employee of a notice of termination. If the
employee is terminated because of death, disability or cause, the employee will
receive any accrued compensation through the termination date and any accrued
performance bonus, unless the employee is terminated for cause. If the employee
is terminated without cause, the Company shall pay the employee severance
payments equal to his minimum base salary for each week during the six-month
period following the termination date. If the employee is a director or officer
of the Company or any of its affiliates, the employee shall tender his
resignation to such positions effective as of the termination date.

Under the Employment Agreements, each employee agrees to maintain the
confidentiality of the Company's trade secrets and confidential business
information. The employee also agrees for a period of one year following the
termination date, if he is terminated or resigns for any reason, not to compete
with or solicit employees or customers
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of the Company or any of its affiliates within a 30-mile radius of the
Company's corporate offices; provided, that if the employee is terminated
without cause, the non-compete period shall be six months.

SALES REPRESENTATIVE AGREEMENTS

The Company entered into independent sales representative agreements
(collectively, the "Sales Representative Agreements") with ten independent
sales representatives, including Messrs. Stokes, Gates and Glover. The Sales
Representative Agreements provide for a minimum fee of $800.00 per week. Each
sales representative is also be eligible to receive quarterly payments of a
performance bonus which is a percentage of total revenue from Maxxis 2000. To
be paid a bonus, a sales representative must have 180 new activations in a .
quarter. The bonus amount is then determined by the number of open centers in
that quarter. The bonus ranges from 1% of total revenue from Maxxis 2000 if
four centers are opened to 5% of the revenue if 20 centers are opened. Each
sales representative is an independent contractor, and the Company does not
exercise control over the activities of the sales representatives other than as

-




“set forth in the Sales Representative Agreements.

Each of the Sales Representative Agreements has a term of one year,
and the term renews daily for an additional year until either party fixes the
remaining term at one year by giving written notice. The Company can terminate
each sales representative upon death or disability (as defined in the Sales
Representative Agreements) or with or without cause upon delivery to the sales
representative of a notice of termination. If a sales representative is
terminated, the sales representative will receive any accrued fees through the
termination date and any accrued performance bonus, unless the sales
representative is terminated for cause. If the sales representative is a
director or officer of the Company or any of its affiliates, the sales
representative shall tender his resignation to such positions effective as of
the termination date. Under the Sales Representative Agreements, each sales
representative agrees to maintain the confidentiality of the Company's trade
secrets and confidential business information.

CONSULTING AGREEMENT

In September 1997, the Company entered into a consulting agreement
with Mr. Robert P. Kelly. The consulting agreement provides for a minimum
weekly salary, and the consultant may participate in a bonus program and is
eligible to receive quarterly or annual payments of a performance bonus based
upon the achievement of targeted levels of performance and such other criteria i
as the Board of Directors shall establish from time to time. The consultant is
an independent contractor, and the Company does not exercise control over the
activities of the consultant other than as set forth in the consulting
agreement.

The consulting agreement has a term of one year, and the term renews
daily for an additional year until either party fixes the remaining term at one
year by giving written notice. The Company can terminate the consultant upon
death or disability (as defined in the consulting agreement) or with or without
cause upon delivery to the consultant of a notice of termination. If the
consultant is terminated because of death, disability or cause, the consultant
will receive any accrued fees through the termination date and any accrued
performance bonus, unless the consultant is terminated for cause. If the
consultant is terminated without cause, the Company shall pay the cohsultant
severance payments equal to his minimum base salary for each week during the
six-month period following the termination date.

Under the corisulting agreement, the consultant agrees to maintain the -
w confidentiality of the Company's trade secrets and confidential business

information. The consultant also agrees for a period of one year following the

termination date, if he is terminated or resigns for any reason, not to compete

with or solicit employees or customers of the Company or any of its affiliates

-




within a 30-mile radius of the Company's corporate offices; provided, that if
the consultant is terminated without cause, the non-compete period shall be six
months.

INDEMNIFICATION OF DIRECTORS AND OFFICERS
Pursuant to its Amended and Restated Articles of Incorporation, the

Company is obligated to indemnify each of its directors and officers to the
fullest extent permitted by the Georgia Business Corporation Code with

o
o
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respect to all liability and loss suffered and reasonable expenses

incurred by such person in any action, suit or proceeding in which such person
was or is made or threatened to be made a party or is otherwise involved by
reason of the fact that such person is or was a director or officer of the
Company. The Company is obligated to pay the reasonable expenses of the
directors or officers incurred in defending such proceedings if the indemnified
party agrees to repay all amounts advanced by the Company if it is ultimately
determined that such indemnified party is not entitled to indemnification.

STOCK OPTION PLAN -

On September 16, 1998, the Board of Directors adopted (subject to
shareholder approval or ratification) the Maxxis Group, Inc. 1998 Stock Option
Plan (the "Option Plan"), which permits the Company to grant options to
purchase shares of Common Stock to officers, directors, key employees, advisors
and consultants of the Company. The purpose of the Option Plan is to advance
the interests of the Company, its subsidiaries and its shareholders by
affording certain employees and Directors of the Company and its subsidiaries,
as well as key consultants and advisors to the Company or any subsidiary, an
opportunity to acquire or increase their proprietary interests in the Company.
Options granted under the Option Plan are intended to promote the growth and
profitability of the Company and its subsidiaries by providing the optionees
with an additional incentive to achieve the Company's objectives through
participation in its success and growth and by encouraging optionees to
continue their association with or service to the Company.

-

Generally, options granted under the Option Plan may be Incentive - -
“ Stock Options ("ISOs"), which are intended to meet the requirements of Section

422 of the Internal Revenue Code of 1986, as amended (the "Code™), or

non-qualified options, which are not intended to meet such requirements

("Non-Qualified Options"). ISOs must have terms of ten years or less from the

-
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date of grant and the fair market value of grants of ISOs during any year on
the date of grant may not exceed $100,000. The Option Plan will be administered
by a committee (the "Committee"), having the duties and authorities set forth
in such Option Plan in addition to any other authority granted by the Board.
The Committee will have the full power and authority, in its discretion,
subject to the provisions of the Option Plan, to interpret the Option Plan, to
prescribe, amend, and rescind rules and regulations relating to them, to
determine the details and provisions of each stock option agreement and
restriction agreement, and to make all other determinations necessary or
advisable for the administration of the Option Plan, including, without
limitation, the amending or altering of such Plan and any options or restricted
stock awards granted thereunder, as may be required to comply with or to
conform to any federal, state, or local laws or regulations. The Committee, in
its discretion, will select the recipients of awards and the number of options
granted thereunder and determine other matters such as (i) vesting schedules,
(11) the exercise price of options (which cannot be less than 100% of the fair
market value of the Common Stock on the date of grant for ISOs) and (iii) the
duration of awards (which cannot exceed ten years from the date of grant or
medification of the option).

Subject to shareholder approval, the aggregate number of shares of
Common Stock reserved for the issuance of options under the Option Plan will be
300,000 shares, subject to adjustment in accordance with the Option Plan. Any
or all shares of Common Stock subject to the Option Plan may be issued in any
combination of ISOs or Non-Qualified Options, and the amount of Common Stock
subject to the Option Plan may be increased from time to time, subject to
shareholder approval. Shares subject to an option may be either authorized and
unissued shares or shares issued and later reacquired by the Company. The
shares covered by any unexercised portion of an option that has terminated for
any reason may again be optioned or awarded under the Option Plan, and such
shares shall not be considered as having been optioned in computing the number
of shares of Common Stock remaining available for options under the Option
Plan.

The class of persons eligible to participate in the Option Plan shall
consist of all persons whose participation in the Option Plan the Committee
determines to be in the best interests of the Company which shall include, but
not be limited to, all employees and directors of the Company or any
subsidiary, as well as key consultants and advisors to the Company or any
subsidiary. The Committee will have the power to specify, with respect to the
Options granted to a particular Optionee, the effect of the termination of such
Optionee's employment or service under various circumstances on such Optionee's
right'to exercise an Option, which effect




-
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may include immediate or deferred termination of such Optionee's rights under
an Option, or acceleration of the date at which an Option may be exercised in
full. As of September 25, 1998, no options to purchase shares of Common Stock

were outstanding.

ITEM 12.
MANAGEMENT

The following table sets forth certain information regarding the
beneficial ownership of the Common Stock as of September 25, 1998 by: (i) each
person known by the Company beneficially to own more than 5% of the outstanding
shares of the Common Stock; (ii) each director of the Company; and (iii) all
directors and executive officers of the Company as a group. Except as otherwise
indicated, all persons listed have sole voting and investment power with

respect to their shares.
<TABLE>
<CAPTION>

NAME AND ADDRESS OF BENEFICIAL OWNER

<S>

ALVIN CUITY(C). e viieieiiiiecenrereeee e eres e eree e sreens
King David Trust(d)........ccooevevivreeveiriineereererrnenenes
Cynthia Glover, trustee(€)......ccovvvvvrrrereereirierereennnns
The Anchora Company(f).....ccccoevevrreneiieeerensensenn.
Charles P. Bernstein.......c.ccovvvvvviirereieerecrvenerines
James W. BIOWN.......ccoviviciniinincnieinn e
Thomas O. Cordy(g)......c..ccevvrrnrunvenvanrrirreecrssvaenennns
Larry W. Gates, Il.......oooiviirieciinece e,

Ivey J. Stokes(1)..c.cccoeiiereriivieneniecicnienies e seeenenn
All directors and executive officers as a group

(10 persons) (€) =T1).uvvcvrririirirnrieeeereeveearserereeenes

</TABLE>

* Less than one percent
The address of the King David Trust and Alvin Curry is ¢/o Maxxis

(a)

AMOUNT OF PERCENTAGE OF
BENEFICIAL COMMON STOCK
OWNERSHIP(B) OUTSTANDING
<C> <C>
636,363 40.5%
454,545 28.9
181,818 11.6
72,727 4.6
47,272 3.0
45,454 2.9
3,636 *
987,270 62.8

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND

R
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Group, Inc., 1901 Montreal Drive, Suite 108, Tucker, Georgia 30084. The address
of Cynthia Glover, trustee, U/A Louise Glover dated January 10, 1997 is 7839
Taylor Circle, Riverdale, Georgia 30274. The address of The Anchora Company is
c/o Salem Management Company, Ltd., Design House, Leeward Highway, P.O. Box
150, Providenciales Turks & Caicos Island, B.W.1.

(b) In accordance with Rule 13d-3 under the Securities Exchange Act of
1934, as amended, a person is deemed to be the beneficial owner, for purposes
of this table, of any shares of Common Stock if such person has or shares

voting power or investment power with respect to such security, or has the

right to acquire beneficial ownership at any time within 60 days from September
25, 1998. As used herein, "voting power" is the power to vote or direct the
voting of shares and "investment power" is the power to dispose or direct the
disposition of shares. .

(c) Includes 454,545 shares owned by the King David Trust of which Mr.
Curry, a director of the Company, is the trustee. Mr. Curry disclaims

beneficial ownership of such shares.

(@ All such shares are owned by the King David Trust of which Mr.

Curry is the trustee and Mr. Stokes' minor children are the beneficiaries. Mr.
Stokes, the Chairman of the Board, disclaims beneficial ownership of such
shares.

(e) All such shares are owned by Cynthia Glover, trustee, U/A Louise

Glover dated January 10, 1997. Ms. Glover is the wife of Robert J. Glover, a
director of the Company. Mr. Glover is the sole beneficiary and disclaims
beneficial ownership of such shares. In addition, Ms. Glover disclaims

beneficial ownership of such shares.

® All such shares are owned by The Anchora Company of which Mr. Cordy,
Chief Executive Officer and President of the Company, is the protector. Mr.
Cordy disclaims beneficial ownership of such shares.

(2) Excludes 72,727 shares owned by The Anchora Company, of which Mr.
Cordy is the protector. Mr. Cordy disclaims beneficial ownership of such

shares.

(h) Excludes 181,818 shares owned by Cynthia Glover, trustee, U/A Louise
Glover dated January 10, 1997 of which Mr. Glover is the sole beneficiary. Mr.
Glover disclaims beneficial ownership of such shares.

(1)  Excludes 454,545 shares owned by the King David Trust of which Mr.
Stokes' minor children are the beneficiaries. Mr. Stokes disclaims beneficial
ownership of such shares.
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On February 16, 1997, Glover Enterprises, Inc., an affiliate of Robert
J. Glover, a director of the Company, loaned the Company $50,000 to fund
initial start-up costs of the Company. The Company has repaid this loan.

During the Inception Period, the Company paid a fee of $184,000 to IS
14, Inc. ("IS 14"), a former Delaware corporation which was controlled by
certain of the directors and officers of the Company. The IS 14 fee was
comprised of compensation for managerial, marketing and administrative services
performed by certain of the Company's officers and sales representatives prior
to the establishment of the Company's payroll. IS 14 has been dissolved, and
the Company will not make any additional payments to IS 14.

Pursuant to Mr. Cordy's employment agreement, The Anchora Company, an
affiliate of Mr. Cordy, purchased 800,000 shares of Common Stock, at a price of
$0.15 per share. In exchange, The Anchora Company gave the Company a $120,000
full recourse promissory note which bears interest at an annual rate of 8.75%.

Mr. Cordy guaranteed the promissory note. The principal and interest on the
promissory note are due and payable on the earlier of May 1, 2002 or the

closing of an underwritten public offering where the Company receives aggregate
net proceeds of at least $5,000,000.

In December 1997, the Company borrowed approximately $53,000 from Mr.
Cordy to fund certain operating expenses. In February 1998, the Company entered
into the Cordy Note to memorialize such borrowing. As of June 30, 1998, the '
Cordy Note was repaid in full.

Certain of the transactions described above may be on terms more
favorable to officers, directors and principal shareholders than they could
obtain in a transaction with an unaffiliated third party. The Company has
adopted a policy requiring that all material transactions between the Company
and its officers, directors or other affiliates must: (i) be approved by a
majority of the disinterested members of the Board of Directors of the Company;
and (ii) be on terms no less favorable to the Company than could be obtained
from unaffiliated third parties.

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM
8-K

Ve
~

(A)1)  FINANCIAL STATEMENTS

The following Consolidated Financial Statements of the Company
are filed as a part of this Report and are attached hereto as
pages F-1 through F-15:

.




Consolidated Balance Sheets as of June 30, 1998 and 1997

Consolidated Statements of Operations for the Year Ended June
30, 1998 and for the Period from Inception (January 24,
1997) to June 30, 1997

Consolidated Statements of Changes in Shareholders' Equity
for the Year Ended June 30, 1998 and for the Period from
Inception (January 24, 1997) to June 30, 1997

Consolidated Statements of Cash Flows for the Year Ended June
30, 1998 and for the Period from Inception (January 24,
1997) to June 30, 1997

Notes to Consolidated Financial Statements

25
<PAGE> 28

(AX2) FINANCIAL STATEMENT SCHEDULES

Reference is made to Note 2 of the Notes to the Consolidated
Financial Statements on page F-9. All schedules have been
omitted as they were not required or niot applicable or because
the information required to be presented is included in the ’
Consolidated Financial Statements and the related Notes thereto.

(A)(3) EXHIBITS

<TABLE>

<CAPTION>

Exhibit

Number  Exhibit Description

<S> <C>

2,1% Plan of Reorganization of the Company effective as of February 17, 1998.

3.1* Amended and Restated Articles of Incorporation of the Company, as amended to date.

3.2% Amended and Restated Bylaws of the Company, as amended to date.

4.1% See Exhibits 3.1 and 3.2 for provisions of the Amended and Restated Articles of

Incorporation and Amended and Restated Bylaws defining the rights of holders of Common Stock

of the Company.

4.2% Specimen Common Stock certificate. .
T 43% Sharehiolders Agreement, dated as of September 1, 1997 among The Company and the -
“ holdérs of Class A Common Stock.

4.4% Amended and Restated Shareholders Agreement, dated as of February 18, 1998 among the

Company and certain holders of its Common Stock.
10.1*  Form of Employment Agreement by and between the Company and certain of its officers.

L a
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10.2*  Employment Agreement by and between the Company and Thomas O. Cordy dated May
1, 1997.
10.3*  Promissory Note by The Anchora Company in favor of the Company dated as of May 1,
1997 in , :

the original principal amount of $120,000.
10.4* Guarantee by Thomas O. Cordy in favor of the Company dated May 1, 1997.
10.5*  Form of Independent Sales Representative Agreement by and between the Company and
certain of

its sales representatives.
10.6* Consulting Agreement by and between the Company and Robert P. Kelly dated as of
September

1, 1997.
10.7* Software License Agreement betsveen Summit V. Inc., a subsidiary of Jenkon
International, Inc.

and the Company dated February 2, 1997.

10.8* Software Service Agreement between Summit V. Inc., a subsidiary of Jenkon
International, Inc. and the Company dated February 2, 1997.
10.9R* Equipment Purchase Agreement between Summit V. Inc., a subsidiary of Jenkon

International, Inc. and the Company dated February 2, 1997.
10.10*  Agreement for 1-Plus Services between Colorado River Communications Corporation and
the Company dated February 20, 1997.+
10.11R*  Sublease Agreement between DowElanco and the Company dated February 14, 1997.
10.12*  Warehouse lease between Malon D. Mimms and the Company dated March 17, 1997.
10.13*  Warehouse lease between Malon D. Mimms and the Company dated June 23, 1997.
10.14*  Demand Secured Promissory Note dated November 26, 1997 by the Company in favor
of the lenders named on Schedule I thereto.
10.15R*  Sub-Sublease Agreement between the Company and Simons Engineering, Inc. dated
September 1, 1997.
10.16*  Demand Promissory Note dated February 28, 1998 by the Company in favor of Thomas
O. Cordy. '
10.17*  Form of Stock Purchase Warrant.
10.18  Maxxis Group, Inc. 1998 Stock Option Plan.
10.19  Lease Amendment Agreement dated June 5, 1998 among Malon D. Mimms, the Company
and

Richard Bowers & Co.
10.20 Lease Amendment Agreement dated August 14, 1998 among Malon D. Mimms, the
Company and
</TABLE>
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<TABLE>
<S> <C>
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Richard Bowers & Co.

21.1%* Subsidiaries of the Company.

23.1 Consent of Arthur Andersen LLP.

24.1 Power of Attorney (included on signature pages hereof).

27.1 Financial Data Schedule.

</TABLE>

* Incorporated by reference to the Company's Registration
Statement on Form S-1 (Registration No. 333-38623).

+ Confidential treatment has been granted for certain confidential

portions of this Exhibit pursuant to Rule 406 under the
Securities Act of 1933. In accordance with Rule 406, these
confidential portions have been omitted from this Exhibit and
filed separately with the Commission.

(B) REPORTS ON FORM 8-K
None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the Registrant has duly caused this Report on Form 10-K
to be signed on its behalf by the undersigned, thereunto duly authorized.

MAXXIS GROUP, INC.

September 28, 1998 By: /ssf THOMAS O. CORDY

Thomas O. Cordy
Chief Executive Officer

N

POWER OF ATTORNEY

KNOW BY ALL PERSONS BY THESE PRESENTS, that each person whose

-
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signature appears below constitutes and appoints jointly and severally, IVEY J.
STOKES and THOMAS O. CORDY, and each one of them, his attorneys-in-fact, each
with the power of substitution, for him in any and all capacities, to sign any

and all amendments to this Annual Report (Form 10-K) and to file the same, with
exhibits thereto and other documents in connection therewith, with the -

Securities and Exchange Commission, hereby ratifying and confirming all that

each said attoney-in-fact, or his substitute or substitutes, may do or cause

to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934,
this Report on Form 10-K has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

<TABLE>
<S> <C>
September 28, 1998 /s/ IVEY J. STOKES
Ivey J. Stokes
Chairman of the Board
September 28, 1998 /s/ THOMAS O. CORDY
Thomas O. Cordy
Chief Executive Officer, President and Director
(Principal executive officer)
September 28, 1998 /s DANIEL McDONOUGH
Daniel McDonough
Chief Financial Officer
(Principal financial and accounting officer)
September 28, 1998 /s/ JAMES W. BROWN
James W. Brown
Executive Vice President, Secretary and Director
</TABLE> '
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<TABLE>
<S> <C>
September 28, 1998 /s/ LARRY W. GATES, Il

Larry W. Gates, II
Vice President, Human Resources and Director

September 28, 1998 /s/ CHARLES P. BERNSTEIN

Charles P. Bemnstein
Director

September 28, 1998 /s/ ALVIN CURRY

Alvin Curry
Director

September 28, 1998 /s ROBERT J. GLOVER, JR.

Robert J. Glover, Jr.
Director

September 28, 1998 /s/ TERRY HARRIS

Terry Harris
Director

September 28, 1998 /s/ PHILIP E. LUNDQUIST

Philip E. Lundquist
Director

</TABLE>
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<TABLE>

<CAPTION>
Page
<S> <C>
Report of Independent Public Accountants.........ccvvevieceineeininninininee e F-2
Consolidated Balance Sheets as of June 30, 1998 and 1997........ccovvvviviviviviivieiiinieeeenenen, F-3

Consolidated Statements of Operations for the Year Ended June 30, 1998 and
F-4 i
for the Period from Inception (January 24, 1997) to June 30, 1997......c.cccovveviniriennnn.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Maxxis Group, Inc. and Subsidiaries:
- 2 R

We have audited the accompanying consolidated balance sheets of MAXXIS GROUP,
INC. (a Georgia corporation) AND SUBSIDIARIES as of June 30, 1998 and 1997 and
the related consolidated statements of operations, shareholders' equity, and

cash flows for the year ended June 30, 1998 and for the period from inception

-




I

(January 24, 1997) to June 30, 1997. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in

all material respects, the financial position of Maxxis Group, Inc. and
subsidiaries as of June 30, 1998 and 1997 and the results of their operations
and their cash flows for the year ended June 30, 1998 and for the period from

inception (January 24, 1997) to June 30, 1997 in conformity with generally
accepted accounting principles.

/S/ ARTHUR ANDERSEN LLP
Atlanta, Georgia
September 4, 1998
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MAXXIS GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

JUNE 30, 1998 AND 1997

<TABLE>
<CAPTION>

ASSETS




1998 1997

<S> <C> <C>

CURRENT ASSETS: .
Cash $ 372,000 S 35,000
Short-term investment 10,000 10,000
Communications receivables, net of allowance for doubtful accounts of $40,000 and

$0, respectively 316,000 25,000

Inventories, net 218,000 185,000
Prepaid expenses 43,000 12,000
Other current assets 0 23,000

959,000 250,000

PROPERTY AND EQUIPMENT, NET 169,000 92,000

ORGANIZATIONAL COSTS, NET ‘ 0 76,000

CAPITALIZED SOFTWARE DEVELOPMENT COSTS, NET

126,000 118,000

OTHER ASSETS 9,000 20,000

$1,263,000 S 596,000

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:

Accounts payable $ 211,000 S 158,000
Commissions payable 101,000 42,000
Accrued compensation 154,000 0
Provision for sales returns 45,000 0
Sales taxes payable 130,000 0
Accrued expenses 83,000 103,000
Deferred revenue 55,000 0

COMMITMENTS AND CONTINGENCIES (NOTE 7)

Ve

™~ SHAREHOLDERS EQUITY: - -
“ Stock subscription deposits 0 360,000
Preferred stock, no par value; 10,000,000 shares authorized; 100,000 shares
designated as Series A; 36,359 and O Series A shares issued and outstanding,
respectively 200,000

0

-t




Common stdck, no par value; 20,000,000 shares authorized, 1,571,187 and 1,299,992

(120,000)

shares issued and outstanding, respectively 574,000
Shareholder note receivable (120,000)
Accumulated deficit (170,000)

Total shareholders' equity 484,000

$ 1,263,000 $ 596,000

</TABLE>
The accompanying notes are an integral part of these consolidated balance
sheets. :
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MAXXIS GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE YEAR ENDED JUNE 30, 1998 AND

FOR THE PERIOD FROM INCEPTION (JANUARY 24, 1997) TO JUNE 30, 1997

<TABLE>
<CAPTION>

1998 1997
<S> <C> <C>
NET REVENUES:

Communications services
Nutritional products
Marketing services -

$5,293,000 §$ 2,322,000
526,000 0
1,172,000 369,000

0N
-

AT M

Total net revenues

6,991,000 2,691,000

COST OF SERVICES:
Communications services

761,000

-

1,351,000




.

Nutritional products 294,000 0

Marketing scrvices 431,000 255,000
Total cost of services 2,076,000 1,016,000
GROSS MARGIN 4,915,000 1,675,000
OPERATING EXPENSES:
Selling and marketing 2,665,000 1,089,000
General and administrative 2,344,000 660,000

Total operating expenses 5,009,000 1,749,000

INTEREST EXPENSE 2,000 0
LOSS BEFORE INCOME TAX BENEFIT (96,000)  (74,000)
INCOME TAX BENEFIT 0 0
NET LOSS § (96,000) § (74,000)

BASIC AND DILUTED LOSS PER SHARE S (0.06) S (0.05)

WEIGHTED AVERAGE NUMBER OF SHARES AND
SHARE EQUIVALENTS OUTSTANDING 1,571,187 1,571,187

</TABLE>

The accompanying notes are an integral part of these consolidated statements.
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MAXXIS GROUP, INC. AND SUBSIDIARIES

- Vel
A

* CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

FOR THE YEAR ENDED JUNE 30, 1998 AND FOR




AR

THE PERIOD FROM INCEPTION (JANUARY 24, 1997) TO JUNE 30, 1997

<TABLE>
<CAPTION> -

PREFERRED STOCK COMMON STOCK STOCK
SHAREHOLDER

- --- SUBSCRIPTION  NOTE
ACCUMULATED

SHARES AMOUNT SHARES AMOUNT DEPOSITS

RECEIVABLE DEFICIT TOTAL

<S> <C> <C> <C>. <C> <C> <C> <C>

<C>

BALANCE, JANUARY 24, 1997 (INCEPTION) 0 § 0% 0% 0 S o0 3
0 S 0SS 0

Issuance of common stock 0 0 1,299,992 127,000 0 (120,000)

0 7,000

Stock subscription deposits 0 0 0 0 360,000 0 0
360,000

Net loss 0 0 0 0 0 0 (74,000) (74,000)
BALANCE, JUNE 30, 1997 0 0 1,299,992 127,000 360,000 (120,000)
(74,000) 293,000 '

Issuance of preferred stock 36,359 200,000 0 0 0 0 0
200,000

Issuance of common stock 0 0 271,195 447,000 0 0 0
447,000

Stock subscription deposits 0 0 0 0 (360,000) 0 0
(360,000)

Net loss 0 0 0 0 0 0 (96,000) (96,000)
BALANCE, JUNE 30, 1998 36,359 §$ 200,000 1,571,187 $ 574,000 $ 0

$(120,000) $(170,000) $ 484,000

</TABLE>

- ”
”

The atcompanying notes are an integral part of these consolidated statements.

F-5

-




<PAGE> 37

MAXXIS GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 1998 AND FOR

THE PERIOD FROM INCEPTION (JANUARY 24, 1997) TO JUNE 30, 1997

<TABLE>
<CAPTION>
1998 1997
<S> <C> <C>
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $ (96,000) S (74,000)

Adjustments to reconcile net loss to net cash provided by operating

activities:
Depreciation and amortization 176,000 54,000
Changes in assets and liabilities:
Communications receivables (291,000)  (25,000)
Inventories (33,000) (185,000)
Prepaid expenses (31,000) * (12,000)
Other assets 34,000  (43,000)
Commissions payable 59,000 42,000
Accounts payable 53,000 158,000
Accrued compensation 154,000 0
Provision for sales returns 45,000 0
Sales taxes payable ' 130,000 0
Accrued expenses (20,000) 103,000
Deferred revenue 55,000 0
Total adjustments 331,000 92,000

187000

Capital expenditures (115,000)  (99,000)
Purchase of short-term investment . 0 (10,000)




Software development and organizational costs
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from stock subscriptions
Proceeds from issuance of common stock
Proceeds from issuance of preferred stock
Net cash provided by financing activities
NET INCREASE IN CASH
CASH, BEGINNING OF YEAR
CASH, END OF YEAR
SUPPLEMENTAL CASH FLOW DISCLOSURES:

Cash paid for interest

Cash paid for income taxes

(70,000) (241,000)

0 360,000

87,000 7,000
200,000 0

287,000 367,000

337,000 35,000

35,000 0

$ 372,000 S 35,000

©$2000 S 0

S 0 S 0

Stock i1ssued for note receivable

0 $120,000

</TABLE>

The accompanying notes are an integral part of these consolidated statements.
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MAXXIS GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCITAL STATEMENTS

JUNE 30, 1998 AND 1997

1. ORGANIZATION AND PRESENTATION | .

oY

v,




“w

DESCRIPTION OF BUSINESS AND OPERATIONS

Maxxis Group, Inc., a Georgia corporation, was incorporated on January 24,
1997 ("Inception") and is headquartered in Tucker, Georgia. Maxxis Group,
Inc.'s principal business operations are carried out through its wholly
owned subsidiaries, Maxxis 2000, Inc. and Maxxis Telecom, Inc., which
began operations in March 1997, and Maxxis Nutritional, Inc., which began
operations in December 1997. Maxxis Group, Inc., together with its wholly
owned subsidiaries (collectively referred to as the "Company"), was
founded for the purpose of providing long-distance services, private label
nutritional products, and other consumable products and services through a
multilevel marketing system of independent associates ("IAs") to
subscribers throughout the United States. The:Company currently markets
both long-distance services and value-added communications services, such
as travel cards, prepaid phone cards, 800 service, and international
telecommunications service, as well as private label nutritional products.

The Company has a limited operating history, and its operations are
subject to the risks inherent in the establishment of any new business.
Since the Company has only recently made the transition to an operating
company, the Company's ability to manage its growth and expansion will
require it to implement and continually expand its operational and
financial systems, recruit additional employees, and train and manage both
current and new employees. Growth may place a significant strain on the
Company's operational resources and systems, and failure to effectively
manage this projected growth would have a material adverse effect on the
Company's business.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

PRINCIPLES OF CONSOLIDATION

All significant intercompany balances and transactions have been
eliminated in consolidation.

REVENUE RECOGNITION

Communications services revenues consist of prepaid phone card sales to
IAs. The Company purchases prepaid phone cards from an independent
tariffed long-distance reseller (the "Reseller"). 1As purchase these

~

prepaid phone cards from the Company. Revenues from the sale of these
prepaid phone cards-are recognized when the cards are sold to IAs, net of
an estimate of sales returns for defective or unused cards. Active IAs
have the right of return for defective or unused cards for up to 30 days
after the date of purchase. IAs that terminate their relationship with the

-




.

Cbmpany also have up to one year from the date of purchase to return cards
that are unused and sealed in the original packaging, net of a restocking
fee, for a refund.
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Communications services also consist of revenues generated from the
Company's agreement with the Reseller that provides for the Company to
receive a percentage of the gross long-distance revenues generated by the
Company's customers, less billing adjustments. The Company recognizes
long-distance revenues when services are provided by the Reseller, net of
an estimate for billing adjustments. The Reseller assumes the risk of all
bad debts. Amounts due to the Company related to this agreement are
included in communications receivables in the accompanying consolidated
balance sheets.

Nutritional services revenues consist of sales of private label
nutritional products manufactured by various suppliers and are recorded as
products are shipped.

Marketing services revenues primarily consist of receipts from IAs for
application fees and purchases of distributor kits and sales aids, which
include starter kits of forms, promotional brochures, marketing materials,
and presentation materials.

DEFERRED REVENUE

Deferred revenue relates to an annual nonrefundable renewal fee assessed
to IAs after their first year with the Company that provides IAs with the
right to sell the Company's products and services. The Company recognizes
this revenue on a straight-line basis over the IAs' renewal period.

COST OF SERVICES

Communications services costs primarily include the costs of purchasing
prepaid phone cards from the Reseller.

Nutritional services costs include the costs of purchasing nutritional
products from third-party suppliers.

Marketing services costs include the costs for printing and designing of’
associate applications, starter kits, and other sales aids.

SELLING AND MARKETING EXPENSES




Selling and marketing expenses primarily consist of commissions paid to
1As based on the sponsoring of new IAs and the sale of communication
services and nutritional products.

GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses primarily consist of salary expense
for the Company's customer service personnel, office staff, and executive
personnel in addition to the cost of IAs support services and information
systems services.

CONCENTRATIONS OF CREDIT RISK

The Company's customers are primarily residential and are not concentrated
in any specific geographic region of the United States. The Company
purchases its prepaid phone card services from the Reseller. Failure of

the Reseller to provide quality services and customer support could have a
material adverse effect on the Company's results of operations. The
Conipany has an additional agreement with the Reseller to provide long-
distance services, which if terminated or canceled may significantly

impact the results of operations of the Company. While the Company

F-8
<PAGE> 40 i

believes it could contract with another long-distance reseller, the loss
of revenues or potential disruption of services to customers may have a
material effect on the Company's results of operations.

The Company's success will depend heavily on its ability to attract,
maintain, and motivate a large base of IAs who, in turn, sponsor customers
and other IAs. The Company anticipates a significant turnover among IAs,
which the Company believes is typical of direct selling. The Company has
begun establishing its network of [As; however, there can be no assurance
that the Company will be successful in establishing a viable network of
IAs.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and o
assumptions thaf affect the reported amounts of assets and liabilities and ' -
w disclosure of contingent assets and liabilities in the financial

statements and the reported amounts of revenues and expenses during the

reporting period. Actual results could differ from those estimates.




COMMUNICATIONS RECEIVABLES

A summary of changes in the allowance for doubtful accounts for the year
ended June 30, 1998 and the period from Inception to June 30, 1997 is as

follows:
<TABLE>
<CAPTION>
1998 1997
<S> <C> <C> .
Balance, beginning of period $ 0% 0O
Provisions 40,000 0
Recoveries 0 0
Write-offs .0 0
Balance, end of period $§40,000 $ O
</TABLE>
INVENTORIES
Inventories consist of the following as of June 30, 1998 and 1997:
<TABLE>
<CAPTION>
1998 1997
<S> <C> <C>
Prepaid phone cards $ 10,000 $ 25,000
Sales aids 158,000 160,000
Nutritional products 76,000 0
244,000 185,000
Less reserve (26,000) 0
Inventory, net $218,000 & 185,000 )
“  </TABLE>

Inventories are valued at the lower of purchased cost (determined on a

-




first-in, first-out basis) or market.
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\ PROPERTY AND EQUIPMENT

Property and equipment consist primarily of furniture and fixtures, office
equipment, computer equipment, and leasehold improvements which are stated
at cost and are depreciated using the straight-line method over the

estimated useful lives of three to five years.

INCOME TAXES

The Company accounts for income taxes in accordance with Statement of
Financial Accounting Standards ("SFAS") No. 109, "Accounting for Income
Taxes," which requires that deferred income taxes be provided based on
estimated future tax effects of differences between the carrying amounts

of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes calculated based on provisions of enacted tax
laws (Note 4).

ORGANIZATIONAL COSTS

The Company capitalized certain organizational costs related to start-up
activities and the legal formation of the Company. These costs were
amortized over one year, and amortization expenses were $76,000 and
$25,000 for the year ended June 30, 1998 and the period from Inception to
June 30, 1997, respectively.

CAPITALIZED SOFTWARE DEVELOPMENT COSTS

Certain software development costs pertaining to a software application
which is used intemally for processing applications and customer service
have been capitalized as incurred. Capitalization of software development
costs begins upon the establishment of technological feasibility. The
establishment of technological feasibility and the ongoing assessment of
recoverability of capitalized software development costs require
considerable judgement by management with respect to certain external
factors, including but not limited to, anticipated future revenues,
estimated economic life, and changes in software and hardware .y
technologies. Tltese softwarc development costs are amortized over an” o
“ estimated useful life.of three years, and amortization expenses were
$62,000 and $21,000 for the year ended June 30, 1998 and the period from
Inception to June 30, 1997, respectively.




OTHER ASSETS
Other assets include security deposits for lease obligations.
SHORT-TERM INVESTMENT

The short-term investment is a certificate of deposit recorded at cost,
which approximates the estimated fair value and matures in May 1999.

LOSS PER SHARE

In March 1997, the Financial Accounting Standards Board ("FASB") issued
SFAS No. 128, "Earnings Per Share," which specifies the computation,
presentation, and disclosure requirements for earnings per share ("EPS")
which the Company adopted for the year ended June 30, 1998. Basic net EPS
1s computed by dividing reported earnings available to common shareholders
by weighted average shares outstanding as computed under the requirements
of Staff Accounting
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Bulletin 83. As a result; all shares issued prior to the Company's
completion of its registration statement have been included as outstanding
since Inception (Note 6). No dilution for any potentially dilutive
securities is included in basic EPS. Diluted EPS is computed by dividing
reported earnings available to common shareholders by weighted average
shares and common equivalent shares outstanding.

All prior period EPS amounts have been restated to conform to the
provisions of SFAS No. 128.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company's financial instruments consist primarily of cash, accounts
receivable, and accounts payable. The carrying amounts of cash, accounts
receivable, and accounts payable approximate their fair values because of
the short-term maturity of such instruments.

—

S
-s

“ 3. PROPERTY AND EQUIPMENT

\ Property and equipment consisted of the following at June 30, 1998 and
1997:




<TABLE>
<CAPTION>

<S>

Computer equipment
Furniture and fixtures
Leasehold improvements
Office equipment

Less accumulated depreciation

Property and equipment, net

1998 1997

<C> <C>
$ 154,000 $ 67,000
42,000 28,000
13,000 0
5,000 4,000

214,000 99,000
(45,000)  (7,000)

$169,000 § 92,000

</TABLE>

4. INCOME TAXES

‘Significant components of the Company's deferred tax assets and
liabilities are as follows at June 30, 1998 and 1997:;

<TABLE>
<CAPTION>
1998 1997
<S> <C> <C>

Property and equipment S 2,000 $§ 0

Organizational costs 23,000
Net operating losses 35,000

0
27,000

Valuation allowance (60,000) (27,000)

Net deferred tax assets § O §

0

</TABLE>

Based on uncertainties associated with the future realization of deferred”

“ tax assets, the Company established a valuation allowance of $60,000 and
$27,000 at June 30, 1998 and 1997, respectively. At June 30, 1998 and
1997, the Company had net operating loss carryforwards of approximately
$90,000 and $70,000, respectively, which will begin expiring in the year

.,




2012 unless previously utilized.
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A reconciliation of the benefit for income taxes at the statutory federal
income tax rate to the Company's tax benefit as reported in the
accompanying statements of operations is stated below:

<TABLE>
<CAPTION>
1998 1997

<S> <C> <C>
Tax benefit computed at statutory rate  $(33,000) $(25,000)
State income taxes (4,000) (3,000)
Norideductible expenses 4,000 1,000
Change in valuation allowance 33,000 27,000
Income tax benefit S 0 § 0

</TABLE>

5. TRANSACTIONS WITH AFFILIATES

The Company had significant transactions with IS 14, Inc. ("IS 14"), which
was affiliated through common ownership during 1997. IS 14 provided
funding for certain expenses incurred by the Company, and all amounts have
been repaid as of June 30, 1997. In addition, the Company paid to IS 14,

in consideration for marketing support, a fee equivalent to a percentage

of revenues totaling $184,000 for the period from Inception to June 30,

1997 which is included in selling and marketing expense in the
accompanying consolidated statements of operations. Amounts due to IS 14
related to this fee and included in commissions payable in the
accompanying consolidated balance sheets totaled $9,000 at June 30, 1997.

s ?
- ~ P
R . s e

. 6. SHAREHOLDERS EQUITY

Effective February 17, 1998, the Company declared a 1 for 11 reverse stock
split for all classes of common stock. The Company also effected a plan of

.




reorganization pursuant to which each outstanding share of Class A common
stock and Class B common stock was converted into one share of common
stock ("Common Stock"). All share, per share, and weighted average share
information in the financial statements has been restatcd for this stock

split and reorganization.

In February 1997, the Company sold 1,227,265 shares of Common Stock to the
founders of the Company at $.006 per share. In May 1997, the Company sold
72,727 shares of Common Stock to an executive officer for S1.65 per share
and accepted as payment a $120,000 note receivable from an affiliate of

that individual due on the earlier of (i) May 1, 2002 or (ii) the closing

of an underwritten initial public offering with aggregate net proceeds of

at least $5 million. The note is guaranteed by the executive officer,

bears interest at 8.75% per year, compounded annually, and is classified

as a shareholder note receivable in the shareholders' equity section of

the consolidated balance sheets.

The Company and certain of its shareholders have entered into a

shareholders' agreement whereby the shareholders agreed to certain

restrictions on the transfer or other disposition of the shares of Common

Stock held by each holder. In the event a shareholder intends to transfer

his or her Common Stock to a nonpermitted transferee, the Company and the

remaining shareholders have a right of first refusal to purchase the ‘
transferring shareholder's Common Stock at fair market value. In addition, 5
if the Company terminates a shareholder's employment or engagement as a

sales representative or consultant for cause, the Company shall have the

right to repurchase, at fair market value, an amount of the shareholder’s

Common Stock which starts at 100% and declines 20% per year for each

completed year of service with the Company. If the right of first refusal

or
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the Company's right to purchase is exercised, these provisions could have
the effect of further concentrating the stock ownership and voting power
of the Company.

Additionally, in August 1997, the Company completed a private placement
offering for shares of Common Stock at a price of $1.65 per share.
| Potential investors were required to complete subscription agreements for R
the Common Stock and submit cash at the date of subscription. The Coémpany g
.. reserved the right to.reject a subscription and refund amounts to a
subscriber at any time prior to the acceptance of the subscription. At
June 30, 1997, the Company had received paid subscriptions for 218,181
shares of Common Stock. However, since these subscriptions had not yet

-

-




been accepted by the Company and no shares had been issued as of June 30,
1997, amounts received from subscribers are included in stock subscription
deposits in the accompanying balance sheet at June 30, 1997. Subsequent to
June 30, 1997, the Company accepted these subscriptions and additional
subscriptions for 53,014 shares of the Common Stock.

On November 26, 1997, the Company entered into a promissory note (the
"Note") agreement with various lenders for an aggregate principal amount
up to $200,000, which was secured primarily by the assets of the Company.
The Note accrued interest at 10%, payable monthly beginning on January 1,
1998, and the principal was due on demand. On March 23, 1998, the Note was
exchanged for 36,359 shares of the Company's Series A nonvoting
convertible preferred stock ("Series A Preferred Stock™ or "Series A") and
warrants (the "Warrants") to purchase 36,359 shares of the Company's
Common Stock. The Warrants are exercisable 14 months after the issuance
date and provide the right to purchase Common Stock at $5.50 per share.
The Warrants expire seven years after the date of issuance.

In February 1998, the Company amended and restated its articles of

incorporation such that the Company is authorized to issue 20,000,000 and

10,000,000 shares of no par value Common Stock and nonvoting preferred

stock (the "Preferred Stock"), respectively. 100,000 shares of the

Company's Preferred Stock have been designated as Series 'A. The Series A ;
Preferred Stock has a liquidation preference of $5.50 per share (as !
adjusted for any combinations, consolidations, stock distributions, or

stock dividends with respect to such shares) plus all declared or

accumulated but unpaid dividends. The Series A shareholders have the right

to convert each share into shares of Common Stock, pursuant to the

articles of incorporation, at any time beginning 14 months after the date

of issuance. As of June 30, 1998, all outstanding shares of the Preferred

Stock were Series A.

7. COMMITMENTS AND CONTINGENCIES
OPERATING LEASES

The Company leases certain office equipment and office space under

operating leases. Total rental expenses for the year ended June 30, 1998

and the period from Inception to June 30, 1997 were approximately $S84,000 :
and $45,000, respectively. . P
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| Minimum lease payments under noncancelable leases for the years subsequent




to June 30, 1998 are as follows:

<TABLE>

<CAPTION>
<S> <C>
1999 $123,000
2000 101,000
2001 111,000
2002 0
2003 and thereafter 0

$335,000
</TABLE>
LITIGATION

The Company is subject to various claims and legal actions which arise in

the ordinary course of business. In the opinion of management, the

ultimate resolution of such matters will not have a material adverse

effect on the Company's financial position, liquidity, or results of )
operations. )

EMPLOYMENT AGREEMENTS

The Company has entered into employment agreements with certain executive
officers (the "Employment Agreements"). Generally, the Employment
Agreements provide for a minimum weekly salary. In addition, the employee
may participate in a bonus program and shall be eligible to receive

quarterly or annual payments of a performance bonus based on the
achievement of targeted levels of performance and such other criteria as

the board of directors shall establish from time to time. The chief

executive officer's Employment Agreement provided for an additional bonus
payment on July 1, 1998. All unpaid bonuses are included in accrued
compensation in the accompanying consolidated balance sheets.

Each of the Employment Agreements has a term of one year, and the term
renews daily until either party fixes the remaining term at one year by
giving written notice. The Company can terminate each employee upon death ~
or disability (asdefined in the Employee Agreements) or with or withouit ' -
w cduse upon delivery of a notice of termination. If the employee is

terminated because of death, disability, or cause, the employee will

receive any accrued compensation through the termination date and any

accrued performance bonus, unless the employee is terminated for cause. If

s,

-




| the employee is terminated without cause, the Company shall pay the
‘ employee severance payments equal to his/her minimum base salary for each
| week during the six-month period following the termination date. If the
| employee is a director or officer of the Company or any of its affiliates,
| the employee shall tender his/her resignation to such positions effective
as of the termination date.

Under the Employment Agreements, each employee agrees to maintain the
confidentiality of the Company's trade secrets and confidential business
information. The employee also agrees for a period of one year following
the termination date if he/she is terminated or resigns for any reason not

to compete with or solicit employees or customers of the Company or any of
its affiliates within a 30-mile radius of the Company's corporate offices,
provided that if the employee is terminated without cause, the noncompete
period shall be six months.

RELATIONSHIP WITH TAS

Because IAs are classified as independent contractors and not as employees
of the Company, the Company is unable to provide them with the same level
of direction and oversight as company employees. While the Company has
policies and rules in place governing the business conduct of
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IAs and intends to review periodically the sales tactics of the IAs, it

may be difficult to enforce such policies and rules. Violation of these
policies and rules might reflect negatively on the Company and may lead to
complaints to or by various federal and state regulatory authorities.
Violation of the Company's policies and rules could subject the Company
and its long-distance provider to complaints regarding the unauthorized
switching of subscribers' long-distance carriers (also known in the

industry as "slamming"). Such complaints could have a material adverse
effect on the Company's business, financial condition, and results of
operations.

REGULATION OF NETWORK MARKETING; EFFECT OF STATE LAWS

The Company s network marketing system is subject to or affected by ’ g -
extensive government regulation, including, without limitation, federal

and state regulations governing the offer and sale of business franchises,

business opportunities, and securities. Various governmental agencies

monitor direct selling activities, and the Company could be required to

.
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MAXXIS GROUP, INC.
1998 STOCK OPTION PLAN

__ ARTICLE]
- DEFINITIONS * :

EEY
-

As used herein, the following terms have the following meanings:

"Board" shall mean the Board of Directors of fhe Company.

~
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"Change in Control" shall mean the occurrence of either of the following
events:

(i) A change in the composition of the Board as a result of which fewer
than one-half of the incumbent directors are directors who either:

(A) Had been directors of the Company 24 months prior to such change;
or

(B) Were elected, or nominated for election, to the Board with the
affirmative votes of at least a majority of the directors who had
been directors of the Company 24 months prior to such change and
who were still in office at the time of the election or
nomination; or

(i1) Any "person" (as such term is used in sections 13(d) and 14(d) of the
Exchange Act), other than any person who is a shareholder of the
Company on or before the Effective Date, by the acquisition or
aggregation of securities is or becomes the beneficial owner, directly
or indirectly, of securities of the Company representing 50 percent or
more of the combined voting power of the Company's then outstanding
securities ordinarily (and apart from rights accruing under special
circumstances) having the right to vote at elections of directors (the
"Base Capital Stock"); except that any change in the relative
beneficial ownership of the Company's securities by any person
resulting solely from a reduction in the aggregate number of
outstanding shares of Base Capital Stock, and any decrease thereafter
in such person's ownership of securities, shall be disregarded until
such person increases in any manner, directly or indirectly, such
person's beneficial ownership of any securities of the Company.

"Code" shall mean the United States Internal Revenue Code of 1986, as
amended and including effective date and transition rules (whether or not
codified). Any reference herein to a specific section of the Code shall be
deemed to include a reference to any corresponding provision of future law.

"Commission" shall mean the Securities and Exchange Commission.

"Commiittee" shall mean a committee of at least two Directors appointed from
time to time by the Board, having the duties and authority set forth herein in
addition to any other

-
r

.
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authority granted by the Board. In selecting the Committee, the Board shall

consider (i) the benefits under Section 162(m) of the Code of having a Committee
composed of "outside directors" (as that term is defined in the Code) for

certain grants of Options to highly compensated executives, and (ii) the

benefits under Rule 16b-3 under the Exchange Act of having a Committee composed
of either the entire Board or a Committee of at least two Directors who are
Non-Employee Directors for Options granted to or held by any Section 16 Insider.
At any time that the Board shall not have appointed a committee as described

above, any reference herein to the Committee shall mean the Board.

"Company" shall mean Maxxis Group, Inc., a Georgia corporation.

"Disabled Optionee" shall mean an Optionee who suffers a Permanent and
Total Disability.

"Director" shall mean a member of the Board and any person who is an
advisory or honorary director of the Company if such person is considered a
director for the purposes of Section 16, as determined by reference to such
Section 16.

"Effective Date" shall mean September 16, 1998.

"Exchange Act" shall mean the Securities Exchange Act of 1934, as amended.
Any reference herein to a specific section of the Exchange Act shall be deemed
to include a reference to any corresponding provision of future law.

"Exercise Price" shall mean the price at which an Optionee may purchase a
share of Stock under a Stock Option Agreement.

"Fair Market Value" on any date shall mean: (i) the closing sales price of
the Stock, regular way, on such date on the national securities exchange having
the greatest volume of trading in the Stock during the 30-day period preceding
the day the value is to be determined or, if such exchange was not open for
trading on such date, the next preceding date on which it was open; (ii) if the
Stock is not traded on any national securities exchange, the average of the
closing high bid and low asked prices of the Stock on the over-the-counter
market on the day such value is to be determined, or in the absence of closing
bids on such day, the closing bids on the next preceding day on which there
were bids; or (iii) if the Stock also is not traded on the over-the-counter
market, the fair market value as determined in good faith by the Board or the
Committee based on such relevant facts as may be available to the Board or the
Committee, which may include opinions of independent experts, the price 4t
which recent sales have.been made, the book value of the Stock, and the
Company's current and projected future earnings.

“Incentive Stock Option" shall mean an optioﬁ to purchase any stock of the

-
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Company, which complies with and is subject to the terms, limitations and
conditions of Section 422 of the Code and any regulations promulgated with
respect thereto.

"Non-Employee Director” shall have the meaning set forth in Rule 16b-3
under the Exchange Act, as the same may be in effect from time to time, or in
any successor rule thereto,
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and shall be determined for all purposes under the Plan according to
interpretative or "no-action" positions with respect thereto issued by the
Commission.

"Officer" shall mean a person who constitutes an officer of the Company
for the purposes of Section 16.

"Option" shall mean an option, whether or not an Incentive Stock Option,
to purchase Stock granted pursuant to the provisions of Article VI hereof.

"Optionee" shall mean a person to whom an Option has been granted
hereunder.

"Permanent and Total Disability" shall have the same meaning as given to
that term by Code Section 22(e)(3) and any regulations or rulings promulgated
thereunder.

"Plan" shall mean the Maxxis Group, Inc. 1998 Stock Option Plan, the terms
of which are set forth herein.

"Purchasable" shall refer to Stock which may be purchased by an Optionee
under the terms of this Plan on or after a certain date specified in the
applicable Stock Option Agreement.

"Qualified Domestic Relations Order” shall have the meaning set forth i n
the Code or in the Employee Retirement Income Security Act of 1974, or the
rules‘and regulations promulgated under the Code or such Act.

"Section 16" shall mean Section 16 of the Exchange Act and the rules,
regulations, judicial decisions, and interpretative or ""no-action" positions

-
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with respect thereto of the Commission, as the same may be in effect or set
forth from time to time.

"Section 16 Insider" shall mean any person who is subject to the
provisions of Section 16.

"Stock" shall mean the Common Stock, no par value, of the Company or, in
the event that the outstanding shares of Stock are hereafter changed into or
exchanged for shares of a different stock or securities of the Company or some
other entity, such other stock or securities.

"Stock Option Agreement" shall mean an agreement between the Company and
an Optionee under which the Optionee may purchase Stock hereunder, a sample
form of which is attached hereto as Exhibit A (which form may be varied by the
Committee in granting an Option).

ARTICLEII
THE PLAN

2.1 Name. This Plan shall be known as the "Maxxis Group, Inc. 1998 Stock
Option Plan."

(0%
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2.2 Purpose. The purpose of the Plan is to advance the interests of the
Company, its subsidiaries and its shareholders by affording certain employees
and Directors of the Company and its subsidiaries, as well as key consultants
and advisors to the Company or any subsidiary, an opportunity to acquire or
increase their proprietary interests in the Company. The objective of the
issuance of the Options is to promote the growth and profitability of the
Company and its subsidiaries by providing Optionees with an additional
incentive to achieve the Company's objectives and to continue their association
with or service to the Company.

2.3 Shareholder Approval. The Plan shall become effective on September 16,
1998; provided, however, that if the shareholders of the Company have not ,
approved the Plan 6n or prior to the first anniversary of such effective date,”
then all options granted.under the Plan shall be non-Incentive Stock Options.

If, at the time of any amendment to the Plan, shareholder approval is required
by the Code for Incentive Stock Options and such shareholder approval has not
been obtained (or is not obtained within 12 months thereof), any Incentive

-




Stock Options issued under the Plan shall automatically become options which do
not qualify as Incentive Stock Options.

ARTICLE III
PARTICIPANTS

The class of persons eligible to participate in the Plan shall consist of
all persons whose participation in the Plan the Committee determines to be in
the best interests of the Company which shall include, but not be limited to,
all Directors and employees, including but not limited to executive personnel,
of the Company or any subsidiary, as well as key consultants and advisors to
the Company or any subsidiary.

ARTICLE IV
ADMINISTRATION

4.1 Duties and Powers of the Committee. The Plan shall be administered by
the Committee. The Committee shall select one of its members as its chairman
and shall hold its meetings at such times and places as it may determine. The
Cominittee shall keep minutes of its meetings and shall make such rules and
regulations for the conduct of its business as it may deem necessary. The
Committee shall have the power to act by unanimous written consent in lieu of a
meeting and to meet by telephone. In administering the Plan, the Committee's
actions and determinations shall be binding on all interested parties. The
Committee shall have the power to grant Options in accordance with the
provisions of the Plan. Subject to the provisions of the Plan, the Committee
shall have the discretion and authority to determine those individuals to whom
Options will be granted, the number of shares of Stock subject to each Option,
such other matters as are specified herein, and any other terims and conditions
of a Stock Option Agreement. To the extent not inconsistent with the provisions
of the Plan, the Committee may give an Optionee an election to-surrender an
Option in exchange for the grant of a new Option and shall have the
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authority to amend or modify an outstanding Stock Option Agreement, or tq waive s
any provision theresf, provided that the Optionee consents to such action. ' -
“w M )
4.2 Interpretation; Rules. Subject to the express provisions of the Plan,
the Committee also shall have complete authority to interpret the Plan, to
prescribe, amend, and rescind rules and regulations relating to it, to
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determine the details and provisions of each Stock Option Agreement, and to
make all other determinations necessary or advisable for the administration of
the Plan, including, without limitation, the amending or altering of the Plan
and any Options granted hereunder as may be required to comply with or to
conform to any federal, state, or local laws or regulations.

4.3 No Liability. Neither any member of the Board nor any member of the
Committee shall be liable to any person for any act or determination made in
good faith with respect to the Plan or any Option granted hereunder.

4.4 Majority Rule. A majority of the members of the Committee shall
constitute a quorum, and any action taken by a majority at a meeting at which a
quorum is present, or any action taken without a meeting evidenced by a writing
executed by all the members of the Commiittee, shall constitute the action of
the Committee.

4.5 Company Assistance. The Company shall supply complete and timely
information to the Committee on all matters relating to eligible persons, their
employment, death, retirement, disability, or other termination of employment,
and such other pertinent facts as the Committee may require. The Company shall
furnish the Committee with such clerical and other assistance as is necessary
in the performance of its duties.

ARTICLEV
SHARES OF STOCK SUBJECT TO PLAN

5.1 Limitations. Subject to adjustment pursuant to the provisions of
Section 5.2 hereof, the maximum number of shares of Stock that may be issued
hereunder shall be 300,000, and not more than 300,000 shares of Stock may be
made subject to Options to any individual, in the aggregate, in any one fiscal
year of the Company, such limitation to be applied in 2 manner consistent with
the requirements of, and only to the extent required for compliance with, the
exclusion from the limitation on deductibility of compensation under Section
162(m) of the Code. Any or all shares of Stock subject to the Plan may be
issued in any combination of Incentive Stock Options or non-Incentive Stock
Options, and the amount of Stock subject to the Plan may be increased from time
to time in accordance with Article VIII, provided that the total number of
shares of Stock issuable pursuant to Incentive Stock Options may not be
increased to more than 300,000 without shareholder approval. Shares subject to
an Option may be either authorized and unissued shares or shares issued and
later acquired by the Company. The shares covered by any unexercised portion of
an Option that has terminated for any reason (except as set forth in the
following paragraph), or any forfeited portion of an Option, and shares tendered
for cashless exercise and withheld for taxes may again be optioned under the
Plan, and such shares shall not

*s
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be considered as having been optioned in computing the number of shares of Stock
remaining available for option hereunder.

If Options are issued in respect of options to acquire stock of any entity
acquired, by merger or otherwise, by the Company (or any subsidiary of the
Company), to the extent that such issuance shall not be inconsistent with the
terms, limitations and conditions of Code Section 422 or Rule 16b-3 under the
Exchange Act, the aggregate number of shares of Stock for which Options may be
granted hereunder shall automatically be increased by the number of shares
subject to the Options so issued; provided, however, that the aggregate number
of shares of Stock for which Options may be granted hereunder shall
automatically be decreased by the number of shares covered by any unexercised
portion of an Option so issued that has terminated for any reason, and the
shares subject to any such unexercised portion may not be optioned to any other
person.

5.2 Antidilution.

(a) If (i) the outstanding shares of Stock are changed into or exchanged “
for a different number or kind of shares or other securities of the Company by
reason of merger, consolidation, reorganization, recapitalization,
reclassification, combination or exchange of shares, or stock split or stock
dividend, (ii) any spin-off, spin-out or other distribution of assets
materially affects the price of the Company's stock, or (iii) there is any
assumption and conversion to the Plan by the Company of an acquired company's
outstanding option grants, then:

(A) the Committee, in its sole and absolute discretion, may adjust
proportionately the aggregate number and kind of shares of Stock
for which Options may be granted hereunder; and

(B) the Committee, in its sole and absolute discretion, may adjust
proportionately the rights of Optionees (concerning the number of
shares subject to Options and the Exercise Price) under
outstanding Options.

(b) In the eventof an anticipated Change in Control, or if the Company” ' -
. shall be a party to any reorganization, involving merger, consolidation, or

acquisition of the stock or substantially all the assets of the Company, the

Board or the Committee, in its discretion, may: :
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(i) notwithstanding other provisions hereof, declare that all Options
granted under the Plan shall become exercisable immediately
notwithstanding the provisions of the respective Stock Option
Agreements regarding exercisability and that all such Options
shall terminate 90 days after the Committee gives written notice
of the immediate right to exercise all such Options and of the
decision to terminate all Options not exercised within such
90-day period; and/or

(i1) notify all Optionees that all Options granted under the Plan
shall be assumed by the successor corporation or substituted on
an equitable basis with options issued by such successor
corporation.
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(¢) If the Company is to be liquidated or dissolved in connection with a
reorganization described in Section 5.2(b), the provisions of such Section shall
apply. In all other instances, the adoption of a plan of dissolution or
liquidation of the Company shall, notwithstanding other provisions hereof, cause
every Option outstanding under the Plan to terminate to the extent not exercised
prior to the adoption of the plan of dissolution or liquidation by the
shareholders, provided that; notwithstanding other provisions hereof, the
Committee may declare all Options granted under the Plan to be exercisable at
any time on or before the fifth business day following such adoption

- notwithstanding the provisions of the respective Stock Option Agreements

regarding exercisability.

(d) The adjustments described in paragraphs (a) through (c) of this
Section 5.2, and the manner of their application, shall be determined solely by
the Board or the Committee, and any such adjustment may provide for the
elimination of fractional share interests; provided, however, that any
adjustment made by the Board or the Committee shall be made in a manner that
will not cause an Incentive Stock Option to be other than an Incentive Stock
Option under applicable statutory and regulatory provisions. The adjustments
required under this Article V shall apply to any successors of the Company and
shall be made regardless of the number or type of successive events requiring
such adjustments.

LY

) ARTICLE VI
OPTIONS

6.1 Types of Options Granted. The Committee may, under this Plan, grant
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either Incentive Stock Options or Options which do not qualify as Incentive
Stock Options. Within the limitations provided in this Plan, both types of
Options may be granted to the same person at the same time, or at different
times, under different terms and conditions, as long as the terms and conditions
of each Option are consistent with the provisions of the Plan. Without
limitation of the foregoing, Options may be granted or may vest and become
exercisable subject to conditions based on the financial performance of the
Company or any other factor the Committee deems relevant.

6.2 Option Grant and Agreement. Each Option granted hereunder shall be
evidenced by minutes of a meeting or the written consent of the Committee and by
a written Stock Option Agreement executed by the Company and the Optionee. The
terms of the Option, including the Option's duration, time or times of exercise,
exercise price and whether the Option is intended to be an Incentive Stock
Option, shall be stated in the Stock Option Agreement. No Incentive Stock Option
may be granted more than ten years after the earlier to occur of the Effective
Date or the date the Plan is approved by the Company's shareholders. Separate
Stock Option Agreements may be used for Options intended to be Incentive Stock
Options and those not so intended, but any failure to use such separate
agreements shall not invalidate, or otherwise adversely affect the Optionee's
interest in, the Options evidenced thereby.
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The grant of an Option pursuant to this Plan shall not affect in any way
the right or power of the Company to make adjustments, reclassifications,
reorganizations or changes of its capital or business structure, or to merge or
consolidate, or to dissolve, liquidate, sell or transfer all of any part of its
business or assets.

6.3 Optionee Limitation. The Committee shall not grant an Incentive Stock
Option to any person who, at the time the Incentive Stock Option is granted:

(a) is not an employee of the Company or any of its subsidiaries; or

(b) owns or is considered to own stock possessing at least 10% of the
total combined voting power of all classes of stock of the Company or any 6f its
parerit or subsidiary corporations; provided, however, that this limitation shall
not apply if at the time an Incentive Stock Option is granted the Exercise Price
is at least 110% of the Fair Market Value of the Stock subject to such Option
and such Option by its terms would not be exercisable after five years from the

-
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date on which the Option is granted.

6.4 $100,000 Limitation. Except as provided below, the Committee shall not
grant an Incentive Stock Option to, or modify the exercise provisions of
outstanding Incentive Stock Options held by, any person who, at the time the
Incentive Stock Option is granted (or modified), would thereby receive or hold
any Incentive Stock Options of the Company and any parent or subsidiary of the
Company, such that the aggregate Fair Market Value (determined as of the
respective dates of grant or modification of each option) of the stock with
respect to which such Incentive Stock Options are exercisable for the first time
during any calendar year is in excess of $100,000 (or such other limit as may be
prescribed by the Code from time to time); provided that the foregoing
restriction on modification of outstanding Incentive Stock Options shall not
preclude the Committee from modifying an outstanding Incentive Stock Option if,
as a result of such modification and with the consent of the Optionee, such
Option no longer constitutes an Incentive Stock Option; and provided that, if
the $100,000 limitation (or such other limitation prescribed by the Code)
described in this Section 6.4 is exceeded, the Incentive Stock Option, the
granting or modification of which resulted in the exceeding of such limit, shall
be treated as an Incentive Stock Option up to the limitation and the excess
shall be treated as an Option not qualifying as an Incentive Stock Option.

6.5 Exercise Price. The Exercise Price of the Stock subject to each Option
shall be determined by the Commiittee. Subject to the provisions of Section
6.3(b) hereof, the Exercise Price of an Incentive Stock Option shall not be less
than the Fair Market Value of the Stock as of the date the Option is granted (or
in the case of an Incentive Stock Option that is subsequently modified, on the
date of such modification).

6.6 Exercise Period. The period for the exercise of each Option granted
hereunder shall be determined by the Committee, but the Stock Option Agreement
with respect to each Option intended to be an Incentive Stock Option shall
provide that such Option shall not be exercisable after the expiration of ten
years from the date of grant (or modification) of the Option. In addition, no
Incentive Stock Option granted under the Plan shall be exercisable prior to
shareholder approval of the Plan.

<PAGE> 12

- P

6.7 Option Exercise.

(a) Unless otherwise provided in the Stock Option Agreement or Section 6.6
hereof, an Option may be exercised at any time or from time to time during the




term of the Option as to any or all shares which have become Purchasable under
the provisions of the Option, but not at any time as to less than 100 shares
unless the remaining shares that have become so Purchasable are less than 100
shares. The Committee shall have the authority to prescribe in any Stock Option
Agreement that the Option may be exercised only in accordance with a vesting
schedule during the term of the Option.

(b) An Option shall be exercised by (i) delivery to the Company at its
principal office a written notice of exercise with respect to a specified number
of shares of Stock and (ii) payment to the Company at that office of the full
amount of the Exercise Price for such number of shares in accordance with
Section 6.7(c). If requested by an Optionee, an Option may be exercised with the
involvement of a stockbroker in accordance with the federal margin rules set
forth in Regulation T (in which case the certificates representing the
underlying shares will be delivered by the Company directly to the stockbroker).

(¢) The Exercise Price is to be paid in full in cash upon the exercise of
the Option and the Company shall not be required to deliver certificates for the
shares purchased until such payment has been made; provided, however, that in
lieu of cash, all or any portion of the Exercise Price may be paid (i) by
tendering to the Company shares of Stock duly endorsed for transfer and owned by
the Optionee or (ii) by authorization to the Company to withhold shares of Stock
‘otherwise issuable upon exercise of the Option, in each case to be credited
against the Exercise Price at the Fair Market Value of such shares on the date
of exercise (however, no fractional shares may be so transferred, and the
Company shall not be obligated to make any cash payments in considerzation of any
excess of the aggregate Fair Market Value of shares transferred over the
aggregate Exercise Price); provided further, that the Board may provide in a
Stock Option Agreement (or may otherwise determine in its sole discretion at the
time of exercise) that, in lieu of cash or shares, all or a portion of the -
Exercise Price may be paid by the Optionee's execution of a recourse note equal
to the Exercise Price or relevant portion thereof, subject to compliance with
applicable state and federal laws, rules and regulations.

(d) In addition to and at the time of payment of the Exercise Price, the
Optionee shall pay to the Company in cash the full amount of any federal, state,
and local income, employment, or other withholding taxes applicable to the
taxable income of such Optionee resulting from such exercise. However, in the
discretion of the Committee any Stock Option Agreement may provide that all or
any portion of such tax obligations, together with additional taxes not
exceeding the actual additional taxes to be owed by the Optionee as a result of
such exercise, may; upon the irrevocable election of the Optionee, be paid {i)
by tehdering to the Company whole shares of Stock duly endorsed for transfer and
owned by the Optionee or (ii) by authorization to the Company to withhold shares
of Stock otherwise issuable upon exercise of the Option, in either case in that
number of shares having a Fair Market Value on the date of exercise equal to the

-
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amount of such taxes thereby being paid, and subject to such restrictions as to
the approval and timing of any such election as the Committee may from time to
time determine to be necessary or
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appropriate to satisfy the conditions of the exemption set forth in Rule 16b-3
under the Exchange Act, if such rule is applicable.

(e) The holder of an Option shall not-have any of the rights of a
shareholder with respect to the shares of Stock subject to the Option until such
shares have been issued and transferred to the Optionee upon the exercise of the
Option.

6.8 Nontransferability of Option. No Option shall be transferable by an
Optionee other than by will or the laws of descent and distribution or, in the
case of non-Incentive Stock Options, pursuant to a Qualified Domestic Relations
Order, and no Option shall be transferable by an Optionee who is a Section 16
Insider prior to shareholder approval of the Plan. During the lifetime of an
Optionee, Options shall-be exercisable only by such Optionee (or by such
Optionee's guardian or legal representative, should one be appointed).

6.9 Termination of Employment or Service. The Committee shall have the
power to specify, with respect to the Options granted to a particular Optionee,
the effect upon such Optionee's right to exercise an Option on termination of
such Optionee's employment or service under various circumstances, which effect
may include immediate or deferred termination of such Optionee's rights under
an Option, or acceleration of the date at which an Option may be exercised in
full; provided, however, that in no event may an Incentive Stock Option be
exercised after the expiration of ten years from the date of grant thereof.

6.10 Employment Rights. Nothing in the Plan or in any Stock Option
Agreement shall confer on any person any right to continue in the employ of the
Company or any of its subsidiaries, or shall interfere in any way with the
right of the Company or any of its subsidiaries to terminate such person's
employment at any time.

6.11 Certain Successor Options. To the extent not inconsistent with the
terms, limitations and conditions of Code Section 422 and any regulations ~
promiulgated with respect thereto, an Option issued in respect of an option held
by an employee to acquire stock of any entity acquired, by merger or otherwise,
by the Company (or any subsidiary of the Company) may contain terms that differ
from those stated in this Article VI, but solely to the extent necessary to

~.
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preserve for any such employee the rights and benefits contained in such
predecessor option, or to satisfy the requirements of Code Section 424(a).

6.12 Effect of Change in Control. The Committee may determine, at the
time of granting an Option or thereafter, that such Option shall become
exercisable on an accelerated basis in the event that a Change in Control
occurs with respect to the Company (and the Committee shall have the discretion
to modify the definition of a Change in Control in a particular Stock Option
Agreement). If the Committee finds that there is a reasonable possibility
that, within the succeeding six months, a Change in Control will occur with
respect to the Company, then the Committee may determine that all outstanding
Options shall be exercisable on an accelerated basis.

10
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ARTICLE VII
STOCK CERTIFICATES

The Company shall not be required to issue or deliver any certificate for
shares of Stock purchased upon the exercise of any Option granted hereunder or
any portion thereof prior to fulfillment of all of the following conditions:

(a) The admission of such shares to listing on all stock exchanges on
which the Stock is then listed;

(b) The completion of any registration or other qualification of such
shares which the Committee shall deem necessary or advisable under any federal
or state law or under the rulings or regulations of the Commission or any other
governmental regulatory body;

(c) The obtaining of any approval or other clearance from any federal or
state governmental agency or body which the Committee shall determine to be
necessary or advisable; and

(d) The lapse of such reasonable period of time following the exercise of
the Option as the Board from time to time may establish for reasons of
administrative convenience.

-
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Stock certificates issued and delivered to Optionees shall bear such
restrictive legends as the Company shall deem necessary or advisable pursuant
to applicable federal and state securities laws.
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ARTICLE VIII
TERMINATION AND AMENDMENT

8.1 Termination and Amendment. The Board may at any time terminate the
Plan, and may at any time and from time to time and in any respect amend the
Plan; provided, however, that the Board (unless its actions are approved or
ratified by the shareholders of the Company within twelve months of the date
that the Board amends the Plan) may not amend the Plan to:

(a) Increase the total number of shares of Stock issuable pursuant to
Incentive Stock Options, except as contemplated in Sections 5.1 and 5.2;

(b) Change the class of employees eligible to receive Incentive Stock
Options that may participate in the Plan; or

(c) Otherwise materially increase the benefits accruing to recipients of
Incentive Stock Options under the Plan.

11
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8.2 Effect on Optionee's Rights. No termination, amendment, or
modification of the Plan shall affect adversely an Optionee's rights under a
Stock Option Agreement without the consent of the Optionee or his legal
representative.

ARTICLE IX '
RELATIONSHIP TO OTHER COMPENSATION PLAN

The adoption of the Plan shall not affect any other stock option,
incentive, or other compensation plans in effect for the Company or any of its
subsidiaries; nor shall the adoption of the Plan preclude the Company or any of
its subsidiaries from establishing any other form of incentive or other
compensation plan for employees or Directors of the Company or any of its
subsidiaries.

_ARTICLEX
- “MISCELLANEOUS

AN

10.1 Plan Binding on Successors. The Plan shall be binding upon the
successors and assigns of the Company.

..




10.2 Singular, Plural; Gender. Whenever used herein, nouns in the
| singular shall include the plural, and the masculine pronoun shall include the
% feminine gender.

10.3 Headings, etc., No Part of Plan. Headings of Articles and Sections
hereof are inserted for convenience and reference; they do not constitute part
of the Plan.

10.4 Interpretation. With respect to Section 16 Insiders, transactions
under this Plan are intended to comply with all applicable conditions of Rule
16b-3 or its successors under the Exchange Act. To the extent any provision of
the Plan or action by the Plan administrators fails to so comply, it shall be
deemed void to the extent permitted by law and deemed advisable by the Plan
administrators,

: 12
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IN WITNESS WHEREOF, the Company has caused this Plan to be executed as of
the date set forth above.

MAXXIS GROUP, INC.

By: /s/ Thomas O. Cordy

Name: Thomas O. Cordy
Title: Chief Executive Officer

-~ ATTEST: - : : A

“w

/s/ James W. Brown




Name: James W. Brown
Title: Secretary

[ CORPORATE SEAL ]

13
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EXHIBIT ATO
MAXXIS GROUP, INC.
1998 STOCK OPTION PLAN

MAXXIS GROUP, INC.
FORM OF STOCK OPTION AGREEMENT

THIS STOCK OPTION AGREEMENT (this "Agreement"), entered into as of this
___dayof , , by and between Maxxis Group, Inc., a Geor°1a
corporation (the "Company"), and _____ (the "Optionee").

WHEREAS, effective as of September 16, 1998, the Board of Directors of the
Company adopted a stock option plan known as the "Maxxis Group, Inc. 1998 Stock
Option Plan" (the "Plan"), and recommended that the Plan be approved by the
Company's shareholders; and

WHEREAS, on October 1, 1998, the shareholders adopted the Plan; and

WHEREAS, the Committee has granted the Optionee a stock option to purchase
the number of shares of the Company's common stock as set forth below; and

WHEREAS, the Company and the Optionee desire to enter into a writtén e
“ agreément with respect to such option in accordance with the Plan.

NOW, THEREFORE, as an employment incentive and to encourage stock
ownership, and also in consideration of the mutual covenants contained herein,




AN

the parties hereto agree as follows.

1. Incorporation of Plan. This option is granted pursuant to the
provisions of the Plan, and the terms and definitions of the Plan are
incorporated herein by reference and made a part hereof. A copy of the Plan
has been delivered to, and receipt is hereby acknowledged by, the Optionee.
Capitalized terms not otherwise defined herein shall have the meanings ascribed
to them in the Plan.

2. Grant of Option. Subject to the terms, restrictions, limitations and
conditions stated herein, the Company hereby evidences its grant to the
Optionee, not in lieu of salary or other compensation, of the right and option
(the "Option") to purchase all or any part of the number of shares of the
Company's Common Stock, no par value (the "Stock™), set forth on Schedule A
attached hereto and incorporated herein by reference. The Option shall be
exercisable in the amounts and at the time specified on Schedule A. The Option
shall expire and shall not be exercisable on the date specified on Schedule A or
on such earlier date as
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determined pursuant to Section 8, 9, or 10 hereof. Schedule A states whether the
Option is intended to be an Incentive Stock Option.

3. Purchase Price. The price per share to be paid by the Optionee for the
shares subject to this Option (the "Exercise Price") shall be as specified on
Schedule A, which price shall be an amount not less than the Fair Market Value
of a share of Stock as of the Date of Grant (as defined in Section 11 below) if
the Option is an Incentive Stock Option.

4. Exercise Terms. The Optionee must exercise the Option for at least the
lesser of 100 shares or the number of shares of Purchasable Stock as to which
the Option remains unexercised. In the event this Option is not exercised with
respect to all or any part of the shares subject to this Option prior to its
expiration, the shares with respect to which this Option was not exercised
shall no longer be subject to this Option.

5. Option Non-Transferable. No Option shall be transferable by an
Optionee other than by will or the laws of descent and distribution or, in the
case of non-Incentive Stock Options, pursuant to a Qualified Domestic Refations
Order, and no Option shall be transferable by an Optionee who is a Section 16
Insider prior to shareholder approval of the Plan. During the lifetime of an
Optionee, Options shall be exercisable only by such Optionee (or by such
Optionee's guardian or legal representative, should one be appointed).



S

6. Notice of Exercise of Option. This Option may be exercised by the
Optionee, or by the Optionee's administrators, executors or personal
representatives, by a written notice (in substantially the form of the Notice
of Exercise attached hereto as Schedule B) signed by the Optionee, or by such
administrators, executors or personal representatives, and delivered or mailed
to the Company as specified in Section 14 hereof to the attention of the
President or such other officer as the Company may designate. Any such notice
shall (a) specify the number of shares of Stock which the Optionee or the
Optionee's administrators, executors or personal representatives, as the case
may be, then elects to purchase hereunder, (b) contain such information as may
be reasonably required pursuant to Section 12 hereof, and (c) be accompanied by
(1) a certified or cashier's check payable to the Company in payment of the
total Exercise Price applicable to such shares as provided herein, or (ii)
shares of Stock owned by the Optionee and duly endorsed or accompanied by stock
transfer powers or authorization to the Company to withhold shares of Stock
otherwise issuable upon exercise of the Option, in each case having a Fair
Market Value equal to the total Exercise Price applicable to such shares
purchased hereunder, or (iii) a certified or cashier's check accompanied by the
number of shares of Stock whose Fair Market Value when added to the amount of
the check equals the total Exercise Price applicable to such shares purchased
hereunder. Upon receipt of any such notice and accompanying payment, and
subject to the terms hereof, the Company agrees to issue to the Optionee or the
Optionee's administrators, executors or personal representatives, as the case
may be, stock certificates for the number of shares specified in such notice
registered in the name of the person exercising this Option.

7. Adjustment in Option. The number of shares subject to this Option, the
Exercise Price and other matters are subject to adjustment during the term of

this Option in accordance with Section 5.2 of the Plan.

2
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8. Termination of Employment. Except as otherwise specified in Schedule A

hereto, in the event of the termination of the Optionee's employment with tHe

Company or any of its subsidiaries, other than a termination that is for
disability or death, the Optionee may exercise this Option at any time within
90 days after such termination to the extent of the number of shares which were
Purchasable hereunder at the date of such termination.

-

‘o
3
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9. Disabled Optionee. In the event of termination of employment because
of the Optionee becoming a Disabled Optionee, the Optionee (or his or her
personal representative) may exercise this Option, within a period ending on
the earlier of (a) the last day of the one year period following the Optionee's
disability or (b) the expiration date of this Option, to the extent of the
number of shares which were Purchasable hereunder at the date of such
termination.

10. Death of Optionee. Except as otherwise set forth in Schedule A, in
the event of the Optionee's death while (i) employed by the Company or any of
its subsidiaries or (ii) within three months after a termination of such
employment, the appropriate persons described in Section 6 hereof or persons to
whom all or a portion of this Option is transferred in accordance with Section
5 hereof may exercise this Option at any time within a period ending on the
earlier of (a) the last day of the one year period following the Optionee's
death or (b) the expiration date of this Option. If the Optionee was an
employee of the Company at the time of death, this Option may be so exercised
to the extent of the number of shares that were Purchasable hereunder at the
date of death. If the Optionee's employment terminated prior to his or her
death, this Option may be exercised only to the extent of the number of shares
covered by this Option which were Purchasable hereunder at the date of such
termination.

11. Date of Grant. This Option was granted by the Board of Directors of
the Company on the date set forth in Schedule A (the "Date of Grant").

12. Compliance with Regulatory Matters. The Optionee acknowledges that
the issuance of capital stock of the Company is subject to limitations imposed
by federal and state law and the Optionee hereby agrees that the Company shall
not be obligated to issue any shares of Stock upon exercise of this Option that
would cause the Company to violate law or any rule, regulation, order or
consent decree of any regulatory authority (including without limitation the
Conunission) having jurisdiction over the affairs of the Company. The Optionee
agrees that he or she will provide the Company with such information as is
reasonably requested by the Company or its counsel to determine whether the
issuance of Stock complies with the provisions described by this Section 12.

13. Restriction on Disposition of Shares. The shares purchased pursuant
to the exercise of an Incentive Stock Option shall not be transferred by the
Optionee except pursuant to the Optionee's will, or the laws of descent and
distribution, until such date which is the later of two years after the grant )
of such Incentive Stock Option or one year after the transfer of the shares td'
the Optionee pursuant to the exercise of such Incentive Stock Option.

s
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14. Miscellaneous.

(a) This Agreement shall be binding upon the parties hereto and their
representatives, successors and assigns.

(b) This Agreement is executed and delivered in, and shall be governed by
the laws of, the State of Georgia.

(c) Any requests or notices to be given hereunder shall be deemed given,
and any elections or exercises to be made or accomplished shall be deemed made
or accomplished, upon actual delivery thereof to the designated recipient, or
three days after deposit thereof in the United States mail, registered, return
receipt requested and postage prepaid, addressed, if to the Optionee, at the
address set forth below and, if to the Company, to the executive offices of the
Company at 1901 Montreal Road, Suite 108, Tucker, Georgia 30084.

(d) This Agreement may not be modified except in writing executed by each

of the parties hereto.

(e) In the event that any one or more of the provisions or portion thereof
contained in this Agreement shall for any reason be held to be invalid, illegal
or unenforceable in any respect, the same shall not invalidate or otherwise
affect any other provisions of this Agreement, and this Agreement shall be
construed as if the invalid, illegal or unenforceable provision or portion
thereof had never been contained herein.

(f) Subject to the terms and conditions of the Plan, which is incorporated
herein by reference, this Agreement expresses the entire understanding and
agreement of the parties hereto. This Agreement may be executed in two or more
counterparts, each of which shall be deemed an original, but all of which shall
constitute one and the same instrument.

A

-
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IN WITNESS WHEREQF, the Board of Directors of the Company has caused this
Stock Option Agreement to be executed on behalf of the Company and the
Company's seal to be affixed hereto and attested by the Secretary or an
Assistant Secretary of the Company, and the Optionee has executed this Stock
Option Agreement under seal, all as of the day and year first above written.

MAXXIS GROUP, INC. OPTIONEE
By:

Name: Name:

Title; Address:
ATTEST:

[SEAL]
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_ SCHEDULE A

3y

STOCK OPTION AGREEMENT

BETWEEN
MAXXIS GROUP, INC.
AND




Dated:

1. Number of Shares Subject to Option: shares.

2. This Option (Check one) [ ]is [ ]isnot an Incentive Stock Option.

3. Option Exercise Price: $ per-share.
4. Date of Grant:
5. Option Vesting Schedule:
Check one:
( ) Options are exercisable with respect to all
shares on or after the date hereof.
( ) Options are exercisable with respect to the
number of shares indicated below on or after the date

indicated next to the number of shares:

No. of Shares Vesting Date
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6. Option Exercise Period:

Check One:
“w ‘(') All options expire and are void unless exercised on or
before ,

() Options expire and are void unless exercised on or

A3y
-~




before the date indicated next to the number of shares:

No. of Shares  Expiration Date

7. Effect of Termination of Employment of Optionee (if different from that set
forth in Sections 8, 9 and 10 of the Stock Option Agreement):
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SCHEDULE B
TO
STOCK OPTION AGREEMENT
BETWEEN
MAXXIS GROUP, INC.
AND

NOTICE OF EXERCISE

1. Notice. The undersigned hereby notifies Maxxis Group, Inc. (the .
"Company") of this'election to exercise the undersigned's stock optionto ~ o
“ purchase . shares (the "Shares") of the Company's common stock, no

par value (the "Common Stock"), pursuant to the Stock Option Agreement (the
"Agreement") between the undersigned and the Company dated
Accompanying this Notice is (1) a certified or a cashier's check in the amount

-




A

of § payable to the Company, and/or (2) shares of the
Company's Common Stock presently owned by the undersigned and duly endorsed or
accompanied by stock transfer powers or an authorization to the Company to
withhold Shares otherwise issuable upon exercise of the Option, in

each case having an aggregate Fair Market Value (as defined in the Maxxis

Group, Inc. 1998 Stock Option Plan) as of the date hereof of $ ,

such amounts being equal, in the aggregate, to the purchase price per share set

forth in Section 3 of the Agreement multiplied by the number of Shares being
purchased hereby (in each instance subject to appropriate adjustment pursuant

to Section 5.2 of the Agreement).

2. Covenants and Representations of Optionee. Optionee represents,
warrants, covenants and agrees with the Company as follows:

(a) The Option was received for Optionee's own account without the
participation of any other person, with the intent of holding the Option and
the Shares issuable pursuant thereto for investment and without the intent of
participating, directly or indirectly, in a distribution of the Shares and not
with a view to, or for resale in connection with, any distribution of the
Shares or any portion thereof.

(b) Optionee did not acquire the Option based upon any representation,
oral or written, by any person with respect to the future value of, or income
from the Shares subject to this Option, but rather upon an independent
examination and judgment-as to the prospects of the Company.

(c) Optionee has received a copy of the Agreement and has had complete
access to and the opportunity to review and make copies of all material
documents related to the business of the Company; Optionee has examined all of
these documents as he wished, is familiar with the business and affairs of the
Company, and realizes that the receipt of the Shares is a speculative
investment and that any possible profit therefrom is uncertain.
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(d) Optionee has had the opportunity to ask questions of and receive .
answers from the Company and any person acting on its behalf, to obtain 411
inforimation available with respect to the Maxxis Group, Inc. 1998 Stock Option
Plan (the "Plan"), the Company and its affairs and to receive all information
and data with respect to the Plan and the Company that he has requested and
which he has deemed relevant in connection with his receipt of the Option and




“u

the Shares subject thereto.

(e) Optionee is able to bear the economic risk of the investment,
including the risk of a complete loss of his investment, and Optionee
acknowledges that he must continue to bear the economiic risk of the investment
in the Shares received upon Option exercise for an indefinite period.

(f) Optionee understands and agrees that the Shares subject to the Option
may be issued and sold to Optionee without registration under any state or
federal law relating to the registration of securities for sale and in that
event will be issued and sold in reliance on exemptions from registration under
appropriate state and federal laws.

(g) The Shares issued to Optionee upon exercise of the option will not be
offered for sale, sold or transferred by Optionee other than pursuant to:

(1) an effective registration under applicable state securities
laws or in a transaction which is otherwise in compliance with those
laws;

(i1) an effective registration under the Securities Act of 1933,
as amended (the "1933 Act"), or a transaction otherwise in
compliance with the 1933 Act; and

(iii) evidence satisfactory to the Company of compliance with the
applicable securities laws. The Optionee shall provide to the
Company, at the Optionee's expense, a legal opinion which must be
satisfactory to the Company and the Company's legal counsel, in
their sole discretion, stating that the offer and sale of such
Shares shall be in compliance with the foregoing laws.

(h) The Company will be under no obligation to register the shares
issuable pursuant to the Option or to comply with any exemption available for
sale of the Shares by the Optionee without registration; and the Company is
under no obligation to act in any manner so as to make Rule 144 promulgated
under the 1933 Act available with respect to sale of the Shares by the
Optionee.

(1) A legend indicating that the Shares issued pursuant to the Option
have not been registered under the applicable securities laws and referring to
any applicable restrictions on transferability and sale of the Shares may be
placed on the certificate or certificates delivered to Optionee and any transfer
agent of the Company may be instructed to require compliance therewith,

(3) Optionee will notify the Company in writing at least 60 days prior to
any sale of Shares.

.
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(k) Acceptance by Optionee of the certificates(s) representing Shares
shall constitute a confirmation by Optionee that all agreements,
representations, warranties and covenants made herein are true and correct at
that time.

IN WITNESS WHEREQF, the undersigned has set his hénd and seal, this

day of ,

OPTIONEE [OR OPTIONEE'S
ADMINISTRATOR, |
EXECUTOR OR PERSONAL
REPRESENTATIVE]

Name:
Position (if other than Optionee): i
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EXHIBIT 10.19

LEASE AMENDMENT AGREEMENT

-




1901 MONTREAL ROAD
MAXXIS GROUP, INC.

THIS LEASE AMENDMENT AGREEMENT (hereinafter called the "Amendment") made
and entered into this Sth day of June, 1998, by and between MALON D. MIMMS, a
Sole Proprietorship (hereinafter called the "Landlord"); and MAXXIS GROUP, INC,,
(hereinafter called the "Tenant"); and RICHARD BOWERS & CO. (hereinafter called
the "Broker™).

WITNESSETH

WHEREAS, by Lease Agreement dated March 17, 1997, (hereinafter collectively
called the "Lease"), Landlord leased to Tenant that certain premises
(hereinafter called the "Premises") situated at 1901 Montreal Road, Suites 112
and 113, Atlanta, Georgia 30084, as more particularly described in the Lease;
and

WHEREAS, Landlord and Tenant now desire to further amend the Lease so as to
extend the Term thereof and to make other changes as set forth hereinbelow.

NOW, THEREFORE, for valuable consideration paid by each of the parties to ,
the other, receipt of which is hereby acknowledged, it is agreed between the '
parties as follows:

1. Tenant shall expand from its current Premises into and including 1901
Montreal Road, Suites 112, 113 and 114, Atlanta, Georgia 30084
(hereinafter called the "Revised Premises") on or before July 1, 1998.
The Revised Premises contains approximately 7,430+ square feet.

2. The Revised Rental and Lease term shall commence on July 1, 1998 and
expire on April 30, 2001.

3. The Revised Base Rent monthly shall be as follows:

<TABLE>
<CAPTION>
Base Rent Monthly
Common Area and Common Area
Base Rent Maintenance Monthly ~ Maintenance Monthly oy
- Term - Monthly (Adjusted Annually) (Adjusted Arnually) ot -
<S> <C> <C> <C>
October 1, 1998 - April 30, 1999  $4,477.00 = $155.00 $4,632.00

May 1, 1999 - April 30,2000 3$4,657.00 $155.00 $4,812.00




May 1,2000 - April 30,2001  $4,849.00 $155.00 $5,004.00
</TABLE>

4. Tenant hereby agrees to pay Landlord, on or before the first
-of each month, Seventy Five and No/100 Dollars ($75.00) as Tenant's
estimated share of water/sewer usage for the leased premises. Said
amount may be adjusted
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annually, or as Landlord deems necessary, which shall be based on
actual expenses incurred by Landlord.

5. a) Landlord will deliver to the Tenant all heating, venting
and air-conditioning systems and any other systems (hereinafter
called the "Systems") in place on the property as of the date the
Tenant takes possession of the Premises in working order. Upon
taking the possession of the Premises by the Tenant, the Tenant
shall have twenty (20) days within which to inspect, or cause said
Systems to be inspected, to determine if any of the Systems are not
in reasonable working order. Tenant acknowledges that Tenant has a
duty and an obligation to make such an inspection or cause such an
inspection to be made and notify the Landlord within the time
provided for herein of any non-compliance according to Section 12.1.
If the Landlord shall-not receive any such notice then, in such
event, it shall be conclusive that the Tenant has accepted the
Systems "as-is" "where-is" on the date of taking possession of the
Premises and Landlord shall have no further obligation with regard
to said Systems except as provided for in the within Lease. Should
the Tenant notify the Landlord according to Section 12.1 of any
system which is not in working order, then the Landlord shall make
reasonable efforts to cause the system to be operating in reasonable
working order.

b) Landlord shall repaint the office walls.

c) Landlord shall recarpet the offices with standard
commercial grade 26-0z. glued down level loop pile carpeting.

All other agreements as contained in the Lease shall remain in full force
and effect.

- -~
-

.
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IN WITNESS WHEREOQF, the said parties have executed this Lease Amendment,
the day and year first above written.

LANDLORD
Signed, sealed and delivered MALON D. MIMMS, A SOLE PROPRIETORSHIP
in the presence of: :
/s/ Charles D. Lacy By: /s/ Robert Mimms

Charles D. Lacy Title: Agent for Landlord
Name (Please Print)
" Richard Bowers & Co.
TENANT
Signed, sealed and delivered MAXXIS GROUP, INC.
in the presence of:
/s/ Daniel McDonough By: /s/ Thomas O. Cordy

Notary Public or Witness

Daniel McDonough Name: Thomas O. Cordy

Name (Please Print) (Please Print)

Title: President and CEO

L
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EXHIBIT 10.20
LEASE AMENDMENT AGREEMENT

1901 MONTREAL ROAD
MAXXIS GROUP, INC..

THIS LEASE AMENDMENT AGREEMENT (hereinafter, called the "Amendment") made
and entered into this 14th day of August, 1998, by and between MALON D. MIMMS, a
Sole Proprietorship (hereinafter called the "Landlord"); and MAXXIS GROUP, INC.,
(hereinafter called the "Tenant"); and RICHARD BOWERS & CO. (hereinafter called ,
the "Broker"). :

WITNESSETH

WHEREAS, by Lease Agreement dated June 23, 1997, (hereinafter
collectively called the "Lease"), Landlord leased to Tenant that certain
premises (hereinafter called the "Premises") situated at 1901 Montreal Road,
Suite 108, Atlanta, Georgia 30084, as more particularly described in the Lease;
and

WHEREAS, Landlord and Tenant now desire to further amend the Lease so as
to extend the Term thereof and to make other changes as set forth hereinbelow.

NOW THEREFORE, for valuable consideration paid by each of the parties to
the other, receipt of which is hereby acknowledged, it is agreed between the
parties as follows:

1. Tenant shall expand from its current Premises into and )
including 1901 Montreal Road, Suite 106, 108, and 110, ”

. Atlanta, Georgia 30084 (hereinafter called the "Revised
Premises") on or before October 1, 1998. The Revised Premises
contains approximately 14,200+/- square feet.

e




2. The Revised Rental and Lease term shall commence on October 1,
1998 and expire on April 30, 2001.

3. The Revised Base Rent monthly shall be as follows:

<TABLE>
<CAPTION>
Common Area Base Rent Monthly
. Maintenance and Common Area
Base Rent Monthly Maintenance Monthly
Term Monthly (Adjusted Annually) (Adjusted Annually)

<S> <C> <C> <C>

November 1, 1998 - September 30, 1999 $8,130.00 $296.00 $8,426.00

October 1, 1999 - September 30, 2000 $8,449.00 $296.00 $8,745.00

October 1, 2000 - April 30, 2001 $8,781.00 $296.00 $9,077.00
</TABLE>

4. Tenant hereby agrees to pay Landlord, on or before the first

of each month, Two Hundred Ninety Six and No/100 Dollars

($296.00) as Tenant's estimated share of water/sewer usage for

the leased premises. Said amount may be adjusted annually, or f
as Landlord deems necessary, which shall be based on actual

expenses incurred by Landlord.
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a)  Landlord will deliver to the Tenant all heating,
venting and air-conditioning systems and any other
systems (hereinafter called the "Systems") in place
in Suites 106 and 110 as of the date the Tenant takes
possession of the Premises in working order. Upon
taking the possession of the Premises by the Tenant,
the Tenant shall have twenty (20) days within which
to inspect, or cause said Systems to be inspected, to
determine if any of the Systems are not in reasonable ,
working order. Tenant acknowledges that Tenant hasa ~ o
w . duty and an obligation to make such an inspection or
cause such an inspection to be made and notify the
Landlord within the time provided for herein of any
non-compliance according to Section 12. 1. If the

-




Landlord shall not receive any such notice then, in
such event, it shall be conclusive that the Tenant

has accepted the Systems "as-is" "where-is" on the
date of taking possession of the Premises and
Landlord shall have no further obligation with regard
to said Systems except as provided for in the within
Lease. Should the Tenant notify the Landlord
according to Section 12.1 of any system which is not
in working order, then the Landlord shall make
reasonable efforts to cause the system to be
operating in reasonable working order.

b)  Landlord shall repaint the office walls in Suites 106
and 110.

c)  Landlord shall recarpet the offices with standard
commercial grade 26-o0z. glued down level loop pile
carpeting in Suites 106 and 110.

d)  Landlord shall construct up to 20'0" linear feet of
interior office wall and shall demolish to up 20'0"
linear feet of interior office wall per the
specifications of Tenant in each of Suites 106 and
110.

e)  Landlord shall install up to two (2) openings between
Suites 106 and 108, and up to two (2) openings
between Suites 108 and 110, each approximately 3'-0"
x 6'-8", at locations to be mutually determined
between Landlord and Tenant.

All other agreements as contained in the Lease shall remain in full
force and effect.

2
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IN WITNESS WHEREOF, the said parties have executed this Lease
Amendment, the day and year first above written.

LANDLORD C

— ” R
”~ <

«  Signed), sealed and deliyered MALON D. MIMMS, A SOLE PROPRIETORSHIP
in the presence of:
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By: /s/ Robert Mimms

Charles D. Lacy Title: Agent for Landlord
Name (Please Print)
Richard Bowers & Co.
TENANT

Signed), sealed and delivered MAXXIS GROUP
in the presence of:

/s/ Daniel McDonough By: /s/ Thomas O. Cordy

Notary Public or Witness

Daniel McDonough Name: Thomas O. Cordy

Name (Please Print) (Please Print)

Title: President and CEO

3
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CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby consent to the incorporation of
our report included in this Form 10-K, into the Company's previously filed
Registration Statement on Form S-1, registration number 333-38623.

/s/ Arthur Andersen LLP

Atlanta, Georgia
September 23, 1998
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<TABLE> <S> <(C>

<ARTICLE> 5
<LEGEND>
THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED
| FROM THE ~
CONSOLIDATED FINANCIAL STATEMENTS OF MAXXIS GROUP, INC. FOR THE YEAR
- ENDED .= , - ) -
«  JUNE 30, 1998 AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH
FINANCIAL STATEMENTS.
</LEGEND>

<MULTIPLIER> 1




“w

<CURRENCY> U.S. DOLLARS

<S> <C>

<PERIOD-TYPE> YEAR ;
<FISCAL-YEAR-END> JUN-30-1998
<PERIOD-START> JUL-01-1997
<PERIOD-END> JUN-30-1998
<EXCHANGE-RATE> 1
<CASH> 372,000
<SECURITIES> 10,000
<RECEIVABLES> 316,000
<ALLOWANCES> (40,000)
<INVENTORY> 218,000
<CURRENT-ASSETS> 959,000
<PP&E> 169,000
<DEPRECIATION> (45,000)
<TOTAL-ASSETS> 1,263,000
<CURRENT-LIABILITIES> 779,000
<BONDS> 0
<PREFERRED-MANDATORY> 0
<PREFERRED> 200,000
<COMMON> 574,000
<OTHER-SE> (290,000)
<TOTAL-LIABILITY-AND-EQUITY> 1,263,000
<SALES> 6,991,000
<TOTAL-REVENUES> 6,991,000
<CGS> 2,076,000
<TOTAL-COSTS> 7,085,000
<OTHER-EXPENSES> 5,009,000
<LOSS-PRQVISION> 0
<INTEREST-EXPENSE> 2,000
<INCOME-PRETAX> (96,000)
<INCOME-TAX> 0
<INCOME-CONTINUING> (96,000)
<DISCONTINUED> 0o
<EXTRAORDINARY> 0
<CHANGES> 0
<NET-INCOME> (96,000)
<EPS-PRIMARY> (0.06)
<EPS-DILUTED> (0.06)

</TABLE>

</TEXT>
</DOCUMENT>
</SEC-DOCUMENT>
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BIOGRAPHICAL STATEMENTS FOR DIRECTORS AND OFFICERS
OF MAXXIS GROUP, INC. AND MAXXIS COMMUNICATIONS, INC.

DIRECTORS OF MAXXIS GROUP, INC.

Ivey J. Stokes

Thomas O. Cordy

Larry W. Gates, 11

Charles P. Bernstein

Alvin Curry

Robert J. Glover, Jr.

Terry Harris

Philip E. Lundquist

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766
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OFFICERS OF MAXXIS GROUP, INC,

THOMAS O. CORDY 1901 Montreal Road, Suite 108
Chief Executive Officer and President Tucker, Georgia 30084
(770) 552 - 4766

Thomas O. Cordy has served as Chief Executive Officer, President and Director of Maxxis Group,
Inc. since May 1997. Prior to that time, he has served as President and Chief Executive Officer of
CI Cascade Corp., and has served as a Director of Southern Bell, Kimberly Clark and First Union
Bank. Mr. Cordy currently serves as Vice Chairman of the Board of Trustees for Clark Atlanta
University, Chairman of the Board of Renaissance Capital Corporation and a Director of Cox
Enterprises. Mr. Cordy has a bachelor’s degree from Morehouse College and a master’s degree
from Atlanta University, and he has attended the Stanford Executive Program at the Stanford
School of Business and the University of Oklahoma National Lending School.

ALVIN CURRY 1901 Montreal Road, Suite 108
Chief Operating Officer Tucker, Georgia 30084
(770) 552 - 4766

Alvin Curry has served as Chief Operating Officer of Maxxis Group, Inc. since Fall 1998; he has
also served as Executive Vice President and Chief Operating Officer of Maxxis 2000, Inc., a
wholly-owned subsidiary of Maxxis Group, Inc. Mr. Curry started his marketing career in 1986
with A.L. Williams, where he attained the position of Senior Vice President in less than three years
with the company. In March 1991, Mr. Curry left the financial services industry to join Mr. Stokes
in Global Alliance. Mr. Curry attended Northwest Mississippi Junior College and Tacoma
Community College, and he received a degree from the Knapp College of Business.

DANIEL MCDONOUGH 1901 Montreal Road, Suite 108
Chief Financial Officer Tucker, Georgia 30084
(770) 552 - 4766

Daniel McDonough has served as Chief Financial Officer of Maxxis Group, Inc. since October
1997. Prior to his employment with Maxxis Group, Inc., Mr. McDonough provided financial
consulting services to a number of start up companies at Creative Benefits, Inc. In addition, from
1992 to 1994, Mr. McDonough was the controller of Jostens Learning Corporation, a $75 million
technology company specializing in educational software. Prior to his employment with Jostens,
Mr. McDonough served as assistant controller to Alumax, Inc., a $2.5 billion integrated aluminum
company with more than 100 manufacturing operations throughout the United States. From 1973
to 1980, Mr. McDonough was employed by Price Waterhouse & Co. Mr. McDonough is a
licensed CPA and also holds a master of business administration degree from the University of
Buffalo.




DIRECTORS OF MAXXIS COMMUNICATIONS, INC.

Thomas O. Cordy

Alvin Curry

Larry W. Gates, 11

Shawn J. Dinwiddie

Patrick J. Lentz

Daniel McDonough

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766
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OFFICERS OF MAXXIS COMMUNICATIONS, INC.

THOMAS O. CORDY 1901 Montreal Road, Suite 108
Chief Executive Officer and President Tucker, Georgia 30084
(770) 552 - 4766

Thomas O. Cordy has served as Chief Executive Officer, President and Director of Maxxis
Communications, Inc. since its inception, and has served as Chief Executive Officer, President and
Director of Maxxis Group, Inc. since May 1997. Prior to that time, he has served as President and
Chief Executive Officer of CI Cascade Corp., and has served as a Director of Southern Bell,
Kimberly Clark and First Union Bank. Mr. Cordy currently serves as Vice Chairman of the Board
of Trustees for Clark Atlanta University, Chairman of the Board of Renaissance Capital
Corporation and a Director of Cox Enterprises. Mr. Cordy has a bachelor’s degree from Morehouse
College and a master’s degree from Atlanta University, and he has attended the Stanford Executive
Program at the Stanford School of Business and the University of Oklahoma National Lending
School.

PATRICK J. LENTZ 1901 Montreal Road, Suite 108
Executive Vice President Tucker, Georgia 30084
(770) 552 - 4766

Patrick J. Lentz joins Maxxis Communications, Inc. after fifteen years’ experience in the technical
aspects of the telecommunications and computing industry. During his employment with
BellSouth and LDDS Communications (now WorldCom), Mr. Lentz was instrumental in designing
and implementing network applications to process long distance, cellular and satellite telephony, to
perform billing and customer care functions and to assist in administrative recordkeeping. Mr.
Lentz is also experienced in Internet applications, having designed customer-registration software
for BellSouth.Net. He holds a masters in Mathematical Sciences from Clemson University and a
bachelors in Mathematics and Computer Science from Georgia Southern College.

DANIEL MCDONOUGH 1901 Montreal Road, Suite 108
Chief Financial Officer Tucker, Georgia 30084
(770) 552 - 4766

Daniel McDonough serves as Chief Financial Officer of both Maxxis Communications, Inc. and
Maxxis Group, Inc. Prior to his employment with Maxxis Group, Inc., Mr. McDonough provided
financial consulting services to a number of start up companies at Creative Benefits, Inc. In
addition, from 1992 to 1994, Mr. McDonough was the controller of Jostens Learning Corporation,
a $75 million technology company specializing in educational software. Prior to his employment
with Jostens, Mr. McDonough served as assistant controller to Alumax, Inc., a $2.5 billion
integrated aluminum company with more than 100 manufacturing operations throughout the United
States. From 1973 to 1980, Mr. McDonough was employed by Price Waterhouse & Co. Mr.
McDonough is a licensed CPA and also holds a master of business administration degree from the
University of Buffalo.


http://BellSouth.Net

OFFICERS OF MAXXIS COMMUNICATIONS, INC. (Cont.)

ALBERT F. BOGHOLZ 1901 Montreal Road, Suite 108
Network Engineer Tucker, Georgia 30084
(770) 552 - 4766

Albert F. Bogholz serves as Network Engineer for Maxxis Communications, Inc., bringing to the
company over thirty years’ experience in the telecommunications and cellular communications
industry. He began his career in 1966 at Western Union Telegraph Company, and, since 1983, Mr.
Bogholz has served as network engineer and transmissions director for several major
telecommunications providers, including LDDS/Metromedia, Resurgens Communications Group,
Continental Telecom and ATC. Mr. Bogholz has a bachelor’s degree in physics from the City
College of New York and an associate degree in Engineering from Bronx Community College.
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