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Arizona Corporation Comenission

VIA OVERNIGHT MAIL DOCKETED ORIGINAL

Arizona Secretary of State FEB 051999
Public Service Department

1700 W. Washington Street DOCKETED BY W
Phoenix, Arizona 85007

Re:  Joint Application of Cherry Communications Incorporated, WAXS, Inc., Maxxis
- Group, Inc. and Maxxis Communications, Inc. for Approval of Acquisition of Assets
and for Assignment of Authorization (“Joint Application”)

o

Dear Sir or Madam:

E Enclosed are the original and twelve (12) copies of the Joint Application. Please file the
3 Application in your usual fashion and return one (1) file-stamped copy to us in the enclosed
F envelope.
- -

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

-

Michael K. Stewart
Enc.

cc:  Maxxis Group, Inc.
(with enclosure)
Charles A. Hudak, Esq.
(without enclosure)
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NEW APPLICATION

BEFORE THE

ORIGINAL

ARIZONA CORPORATION COMMISSION

In the Matter of:

DOCKETNO.  T-037024-99-0¢53
JOINT APPLICATION OF CHERRY

)
)
) |
COMMUNICATIONS INCORPORATED, )  DOCKETNO. T - o
WAXS INC., MAXXIS GROUP, INC. AND ) " DOCKET NO. ° 2677h-99-¢ 053

)

)

)

)

MAXXIS COMMUNICATIONS, INC. FOR
APPROVAL OF ACQUISITION OF
ASSETS AND FOR ASSIGNMENT OF
AUTHORIZATION

JOINT APPLICATION FOR ACOQUISITION OF ASSETS
AND ASSIGNMENT OF AUTHORIZATION

COMES NOW WAXS INC. (“WAXS), Cherry Communications Incorporated (“CCI”),
Maxxis Group, Inc. (“Maxxis”) and Maxxis Communications, Inc. (“Maxxis Communications”)
(collectively the “Applicants ” or the “Parties”), pursuant to Arizona Revised Statutes 40-285 and
the Arizona State Telecommunications Laws and hereby respectfully request approval for the
acquisition of assets and for the assignment, authority, consent and approval of the sale and
transfer of the authorization to provide intrastate, long distance telecommunications services
within the State of Arizona, as described herein. The Parties respectfully request that the
Commission act upon this Joint Application expeditiously inasmuch as the approval sought herein
concerns a non-controversial transaction between competitive, non-dominant telecommunications
companies. In support of this Joint Application, the Parties hereby state as follows.

I. DESCRIPTION OF THE PARTIES
1.

Cherry Communications Incorporated ("CCI") is an Illinois corporation which is

headquartered in Lombard, Illinois. CCI currently is a facilities-based provider of network




access. The Commission has previously granted authority to CCI for interexchange carrier
service to the public statewide in Arizona. In addition, CCI is authorized, by virtue of
certification, registration or tariff requirements, or on an unregulated basis, to provide resold
intrastate telecommunications services in over 35 states.!
2.
WAXS is a Delaware corporation headquartered at 945 East Paces Ferry Road, Suite
2240, Atlanta, Georgia 30326. WAXS, a publicly-traded company (NASDAQ: “WAXS”),
provides telecommunications systems, products and services to companies competing in the
global telecommunications marketplace. Specifically, WAXS develops, manufactures and
markets wireline and wireless switching, transport and access services to companies in the
United States, in the Caribbean basin, and in Latin America. WAXS also provides design,
engineering, manufacturing, testing, installation, repair and other value-added services to
companies in the telecommunications industry. WAXS does not provide nor is it authorized to
provide intrastate telecommunications services within the State of Arizona.?
3.
Maxxis, a Georgia corporation kheadquartered at 1901 Montreal Road, Suite 108, Tucker,
Georgia 30084, was incorporated in January, 1997. Maxxis, through its subsidiaries, markets
communications and other consumer products and services in the United States through a multi-

level marketing system of “independent associates” (“IAs”). Maxxis Communications (f/k/a

'In Arizona, Registration for authority to provide interexchange telecommunications
services filed June 24, 1992. Subsequent Reseller Certification Application filed November
30, 1995 in Docket #T-02677A-92-0181 (still pending).

2Additional information regarding WAXS and CCI is attached hereto at Exhibit “A”
which is the previously filed Joint Application of CCI/WAXS Transfer of Control.




Maxxis Telecom, Inc.), a wholly-owned subsidiary of Maxxis, provides independent contractor
marketing services in connection with the sale of long distance telecommunications services by
certificated interexchange carriers.> These long distance services include direct dial (“1+") long
distance services, toll-free “800” and “888” long distance services, and prepaid calling card
services. |
II. DESCRIPTION OF TRANSACTION
4.

On September 29, 1998, CCI, WAXS and Maxxis entered into an Asset Purchase
Agreement which provided, inter alia, for the acquisition of certain telecommunications
equipment, and authorizations to provide intrastate, long distance telecommunications services
which is attached herein and incorporated by reference as Exhibit "B".

III. MAXXIS’ AND MAXXIS COMMUNICATIONS’ QUALIFICATIONS

5.

Maxxis and its wholly-owned subsidiary, Maxxis Communications, possess all financial,
managerial and technical qualifications necessary to acquire and to operate the assets of CCI.
Specifically, Maxxis’ and Maxxis Communications’ qualification are described as follows.

6.
A. Corporate Information. Maxxis’ correct name and address are:
Maxxis Group, Inc.
1901 Montreal Road, Suite 108

Tucker, Georgia 30084
770-696-6343

’In February, 1997, Maxxis Communications contracted with Colorado River
Communications Corp. (“CRC”) to market and sell CRC’s long distance services.




The correct name and address of Maxxis Communications are:

Maxxis Communications, Inc.
1901 Montreal Road, Suite 108
Tucker, Georgia 30084
770-696-6343

Maxxis Communications, a Georgia corporation, will file an application for qualification to
transact business in the State of Arizona. Copies of Maxxis Communications’ Application for
a Certificate to the Arizona Secretary of State, (to be supplied), Certificate of Incorporation and
Articles of Incorporation are attached hereto at Exhibit “C”.

7.

B. Description of Proposed Services. Maxxis Communications proposes to utilize

the acquired assets to resell switched, intrastate, long distance (interLATA and intraLATA toll)
voice communications services of certificated common carriers (e.g., AT&T Corp., MCI
Telecommunications Corp. and Sprint Communications Company, L.P.) for the purpose of
providing direct dial (“1+") services, measured toll service, toll-free “800” and “888” services
and prepaid calling card services within the entire State of Arizona. Maxxis Communications
will not own, lease, control or install any transmission facilities (except for a telecommunications
switch located in Chicago, Illinois), but instead will utilize the existing equipment and facilities
bf one or more of the above-described carriers.
8.
Maxxis Communications intends to market the proposed telecommunications services
i exclusively through Maxxis’ network of IAs. The IAs will market Maxxis Communications’
services to persons with whom the IAs have an ongoing relationship, such as family members,

friends and business associates. Notably, Maxxis’ IAs will not be required to purchase inventory

and will not be subject to sales quotas or account collection matters.




9.

Maxxis Communications intends to bill its customers directly for long distance
telecommunications resale services. The charges, based upon the rates which will be set forth
in Maxxis Communications’ tariff, Maxxis Communications’ name, and its toll free telephone
number for customer assistance will all appear on monthly customer statements. In addition,
customers may contact Maxxis Communications’ customer service representatives regarding a
broad range of service matters, including: (i) the types of services offered by Maxxis
Communications and the rates associated with such services; (ii) monthly billing statements; and
(iii) problems or concerns pertaining to the customer’s current service. Maxxis
Communications’ customer service representatives will be available to assist customers twenty-
four (24) hours per day, seven (7) days per week.

10.

C. Technical And Managerial Capability. Both Maxxis and Maxxis
Communications 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 Communications’ management personnel are attached hereto at Exhibit
“D” and Exhibit "E".

11.

D. Financial Capability. As a wholly-owned subsidiary of Maxxis, Maxxis

Communications has the assurance of its parent that it will be provided the financial resources

necessary to operate its telecommunications resale business in a continuous manner. For the

period of January 24, 1997 to June 30, 1997 and the fiscal year ended June 30, 1998, Maxxis




generated aggregate revenues of approximately $2,691,000 and $6,991,000, respectively.*
12.

E. Compliance With Laws. Maxxis Communications has not been denied authority
to provide intrastate telecommunications services in any state and has not been subject to any
regulatory penalties for violation of state or federal telecommunications statutes, rules or
regulations (e.g., slamming). Copies of Maxxis Communications’ internal guidelines to prevent
slamming and proposed letter of authorization are attached hereto at Exhibit “F”. By submitting
to the Commission’s jurisdiction for approval to acquire the assets and to assign the authorization
discussed herein, Maxxis Communications hereby asserts its willingness and ability to comply
with all rules and regulations that the Commission may impose subject to Arizona laws as now
or hereafter enacted.

IV. CONFIDENTIALITY
13.

Exhibits “A”, “B” and “F” contain commercial information Which is proprietary due to
the highly competitive nature of the telecommunications marketplace. The Parties deem these
exhibits to be proprietary. Accordingly, these exhibits are being submitted to the Commission
subject to confidential treatment.

V. PUBLIC INTEREST, CONVENIENCE AND NECESSITY

14.
Commission approval of Maxxis acquisition of CCI's and WAXS’ assets, and of Maxxis’

subsequent transfer of certain assets to Maxxis Communications, is in the public interest. The

A copy of Maxxis® Securities and Exchange Commission Form 10-K is attached
hereto at Exhibit “E”.




| infusion of CCI’'s and WAXS’ assets into Maxxis’ and Maxxis Communications’ existing
operations will allow Maxxis Communications to compete in the Arizona market for long
| distance telecommunications services. Arizona consumers will benefit from the availability of
increased long distance telecommunications products and service options.
VI. REGULATORY LEGAL COMMUNICATIONS AND CORRESPONDENCE
15.

Maxxis and Maxxis Communications:
Charles A. Hudak, Esq.
Gerry, Friend & Sapronov, LLP
Three Ravinia Drive, Suite 1450
Atlanta, Georgia 30346-2131
Tel: 770-399-9500
Fax: 770-395-0000

WAXS:
Robert C. Hussle, Esq.
Rogers & Hardin, LLP
2700 International Tower
229 Peachtree Street, N.E.
Atlanta, Georgia 30303
Tel: 404-522-4700
Fax: 404-525-2224

CCIL:
Richard Heidecke, Esq., L.C.E.
One of Cherry Communications Incorporated’s Attorneys
Cherry Communications Incorporated
1919 South Highland Avenue, Suite 129-D
Lombard, Illinois 60148
Tel: 630-268-6620
Fax: 630-268-6898

VII. CONCLUSION
16.
WHEREFORE, the Parties respectfully request that this Commission:

(1)  Issue an order approving this application in all respects, including without

limitation the acquisition of CCI’s and WAXS’ assets by Maxxis and Maxxis Communications,




as described herein or in the exhibits attached hereto;

(2)  Issue an order approving the assignment, authority, consent and approval of the

sale and transfer of CCI’s existing authorization to Maxxis, and subsequently, to Maxxis

Communications; and

(3)  Grant any other and additional relief that the Commission may deem just and

proper.

Respectfully submitted this day of

By:

1998.

=y

Steven A. Odefn, Chairman

WAXS Inc.

945 East Paces Ferry Road, Suite 2240
Atlanta, Georgia 30326

(404) 231-2025

o VI

By:

By:

W. Todd Chmar, Executive Vice President
Cherry Communications Incorporated
945 East Paces Ferry Road, Suite 2210

Thomas O. Condy, President
Maxxis Group, Inv:
1901 Montreal Road, Suite |

homas O. Cotdy, Preside
Maxxis Communications, I
1901 Montreal Road, Suite
Atlanta, Georgia 30084
(770) 696-6343
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| ADDITIONAL INFORMATION REGARDING WAXS, INC. AND CHERRY

EXHIBIT “A”

COMMUNICATIONS, INC.




Before the
ARIZONA CORPORATION COMMISSION
Phoenix, Arizona 85007

In the Matter of
WAXS INC.

and
File No.
CHERRY COMMUNICATIONS
INCORPORATED

Application for authority to
transfer control of an authorized
reseller of telephone services
within the State of Arizona

N’ Samr? S a? e’ e e’ N’ S e N N S st

JOINT APPLICATION

WAXS INC. ("WAXS") and Cherry Communications Incorporated ("CCI") (collectively
" Applicants"), by the undersigned, hereby request approval, pursuant to Commission Rules, of
a transaction whereby WAXS will acquire ownership and control of CCI, a reseller of telephone
services within the State of Arizona. CCI is authorized to provide interexchange
telecommunications services in the State of Arizona pursuant to certification granted by this
Commission on June 24, 1992 via registration process and subsequent Docket #T-02677A-92-

0181. WAXS is a provider of wireline and wireless switching, transport, and access products

4
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for the global telecommunications marketplace.! * Neither WAXS nor any of its affiliates

currently is affiliated with CCI.

As fully described herein, approval of the transfer of control will permit WAXS and CCI
to realize significant economic and marketing efficiencies which will enhance CCI’s ability to
provide high quality, low cost telecommunications services and to compete more effectively in
the telecommunications marketplace. Accordingly, the granting of this Application will benefit
the public interest.

Applicants respectfully request expedited treatment of this Application in order to permit

them to consummate the proposed transfer of control transaction as soon as possible but no later

LA 2N

than September 25, 1998.

In support of this Application, Applicants submit the following information:
I THE PARTIES i
Headquartered in Atlanta, Georgia, WAXS is a Delaware company, the common stock
of which is publicly traded in the NASDAQ National Market under the stock symbol "WAXS."
WAXS operates in one business segment as a provider of systems, products, and services to the

global telecommunications marketplace. WAXS develops, manufactures, and markets wireline

and wireless switching, transport, and access products primarily for the United States, Caribbean

! In order to timely obtain the necessary regulatory approvals for the transfer of control
of CCI to WAXS, this Application assumes the completion of a corporate reorganization involving
WAXS and its corporate parent, World Access, Inc. Although this holding company reorganization
has not been consummated, Applicants fully anticipate that the reorganization will have been
consummated prior to closing the WAXS-CCI transaction. As such, the statements in this Application
relating to WAXS are based on the presumption that the planned corporate reorganization discussed .
herein will be consummated prior to closing the WAXS-CCI transaction. In the event, however, that *
the corporate reorganization is not consummated prior to closing or in the event of any other change

in the planned corporate structure that will have a material effect on the transfer of control of CCI
Applicants will duly amend this Application to notify the Commission of such change.

z
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basin, and Latin American Telecommunications products. WAXS also provides its customers
design, engineering, manufacturing, testing, installation, repair, and other value-added services.
Neither WAXS nor its affiliates, however, provide or are authorized to provide
telecommunications services within Arizona pursuant to authority of this Commission.

WAXS has the technical, managerial, and financial qualifications to acquire control of
CCl. WAXS is an experienced telecommunications provider, offering customers complete
telecommunications network solutions, including proprietary equipment, planning and
engineering services. WAXS has realized significant improvements in its sales and operating
results since 1994 as a result of strategic acquisitions and internal growth initiatives. As
indicated in WAXS’ consolidated financial statements for the years 1995 through 1997 and for
the three month period ended March 31, 1998, attached hereto as Exhibit A,> WAXS’ workin‘g
capital and stockholders’ equity have increased from $2.3 Million and $1.2 Million, respectiyely,
at December 31, 1994, to $120.7 Million and $89.1 Million, respectively, at March 31, 1998.
WAXS’ annual revenues have grown from approximately $30.1 Million for 1995 to more than
$92.9 Million for 1997. As of December 31, 1997, WAXS had assets in gxcess of $241.1

Million. With its substantial financial resources and by virtue of its experience as a provider

2 As explained in footnote 1, supra, in order to timely obtain the necessary regulatory

approvals for the transfer of control of CCI to WAXS, this Application assumes the completion of a
holding company reorganization involving WAXS and its corporate parent, World Access, Inc.
Pursuant to the reorganization and related securities transactions, WAXS will become the holding
company parent of World Access, Inc. Consequently, although the financial statements provided at
Exhibit A are those of World Access, Inc., assuming consummation of the reorganization and related
securities transactions, these statements are submitted as properly representing the financial condition
of WAXS. e

As further noted in footnote 1, however, in the event that the corporate reorganization ’
is not consummated prior to closing or in the event of any other change in the planned corporate
structure that will have a material effect on the transfer of control of CCI, Applicants will duly amend
this Application to notify the Commission of such change.

3
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of wireline and wireless switching, transport,  and access products for the global
telecommunications market, WAXS is well qualified to acquire control of CCI.

Cherry Communications Incorporated ("CCI") is an Illinois corporation which ‘ is
headquartered in Lombard, Illinois. CCI, currently operating under the protection of Chapter
11 of the United States Bankruptcy Code, is a facilities-based provider of network access. The
Commission has previously granted authority to CCI to provide interexchange
telecommunications services in the State of Arizona. In addition, CCI is authorized, by virtue
of certification, registration or tariff requirements, or on an unregulated basis, to provide resold
intrastate telecommunications services in over 35 states.’

CCI is considered a non-dominant carrier. It is respectfully submitted that, after
completion of the transaction described herein, CCI will continue to be qualified to operate as
an authorized non-dominant carrier. i

Further information concerning CCI’s legal, technical, and financial qualifications to
provide service were previously submitted with CCI's Registration and application for
Certificate of Public Convenience and Necessity and is currently available in its Chapter 11 Plan
of Reorganization. That information is, therefore, already a matter of public record, and
Applicants request that it be incorporated by reference herein.

II. THE TRANSACTION

WAXS and CCI have determined that they will realize significant economic and

marketing efficiencies by establishing CCI as a wholly-owned subsidiary of WAXS.

Id

”

3 Cherry Communications, U.K., Ltd. ("Cherry U.K."), an affiliate of CCI, provides
telecommunications data and voice service to a closed end user group in the U.K. WAXS will also
acquire control of Cherry U.K.

,
S
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Accordingly, WAXS and CCI, among others, have executed definitive agreements for WAXS
to acquiré CCL.* The transaction is subject to, among other things, receipt of the requisite
corporate and regulatory approvals, confirmation of CCI’s Plan of Reorganization (which was
obtained on September 3, 1998), and approval of WAXS’ stockholders.

The proposed acquisition will result in the establishment of a corporate parent of CCI,
but will not involve a change in the manner in which CCI provides service to customers. Those
services currently being provided by CCI will continue to be offered by CCI. CCI, moreover,
will continue to be led by a team of well-qualified telecommunications managers comprised, in
part, of existing CCI personnel. The acquisition of CCI by WAXS, therefore, will be virtually
transparent to the customers of CCI in terms of the services that these customers receive.

III. PUBLIC INTEREST CONSIDERATIONS

Consummation of the proposed transaction will serve the public interest in promo‘xing
competition among providers of telecommunications services by combining the financial
resources and complementary managerial skills and experience of WAXS and CCI in providing
telecommunications products and services to the public. Applicants anticipate that the
contemplated business combination will result in a company better equipped to accelerate its
growth as a competitive provider of telecommunications products and services. The transfer of
control will allow Applicants to manage their telecommunications operations more efficiently,

thereby enhancing Applicants’ operational flexibility and efficiency as well as their financial

4

Pursuant to the terms of the agreements, the creditors of CCI and the shareholder of .
Cherry U.K., (restricted), will receive shares of WAXS common stock in the aggregate subject to ’
certain contractual restrictions, and have the right to receive additional consideration of shares of
WAXS common stock upon the satisfaction of certain conditions.

r
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viability. These enhancements will inure to the benefit of the customers of WAXS and those
of CCI, who will also benefit from the expanded array of products offered by WAXS and by
CCI. The proposed acquisition will, therefore, ensure the continued provision of high quality
and innovative telecommunications services to existing customers of CCI and should promote
competition in the telecommunications products and services markets. In sum, the proposed
acquisition will benefit the public interest by enhancing the ability of WAXS and CCI to offer
competitively priced products and services in the telecommunications marketplace.

IV. INFORMATION REQUIRED

Applicants submit the following information:
(a) Name and address of Applicants:

WAXS INC.

945 East Paces Ferry Road, Suite 2240
Atlanta, Georgia 30326

404/231-2025 (Tel)

404/262-2598 (Fax)

Cherry Communications Incorporated ("CCI")
1919 South Highland Avenue, Suite 129-D
Lombard, Illinois 60148

630/268-6620 (Tel)

630/268-6898 (Fax)

(b)  WAXS is a corporation organized under the laws of the State of Delaware.
CCI is a corporation organized under the laws of the State of Illinois.

(c) Correspondence concerning this Application should be sent to: )




For WAXS:

Steven E. Fox, Esq.
Robert C. Hussle, Esq.
WAXS’ Attorneys

Rogers & Hardin LLP
2700 International Tower
229 Peachtree Street, N.E.
Atlanta, Georgia 30303
404/522-4700 (Tel)
404/525-2224 (Fax)

For CCL:
Richard Heidecke, Esq., L.C.E.
One of Cherry Communications Incorporated’s Attorneys
Cherry Communications Incorporated
1919 South Highland Avenue, Suite 129-D
Lombard, Illinois 60148
630/268-6620 (Tel)
630/268-6898 (Fax)

(d)  Neither WAXS nor its operating subsidiaries currently provide nor are authorized
to operate as a reseller of telephone services within Arizona.

CCI is authorized to provide interexchange telecommunications services in the
State of Arizona pursuant to certification granted by this Commission on June 24,
1992 via registration process and subsequent Docket #T-02677A-92-0181.

(e) This application seeks authority for the transfer of control of CCI, a reseller of
telephone services within Arizona, to WAXS, a manufacturer and marketer of
wireline and wireless switching, transport, and access products.

(D In support of this certification, attached hereto as Exhibit B is a list of WAXS’
10% or greater direct and indirect stockholders, including the address,
citizenship, and principal business of each such stockholder. In addition, attached
hereto as Exhibit C is a list of all other directorships held by WAXS’ directors,
l exclusive of charitable or trade association positions. s

” A 4




CONCLUSION
For the reaébﬁs stated herein, WAXS INC. and Cherry Communications Incorporated
respectfully submit that the public interest, convenience, and necessity would be furthered by
grant of this application for consent to the transfer of control of CCI to WAXS. Applicants
respectfully request that the Commission authorize the transfer of control described herein to

permit the Applicants to consummate the transaction no later than September 25, 1998.

Respectfully submitted,

By:
Steven A. Odom, Chief Executive Officer
WAXS, INC.
945 East Paces Ferry Road, Suite 2240
Atlanta, Georgia 30326 '
404/231-2025

By: ’

Richard Heidecke, Esq., L.C.E.

One of Cherry Communications Incorporated’s Attorneys
CHERRY COMMUNICATIONS INCORPORATED
1919 South Highland Avenue, Suite 129-D
Lombard, Ilinois 60148

630/268-6620

Dated: September __, 1998




EXHIBIT "B’

ASSET PURCHASE AGREEMENT BETWEEN WAXS, INC., CHERRY
COMMUNICATIONS, INC. AND MAXXIS GROUP, INC.

DATED AS OF SEPTEMBER 29, 1998
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ASSET PURCHASE AGREEMENT

THIS AGREEMENT (the “Agreement”) dated as of September 29, 1998 is by and
among Cherry Communications Incorporated, an Illinois corporation (d/b/a Resurgens
Communications Group, the “Seller™), World Access, Inc., a Delaware corporation (*Wotld
Access”), and Maxxis Group, Inc., a Georgia corporation (the “Buyer”).

WITNESSETH:

WHEREAS, Buyer desires to acquire assets (including a telecommunications switch,
other equipment and related licenses, authorizations and cerrier identification and access codes)
that will provide Buyer with a system (the “System”) to provide intrastate and interstate long
distance telccommunications services in each State and the District of Columbia and throughout
the United States;

WHEREAS, concurrently with the execution hereof, Buyer is entering into a Master
Lease Agreement (the “Lease Agreement”) with Rockford Industries, Inc. (“Rockford”) to
lease certain equipment set forth on the schedules thereto (the “Equipment”), certain of which
Equipment was owned by Seller and has been sold to World Access and subsequently sold to
Rockford; and

WHEREAS, the lease of the Equipment by the Buyer pursuant to the Lease Agreement
is a material benefit to Scller and World Access; and

WHEREAS, Buyer is entering into this Agreement to purchase certain assets from
Seller and to obtain certain representations and warranties from World Access and Seller -
regarding such assets, the Equipment and the System;

NOW, THEREFORE, with the intent of inducing the Buyer to enter into the Lease
Agreement, in consideration of the representations, warranties and covenants contained herein,
for other good and valuable consideration, the receipt, sufficicncy and adequacy of which are
hereby acknowledged, and upon and subject to the terms and conditions hereinafter set forth,
the parties hereto do hereby agree as follows:

1. Acquisition of Equipment. Concurrently with the execution of this Agreement,
Buyer agrees to enter into the Lease Agreement, to cause the lease Agreement to be delivered
and to lease the Equipment pursuant to the terms set forth in the Lease Agreement.

2. Transfer of Assets. Seller agrees to transfer assets and rights to Buyer, solely as
set forth and provided for in this Agreement, that are used by the Seller in the operation of the
System. To such end:

(a) Upon the terms and subject to the conditions of this Agreement, Seller hereby
agrees to sell, transfer and convey to Buyer, and Buyer agrees to purchase, accept and acquire,

~Doc# 2766%0.03 ~
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all right, title and interest in and to any written registration, license, certificate, approval, other
authorization or tariff to provide intrastate telecommunications services (collectively,
“Authorizations”) and related assets sct forth on Exhibit A hereto (individually, a “License,”
and collectively, the “Licenses”) for the Purchase Price (as defined below) and the other
consideration set forth in this Section 2.

(b) The transfer contemplated hereunder of each License is expressly contingent
| upon obtaining the applicable necessary governmental consent or approval with respect to such
| License. If any License is unable to be transferred, Seller shall make all necessary filings in the
applicable jurisdiction to cause a new Authorization to be issued to Buyer. In transferring the
Licenses and in applying for new Authorizations, Buyer and Seller shall follow the procedures
described in this Section 2(b):

i) Seller shall cause its agents to prepare promptly all filings necessary to
cause the Licenses to be transferred to Buyer.

{if)  In any jurisdiction in the United States where Seller does not as of the
date of this Agreement hold a License that entitles it the unencumbered
and unrestricted right to provide intrastate long distance service, the
Seller shall be responsible for promptly filing new applications on behalf
of the Buyer for authority to provide such service.

(iii)  Following preparation of all filings, the Seller shall forward such filings
to Buyer for Buyer's review prior to making the filings. Buyer shall
promptly review all such draft filings and provide any comments to
Seller’s agent. Seller will not cause such filings or any amendments or
supplements thereto to be made unless approved by the Buyer.

(iv) Recognizing that Buyer’s customers are concentrated in certain
geographic areas, if Buyer provides Seller a written list of jurisdictions
ranked in the priority in which it desires to obtain Authorizations, Seller
shall thereafter make filings in such jurisdictions in the specified order.

{(v)  If any state commission rejects or comments on a filing, the Seller shall
cause its agent to amend such filing, supply additional information or
make a new filing, as may be necessary or advisable.

(vi)  Seller shall bear all costs and expenses of making the filings required
pursuant to this Section 2, excepting only the costs and expenses
(including travel costs) incurred by officers of Buyer in appearing in
person before public utility commissions or similar bodies of various
jurisdictions.

(vii)  Seller shall make all required filings within 30 days following the date of .~ ./
this Agreement. Seller shall use its best efforts to cause Buyer to obtain
all necessary licenses and approvals in a minimum of 30 states within 90
2
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days following the execution of this Agreement and in all 50 states and
the District of Columbia within 180 days following the execution of this
Agreement,

(viit) If Seller fails to make the filings or to cause Buyer to become qualified
upon thc schedule set forth in Scction 2(vii), in addition to the
obligations of indemnity set forth elsewhere herein, Seller shall, at no
additional cost to Buyer, provide services under licenses, certificates and
tariffs held by Seller to customers to whom Buyer’s agents have
marketed long distance services; provided, however, that until Buyer and
Seller shall agree in their reasonable judgment that it is improbable that
such Licenses can be transferred to or acquired by Buyer, Seller shall
have a continuing obligation to pursue the transfer and acquisition of the
Licenses as contemplated by this Section 2 and, upon Buyer obtaining
Licenses to provide long distance service, all such customers of Seller
shall be transferred to Buyer without the payment of any additional
consideration. In the event that Seller is required to provide services
under its Licenses pursuant to this Section 2(b)(viii), Buyer shall
indemnify and hold harmless Seller from and against all claims,
liabilities, expenses and damages that Seller incurs by reason of Buyer
engaging in improper activities with respect to such Licenses or
telecommunications customers who receive services pursuant to such
Licenses.

(¢)  The aggregate purchase price for the Licenses and services to be provided.
pursuant to this Section 2 shall be $100,000.00 (the “Purchase Price”) which shall be payable
by Buyer’s delivery to Seller of a promissory note in the form attached hereto as Exhibit B.

3. Assignment of Receivables to Seller. In exchange for the sum of $150.000
which shall be paid in cash to Buyer by World Access concurrently with the execution of this
Agreement, Buyer hereby agrees to convey to World Access, upon the terms and conditions set
forth in this Section 3, all amounts paid to Buyer by Colorado River Communications Corp.
(“CRC"). Buyer shall deliver such amounts to World Access, properly endorsed, in the same
form as such amounts are delivered to Buyer, promptly following receipt of such amounts by
Buyer. Following execution of this Agreement, Buyer shall use its commercially reasonable
best efforts to obtain the consent of CRC to an assignment of all amounts payable to Buyer by
CRC (“CRC Accounts Receivable”). Following receipt of such consent, Buyer will convey all
CRC Accounts Reecivable to World Access. Following such conveyance, World Access shall
use its diligent best cfforts to collect such CRC Accounts Receivable. World Access shall
retain onc-half of all amounts delivered to or collected by it pursuant to this Section 3 until the
total amount retained by World Access equals $150,000. Thereafter, World Access shall
promptly remit to Buyer all amounts that World Access is not entitled to retain pursuant to this
Section 3. If by December 31, 1998, World Access has not retained at least $150,000 in the
aggregate pursuant to this Section 3, Buyer shall pay to World Access in cash within ten ’
business days the difference between $150,000 and the amount that had been withheld by
World Access pursuant to this Section 3 in the aggregate as of December 31, 1998.

3
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4, Representations and Warranties of Seller and World Access. As an inducement
for Buyer to enter into this Agreement and the Lease Agreement and to consummate the
transactions contemnplated hereby and thereby, intending that Buyer rely thereon in entering
into and performing this Agreement and the Lease Agreement, Seller and World Access jointly
and scverally represent and warrant to Buyer that each and all of the following are truc and
correct in all respects as of the date hereof:

(@  Each of Seller and World Access is a corporation duly organized, validly
existing and in good standing under the laws of the state of its incorporation or organization.

v (®) Each of Seller and World Access has the corporate power, authority and legal
right to executs and deliver this Agreement and perform the transactions contemplated hereby.
The cxecution, delivery and performance of this Agreement by each of Seller and World
Access have been duly authorized by all necessary corporate action. This Agreement
constitutes the legal, valid and binding obligation of Seller and World Access, enforceable
against each of Seller and World Access in accordance with its terms.

(c) The execution, delivery and performance of this Agreement by each of the
Seller and World Access does not violate, conflict with or result in the breach of any term,
condition or provision of, or require the consent of any other person under (a) eny existing
law, rule or regulation to which either the Seller or World Access is subject, (b) any judgment
or order to which either the Seller or World Access is subject, (¢c) the charter documents of the
Seller or World Access or (d) any mortgage, coatract, or other instrument, document or
understanding, oral or written, to which either the Seller or World Access is a party or by
which either Seller or World Access is otherwise bound.

()] Seller conveyed to World Access, and World Access conveyed to Rockford,
good and marketable title to all of the Equipment, free and clear of any and all liens,
encumbrances, security devices, security interests, financing statements, mortgages, pledges,
conditional sales agreements, factor’s liens, environmental liens, charges, leases, leasehold
interests, licenses, sales taxes, use taxes, tax claims, judgments, restrictions, covenants,
easements, attachments, equities, liabilities or claims of any kind, nature or description
whatsoever (collectively, the “Encumbrances”).

Q) Prior to the sale of the Equipment to Rockford and as of the date hereof, all of
the Equipment to be leased under the Lease Agreement has been maintained in all material
respects in accordance with general industry practices. By December 30, 1998, the Equipment
will be in good operating condition and repair, subject only to ordinary wear and tear, and will
be usable and fit in all material respects in accordance with general industry practices for its
intended purposes.

® Seller had the corporate power and authority and the legal right to transfer the

Equipment to World Access. The transfer of the Equipment by Seller to World Access had

been duly authorized by all necessary corporate action. World Access had the corporate power

and authority and the legal right to transfer the Equipment to Rockford. The transfer of the
: 4
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Equipment by World Access to Rockford had been duly authorized by all necessary corporate
action.

(g)  With respect to In Re: Ch C nicati rated (d/b/a Resurgens
Communications Group) (United States Bankruptcy Court Northern District of Illinois Eastern
Division, Case No. 97 B 32873) (the “Seller’s Bankruptcy™), the Confirmation Order dated
September 3, 1998 has been executed and cntered by the judge in the Seller’s Bankruptey prior
to the date hereof. Neither Seller nor World Access is required to obtain any consent or
approval of any court, governmental agency or other party that has not been obtained
(including, without limitation, any consent or approval in connection with Seller's Bankrupicy)
in connection with the entering into of this Agreement or the transfer of the Licenses or the
Equipment pursuant to this Agreement or as contemplated hereby.

(h)  Seller has good, valid and marketable title to the Licenses, free and clear of all
Encumbrances. Except as set forth on Exhibit A, Seller is not in default, nor has it received
any notice of any claim of default, with respect to any such License.

@ Seller has complied with each, and is not in violation of any, law, ordinance, or
governmental or regulatory rule or regulation, whether federal, state, local or foreign, to
which the Licenses or the Equipment are subject.

)] No representation or warranty by Seller or World Access in this Agreement
contains any untrue statement of a material fact or omits a material fact required to be stated
herein or necessary to make any statement herein not misleading.

5. Representations and Warranties of Buver. The Buyer hereby represents and

warrants to Seller and World Access that:

(a)  Buyer is a corporation duly organized, validly existing and in good standing
under the laws of the State of Georgia.

(b)  Buyer has the corporate power, authority and legal right to execute, deliver and
perform this Agreement. The exccution, delivery and performance of this Agrecment by
Buyer have been duly authorized by all necessary corporate action. This Agreement has been
duly executed and delivered by Buyer and constitutes the legal, valid and binding obligation of
Buyer enforceeble against Buyer in accordance with its terms.

(c)  The execution, delivery and performance of this Agreement by Buyer does not
violate, conflict with or result in the breach of any term, condition or provision of, or require
the consent of any other person under (a) any existing law, rule or regulation to which Buyer is
subject, (b) any judgment or order to which Buyer is subject, (c) the charter documents of the
Buyer or (d) any mortgage, contract, or other instrument, document or understanding, oral or
written, to which Buyer is a party or by which Buyer is otherwise bound.

6. Indemnification of Buver. The Seller and World Access will jointly and
severally indemnify, reimburse and hold harmless Buyer, the directors, officers, employees

5
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and agents of Buyer and each person, if any, who controls Buycr, from and against any and all
losses, claims, liabilities, expenses and damages (including any and all investigative, legal and
other expenses reasonably incurred in connection with, and any amount paid in settlement of,
any action, suit or proceeding or any claim asserted) (including, but not limited to, all amounts
required to be paid pursuant to the Lease Agreement), to which they, or any of them, may
become subject, at common law or otherwise, insofar as such losses, claims, liabilities,
expenses or damages are caused by (i) any inaccuracy in the representations and warranties of
Seller or World Access contained herein or (ii) any failure of Seller or World Access to
perform its obligations hereunder or under law.

7. Indemnification of Seller. The Buyer will indemnify, reimburse and hold
harmless Scl]e1 the directors, officers, employees and agents of Seller and each person, if any,
who controls Seller, from and against any and all losses, claims, liabilities, expenses and
damages (including any and all investigative, legal and other expenses reasonably incurred in
connection with, and any amount paid in settlement of, any action, suit or proceeding or any
claim asserted), to which they, or any of them, may become subject, at common law or
otherwise, insofar as such losses, claims, liabilities, cxpenses or damages are caused by (i) any
inaccuracy in the representations and warranties of Buyer contained herein or (ii) any failure of
Buyer to perform its obligations hereunder or under law.

8. Indemnification of World Access. Buyer will indemnify, reimburse and hold
harmless World Access, the directors, officers, employees and agents of World Access and
each person, if any, who controls World Access, from and against any and all losses, claims,
liabilities, expenses and damages (including any and all inve:stigative, legal and other expenses
reasonably incurred in connection with, and any amount paid in settlement of, any action, suit :
or proceeding or any claim asserted), to which they, or any of them, may become subject, at
common law cr otherwise, insofar as such losses, claims, liabilities, expenses or damages are
caused by: (i) any inaccuracy in the representations and warranties of Buyer contained herein;
(ii) any failure of Buyer to perform its obligations hereunder or under law; or (iii) World
Access being required to pay any amount pursuant to its guaranty of the obligations of Buyer
pursuant to the Lease Agreement.

9. Miscellaneous.

(a) Seller and Buyer each represent and warrant that all negotiations relative to this

Agreement have been carried on by it directly without the intervention of any person who may

be entitled to any brokerage or finder’s fee or other commission in respect of this Agreement

or the consummation of the transactions contemplated hereby, and Seller and Buyer each agrec

to indemnify and hold harmless the other against any and all claims, losses, liabilities and

| expenses which may be asserted against or incurred by it as a result of any dealings,
arrangements or agreements with any such person.

(b)  Seller shall pay all federal, state and local sales, documentary and other transfer

\ taxes, if any, due as a result of the purchase, sale or transfer of the Licenses in accordance =
herewith,
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()  Each party hereto shall pay its own expenses incidental to the preparation of this
Agreement and the consummation of the transactions contemplated hereby.

(d)  This Agrcement sets forth the entire understanding of the parties hereto with
respect to the transactions contemplated hereby. It shall not be amended or modified except by
written instrument duly executed by each of the parties hereto. Any and all previous
agreements and understandings between or among the parties regarding the subject matter
hereof, whether written or oral, are superseded by this Agreement.

(e)  Any term or provision of this Agreement may be waived at any time by the
party entitled to the benefit thereof by a written instrument duly executed by such party.

® Any notice, request, demand, waiver, consent, approval or other communication
which is required or permitted hereunder shall be in writing and shall be deemed given only if
delivered personally, by telegram, by a nationally recognized overnight carrier or by registered
or certified mail, postage prepaid, as follows:

If to Buyer, to:

Maxxis Group, Inc.

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
Attention: Mr. Thomas O. Cordy

With a copy to:

Nelson Mullins Riley & Scarborough, L.L.P.
First Union Plaza, Suite 1400

999 Peachtree Street, N.E.

Atlanta, GA 30309

Attention: James Walker IV, Esq.

If to Seller, to:

Cherry Communications, Inc. (d/b/a Resurgens Communications Group)
945 East Paces Ferry Road, Suite 2210

Atlanta, Georgia 30326

Attention: Mr. John D. Phillips

If to World Access, to:

World Access, Inc.

945 East Paces Ferry Road, Suite 2240

Atlanta, Georgia 30326 v o
Attention: Mr. Mark A. Gergel

‘ 7
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or to such other address as the addressee may have specified in a notice duly given to the
sender as provided herein. Such notice, request, demand, waiver, consent, approval or other
communication will be deemed to have been given as of the date so delivered, telegraphed or
mailed.

() This Agreement shall be governed by and interpreted and enforced in
accordance with the laws of the State of Georgia, without regard to its conflict of law
principles.

(h)  The invalidity or unenforceability of any provision of this Agreement in any
jurisdiction shall not invalidate or render unenforceable such provision in anmy other
jurisdiction.

@ This Agreement may be executed in any number of counterparts and any party
hereto may execute any such counterpart, each of which when executed and delivered shall be
deemed to be an original and all of which counterparts taken together shall constitute but one
and the same iastrument.

LN
-
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| . _ I'NA WITNESS WHEREOF, the parties hereto have duly executed this Agreement on the

date first written above:
~ .
By: Thomas O\ Cordy o :
Title: Chief Exekutive Offjcer and
. President -

CHERRY COMMUNICATIONS
INCORPORATED: (d/b/a RESURGENS
- COMMUNICATIONS GROUP)

Title: S—;’..K(ac, Uiee 9/7';) I'J“i

WORLD ACCESS, INC.

By: -
Title:

AN
-
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IN WITNESS WHEREOF, the parties hcrcto have duly executed this Agrccment on the

date first written above:

~Dock 2766%0.01 -

MAXXIS GROUP, INC.

By: Thomas O. Cordy :
Title: Chief Executive Officer and
President

CHERRY COMMUNICATIONS
INCORPORATED (d/b/a RESURGENS |
COMMUNICATIONS GROUP)

By:.
Title:

WORLD ACCESS, INC.

Woared

. By: - MBRK A. GEEREL

Title: EvP & cro
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EXHIB

LICENSES

All licenses described on the attachment hereto.

All numerical access codes which customers use to obtain access to Seller’s services
including, but not limited to, all Carrier Identification Codes described on the attachment
hereto.

AN
-s
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EXHIBIT B
PROMISSORY NOTE

$100,000.00 : ' September 29, 1998

MAXXIS GROUP, INC. (hereinafter referred to as "Maker"), for value received,
hereby promises to pay to the order of CHERRY COMMUNICATIONS INCORPORATED
d/b/a Resurgens Communications Group, an Illinois corporation (hereinafter referred to as
"Payee"), the aggregate principal sum of ONE HUNDRED THOUSAND DOLLARS
($100,000.00) on the earlier of (i) March I, 2000 or (ii) the closing of an initial public offering of
Maker’s capital stock for cash which is offered and sold in a transaction registered under the
Securities Act of 1933, as amended, through one or more underwriters, all pursuant to an
underwriting agreement between Maker and such underwriters, resulting in aggregate gross
proceeds of $7,500,000 to the Company. After January 1, 1999, Maker shall pay monthly in
atrears simple interest on the principal at the rate of 8.00% per annum. Maker and Payee
expressly agree that no interest on the principal shall begin to accrue until January 1, 1999. The
principal hereof and the interest thereon are payable at 945 East Paces Ferry Road, Suite 2210,
Atlanta, Georgia 30326, or at such other place as Payee may from time to time designate to
Maker in writing, in coin or currency of the United States of America.

Maker may, at any time and from time to time, prepay all or any portion of the principal
of this Note remaining unpaid, without penalty or premium. Prepayments shall be applied first to
the payment of accrued but unpaid interest on this Note and the balance to principal. :

This Note is without recourse to any assets of Maker.

This Note shall be governed by, and enforced and interpreted in accordance with, the laws
of the State of Georgia without regard to the principles of conflict of Jaws.

In the event that Maker fails to make any payment when due, Payee shall provide written
notice of default to Maker, which notice shall allow Maker 30 days from the date of receipt of
such notice in which to cure such default. If such default is not cured within the time allowed, the
balance hereof shall be deemed to be immediately accelerated without further notice to Maker.

IN WITNESS WHEREOF, Maker has executed this Promissory Note as of the date first

set forth above.
MAXXIS GRQUP, INC.
By:
Title:
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MAXXIS COMMUNICATIONS, INC.'S APPLICATION FOR A CERTIFICATE OF
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Suite 315, West Tower REFERENCE : 0077

2 Martin Luther King Jr. Dr. PRINT DATE ~ : 09/25/1998
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NELSON MULLINS RILEY & SCARBOROUGH
ESTER MORENO-BAILEY

999 PEACHTREE ST., STE. 1400
ATLANTA, GA 30308

CERTIFICATE OF NAME CHANGE AMENDMENT

I, Lewis A. Massey, the Secretary of State and the Corporation

Commissioner of the State of Georgia, do hereby certify under the
seal of my office that

MAXXIS TELECOM, INC. ;
A DOMESTIC PROFIT CORPORATION ‘

has filed artlcles of amendment in the office of the Secretary of
State changlng its name to

MAXXIS COMMUNICATIONS, INC.

and has paid the reguired fees as provided by Title 14 of the
Official Code of Georgia Annotated. Attached hereto is a true and
correct copy of said articles of amendment.

WITNESS my hand and official seal in the City of Atlanta and the
State of Georgia on the date set forth above.

0"-"

Lewrn® A Demnuay Lewis A. Massey o
Secretary of Stata . . Secretary of State




ARTICLES OF AMENDMENT
TO THE
ARTICLES OF INCORPORATION
OF
MAXXIS TELECOM, INC.

L

The name of the corporation is “MAXXIS TELECOM, INC.” ¢he “Corporation”)

II.

Effective the date hereof, Article One of the Articles of Incorporation of the Corporation
is amended by deleting Article One in its entirety and substituting therefor the following

“The name of the corporation is Maxxis Communications, Inc

.

The amendment contamed herein was duly adopted by unanimous written consent of the
Board of Directors of the ‘Corporation dated as of September 2¢£, 1998. Pursuant to Section 14-

amendment was not required.

2-1002 of the Georgxa Business Corporation Code, shareholder action with respect to "the

IN WITNESS WHEREOF, the Corporation has caused these Articles of Amendment to

be executed by its duly authorized officer this

X2

12 fx)
4

— =
wn F
L v
<y -
> —
[o

=T

[0

wl '—n:
CC <

& &
wn v

. -Docl 275661 01

....-'m. 2 it e T

i T

day of September, 1998.

MAXXIS TELECOM, INC.
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\ , CERTIFICATE REGARDING
REQUEST FOR PUBLICATION OF
\ NOTICE OF CHANGE OF CORPORATE NAME

] The undersigned ofﬁcer of MAXXIS TELECOM, INC. (the "Corporauon") a Georgia
| corporation, does hereby verify that a request for publication of a notice of intent to file
‘ articles of amendment to change the name of the Corporation and payment therefor has been
\ made as required by Section 14-2-1006.1 of the Official Code of Georgia Annotated.

IN WITNESS WHEREOF, the undersigned does hereby set his hand this 2’7l day of

o September, 1998.

Its: Sec;etary
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CERTIFICATE OF INCORPORATION

I, the Secretary of State and the Corporation
Commissioner of the State of Georgia, do hereby certify under the

seal of my office that ‘-

MAXXIS TELECOM, INC.
A DOMESTIC PROFIT CORPORATION

has been duly incorporated under the laws of the State of Georgia
on the effective date stated above by the filing of articles of
incorporation in the office of the Secretary of State and by the
paying of fees as provided by Title 14 of the Official Code of
Georgia Annotated.

WITNESS my hand and official seal in the City of Atlanta and the
State of Georgia on the date set forth above.

Lewis A. Massey . L TEmnTEs
Secretary of State




. ARTICLES OF INCORPORATION
OF

‘ - " ARTICLEI
] The name of the corporation is "Maxxis Telecom, Inc."
\ ARTICLE IT

The corporation shall have authority to issue not more than 1,000, OOO shares of
capital stock.

ARTICLE III

The street address and county of the initial registered office of the corporation is
1201 Peachtree Street, Suite 2200, Atlanta, Georgia 30361; the registered office is in

Fulton County. The mmal registered agent of the corporation at such address is Peter
C. Quittmeyer.

ARTICLE IV

The name and address of the incorporator is:

Peter C. Quittmeyer

Nelson, Mullins, Riley & Scarborough
400 Colony Square, Suite 2200

1201 Peachtree Street

Atanta, Georgia 30361

ARTICLE V

| The mailing address of the initial principal office of the corporation is:

B 11205 Alpharetta Highway
\ Suite G 3 < a2
Roswell, Georgia 30076
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ARTICLE VI -

The initial Board of Directors shall consist of Three (3) members.

S

: Pursuant t0 Séction 14-2-704 of thé Georgid Business® Corporation Code; any
action required by the Georgia Business Corporation Code to be taken at a meeting of the
shareholders and any action which may be taken at a meeting of the shareholders may be
taken without a meeting if written consent, setting forth the action so taken, shall be
signed by persons who would be entitled to vote at a meeting those shares having voting
power to cast not less than the minimum number (or numbers, in the case of voting by
classes entitled to separate vote) of votes that would be necessary to authorize or take
such action at a meeting of shareholders at which all shares entitled to vote were present

- and voted, subject to the limitations and notice requirements of Section 14-2-704.

ARTICLE vIII |

No director of the corporation shall be personally liable to the corporation or its
shareholders for monetary damages for breach of the director’s duty of care or other duty
‘as a director, provided, that this provision shall eliminate or limit the liability of a
director only to the extent permitted from time to time by the Georgia Business
Corporation Code as amended from time to time, or any law governing such matters
which replaces the Georgia Business Corporation Code.

IN WITNESS WHEREOF, the undersigned has executed these Articles of
Incorporation as of the 17th day of February, 1997. '

T C.C
. Quittmeyer, E\iq.
Incorporator
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\fiﬁusinexx Information and Seruices

| Suite 315, est Tower RESERVATION NUMBER: 970410411

| 2 Martin Luther King Jr. Ar. ' EFFECT.:_\'/E 03T$ : g;;:mgg;
' . - EXPIRATION DATE '

| Atlanta, Genrgia 30334-1530 EXPIRATION DATE & 24

| CONSENT ON FILE : N/A

| PRINT DATE : 02/11/1997
b FORM NUMBER 506

\ KYLE FRISCH

! 1201 P'TREE ST
STE 2200

ATLANTA GA 30361

NAME RESERVATION CERTIFICATE

I, the Secretary of State of the State of Georgia, do hereby certify under the
seal of my office that the records of the Secretary of State have been reviewed
and the name

MAXXIS TELECOM, INC.

is not identical to, and appears to be distinguishable from, the name of any other
existing entity on file pursuant to Title 14 of the Official Code of Georgia
Annotated. ‘

This certificate shall be valid for a nonrenewable period of ninety days from the
date of this certificate. Please submit this original certificate with any
subsequent formation filing.

Name reservations are not renewable after expiration of the statutory reservation
period stated above.

P and 62?‘ /15%, ” i.
LEWIS A. MASSEY

SECRETARY OF STATE
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i LAW OFFICES .
i

NELSON MULLINS RILEY & SCARBOROUGH, L.L.P.

\ A REGISTERED LIMITED LIABILITY PARTNERSRIP INCLUDING PROFESSIONAL CORPORATIONS

KYLE M. FRISCH 400 COLONY SQUARE OTHER OFFICES:
SUITE 2200 © Charleston, South Carolira
LEGAL ASSISTANT . 1201 PEACHTREE STREET, N.E. ’ Charloute, North Carolira
(404) 817-6187 ATLANTA, GEORGIA 30361 | Coluabia Souh Curln
| ’ : TELEPHONE (404) 817-6000 .

Greenville, South Carolira

TELECOPIER (404) 817-6050 Myrde Beach, South Carolim

February 17, 1997

VIA U.S. MATL

Fulton County Daily Report
Business Office

190 Pryor Street, SW
Atlanta, Georgia 30303

Re: Maxxis Telecom, Inc.

Dear Sir or Madam:

You are requesﬁed to publish once a week for two consecutive
weeks, commencing within ten days of receipt of this letter,

a
notice in the following form: ;

"NOTICE OF INTENT TO INCORPORATE

Notice is given that articles of incorporation which
incorporate Maxxis Telecom, Inc. will be delivered to the
Secretary of State in accordance with the Georgia Business
Corporation Code. The initial registered office of the
corporation will be located at 1201 Peachtree St., Ste. 2200,
Fulton County, Atlanta, Georgia 30361 and the initial
registered agent at such address is: Peter C. Quittmeyer."

Enclosed is a check in the amount of $40.00 in payment of the
cost of publication.

Very truly yours,
Kyle M. Frisch

s f”
Encl.

cc: Andrew L. Howell

i

\ " "Dodement: C:AATLIKMF\0196952. WP
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Fulton County. Georgia X075, ang ris
initial regustered pgent M such 208ELs
i MARK A WESSS.

DAVID K. ROBEKTSCN

O.H Robertison & Assocaies P2
2945 West Man Steet
Snetivfie. GA XT3
IR

m
U20-2etm

NOTICE OF INTENT
T0 INCORPORATE
Notice is gven tat Arcies 5! incore
porstion which wall incopo-zte MR
ENHANCEMENTS, INC. will be ce-
livered 1 the Secretary of Sute for fik
ing in accoreance with the Georgia
Business Corporation Cooe The wrtiad
otfics of T coDorgion wall
be loceted at 115 01d Ferry Way,
Raswe, Futon County, Georsa X078,
and ity bwtial regrstered agev 3!
address 8 MARY REISER,
DAVIO K ROBERTSCNM
D. H. Robertson & Assocwes, PG

2525 West Man Steet
Soelhiie, G4 XN7E
[rer 2331
mn
U20-2em

NOTICE OF INTENT

' NOTICE OF INTENT ',
TOINCORPORATE °

LEN

o 01 2221 Peacrmmee Roag NE. Surtte
U418, Atana, GA X309 ang s nitual
registered 2Qent 3t such 3087e1s i
LeRoy Camacel.

"

prelogd

NOTICE OF INTENT

TO INCORPORATE
Hatice i3 Grven that prtcies of incor-
poration which wll incorporate

| ROCKY MOUNTAIN PIZZA COM-

PANY, INC. wiil be celivered 1o the
Secretary of Sixe kr filing n aczord-
ance with the Geogua Business Cox-
2oration Coce. The mutial registered
otfice of the corparation wali be 3383
Peachtree Read, N.E. North Tower,
Suite 500, Attarwa, Georgu 30326 and
r3 ivtis] regenired spent 3t such od-
dress will be Soercer J. Kruem, £3q.
SPIX, KRUPP & REECE P.C.
Atsa Fraast Conter
North Tower « Sune 500
3353 Pesceee Rosa. N €
Atarma_ Georpa X6
ny
U

NOTICE OF INTENT

TO INCORPORATE
Notice i3 given mat Artcies of incor-
poration wach wil Feorporate GEOR-
GIA CHAPTER OF THE ASSOCIA.
TION OF ONUNE PROFESSIONALS,
IRC. will be geiveres 10 The Sezeary
of State for filing » FCCOCANCE with
1he Georg:a Nonfrelnt Corperation
Coce. The mutat repsteed cHwe of
“ewwuvxml-:um e 3t 800
One Atlantic Center, 1201 W,
Peachiree Street Atlanta. Georgis
303082450, an¢ 3 wwtial regustered
agent at such as2eesy 13 Andiew J.

Amalt Goides & Gregory

NOTICE OF INCORPORATION
Hotce 1 gven ™3t Atcies of incor-
POTINION which watl ;COrpOrate ime
migration & Ioternstiess! Law
Contor ot Atiante, lnc. have been
Geiver e © e Secrwury of Sl for

-filng. 9 2CorEaccs with D Georgua
luuncn (amnw Cose The wmial

Notis 15 grven Bal A of lneoe
POratign whigh wotl -a“.,guu
Maxzis Tolegom, inc. -m :a

mqmrvd ofce o e ot ion 0

A3 tal fegiateced agent 3t such
o " ], weoreisg
vl 10 ™ Seoreony @ $% 0 '4-"1 ¥ torney-ot-law, 133 Mitghedt Street,

Lamtent Rotents,

Aoy

Y-2ce

MOTICE OF CRANGE
OF CORPORATE NAME
Notce it grven Tt acUcies of amend-
ment which wiill change e name of
Comfort Merger Corporation 1o
Chop N Fry, mc., will be ceivered 1o
the Secreiary of Sarw for e = -
torgance wrth the Georpu Business
Corporution Code. The repsseed offics
of the corporation i3 located at 3343
Peacntres Foad, N E.. Sete 1800,
Atiana, Geoia 3NS5,
Smith, Gambreil & '«null

NOTICE OF CHANSE
Of CORPORATE KAME

Hoica 18 gven 2t artioes of amend-
memt which wall change Cu name of
“Emergeacy Christian Asai
inc.” 16 “Christ The Cornerstons
Mission, I8e.”, wall be cerveced to
the Secey of Sute by fng 1 x-
cordance with the Geopa Nonoroft
Corporanon Code. The regacered office
of the corporaion 15 iscates a1 1575
Nortrawie Crres, N W_ 230 Atlanta
Tecvongy cemer, Somy 430, Atlanta,
Georgia 3C318 #n¢ e ~ame of the
registered agent at 5212 acdress s

Ateva, Georgu X8

”
ey

NONICL OF THANGE
OF CORPORATE MAME
Notrce 13 gven T\t aows of ymend.
ment wiich wail cnanoe T rame of
Kestral Communicstieny, Ing, 1o
The Kestral Groagp, Imc, wiil be ce-
ivered 1z he Secriany o Siate for i
ing m accorcance witt ™q Georgi
Business Comorator Tie The reg
istered offcr of e S Boraton i i
cawed 0t 1200 Pescntwe Steet Sune
1110, 45ema. Georgre I3
Lo HAUGKTIR G \MGIN
ey -
A%, Loy Soae
15 Pracerre Stee W E
Arorea, Geoga X

ger wnli be Aryus Heldings, Inc. 2
coporation reporad o the State
of Gropia. The regrstered oftice of
$uCh COrportion 13 located at Surte
80, 3069 Peacrires Rosd. NW. At-
laz, Georyaa XXX 3¢ 1S regrstened
agent at such acéress 15 Jonn 0.
Houser.

KING & SPALDING
151 Paceree Street
Lt Georga XC3-1763
s
2702¢ce

Anticles of Dissolution

HOTICE OF INTENT TO
YOLURTARRY DISSOLVE
A CORPORATION
Notce it grven Tt ¢ ronce of intent
 ¢rssolve ARST SEXVICE CORP, 2
Georgia Copormnon weth 13 regnsteced
orfice 811201 Feacreree Steet. Sune
1240, Atlanza, Georgia 30361, has
been delrvered to the Seeretary of
State br filrg  acxoTance with the
Georgis Busresy Coporyoon Code.
RAST SERVICE CORP. renues: thar pev-
$ONS with WY 2GINTSL 1 presen The
claims 19 FOIC.Dimsion of Legal
Sernces, 1201 W. Prachtres Street.
NE. Suite 1830, Alants, GA 30303,
Anenton; Secton Chwet, Ocses Bank
ASmunistation, with 3 deschoteon of
e parhonrs of Te Cien N winmg.
Notce @ given Tat emeX for mamg
That 872 CORIgenK ot the trme of the
or anse sty e filieg of ™e nonze of
nient 19 gsohe. 3 claer st e
SHDOANMN AKX cTewrse Lared wail
| be barred urvess & proceecing 10 en-
foree tw clawm 13 corvaenced within
e verrs sher auiczvon of This no-
s
nst
272t

1’“2!:

NOTICE OF INTEMT TO
YVOLUNTARRILY DISSOLVE
' A CORPORATION

Hotcs o1 gven BNt § rotce of. vtent
j © ¢130v The Mosey Sewrce, lnc
and erres Reatioe L4 Georgu
] Copormions weh a1 regsiered otice

21 $180 Reswanl Road, Swite 200

Swm Atiowa, Georges 30342, heg
N | been gelmereg to the Gecretary of
i Sune for g’ TR wh Py

You are heredy roufed Tut on feory-
ay 14, 1957 XJ Taok Kang fiied 3 pe-
irtion in the Suoenax Lot of Fylton
Courny, Georpa, Case No. £-56740, t
SNange ha rame, wonet f graried wall
be town a5 Kenimer! Nokagaws,
302 you will mace known any odjec-
Lo vou My heve 1 O prayen of
s&1d petition within 30 days from
sbove tats of filrg 1 s2e coum, be-
fore tw Presding huope, n Cramoens
at the Coutouse, Atama, Geogu

K TAEK KANG

PETIMONER

GEQRGE L KIMEL
Attorney for Petmorer ‘
SBES Jumeny Carter v
Sune 110
Norerosy, GA X071
(7701 246-5008
1
e

NOTICE OF CHANGE OF NAME
TO WHOM [T MAY CONCERN:
You are hereby notfed Sat on Febr-
ary 23, 1997 Kristie Ann Jones filed
2 peution m T Suwener Count of Ful-
ton County. Georgis, Case No_ €.
SSE3I2, 10 change her name, which if
granted will be own 23 Chreisty Ane
Jones nd you will mace nown any
ODpections yYou may Aave © the pravers
of 38:d petrtion wathwn 30 dayy from
above cate of filing, in said court,
before the Presng Judge, in Cram.
bers 2t the Cortoe, Atlans, Geor-
se

Barry L Owenermen

ATTORNEY FCR PETTTIONER
Surte S50, Suocheac e
3312 Frearnon Aoad
Attara, GA X5
n
Yi4emn

NOTICE OF CRANGE OF RAME

TO WHOM T MAY CONCTERN:
You are herety roufed Tt on Febrs
ary §, 1997 Jomes Herbert Gramiing
filed & pevtion in the Supenor Count ol
Fulton Caunty, Georgia, Case No
£56574, 10 charge b rama, which
granted will be tnown a3 James
Herbort Howston ond you will mate
Own vy COMNGINS YOU Mey have 10
e prevers of 10 petton wathe 30
Cays from above G of fimg, i ad
court, befors the Presdmg Judge, m
Chamoers ot o Covrthone. Atlanua,
Georgs

Jomes K. Gromiing

IS78 Peochurne R4 440

unGersigned, fiied 3 pettion 1 the Su-
penor Court of Futon County, Georgaa,
Case No. £-55507, on the 7th dey of
Fetruary, 1957, prepeg for 2 Cwnge
the npme of petioner trom Cathering
Mursl Martia Robinser 10 Marel
Martin Rebiasea, Notce is heredy
QIVEN DUCSUBN TD \ew 1D 3ry Fevesied
or affetied party to appear n s
Court and 1o lile objections 1o such
name cage Objectrr must de fied
wih 32« Court within 33 davs of the
fifing of s2x pevdon
Thes 30 cav of Jaruary, 1987
Catherios Marei Martin Rebinzen
ATTORKEY FOR PETTRONER
Jotwison & Coover
305 Lawrence Street
Manetta, GA 30080
n

U134vag

NOTICE OF CHANGE OF KAME
TO WHOM IT MAY CONCERN:
You ava herety nonsfied that on Febn-
¥y & 1957 Kevia Keith Walket filed
3 prtion N the Suoenior Court of Ri-
1on County, Georgia, Case No. £-
56568, to change Mt name. which df
wall be trown a3 Keede Ajs-
&f Olushogan and you will maxe
fEown any obyections you may have to
the pravers of 33 perhon within 30
davs lrom abeve cate of filing, n 3
court, before the Presuding Juoge,
Crambers at e Courtouse, Atlanta,
Georys
n
21342

Notice to Debtors
and Creditors

NROTICE 1O DEETORS

AND CREDITORS
Al grediters of the estaie of Judy
Boors Darky, late of Fuiton County,
deceased 372 heredy oirfed 19 tender
in theu demancy 19 the wndersigned
sccording 10 law, and all persons
ndetiad W S3x e3tate ove required to
maLe yvnediais prymet.

Willism M. Dertry,

Execwmor U J.ﬁ Beers Darky
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will be 1ocated at 600 Peachites
Street, N.E. Surte 5200, Atianta. Geor-
gia 30308, and u3 inttial regrstered
agent 3l such agdress s Michael v
Coleman.

Treutman Sanders LLP

m
220-2eum

NOTICE OF (NCORPORATION
Notice is piven That Acies of incor-
poration which will corporate J.T.
Hedrick & Arsociaten, Inc. Nave
been delivered 10 the Secretsry of
State for filing in with the

Wivmg

ROTICE OF INTENT

TO INCORPORATE
Notie# 1§ green that Artices of dncor-
poration which will mcorporate Mee-
phy's Hosting & Alr lnc. wll be ge-
livered 10 the Secrewry of State for fil.
ing in accordance with the Georgia
Business Carporation Cooel0 C.GA.
Section 14-2-201 11 The munaf regis-
tered oifics of the cormrsuo will be
Iocated at 2806 Chauces Dr. SW, At.
1anta, Georgia JU31T, and its imtial
registeced agent 8t such §odress iy
Holiston T Murpny
L a
U32vg

Georgia Business Corparation Code
The intia! regstered ofce of the cor-
poration 18 located at 303 Peachtree
Street, N.E Suite 4300, Atianta, Geor-
gis 30308, and us imtial regisiered
agent ot such asdress is Jon Lee An-
dersen.

Gombreil & Stelz, LLP,

303 Peacntee STeet NE

Suite 430, Ore Pracnves

Atipnta, Georgia 3308

m
21329

NOTICE OF INCORPORATION
Notice is given that ATcles of Incor-
porstion whith wil incorporate
McGuire-Reche, inc. have beert de-
livered 10 the Secrezay of State tor til
ng in sctoréance with tne Geotgis
Business Coporaton Cove. The snitial
tegistered otfice of the caroration s
incated 3t 303 Peactrree Syeet NE.
Suite 4300, Atianta, Georgia 30328
and its snttial registened agent ot such
address 8 Jon Lee Aoenen

Gambrall & Stelz LLP,
m
U20-Zevn

NOTICE OF INTENT

TO INCORPORATE
Notece is grven that Artecies of Incor-
Dorstion whch wall reorporate Weed-
N-Toya, Inc. wiil be Seiveres to he
Secretary of State for iling i acvor-
dance with the Georgia Business
Corporation Code. The nrtiat requstered
office of T LOrPOratoN wall de 15¢a1-
ed a1 193 Peachtree Strees, NE,
Sizteanth Floor, Atlants, Georgia
0303, and its nnal regestered sgent
81 3uch sddress is Dhanes K Kuck

Povwnsll, Goldstein,
Frazer & Morphy
38
2/20-2emm
ROTICE OF INTENT
TO INCORPORATE

Notice is grven that Antxcies of incor-
poration which will incorporate THE
ARVIL ATLARTA, INC. wiil be Oeire
ered o the Secrenry of Staie i fing
in atzorance with the Georgia Busr
ness Comoration Cooe (OC G A Sec-
tion 14-2-201.11 The mutial registered
office of the LoPorIOn will e lacat-
ed a1 1830 Chesnwe Endge RE. 5.
33324, and s maw! reysiered agent
a1 such sdcvess i3 Deana Coting

"

220-Zemm

NOTICE OF INCORPORATION
Notice o gven t\at Amicles of Incore

" pOrstion which will mcornorate Sprl.

Resswrce Mansgemont Services,
ine. have peen Ceinereg ! Sec-
tetary of State for himg n ascordance
with the Georgr Butvess Carmoration
Cooe, The imitiai reg:stered office of
the corporation 3 Jocated at 1201
Peachiree Street K €, Attama, Futton
County, Georgua 32361, ang 13 bl
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CERTIFICATE OF RESTATED ARTICLES OF INCORPORATION

!, Lewis A. Massey, the Secretary of State and the Corporation Commissioner of the
State of Georgia, do hereby certify under the seal of my office that the articles
of incoérporation of

MAXXIS GROUP, INC.
A DOMESTIC PROFIT CORPORATION

have been duly restated and amended by the filing of articles of restatement in
the office of the Secretary of State and by the paying of fees as provided by
Title 14 of the Official Code of Georgia Annotated. Attached hereto is a true and
correct copy of said articles of restatement.

WITNESS my hand and official seal in the City of Atlanta and the State of Georgia
on the date set forth above.

. 4. //

LEWIS A. MASSEY
SECRETARY OF STATE




AMENDED AND RESTATED ARTICLES OF INCORPORATION
OF

MAXXIS GROUP, INC.

ARTICLE I

The name of the corporation is "Maxxis Group, Inc.” The principal executive office of
the corporation is 1901 Montreal Road, Suite 108, Tucker, Georgia 30084.

ARTICLE I

The corporation shall have authority to issue not more than 30,000,000 shares of capital
stock which shall copsist of:

(i) 20,000,000 shares of Common Stock, no par value per share (the "Common
Stock"); and

(ii) 10,000,000 shares of preferred stock, no par value per share (the "Preferred
Stock™).

A. Common Stock.

Subject to all of the rights of the Preferred Stock as expressly provided herein, by law
or by the Board of Directors pursuant to this Article II, the Common Stock shall possess all such
rights and privileges as are afforded to capital stock by applicable law in the absence of any

express grant of rights or privileges in the Amended and Restated Articles of Incorporation,
including, but not limited to, the following rights and privileges:

6y dividends may be declared and paid or set apart for payment upon the Common

Stock out of any assets or funds of the corporation legally available for the payment of
dividends;

(i)  the holders of Common Stock shall have the right to vote for the election of

directors and on all other matters requiring shareholder action, each share being entitled to one
vote; and

‘ (iii) upon the voluntary or involuntary liquidation, dissolution or winding-up of the
| corporation, the net assets of the corporation available for distribution shall be distributed pro
1 rata to the holders of the Common Stock in accordance with their respective rights and interests.
|

B. Preferred Stock.

In addition to the Common Stock, the corporation shall have the authority, exercisable
by its Board of Directors, to issue up to 10,000,000 shares of Preferred Stock, any part or all
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of which shares of Preferred Stock may be established and designated from time to time by the
Board of Directors by filing an amendment to these Amended and Restated Articles of
Incorporation, which shall be effective without shareholder action, in accordance with the
appropriate provisions of the Georgia Business Corporation Act (the "Act") and any amendment
or supplement thereto (a "Preferred Stock Designation"), in such series and with such
preferences, limitations and relative rights as may be determined by the Board of Directors. The
number of authorized shares of Preferred Stock may be increased or decreased (but not below
the number of shares thereof then outstanding) by the affirmative vote of a majority of the votes
of the Common Stock, without a vote of the holders of the shares of Preferred Stock, or of any
series thereof, unless a vote of any such holders is required by law or pursuant to the Preferred
Stock Designation or Preferred Stock Designations establishing the series of Preferred Stock.

100,000 shares of the corporation’s Preferred Stock shall be designated "Series A
Convertible Preferred Stock.” The Series A Preferred Stock shall have the rights, preferences,
privileges, restrictions, and other matters as follows:

1. Ligquidation Preference.

(€)] In the event of any liquidation, dissolution or winding up of the
corporation, either voluntary or involuntary, the holders of the Series A Convertible Preferred
Stock (the "Series A Holders") shall be entitled to receive, prior and in preference to any
distribution of any of the assets or surplus funds of the corporation to the holders of the
Common Stock by reason of their ownership thereof, the amount 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 on such share for each share of
Series A Convertible Preferred Stock then held by them and no more. If upon the occurrence
of, such event, the assets and funds thus distributed among the Series A Holders shall be
insufficient to permit the payment to such holders of the full aforesaid preferential amount, then
the entire assets and funds of the corporation legally available for distribution shall be distributed

among the Series A Holders in proportion to the shares of Series A Convertible Preferred Stock
then held by them.

®) In the event of any liquidation, dissolution or winding up of the

corporation, either voluntary or involuntary, and subject to the payment in full of the liquidation
preferences with respect to the Series A Convertible Preferred Stock as provided in subparagraph

(a) of this Section 1, the holders of the Common Stock shall be entitled to receive, prior and in

preference to any further distribution of any of the assets or surplus funds of the corporation to

the Series A Holders by reason of their ownership thereof, an amount equal to the per share

book value for each share of Common Stock then held by them and no more. Subject to the

payment in full of the liquidation preferences with respect to the Series A Convertible Preferred

Stock as provided in subparagraph (a) of this Section 1, if upon the occurrence of such event,

the assets and funds thus distributed among the holders of the Common Stock shall be
insufficient to permit the payment to such holders of the full aforesaid preferential amount, then

the entire remaining assets and funds of the corporation legally available for distribution shall

| be distributed among the holders of the Common Stock in proportion to the shares of Common
i Stock then held by them. After payment to the Series A Holders and the holders of Common
| Stock of the amounts set forth in subparagraph (a) above and this subparagraph (b), the entire
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remaining assets and funds of the corporation legally available for distribution, if any, shall be
distributed among the holders of the Common Stock and the Series A Convertible Preferred
Stock in proportion to the shares of Common Stock then held by them and the shares of

Common Stock which the Series A Holders have the right to acquire upon conversion of their
shares.

(c) A consolidation or merger of the corporation with or into any other
corporation or corporations, or a sale of all or substantially all of the assets of the corporation,
shall not be deemed to be a liquidation, dissolution or winding up within the meaning of this
Section 1, but shall be subject to the provisions of Section 4 hereof.

2. Voting Rights. Except as otherwise expressly provided herein or as
required by law, the Series A Holders shall have no voting rights on account of the ownership

of Series A Convertible Preferred Stock and shall not be entitled to potice of any shareholders
meeting.

3. Conversion. The Series A Holders shall have conversion rights as follows
(the "Conversion Rights"):

(a)  Right to Convert. Each share of Series A Convertible Preferred Stock
shall be convertible, at the option of the holder thereof, at any time at least 14 months after the
date of issuance of such share, at the office of the corporation or any transfer agent for such
stock, into such number of fully paid and nonassessable shares of Common Stock as is
determined by dividing $5.50 plus all declared or accumulated but unpaid dividends on each -
share of Series A Convertible Preferred Stock by the then applicable Conversion Price,
determined as hereinafter provided (the "Conversion Price"), in effect on the date the certificate

is surrendered for conversion. The initial Conversion Price shall be $5.50. Such initial
Conversion Price shall be adjusted as hereinafter provided.

®) Automatic Conversion. Each share of Series A Convertible Preferred
Stock: that has been outstanding for at least 14 months shall automatically be converted into
shares of Common Stock at the then effective Conversion Price immediately upon the closing
of a public offering that occurs at least 14 months following the date of issuance and that
provides gross proceeds to the corporation of at least $7,500,000.

(c) Mechanics of Conversion. Before any Series A Holder shall be entitled
to convert his shares of Series A Convertible Preferred Stock into shares of Common Stock, he
shall surrender the certificate or certificates thereof, duly endorsed, at the office of the
corporation or of any transfer agent for such stock, and shall give written notice to the
corporation at such office that he elects to convert the same and shall state therein the name or
names in which he wishes the certificate or certificates for shares of Common Stock to be
| issued. The corporation shall, as soon as practicable thereafter, issue and deliver at such office

~to such Series A Holder, a certificate or certificates for the number of shares of Common Stock

\ to which he shall be entitled as aforesaid. Such conversion shall be deemed to have been made
immediately prior to the close of business on the date of surrender of the shares of Series A

k Convertible Preferred Stock to be converted, and the person or persons entitled to receive the
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shares of Common Stock issuable upon such conversion shall be treated for all purposes as the
record holder or holders of such shares of Common Stock on such date.

(d)  Adjustments to Conversion Price.

(i)  Special Definitions. For purposes of this Section 3, the following
definitions apply:

"Original Issue Date" shall mean the date on which a share of Series A
Convertible Preferred Stock was first issued.

* Additional Shares of Common Stock" shall mean all shares of Common

Stock issued by the corporation after the Original Issue Date, other than shares
of Common Stock issued or issuable:

(A) upon conversion of shares of Series A Convertible Preferred Stock;

(B) to officers, directors or employees of, or consultants to, the
corporation, on terms approved by the Board of Directors; or

(C) as a dividend or distribution on Series A Convertible Preferred
Stock.

(if) Adjustments for Combinations or Subdivisions. No adjustment in -
the Conversion Price of a particular share of Series A Convertible Preferred Stock shall be made
unless this corporation at any time or from time to time after the Original Issue Date shall

- declare or pay any dividend on the Common Stock payable in Common Stock or in any right
to acquire Common Stock, or shall effect a subdivision of the outstanding shares of Common
Stock into a greater number of shares of Common Stock (by stock split, reclassification or
otherwise), or in the event the outstanding shares of Common , Stock shall be combined or
consolidated, by reclassification or otherwise, into a lesser number of shares of Common Stock,
then the Conversion Price in effect immediately prior to such event shall, concurrently with the
effectiveness of such event, be proportionately decreased or increased, as appropriate.

(e) Other Distributions. In the event the corporation shall at any time or from
time to time make or issue, or fix a record date for the determination of holders of Common
Stock entitled to receive, a dividend or other distribution payable in securities of the corporation
or any of its subsidiaries other than Additional Shares of Common Stock, then in each such
event provision shall be made so that the Series A Holders shall receive the securities of the
corporation which they would have received had their stock been converted into Common Stock
on the date of such event.

® No Impairment. The corporation will not, by amendment of its Amended
and Restated Articles of Incorporation or through any reorganization, transfer of assets,
consolidation, merger, dissolution, issue or sale of securities or any other voluntary action, avoid
or seek to avoid the observance or performance of any of the terms to be observed or performed

hereunder by the corporation, but will at all times in good faith assist in the carrying out of all
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the provisions of this Section 3 and in the taking of all such action as may be necessary or

appropriate in order to protect the Conversion Rights of the Series A Holders against
impairment.

(g) Notices of Record Date. In the event of any taking by the corporation of
a record of the holders of any class of securities for the purpose of determining the holders
thereof who are entitled to receive any dividend (other than a cash dividend) or other distribution
of: (i) any security or right convertible into or entitling the holder thereof to receive Additional
Shares of Common Stock; (ii) any right to subscribe for, purchase or otherwise acquire any
shares of stock of any class or any other securities or property; or (iii) any other similar right,
the corporation shall mail to each Series A Holder at least 20 days prior to the date specified
therein, a notice specifying the date on which any such record is to be taken for the purpose of

such dividend, distribution, security or right, and the amount and character of such dividend,
distribution, security or right.

~(h)  [Issue Taxes. The corporation shall pay any and all issue and other taxes
that may be payable in respect of any issue or delivery of shares of Common Stock on
conversion of shares of Series A Convertible Preferred Stock.

) Reservation of Stock Issuable Upon Conversion. The corporation shall at
all times reserve and keep available out of its authorized but unissued shares of Common Stock,

solely for the purpose of effecting the conversion of the shares of the Series A Convertible
- Preferred Stock, such number of its shares of Common Stock as shall from time to time be
sufficient to effect the conversion of all outstanding shares of the Series A Convertible Preferred
Stock; and if at any time the number of authorized but unissued shares of Common Stock shall
not be sufficient to effect the conversion of all then outstanding shares of the Series A
Convertible Preferred Stock, the corporation will take such corporate action as may, in the
opinion of its counsel, be necessary to increase its authorized but unissued shares of Common
Stock to such number of shares as shall be sufficient for such purpose, including, without

limitation, engaging in best efforts to obtain the requisite shareholder approval of any necessary
amendment to these Articles.

) Fractional Shares. No fractional share shall be issued upon the conversion
of any shares of Series A Convertible Preferred Stock. All shares of Common Stock (including
fractions thereof) issuable upon conversion of more than one share of Series A Convertible
Preferred Stock by a Series A Holder shall be aggregated for purposes of determining whether
the conversion would result in the issuance of any fractional share of Common Stock. In lieu
of any fractional share of Common Stock to which a Series A Holder would otherwise be
entitled, the corporation shall make a cash payment equal to the fair market value of such
fractional share of Common Stock, as determined in good faith by the Board of Directors.

%) Adjustments. In case of any reorganization or any reclassification of the
capital stock of the corporation, any consolidation or merger of the corporation with or into
another corporation or corporations, or the conveyance of all or substantially all of the assets
of the corporation to another corporation, each share of Series A Convertible Preferred Stock
shall thereafter be convertible into the number of shares of stock or other securities or property
(including cash) to which a holder of the number of shares of Common Stock deliverable upon
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] conversion of such share of Series A Convertible Preferred Stock would have been entitled upon
| , the record date of (or date of, if no record date is fixed) such reorganization, reclassification,
i consolidation, merger or conveyance; and, in any case, appropriate adjustment (as determined

by the Board of Directors) shall be made in the application of the provisions herein set forth with
| respect to the rights and interests thereafter of the Series A Holders, to the end that the
| provisions set forth herein shall thereafter be applicable, as nearly as equivalent as is practicable,
‘ in relation to any shares of stock or the securities or property (including cash) thereafter
\ deliverable upon the conversion of the shares of such Series A Convertible Preferred Stock.

4. Merger, Consolidatjon.

@) At any time, in the event of:

(i) - aconsolidation or merger of the corporation with or into any other

corporation, or any other entity or person, other than a wholly-owned
subsidiary;

(ii)  any corporate reorganization in which the corporation shall not be
the continuing or surviving entity of such reorganization;

(iii)  a sale of all or substantially all of the assets of the corporation; or

(iv)  any transaction approved by the corporation in which more than
50% of the outstanding stock of the corporation (on an as-converted basis) - -
_is exchanged in any three month period; '

the Series A Holders shall be paid (unless such payment is waived by the holders of a majority
of the outstanding shares of Series A Convertible Preferred Stock) in cash or in securities
received from the acquiring corporation or in a combination thereof, at the closing of any such
transaction, an amount equal to the amount per share which would be payable to such holders
pursuant to Section 1 if all consideration received by the corporation and its shareholders in
connection with such event were being distributed in a liquidation of the corporation.

(b)  Any securities to be delivered to the Series A Holders pursuant to Section
4(a) above shall be valued as follows:

(i) Securities not subject to investment letter or other similar
restrictions on free marketability:

(A) If traded on a securities exchange, the value shall be
deemed to be the average of the security’s closing prices on such

exchange over the 30-day period ending three (3) days prior to the
closing;

B) If actively traded over-the-counter, the value shall be

deemed to be the average of the closing bid prices over the 30-day
period ending three (3) days prior to the closing; and

o
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(C)  If there is no active public market, the value shall be the
fair market value thereof (as determined in good faith by the Board
of Directors of the corporation).

(i) The method of valuation of securities subject to investment letter
or other restrictions on free marketability shall be to make an appropriate
discount from the market value determined as above in (b)(1)(a), (b)(1)(b)
or (b)(1)(c) to reflect the approximate fair market value thereof (as
determined in good faith by the Board of Directors of the corporation).

(©) The corporation shall give each Series A Holder written notice of such
impending transaction not later than 30 days prior to the shareholders’ meeting called to approve
such transaction or 30 days prior to the closing of such transaction, whichever is earlier, and
shall also notify such holders in writing of the final approval of such transaction, The first of
said notices shall describe the material terms and conditions of the contemplated transaction as
well as the terms and conditions of this Section 4, and the corporation shall thereafter give such
holders prompt notice of any material changes. The transaction shall in no event take place
sooner than 30 days after the mailing by the corporation of the first notice provided for herein
or sooner than 20 days after the mailing by the corporation of any notice of material changes
provided for berein; provided, however, that such periods may be shortened upon the written

consent of the holders of not less than 50% of the then outstanding Series A Convertible
Preferred Stock.

5. Amendment. Any term relating to the Series A Convertible Preferred
Stock may be amended and the observance of any term relating to the Series A Convertible
Preferred Stock may be waived (either genmerally or in a particular instance and either
retroactively or prospectively) only with the vote or written consent of holders of more than 50%
of all Series A Convertible Preferred Stock then outstanding and the corporation. Any
amendment or waiver so effected shall be binding upon the corporation and any Series A Holder.

6. Restrictions and Limitations. So long as any shares of Series A
Convertible Preferred Stock remain outstanding, the corporation shall not, without the vote or

written consent by the holders of more than 50% of the then outstanding shares of Series A
Convertible Preferred Stock:

(@)  Effect any reclassification, recapitalization or other change with respect
to any outstanding shares of stock or create any new class or series of capital stock which results
in the issuance of shares of stock having any preference or priority as to dividend or redemption
rights, liquidation preferences, conversion rights, or otherwise, superior to (but not on a parity
with) any such preference or priority of the Series A Convertible Preferred Stock;

(b) Increase or decrease (other than by redemption.or conversion) the total
number of authorized shares of Series A Convertible Preferred Stock; or

(©) Declare or pay any cash dividends on the corporation’s Common Stock

unless the Series A Holders receive dividends of like amount on an as-if-converted to Common
Stock basis.
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. 7. No Reissuance of Series A Convertible Preferred Stock. No share or
shares of Series A Convertible Preferred Stock acquired by the corporation by reason of
redemption, purchase, conversion or otherwise shall be reissued, and all such shares shall be
returned to the status of undesignated shares of Preferred Stock.

ARTICLE 11

shall be set by the Board of Directors as set forth in the corporation’s Amended and Restated
Bylaws. The Board of Directors shall be divided into three classes to be known as Class I, Class
1I, and Class III, which shall be as nearly equal in number as possible. Except in case of death,
resignation, disqualification or removal for cause, each director shall serve for a term ending
on the date of the third annual meeting of shareholders following the annual meeting at which
‘the director was elected; provided, however, that each initial director in Class I shall hold office
until the first annual meeting of shareholders after his election; each initial director in Class II
shall hold office until the second annual meeting of shareholders after his election; and each
initial director in Class III shall hold office until the third annual meeting of shareholders after
his election. Despite the expiration of a director’s term, he shall continue to serve until his
successor, if there is to be any, has been elected and qualified. In the event of any increase or
decrease in the authorized number of directors, the newly created or eliminated directorships
resulting from such an increase or decrease shall be apportioned among the three classes of
directors so that the three classes remain as nearly equal in size as possible; provided, however,

that there shall be no classification of additional directors elected by the Board of Directors until
the next meeting of shareholders called for the purpose of electing directors, at which meeting
the terms of all such additional directors shall expire, and such additional directors positions,

if they are to be continued, shall be apportioned among the classes of directors and nominees
therefor shall be submitted to the shareholders for their vote. Any vacancy occurring on the
Board of Directors, including a vacancy resulting from an increase in the number of directors,
may only be filled by the affirmative vote of the remaining directors even if the remaining
directors constitute less than a quorum of the Board of Directors. Any director or the entire

Board of Directors may be removed with or without cause by a majority vote of the holders of
Common Stock then entitled to vote thereon.

\

\

|

|

] The corporation shall have not more than fifteen directors, and the number of directors
|

\

|

|

ARTICLE IV

No director of the corporation shall be personally liable for monetary damages to the
corporation or its shareholders for breach of the duty of care or any other duty as a director,
except that such liability shall not be eliminated for:

@ any appropriation, in violation of the director’s duties, of any business
opportunity of the corporation;

a e
(i1) acts or omissions which involve intentional misconduct or a knowing
violation of law;

(ili)  liability under Section 14-2-832 (or any successor provision or
redesignation thereof) of the Act; and
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(iv)

any transaction from which the director received an improper personal
benefit.

If at any time the Act shall have been amended to authorize the further elimination or
limitation of the liability of a director, then the liability of each director of the corporation shall
be eliminated or limited to the fullest extent permitted by the Act, as so amended, without
further action by the shareholders, unless the provisions of the Act, as amended, require further
action by the shareholders. Any repeal or modification of the foregoing provisions of this
Article IV shall not adversely affect the elimination or limitation of liability or alleged liability

pursuant hereto of any director of the corporation for or with respect to any alleged act or
omission of the director occurring prior to such repeal or modification.

ARTICLE V

All actions by the shareholders shall be taken at a meeting, with prior notice which

complies with the notice provisions of the corporation’s Amended and Restated Bylaws, and with
a vote of the holders of the outstanding stock of each voting group entitled to vote thereon.

ARTICLE VI

In discharging the duties of their respective positions and in determining what is believed
to be in the best interests of the corporation, the Board of Directors, committees of the Board
of Directors and individual directors, in addition to considering the effects of any action on the
corporation or its shareholders, may consider the interests of the employees, customers, -
suppliers and creditors of the corporation and its subsidiaries, the communities in which offices -
or other establishments of the corporation and its subsidiaries are located and all other factors
such directors consider pertinent; provided, however, that any such provision shall be deemed

solely to grant discretionary authority to directors and shall not be deemed to provide to any
constituency any right to be considered.

These Amended and Restated Articles of Incorporation were duly adopted by the Board

of Directors of Maxxis Group, Inc. pursuant to a written consent dated March &, 1998.
Shareholder action was not required.

IN WITNESS WHEREOF, the pndersigned has executed these Amended and Restated
Articles of Incorporation as of the 25/ d} of—//ﬁzw, , 1998.

e /
. Lor

President and Chief Executive\Officer

”~
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EXHIBIT “D”

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
James W. Brown
Larry W. Gates, II
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

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

. 1901 Montreal Road, Suite 108

Tucker, Georgia 30084
(770) 552 - 4766

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766




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.

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.

JAMES W. BROWN 1901 Montreal Road, Suite 108
Executive Vice President and Secretary Tucker, Georgia 30084
(770) 552 - 4766

James W. Brown currently serves as Executive Vice President and Secretary of Maxxis Group, Inc.
and has been a Director of the company since May 1997. He served as Pres ident and Chief
Executive Officer of Maxxis Group from its inception until April 1997. He has also served as Chief
Executive Officer, President and a Director of Maxxis 2000, a wholly-owned subsidiary of Maxxis
Group, Inc., since its inception. From 1995 to 1997, Mr. Brown served as a manager of NetWorld
Communications, LLC. Since 1979, Mr. Brown has also served as President and Chief Executive
Officer of Marketing Ideas, Ltd. Mr. Brown has a bachelor’s 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, I1 1901 Montreal Road, Suite 108
Vice President if Human Resources Tucker, Georgia 30084

(770) 552 - 4766

Larry W. Gates, II has served as Vice President if Human Resources since Maxxis Group, Inc.’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 marketing firm, Classic Enterprises. Mr. Gates has
an associate’s degree from Pierre College.




|
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Thomas O. Cordy 1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

Terrell Chambers 1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

Pat Kelly 1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

Shawn J. Dinwiddie 1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

Naomi Kirkman Bey 1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

Richard Willis 1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766

Paul Seagraves 1901 Montreal Road, Suite 108
Tucker, Georgia 30084
(770) 552 - 4766




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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MAXXIS GROUP, INC.'S SECURITIES AND EXCHANGE
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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 Jurisdiction of  (L.R.S. Employer Identification No.)

Incorporation or Organization)

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

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




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 $5,429,9835. 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
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This Report contains statements which constitute forward-looking
staterments 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




.

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 Commission, 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 Internet
access and prepaid phone cards, and nutritional and health enhancement products.
The Company was incorporated in January 1997 and began accepting 1As 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 rietwork. In November 1997, the Company began marketing
several private label dietary supplements to its customers and JAs. 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 I1As 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 [As 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
TAs 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
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STRATEGY

The Company's goal ts 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 IAs. 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 commissions 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

{ 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
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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 JAs 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 [As 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. [As 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
1As, it is difficult to enforce such policies and procedures. Because the IAs
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.

”

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
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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 JAs 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.
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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 I1As 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. '

v

- 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 1As.

The Company may add and remove services and products from its communications N
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
i combination of six herbs.

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

|
|
{ - MAXXIS Multivitamin is 2 multivitamin nutritional supplement
\ “ 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 containing 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
mcorporates the prévisions of the Company's marketmg 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

—_— -
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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 Internet 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. o

PR

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 8, 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 customers 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 is 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.

Internet 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:

(i) national commercial ISPs; (i1) 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.

IAs. The Company competes for I1As 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.; HerballLife
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
time, attention and commitment of its JAs, Given that the pool of individuals
interested in the business opportunities presented by direct selling is limited

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 t0 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.
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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 to determine how the FCC will rule on any such application.
The niew 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

pee
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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
Commission, 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 enhancement™products. In the past several years the FTC has instituted
enforéement 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
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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 IA 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 i
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 e
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 [As 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 Companyvhad 57 shareholders of




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.

i1
<PAGE> 14

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
r TO JUNE 30, 1997  JUNE 30, 1998
<§> <C> <C> .- s

~  STATEMENT OF OPERATIONS DATA:
W Net revenues:

COmMUNICALIONS SEIVICES. .. virrerrreeinieereriernrressreeesiianns S 2,322,000 S 5,293,000
Nutritional products........ccocceeiriiiiiinnnin, -- 526,000
Marketing SErviCes......ccoevenennniiirmnieivineisinnecnes 369,000 1,172,000




W

6,991,000

Total NEt TEVEIUES....evveeerrieireecrieeesreessineresineeas 2,691,000
Cost of services:
COMmMURICAtIONS SEIVICES..ccermriirmmianiriirisieresessineesienenns 761,000 1,351,000
Nutritional products........ccouevreririsiniii -- 294,000
Marketing SETVICES....ooviriivniiieiiiiin e 255,000 431,000
Total cost Of SEIVICES...oivviirierereriecrniiniiiiiinens 1,016,000 2,076,000
GrOSS MATZIN.ureceereisiirrirresersesisnssssssesss s sssnanns 1,675,000 4,915,000
Operating expenses:
Selling and marketing.....ccoecvrvceiennniiiiinens 1,089,000 2,665,000
General and administrative......coocvvienennenn et 660,000 2,344,000
Total Operating eXPenseS.. .o eevueiersrmisinuinemnnne 1,749,000 5,009,000
INEErESt EXPENSE..viviriiireireiiriersesrisminsnrnertiaessnsssnaes -- 2,000
Loss before income tax benefit........covevniiniin (74,000) (96,000) ;-
Income tax benefit.....ooveiniiiniiinenesi -- --
TNEL LOSSeverrrreeeresreeresesrereesisserssisssstasssessenseseasans $ (74,000) S (96,000)
PER SHARE DATA:
Net 1058 PEr SHATE...c.cvvuriiiririeeersenieniiitnissnsnasenis ) (0.05)" S (0.06)
Weighted average number of shares outstanding.........c.ooevvirvinenne 1,571,187 1,571,187
<CAPTION>
AS OF JUNE 30,
1997 1998
BALANCE SHEET DATA: - g
Working capital.....mo e, $ (13,000) S 180,000
Propérty and equipment, Det......ccvverirevicnn: 92,000 169,000
TOtal ASSELS.cieeerrerrerrrrrrersssnreerrurrreresiresssssisasnane 596,000 1,263,000
Long-term obligations......covviveisaersesneniaes . - -
Shareholders’ EqUIty....ccooveererereriirsiiressesssennnens . 293,000 484,000




</TABLE>
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND
RESULTS OF OPERATIONS

The following discussion and analysis should 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 such fonwvard-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 IAs
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 ‘ P
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 1As and customers. The
telecommunications customer base developed by the Company's IAs provides a

t
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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 IAs, 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 IAs and purchases of sales aids by 1As,
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 S99, 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




“w

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 IA 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 SErVICES.....ouveerumrivreermiieriiis 86.3% 75.7%
Nutritional products.......ccovverercrieniniiininnns - 7.5
Marketing SETVICes.....ccovuiernmreraierereuniens ' 13.7 16.8
Total 11t FEVENUES. ..c.ooverereesssessesessesssesesn 100.00% 100.00%
Cost of services:
Communications SErviCes......coovriviviinenne 28.3% 19.3% i
Nutritional products.........ccccoeeveiiisiinniene -- 4.2
Marketing services.......... e 9.5 6.2
Total cost 0f SEIVICES.cuvreiiiveveeriiiiviniiiinns 37.8 29.7
Operating expenses:.
Selling and Marketing........cocveeveeucnninsriinineens 40.5 38.1 ’
General and administrative....coccoovvvveerienneens 24.5 33.5
Total operating eXpenses........covuvvrunurinnniinnes 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. P

14
<PAGE> 17




| 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 $5,293,000, 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 i
$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 52,665,000, or 38.1% of total revenues. Selling and
marketing expenses consist of 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 v
to customers. General and administrative expenses were $2,344,000, or 33:5% of e
{otal revenues, for tfie 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 1As
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
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$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- S
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 LAs

added and product and service sales have historically declined during the

holiday season. The Company's operating results may vary significantly in the




L

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  comcmmrmcc et ccmcmemieec e e
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 S 1,354,000
Nutritional products................. -- - 186,000 155,000 185,000
Marketing services..........cocoueen 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
Costofsemvices: T T
Communications SeTviCes....cccevrueeen. 761,000 438,000 430,000 213,000 270,000 i
Nutritional products...........cocceoes . - 77,000 146,000 71,000
Marketing services.......ccoeenns 2 255,000 101,000 127,000 111,000 92,000
Total cost of services............ 1,016,000 539,000 634,000 470,000 4.3:;,0.&)
Gross Margin......ccoccoveeervinniines 1,675,000 1,279,000 992,000 1,261,000 1,383,000
Opemating Expenses:
Selling and marketing..........oco.e. 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)...cooerrenriens -- - 2,000 (2,000) "-2_,-(;0_(;
Income (loss) before income tax benefit... (74,000) (34,000) (134,000) 53,000 19,000
Income tax benefit.....cooceniervvnnnnns -- - - - -
Net income (1088)...ccorerrreivererirrens $ (74,000)F (34,000) $ (134,000) § 53,000 § 19,000
PER SHARE DATA: — , g o
Net income (loss) per share.............. S (0053 (0.02) $  (0.08) % 0.03 § 0.01

</TABLE>




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 Jaunch
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 30; 1998, the Company had cash of $372,000 and working
“  capitdl 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.




“

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 Company 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 JAs 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 IAs’ e
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




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.

ITEM 8.  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




.

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........c.eue. 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
Larry W. Gates, IL............. 35 Vice President-- Human Resources and Director
Charles P. Bernstein........... 48 Director

Alvin Curry.....ccovevvenennes 41 Director

Robert J. Glover, Jr........... 37 Director

Terry Harris...cccccoovnnnnn -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 earners in
several national network marketing firms. Mr. Stokes' marketing firm, Global
Alliance, has sponsored and trained over 150,000 distributors since 1991. Mr.
Stokés 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




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 MCDONQUGH 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 Leaming 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. Remstein has also served as President of Harvest
Mortgage Co. From 1989 to 1992, Mr. Bemstein was the Vice President of
Nationwide Mortgage Resources, an underwriter and servicer of loans on
| residential and commercial real estate. Mr. Bemnstein holds an associates
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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 Commiittee of the Board of Directors exercises, during n
the iriterval 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.
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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. Bemstein, 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, Terry 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, directly 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
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
eamed 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
J 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.......cceceerverrernennen. 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 employment agreement with Mr. McDonough. Generally, the a
| 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

r Directors shall establish from time to time. Each employee may participate in

|

\




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 activationsina . ay
| 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
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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 a
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 consultant
severance payments equal to his minimum base salary for each week during the
six-month period following the termination date.

Under the corfsulting agreement, the consultant agrees to maintain the
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
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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

[N
N
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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 4
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,
(i1) 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
modification 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

e
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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 Curry(c)

.........................................................

King David Trust(d)

..................................................

Cynthia Glover, trustee(€)........ccccvvvvvniinienicnennne.
The Anchora Company(£)...cc.ccevevceecveennercceirneninnn.

Charles P. Bernstein

..............................................

James W. BIOWn...co.ccoooiiniininnininniiieiec e
Thomas O. Cordy(g)......cevrereerrrerierienieiirrecineeninens
Larry W. Gates, IL...ccoooiiiniiiiiicinecieicien,
Robert J. Glover(h).....ccoceeeveiveiiinnnncininnieneennen
Terry Harmis. ..o
Philip E. Lundquist......c.ccooviviiniiniinneneee.
Ivey J. Stokes(1)..ccvoriecrmiirierieiieiieesreieceesineeeienns
All directors and executive officers as a group

(10 Persons) (C) = TW).eveevrermrrrreiersecsisressessessnanes

AMOUNT OF PERCENTAGE OF
BENEFICIAL COMMON STOCK
OWNERSHIP(B) OQUTSTANDING
<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

A

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

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND

i .
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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)  Inaccordance 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.

(d) 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.

63 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. ,
(g)  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,

3

24
<PAGE> 27 -

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

g




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 v
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
— ) s
T A FINANCIAL STATEMENTS ' - S
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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
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(A)(2) 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 not applicable or because

the information required to be presented is included in the i
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% Shareholders 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.
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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 between 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>




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.

<PAGE> 30

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: /s/f THOMAS O. CORDY

Thomas O. Cordy
Chief Executive Officer

Ny

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 attomey-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 i
Chief Executive Officer, President and Director
(Principal executive officer)
September 28, 1998 /sl 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, I

Larry W. Gates, 11
Vice President, Human Resources and Director

September 28, 1998 /sf CHARLES P. BERNSTEIN

Charles P. Bernstein
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
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Maxxis Group, Inc. and Subsidiaries:

-— ” ar
S - V3 o '

“ We Irave 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

. . . . - . .. . v




“w

(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

T L

<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

959,000 290,000
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 396,000

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

779,000 303,000

COMMITMENTS AND CONTINGENCIES (NOTE 7)

~  SHAREHOLDERS EQUITY: - J

“ 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

" .




A

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

shares issued and outstanding, respectively 574,000 127,000
Shareholder note receivable (120,000)  (120,000)
Accumulated deficit (170,000)  (74,000)

Total shareholders' equity 484,000 293,000

$ 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 $5,293,000 $ 2,322,000

Nutritional products 526,000 0

Marketing services 1,172,000 369,000 ) o

Total net revenues 6,991,000 2,691,000

COST OF SERVICES:

Communications services 1,351,000 | 761,000




‘.

Nutritional products 294,000 0

Marketing services 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

— ~
-~

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

FOR THE YEAR ENDED JUNE 30, 1998 AND FOR




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

<TABLE>
<CAPTION> -

PREFERRED STOCK COMMON STOCK STOCK
SHAREHOLDER

—ee- 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 § 08 0 S 0 S 0 %
0S 0S 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.
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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
Net cash provided by operating activities 235,000 18:000

CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures , (115,000) (99,000)
Purchase of short-term investment _ 0 (10,000)




L

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

Stock issued for note receivable

0 360,000
87,000 7,000
200,000 0

337,000

35,000

35,000 0

$ 372,000 S 35,000

$ 2000 S O

S 0§ 0

$

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 FINANCIAL STATEMENTS

JUNE 30, 1998 AND 1997

1. ORGANIZATION AND PRESENTATION | .




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.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

“L

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
TAs. 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 retums for defective or unused cards. Active [As
have the right of return for defective or unused cards for up to 30 days
after the date of purchase. I1As that terminate their relationship with the




Company 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 matenials,
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 i
“ associate applications, starter kits, and other sales aids.

SELLING AND MARKETING EXPENSES




Selling and marketing expenses primarily consist of commissions paid to
IAs based on the sponsoring of new [As 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
Company 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 v

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 TAs. The Company anticipates a significant turnover among IAs,
which the Company believes 1s typical of direct selling. The Company has
begun establishing its network of IAs; 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
assumptions thaf affect the reported amounts of assets and liabilities and
R 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.




“w

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% O
Provisions 40,000 0
Recoveries 0 0
Write-offs .0 0
Balance, end of period $40,000 $ 0
</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 S 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 internally 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 techinological 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 .
technologies. These softwarc development costs are amortized over an” _
“ 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 earings per share ("EPS")
which the Company adopted for the year ended June 30, 1998. Basic net EPS
is computed by dividing reported eamings 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

“ 3. PROPERTY AND EQUIPMENT

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




|
i
;
|
; <TABLE>
|
|
|
\
\

<CAPTION>
1998 1997
<S> <C> <C>
Computer equipment $ 154,000 $ 67,000
Furniture and fixtures 42,000 28,000
Leasehold improvements 13,000 0
Office equipment 5,000 4,000

214,000 99,000
Less accumulated depreciation (45,000)  (7,000)

Property and equipment, net $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: i

<TABLE>
<CAPTION>
1998 1997
<S> <C> <C>
Property and equipment S 2,000 § O
Organizational costs 23,000 0

Net operating losses 35,000 27,000
Valuation allowance (60,000) (27,000)

Net deferred taxassets S 0 § 0

</TABLE>

-

- Based on uncertainties associated with the future realization of deferred e
wu 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)
Nondeductible expenses 4,000 1,000
Change in valuation allowance 33,000 27,000
Income tax benefit S 0 S 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.

Y
b - EE 4
. - . ” . L4

g 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 restated 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 $1.65 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 sectlon 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,
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
the Common Stock and submit cash at the date of subscription. The Cémpany’
. réserved 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.

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.

~
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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>
1 1999 $123,000
l 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 (as*deﬁned in the Employee Agreements) or with or withoft o
“ 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




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 IAS

Because JAs 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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1As 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 neétwork marketing system is subject to or affected by < o
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

A%
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} _ ARTICLEI ) o
| - - DEFINITIONS : -
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As used herein, the following terms have the following meanings:

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




\

|

|

|

|

| "Change in Control" shall mean the occurrence of either of the following
E 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

(ii) 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 v
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.

"Committee" 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

- S

v

“
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authority granted by the Board. In selecting the Commiittee, 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 at
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 in
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).

ARTICLE II
THE PLAN
2.1 Name. This Plan shall be known as the "Maxxis Group, Inc. 1998 Stock
Option Plan."
3
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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 on or prior to the first anniversary of such effective date,’
then 41l 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
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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
Committee shall keep minutes of its meetings and shall make such rules and
tegulations 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 terms 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

any provision theredf, provided that the Optionee consents to such action. ~

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 Commuittee, 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
fumish the Committee with such clerical and other assistance as is necessary
in the performance of its duties.

ARTICLE V
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 a 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 pomon 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

PN
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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 (3) 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 eventdf an anticipated Change in Control, or if the Company
| . shall be a party to any reorganization, involving merger, consolidation, or

1 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

(ii) 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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(c) 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 Commiittee, 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.

) ARTICLE VI
OPTIONS

6.1 Types of Options Granted. The Committee may, under this Plan, grant




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 othenwise 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’ ofits
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 Committee. 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.
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6.7 Option Exercise.

(2) 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
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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 Commiittee 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).

(c) 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 consideration 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




amount of such taxes thereby being paid, and subject to such restrictions as to
the approval and timing of any such clection 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
proniulgated 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.

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.

Y
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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 PLANS

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.

__ ARTICLE X »
- “MISCELLANEOUS ~ . A

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




“w

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 WHEREOQF, 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: — - .

/s/ James W. Brown




W

-

Name: James W. Brown
Title: Secretary

[ CORPORATE SEAL ]
13
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EXHIBIT A TO
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 Georoxa

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 written
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,




.

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 v
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 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).




U

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

<PAGE> 19

8. Termination of Employment. Except as otherwise specified in Schedule A e
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 hercunder at the date of such termination.




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 ycar 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
Commission) 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.

3 13. Restriction on Disposition of Shares. The shares purchased pursuant

| to the exercise of an Incentive Stock Option shall not be transferred by the

i 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 i
of such Incentive Stock Option or one year after the transfer of the shares to
“ the Optionee pursuant to the exercise of such Incentive Stock Option.

e




“w
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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.




S
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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:
Secretary/Assistant Secretary
[SEAL]
5
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__ SCHEDULE A ; o
- TO . - et
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:
“ ‘() All options expire and are void unless exercised on or
before ,

( ) Options expire and are void unless exercised on or




L

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):

[N}
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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 option to 4
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



“.

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 adjustiment 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 all
information 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
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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 economic 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;

(ii) 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.

(i) 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 certiffcate or certificates delivered to Optionee and any transfer
agent of the Company may be instructed to require compliance therewith.

(j) 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,
w representations, warranties and covenants made herein are true and correct at

that time.

IN WITNESS WHEREOQOF, the undersigned has set his hémd and seal, this
day of , .

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

Name:
Position (if other than Optionee): {
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1901 MONTREAL ROAD
MAXXIS GROUP, INC.

THIS LEASE AMENDMENT AGREEMENT (hereinafter called the "Amendment") made
and entered into this 5th 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 commernce 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 -
Term - Monthly (Adjusted Annually) (Adjusted Afinually) ’
<S> <C> <C> <C>
October 1, 1998 - April 30, 1999  $4,477.00  $155.00 $4,632.00

May 1, 1999 - April 30,2000 $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 possesswn 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.

¢) Landlord shall recarpet the offices with standard
commercial grade 26-oz. glued down level loop pile carpeting.

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

-~ s~ R

“
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IN WITNESS WHEREOF, 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

Notary Public or Witness |

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

Daniel McDonough Name: Thomas O. Cordy

Name (Please Print) (Please Print)

Title: President and CEO
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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.

Vs R




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
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of each month, Two Hundred Ninety Six and No/100 Dollars
(3296.00) as Tenant's estimated share of water/sewer usage for
the leased premises. Said amount may be adjusted annually, or
as Landlord deems necessary, which shall be based on actual
expenses incurred by Landlord.

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
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

a)
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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.

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

LANDLORD

b o

Signed), sealed and delivered MALON D. MIMMS, A SOLE PROPRIETORSHIP
in the presence of:
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/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
in the presence of:

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

Daniel McDonough Name: Thomas O. Cordy

(Please Print)

Title: President and CEO
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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> <§> <C>

<ARTICLE> 5

<LEGEND>

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED
FROM THE

CONSOLIDATED FINANCIAL STATEMENTS OF MAXXIS GROUP, INC. FOR THE YEAR/,
ENDED ST ‘

JUNE 30, 1998 AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH
FINANCIAL STATEMENTS.

</LEGEND>
<MULTIPLIER> 1
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<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-PROVISION> 0
<INTEREST-EXPENSE> 2,000
<INCOME-PRETAX> (96,000)
<INCOME-TAX> 0
<INCOME-CONTINUING> (96,000)
<DISCONTINUED> 0
<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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EXHIBIT ‘¥’

MAXXIS COMMUNICATIONS, INC.'S INTERNAL GUIDELINES TO PREVENT

SLAMMING AND PROPOSED LETTER OF AUTHORIZATION




. Maxxis Communications Stamming Prevention Procedures

Slamming Prevention
Policies and Procedures

Scope and Objectives

This document defines ‘slamming’ and its prevention and remedies for Maxxis Communications,
Inc. (Maxxis). A background on slamming and associated issues and information is included.
Some FCC information on slamming is included at the end of this document.

The objective of these policies and procedures are to insure that Maxxis personnel and
management adhere to strict standards and instructions for proper activation of valid Maxxis long
distance customers. These procedures are also intended to prevent Maxxis from improperly
affecting the long distance carrier selection and service of non-Maxxis customers.

Background
Slamming Defined

‘Slamming’ is the practice of swilching a customer’s long distance or local toll carrier without
notifying the customer.

Problems

Maxxis has lost and continues to lose customers from slamming. ltis critical for Maxxis' staff to
follow the following policies and procedures, for the benefit of all consumers of long distance and
local toll services, -as well as for the success of Maxxis Communications.

Bell Atlantic -
The practice known as "slamming,” or the unauthorized changing of a telephone
customer's presubscnibed interexchange carrier (or "PIC"), has generated the greatest
.number of complaints at the Federal Communications Commission.

Carriers sometimes have an economic incentive to “slam” in instances where they have
high fixed costs for network equipment and low marginal costs for providing service to
additional consumers. Thus, providing service to additional consumers, even without
authorization, adds to a carrier's cash flow with little additional cost. Moreover, carriers
may provide service to a “slammed” consumer for a considerable time before the
consumer becomes aware of the unauthorized PIC change. Additionally, even if the
slammed customer were required to pay the "slammer” no more than the amount they
would have paid their original camier, the slammer would still benefit by that amount.
Hence, slamming distorts telecommunications markets by enabling companies engaged in
misleading practices to increase their customer bases, revenues and profitability through
illegal means.

The Federal Communications Commission has attempted to deter "slamming” since at
least 1985 when it implemented its "equal access” rules. As the interexchange market
became more competitive, however, the problem intensified until, in 1992, the
Commission adopted rules requiring verification of PIC change orders by IXCs submitting
such orders to local exchange companies on bekalif of customers. The Commission
foughened its rules in 1894. The Telecommunicazions Act of 1996 (the "1996 Act”),
prohibits slamming (Section 258) and directs the Commission to promulgate verification .
procedures. Nonetheless. the Commission received over 16,000 slamming complaints in
1996 — an eight-fold increase over the number of such complaints received in 1993.

Many of the issues recarding slamming, and ant-slamming venfication procedures, are
once again up for renewed consideration. Moreover the issue currently is further nuanced
by two additional facts: :he anti-slamming rules of the 1996 Act apply equally to ail
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telecommunications carrers, not solely IXCs. Additionally, local exchange carriers (or
"LECs"), which historically have been disinterested third parties in the PIC selection
process, will soon become competitors in the market for long distance services. In
addition, LECs are beginning to have competitors in the market for local telephone service
which raises the potential for analogous problems to develop in connection with local
felephone service provider selection.

Ameritech notes from 12/13/1996 -
A new FCC report says slamming tops the list of FCC complaints, making up about 34
percent. The practice continues — and it's spreading. It is important for customners to be
aware of the problem and to know how they can avoid being slammed.

Consumers are facing new slamming scams — in fact, several long distance companies
have forged customers' signatures on documents authonizing a change in long distance
carriers. In addition, “reseller” slamming is adding a new dimension to the slamming
problem. Some long distance companies resell their services through third-party
providers. Many of these resellers have taken up slamming as a way to win new
customers.

Once consumers are slammed, they're paying rates they didn't expect to pay, with
providers they didn't want — that leads to an uncomfontable surprise when they receive
their phone bill.

MCI notes from 2/18/1938 -
We have suffered millions of dollars in lost revenue by having large numbers of our
customers converted away without customer authorization.

We are concemed that if consumers continue to face concems about slamming, they will
simply opt out of the process of exercising their right to change services. They will decide
it's not worth it to exercise the choices that telephone competition promises.

We must design solutions that weed out the bad actors, while not overburdening the i
industry with regulation that would impose delay, bureaucracy, inefficiency, consumer-

unfriendly hurdles or additional costs onto the process of changing telecommunications

services.

Third Party Venfication involves telephone confirmation of carmier switches by an
independent third party verification company. TPV is quick, consumer friendly, and
effective. It confirms essential information about the customer’s decision to swilch in a one
to two minute call. Importantly, the TPV company receives no commission or other
financial incentives to confirm sales orders. It simply venfies customer choice.

Third Party Verification is an efficient process. It avoids order entry delays that are
otherwise involved if written customer agreements must be gathered. If permits
consumers to begin enjoying promised benefits sooner. TPV acknowledges the

modem reality that consumers want to deal with phone service issues over the telephone.

Most importantly, TPV is a proven means of reducing unauthonzed conversions. For
example, the Califomia Public Utility Commission announced that ong distance slamming
overall in Califomia is down roughly 50% for residential customers: That reduction, in large
part, can be atirbuted to the fact that Califomia enacted a new state law a year ago
requiring third party verfication for carrier switches.

We also believe that equally strong consumer protection measures need to be taken

against local exchange camiers who delay or fail entirely to act on consumer service R
change requests. One of the most disturding trends over the past year is the appalling
performance of local exchange carriers when it comes to executing customer requests to
switch local or local toll services away from that local carrier. Consumers are experiencing
weeks of deley end intentional intransigence, as the LECs desperately try to hold on to
their monopoly custorner base. Orcers are being dropped, and both customers and
competing carmiers are being forced to fight through a gzuntiet of inefficiency imposed by
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LECs. The net result is the same as slamming: the customer is prevented from selecting a
competitive service provider.

The 'PIC Freeze’ .
A PIC (Preferred Interexchange Carrier) Freeze is a service offered by a local telephone
company to customers that typically provides that no change to the customer's primary
interexchange carrier service can be made unless the customer affirmatively and
personally contacts the local telephone company and requests the change. If consumers
are asked by their local exchange carrier whether they want a PIC Freeze on their
existing carrier selections, they need to understand what it means relative to options for
selecting a new carrier.

The Regulations

Each state has regulations regarding slamming. Maxxis must adhere to and abide by each
state's requirements.

Some states require Third Party Verification (TPV).
Some sample state regulations:
(5) The commission shall have continuing regulatory oversight over the provision of basic local
exchange telecommunicstions service proviced by a certificated alternative local exchange
telecommunications company or a certificated alternative access vendor for purposes of
establishing reasonable service quality criteria, assuring resolution of service complaints, and
ensuring the fair treatment of all telecommunications providers in the telecommumcatlons
marketplace
A. Rule 25-4.118(2), Florida Administrative Code, states in pertinent part:
A LEC shall also accept PIC change requests from a certified inter-exchange company (IXC)
acting on behalf of the customer. A certified 1XC that will be billing in its name may submit a
PIC change request, other than a customer-initiated PIC change, directly or through another
IXC, to a LEC only if it has certified to the LEC that at least one of the following actxons has
occurred prior to the PIC change request
(a) the IXC has on hand a ballot or letter from the customer requesting such change;
B. Rule 25-4.118(3)(d), Florida Administrative Code states:

Ballots or letters will be maintained by the IXC for a period of one year. !

To prevent slamming by Maxxis
Adhere to the FCC Slamming Rules zttached below.

Maxxis will not solicit authorization of a carrisr change to Maxxis via promotional mailings,
contests, prizes, or dirsct mail solicitations.

Customer authorizaticn for service will be only be accepted via:

1. Avalid customer-signed, multi-part form — a Maxxis LOA (Letter of Authorization/Agency)
2. Official Third Perty Verification (TPV) with the customer (usually to release a PIC freeze)

During customer activetion:
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o Review the customer LOA (Letter of Authorization or Letter of Agency) thoroughly - look for
fraudulent or otherwise improper applications.
e Prevent duplicate applications via software and QA (Quality Assurance).

During reject corrections and re-processing:

o |fthe application is more than 2 days old, contact the customer via phone and confirm the
customer’s desire to subscribe to Maxxis service.
« Use TPV (Third Party Verification) if required in the situation.

To protect Maxxis’ customers from slamming

Include customer advice and note Maxxis' anti-slamming measures and in our welcome letter, on
our web-site, information through our sales and distribution channels, and other documents and
selected informational and promotional materials.

Customers can call their local exchange carrier (LEC) special anti-slamming number or the
customer service number on their phone bilt 1o have a ‘PIC freeze’ put on their Maxxis service.
This will prevent the customer's carrier selection from change until the customer chooses to
change it officially. The LEC may (and usually will) try to convince the customer to change to
" their local and/or long distance service. The customer must know what they want. If they
definitely want Maxxis as their provider and want to have a PIC freeze o Maxxis, they must make
that clear to the LEC representative.

Maxxis’ slamming proteétion doesn't prevent all kinds of slamming. Unfortunately, Maxxis can't
always detect when a reseller has taken over a customer’s account, so it's important that
customers know who is providing their underlying service.

Advise Maxxis customers of preventzative measures they can tzke:

e Read your phone bill carefully. Look for your carrier's logo or the Maxxis name if you have
service with us to ensure you haven't been switched. Also look for switching fees billed by
your local phone company when a switch occurs.

o Educate everyone in your household. Many times slammers will switch service on the
authorization of a relative or child. Let everyone know who the long distance decision-maker
is.

o Communicate a change in service, too. If you recently switched your long distance carrier, let
others in your household know to prevent a slamming false alarm.

« Never sign anything without reading the fine print. Be particularly aware of direct mail
promotions and contests promising prizes and bonus checks. Many entry forms or check
endorsements are actually authorizations allowing a company to switch your long distance
service. Consumers should carefully read provisions contained in promotions or ads that
may result in changing their carrier when signing up for contests, prizes, or when responding
to direct mail solicitations.

+ Be firm with telemarketers. If someone calls you regarding long distance service, tell them
specifically whether you agree to te swilched. If not, tell them you are simply not interested.

« Check your carrier on occasion by dialing 700-555-4141.
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What to do if a customer claims being slammed

Advise them of actions they can take:

Call your local telephone company. Let them know that you did not request service from your
new long distance company and that you'd like to be switched back to your original iong
distance company. Have them remove any switch fees from your bill.

Contact the long distance company that slammed you. Insist on paying only the charges your
original carrier would have imposed. Contact the Federal Communications Commission
(FCC) immediately if the carrier will not adjust your charges.

Call your original long distance company. Tell them you were switched to another company
without your permission and ask them to reconnect you.

Notify the FCC if the complaint is not resolved. Simply send a letter in your own words to:
Federal Communications Commission
Common Carrier Bureau Enforcement Division
Informal Complaints and Public Inquiries Branch
Mail Stop Code 1600A2
2025 M St., NW
Washington, D.C. 20554

Notify your state telecommunications licensing group. In many states, simply contact your
state public service or public utility commission.

Advise the customer of their rights:

You have the ﬁgt:.t'lto choose your long distance provider.

You have the right to pay only the rates your original carrier wouid have charged you during
the time the slamming occurred. Insist on this with the carrier who slammed you.

You have the right to request that any changes to your long distance service must be
received from you in writing.

You have the right to report a slamming offense to regulatory and consumer rights groups.
Slamming is illegal and may resuit in heavy fines. If a complaint is not resolved, contact the
FCC, your state telecommunications licensing group or even your state Attorney General's
office. '

You have the right to have your slamming complaint resolved quickly.

What to do if we suspect or find evidence of slamming

1.

If you suspect or find evidence of a customer being slammed, notify your direct manager
immediately!

Maxxis managemsnt must notify the customer, the apprepriate LEC (Local éxchange
Carrier), state PSC/PUC (Public Service Commission or Public Utility Commission), and the
FCC.

11/1€/98 Page Sof 7




..+ Maxxis Communications " Slamming Prevention Procedures

FCC Slamming Rules

The FCC's new rules require that LOAs, the forms authorizing a change in long distance carrier,
be separate or severable from inducements such as prizes and contests. The LOA provided by
the carrier must be limited strictly to authorizing a change in long distance carder and it must be
clearly identified as a LOA authorizing the change. :

Further, the LOA must include:

o the subscriber's billing name and address and each telephone number to be covered by the
order to change the subscriber’s long distance company

o astatement that the subscriber intends to change from his or her current long distance
company to this new company

e astatement that the subscriber designates this new carrier to act as the agent for this change
and a statement that the subscriber understands that there may be a charge for this change

Thé LOA must be writien in clear and unambiguous language. The print must be of sufficient size
and readable style, generally comparable in type style and size to the promotional. materials, and
must make clear to the consumer that the document, when signed, would change his or her long
distance carrier. Only the name of the long distance carrier setting the consumer's rates can
appear on the letler of authorization. The LOA must contzin full translations if it uses more than
one language. The same rules apply to letters of agency sent to businesses.

" Advertising promotions that use "checks" are exempt from the separate or severable requirement -
but must meet specific guidelines. Such a check must contain the required letter of agency
language and the necessary information to make it a negotiable instrument, and shall not contain
any other promotional language or material. The carriers must place the required fefter of agency
language near the signature line on the back of the check. In addition, the carriers' must print on
the front of the check, in easily readable, bold-faced type, a notice that the consumer is
authorizing a change in his or her long distznce carrier. ;

. Telemarketing Rules

The FCC has specific rules that govern customer orders for long distance service generated by
telernarketing Before a long distance company can place an order to switch a customer who
agreed to sign up in a telemarketing call, that company must use one of the followmg methods to
verify that the customer authorized the switch: :

i

e Obtain a LOA from the customer. Any LOA used to confirm a telemarketing order must meet
the same requirements described above.

s Provide the customer with 2 toll free (800) number 1o call to confirm the order to switch long
distance companies.

Have an indepencent third party verify the customer's authorization to switch.:

s Within three business days of the custocmer's request to switch, send the new customer an
information package that includes the names of the customer's current and new long distance
companies, a description of any terms, conditions or charges incurred, the name of the
customer thzt authorized the switch, the name, address and telephone number of the
customer and of the new long distance company and a pcstage paid postcard the customer
can use to deny, cencel or confirm the switch. The long distance company must then wait 14
days after maziiing the information packzge before submitting an order to switch that '
customer's service.

CONSUMER ADVICE COLUMN

o Never sign anything without reading it carefully.
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o Ifyou receive a phone call about long distance service and you are not interested in switching
your service, be sure to tell the caller that you are not interested in receiving their service.

o |f someone sends you a letter or postcard “verifying” that you have switched services, notify
them that you did not authorize the change, then call your local telephone company to
confirm that you are still with your preferred carrier.

o Read your phone bill carefully every month. If you see any unfamiliar names, or charaes you
can't identify, call your local phone company and ask about these items.

If you experience telephone slamming, follow these steps;

e Callyour local telephone company. Tell them that you did not order service from the new long
! distance company, that you would like to be reconnected to your long distance company, and
! that you want any "change charges" (the charge for switching companies) taken off your
telephone bill.

e Call the company that slammed you and let them know that you will only pay the charges
your preferred carrier would have imposed. If this carrier will not drop any additional charges,
contact the FCC.

e Next, call the long distance company you were switched from and report that you were
switched without your permission. Ask to be reconnected. You should not be charged for this
reconnection.

o Ifyou are unable to resolve your complaint with the company that switched your service, you
can file a compilaint with the FCC.

HOW TO FILE A COMPLAINT WITH THE FCC

There is no special form to fill-out to file a complaint with the FCC. Simply send a letter, in your
.own words, to the address below. Your complaint letter should include:

e Your name and address, the telephone number that was "slammed," and a telephone
number where you can be reached during the business day.

» The names of your local and long distance telephone companies and the long distance

- company to which you were changed without your knowledge or permission.

¢ The names and telephone numbers of the telephone company employees that you spoke
with in an effort to resolve your complaint and the dates you spoke with them.

* Any other information that you feel would help the FCC to handle your complaint.

+ Copies of any documents you have received, such as a bill for changing to the unauthonzed
long distance company, a contest entry blank, or a check.

Send your complaint to:

Federal Communications Commission

Common Carrier Bureau

Enforcement Division

Informal Complaints and Public Inquiries Branch
Mail Stop Code 1600A2

2025 M St., NW

Washington, DC 20554
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. Mail White copy to:
MAXXIS 2000, INC., 1901 Montreal Rd.

COMMUNICATIONS, INC Ste. 108, Tucker, GA 30084 770-696-6299

RESIDENTIAL & BUSINESS LONG DISTANCE APPLICATION

Letter of Authorization (LOA)
ACCOUNT INFORIVIATION

Please print name and address exactly as it appears on your local phone blll

LAST NAME o S oornldeniin o FIRST NAME

NAME ON PHONE BILL (IF COMPANY) |17 [ 000 i n s

ADDRESS

cIry ‘ o STATE ‘ZIWP CODE"’ - “ FEDERAL 1D # (EINY-

CONTACT PERSON/LAST NAME : Lo _EIRST NAME TR SOCIAL SECURITY # OF PERSON

TTELEPHONE INNFORIVIATION -

MAIN TELEPHONE # (REQUIRED) Check box next to each number that will have an 800 number ringing to it.
- O[T os [T ]
[ ST PHONE NUMBERS APPEARING ON SAME BiLL 03 ] TTTT T 1] o TTTT] ] '
rilsetaosfepzzt:'l:ijg “282 I:ﬁ/gsi:}accoum codes for the attached D 1 l l I l J l r I D 7 1 J L J ] J J ]

IF BUSINESS CUSTOMER, PLEASE ATTACH COPY OF CURRENT PHONE BILL

SERWVICES AVAILABLE

lmtlal services desnred

0,

Maxxis One | understand I will be enrolled in the Maxxis One calling program. All ét,a!npda:(ri‘ ;‘,,?Qg,gf,ﬁ'ﬁﬁ'e ';'&“,Vfﬁ,?g,ﬁ,‘{‘}g‘l ()ynffi,% ﬁ"cf;u‘;'fw
calls will be charged a flat rate of 10¢ per minute. I understand I will be charged a $3.00 Select one country below.
monthly service fee and be billed by my local phone company. COUNTRY
Maxxis 800/888 Service I understand I will be enrolled in the Maxxis 800/888
calling program. All calls will be charged a flat rate of 12¢ per minute. This number will be Standard Calling Card
billed to the above main telephone number I have indicated. I understand 1 will be charged a Flat rate calling card, 19¢ per minute, no surcharge.
$1.00 monthly service fee and be billed by my local phone company. T amof car(fs (limit 3)
Do you have existing 800 numbers? YES [ NO {1 if yes, how many?
Do you need more than one 800 number? YES [ NO O if yes, how many? IntraLata Service

’ 1 i 9 Pl initial this box t lect Intralat: ice.
If yes, ¢/ appropriate box(es) in area 2 above. : 9""4'{:\;“';,' becribed 1o Maras Commtinicaions e Z,,’I;'..lﬁ'c"aﬁs made within oy Locz
If you wish io transfer 800 service, complete and atlach form MI-303 (Letler of Agency). Access Transport Area (Intralata calls), effective when my jurisdiction has approved Intralata
(800 numbers with PINS cannot be transferred) competition. | understand my local company can assess 1 service charge for each line changed.

. i - REQUEST FOR SERVICE )

1 hereby select Maxxis Communications, Inc. as my Long Distance Telephone Company. By my signature below, I hereby authorize Maxxis Communications, Inc. to inform my local telephone
company to change my long distance service to Maxxis Communications, Inc., and I hereby designate Maxxis Communications, Inc. as my primary Long Distance Carrier. 1 understand that I
can have only one primary long distance provider, and that any previous selection of a long distance provider made by me will be canceled, 1 understand that I will be billed by, my local tele-
phone company on behalf of Maxxis Communications, Inc. 1 understand that my local telephone company may charge me a switching fee. 1am legally authorized to make this change.

CUSTOMER SIGNATURE DATE

MAXXIS ASSOCIATE COMMISSION CENTER NAME /- 0 0w Bt i i eg 70

PHONE (AM)

o SSN/FED. 1D# . .

WHITE - MAXXIS YELLOW - MAXXIS PINK - ASSOCIATE GOLD-CUSTOMER MT-300-9/98




JIM IRVIN JACK ROSE

COMMISSIONER-CHAIRMAN EXECUTIVE SECRETARY

RENZ D. JENNINGS | JOANNE C. MACDONNELL
COMMISSIONER o 'DIRECTOR , CORPORATIONS DIVISION

ARIZONA CORPORATION COMMISSION i
CARL J. KUNASEK

COMMISSIONER

CORPORATION SERVICE COMPANY
3636 N CENTRAL AVE
PHOENIX, AZ 85012

RE: MAXXIS COMMUNICATIONS, INC.

File Number: F-0858809-6

We are pleased to notlfy you that your Application for Authority
to transact business in Arizona was approved and filed on
December 2, :1998.

You must publish a copy of your Application for Authority. The publi-
cation must be in a newspaper of general circulation in the county of
the known place of business in Arizona, for three (3) consecutive
publications. An affidavit from the newspaper, evidencing such publi-
cation, must be delivered to the Commission for filing WITHIN NINETY
(s0) DAYS from the File Date.

All corporations transacting business in Arizona are required to file
an Annual Report with the Commission, on the anniversary of the

date of incorporation Each year, a preprinted Annual Report Form will
be mailed to you prior to the due date of the report.

If you have any questions or need further information, please contact us
at (602) 542-3135 in Phoenix, (520) 628-6560 in Tucson, or Toll Free
(Arizona residents only) at 1-800-345-5819.

Very truly Xoﬁrs,

JACKIE ASkEW

Examiner

Corporations Division

Arizona Corporation Commission

CF:07
Rev: 4/97

1300 WEST WASHINGTON, PHOENIX, AR!ZQNA 85007-2996 / 400 WEST CONGRESS STREET, TUCSON, ARIZONA 85701-1347
www.cc.state.az.us - 602-542-3135
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If you have the responsibility of collecting, accounting for, and paying
OVer. paytcoll taxes withheld from the wages and salaries of corporate
employees, read on.

A principal benefit of incorporation is limiting an owner’s liability to.
‘he amount of his/her capital investment. This limited liability may not
apply in all circumstances. -

Section 6672 of the Internal Revenue Code States that the hablhty for
taxes withheld from the wages and salaries of corporate employees
may be assessed against the corporate officer(s) or employee(s) found

to be responsible for their collection and payment. The personal .
habﬂlty of the responsible officer or employee is not limited to the
amount of capital investment.

There are other’ c1v11 and criminal penal’ues in the law regardmg fxlmg,
paying, depositing of employment taxes.

If you would like more information regarding this or any other federal tax .
issue, contact your local Internal Revenue Service office or call toll-free,

© 1-800-829-1040. R




DO NOT PUBLISH
THIS SECTION

1. The corporate
name must contain a
corporate ending
which may be
“corporation,”
"association,"
“"company,”
"limited,"
“incorporated” or an
abbreviation of any
of these words. If you
are the holder or
assignee of a
tradename or
trademark, attach
Declaration of
Tradename Holder
form. If your name
is not available for
use in Arizona, you
must adopt a
fictitious name and
provide a resolution
adopting the name,
which must be
executed by the
corporation
Secretary.

3. You must provide
the total duration in
years for which your
corporation was
formed to endure. If
perpetual succession,
so indicate in this
section. Do not leave]
blank, or state not
applicable.

5. The statutory
agent address cannot
be aP.O. Box. It
must be a physical
address in Arizona.
Include City, State
and Zip code

EXPEBITER
AZ CORP. COMMISSION
DELIVERED
APPLICATION FOR AUTHORITY Del 0 2 1998
TO TRANSACT BUSINESS FILED BY )y
IN ARIZONA TERM
DATE _[ & ,/ O
The name of the corporation is: MAXXIS COMMUNICATIONS, INC. F-0859%09
A(n) Georgia Corporation

(State, Province or Country)

X Wearea foreign corporation applying for authority to transact business in the state of
Arizona.

We are a foreign corporation currently authorized to transact business in Arizona and

must now file this Application for New Authority pursuant to A.R.S. § 10-1504 because

we have changed the following in our domicile jurisdiction:

O Our actual corporate name (or the name under which we originally obtained
authority in Arizona).

O The period of our duration. ‘ i

[0 The state, province or country of our incorporation.

I The exact name of the foreign corporation is:

MAXXIS COMMUNICATIONS, INC.

If the exact name of the foreign corporation is not available for use in this state, then the
fictitious name adopted for use by the corporation in Arizona is:

(FN).
2. The name of the state, province or country in which the foreign corporation is
incorporated is:
Georgia
3. The foreign corporation was incorporated on the 2/ day of February )
1927 and the period of its duration is: Perfftual f

I

. |
4. The street address of the principal office of tt'he foreign corporation in the state, province

or country of its incorporation is: b ,

} i
1901 MONTREAL ROAD |
GA 30084

-Suite 108,

TUCKER,

5. The name and street address of the statutory agent for the foreign corporation in
Arizona is:

Corporation Service Company

3636 North Central Avenue
85012 ~ | ' ‘

Phoenix, Arizona




DO NOT PUBLISH
THIS SECTION

5.b. Indicate to
which address the
Annual Report
should be mailed.

6. If the purpose of
your corporation has
any limitations with
regard to this section,
so indicate. If not,
state no limitations.

Name:
Address:
City, State, Zip:
Name:
Address:
City, State, Zip:
Name:
Address:
City, State, Zip:
8. The total number

of authorized shares
cannot be "zero" or
“N/A". Include
authorized, not
issued shares in this
section.

5.a. The street address of the known place of business of the foreign corporation in Arizona
IF DIFFERENT from the street address of the statutory agent is:

S.b. The Annual Report and general correspondence should be mailed to the address

specified above in section 4 or S5a

6. The purpose of the corporation is to engage in any and all lawful business in which
corporations may engage in the state, province or country under whose law the foreign
corporation is incorporated, with the following limitations if any:

None ‘ i

|

7. The names and usual business addresses of the current directors and officers of the

foreign corporation are: (Attach additional sheets if necessary.)

See attached officers/directors rider

i » title]
) [title]
s {title]
8. - The foreign corporation is authorized to issue 1,000,000

shares, itemized as

follows: (Attach additional sheets if necessary.)

1,000,000

XXX

shares of ___common [class or series] stock at

no par value or par value of $ per share.

) shares of [class or serieis] stock at .

no par value or par value of $ per share.

shares of . [class or series] stock at

per share.

no par value or par value of $




DO NOT PUBLISH
THIS SECTION

9. The total number

of issued shares
cannot be "N/A".

The Application
must be
accompanied by
the following: A
Certificate of
Disclosure,
executed within 30
days of delivery to
the Commission,
by a duly
authorized officer

Attach a certified
copy of your
articles of
incorporation, all
amendments and
mergers (AZ
Const. Art. X1V,
§8)and a
certificate of
existence or
document of
similar import duly
authenticated
(within 60 days) by
the official having
custody of
corporate records
in the state,
province or
country under
whose laws we are
incorporated.

The agent may
consent to the
appointment by
either executing
the consent,
attaching a cover
letter, or if paying
by check,
executing the
check.

' CF:0024
’ Rev. 4/98

shares, itemized as follows:

9.  The foreign corporation has issued 1,000
1,000 shares of ___common

XX no par value or par value of $

shares of

no par value or par value of $

shares of

no par value or par value of $

fclass or series] stock at

per share.
[class or series] stock at

per share.
[class or series] stock at

per share.

The character of business the foreign corporation initially intends to conduct in Arizona
is:

TELECOMMUNICATION SERVICES

DATED this 2D’%day of W m

19??
MAXXIS COMMUNICATIONS, IN

?%Qm =
Executed by L%\

DANIEL MCDONOUGH, Secretar

[print name] [title]
PHONE 770-696-6343 FAX

[optional] {optional]

ACCEPTANCE OF APPOINTMENT BY STATUTORY AGENT

The undersigned hereby acknowledges and accepts the appointment as statutory agent of this corporation

effective this _92 day of _AY X/ . 19_4¢

Corporation Service Company
- BA ﬂﬂm A. E%QA
Signature

Karen B. Rozar. Asst. Sec.

' Corporation Service Company
[Print Name]




Bus.
Res.

Bus.
Res.

Bus.
Res.

Bus.
Res.

Bus.
Res.

Name:
Title:
Addr.:
Addr.:

SSN:

Name :
Title:
Addr. :
Addr. :

SSN:

Name:
Title:
Addr.:
Addr. :

SSEN:

Name :
Title:
Addr. :

Addr. :

SSN:

Name :
Title:
Addr. :
Addr. :

SSN:

OFFICERS/DIRECTORS RIDER

MAXXIS COMMUNICATIONS, INC.

Thomas O. Cordy

President/CEQO/Director

1901 Montreal Road, Suite 108, Tucker, GA 30084
3770 Village Drive, SW, Atlanta, GA 30331 ,-
256-57-6397

Patrick J. Lentz

Executive V. President/Director

1901 Montreal Road, Suite 108, Tucker, GA 30084
1818 NOrth Chestnut Grove Drive, Marietta, GA 30066
259-38-7478

Daniel McDonough

Secretary/CFO/Director

1901 Montreal Road, Suite 108, Tucker, GA 30084
6320 Blackberry Hill, Norcross, GA 30092 |
070-40-0789 ' E

Alvin Curry

Director

1901 Montreal Road, Suite 108, Tucker, GA 30084
5231 E. Memorial Dr., #226, Stone Mountain, GA 30083
410-94-38405 .

Larxry W. Gates, II

Director

1901 Montreal Road, Suite 108, Tucker, GA 30084
875 Lawrenceville-Suwanee Rd., Ste. 310-121
Lawrenceville, GA 30043

436-33-8695




- ] ARIZONA CORPORATION COMMISSION
' o ) : CORPORATIONS DIVISION

Phoenix Address: 1300 West Washington Tucson Address: 400 West Congress
Phoenix, Arizona 85007-2929 : Tucson, Arizona 85701-1347
o PROFIT
CERTIFICATE QF DISCLOSIIRE' ‘
A.R.S.§10-202.D
MAXXIS COMMUNICATIONS, INC.
EXACT CORPORATE NAME
A. Has any person serving either by election or appointment as officer, director, trustee, incorporator and persons controlling or holding over 10% of

the issued and outstanding common shares or 10% of any other proprietary, beneficial or membership interest in the corporation:

1. Been convicted of a felony mvolvmg a transaction in securities, consumer fraud or antitrust in any state or federal jurisdiction within the seven-year perio.
immediately preceding the execution of this Certificate?

2. Been convicted of a felony, the essential elements of which consisted of fraud, misrepresentation, theft by false pretenses, or restraint of trade or monopoly in
any state or federal jurisdiction within the seven-year period immediately preceding the execution of this Certificate?

3. Been or are subject to an injunction, judgment, decree or permanent order of any state or federal court entered within the seven-year penod immediately
preceding the execution of this Certificate,wherein such injunction, judgment, decree or permanent order:
(a) Involved the violation of fraud or registration provisions of the securities laws of that )unsdxcuon'7 or

(b} Involved the violation of the consumer fraud laws of that jurisdiction?; or
(¢) Involved the violation of the antitrust or restraint of trade laws of that jurisdiction?

S ‘;

B. IF YES, the following information MUST be attached:

Yes _.__No

1. Full name, prior name(s) and aliases, if used. 6. Social Security number.

2. Full birth name. ’ 7. The nature and description of each conviction or judicial action, date
3. Present home address. and location, the court and public agency involved and file or cause
4. Prior addresses (for immediate preceeding 7-year period). number of case. .

5. Date and location of birth,

C. Has any person serving as an officer, director, trustee or incorporator of the corporation served in any such capacity or held or controlled over 20% of the issued
and outstanding common shares, or 20% of any other proprietary, beneficial or membership interest in any corporation which has been placed in bankruptcy
receivership or had its charter revoked, or administratively or judicially dissolved by any state or jurisdiction?

d

Yes No |
IF YOUR ANSWER TO THE ABOVE QUESTION IS "YES", YOU MUST ATTACH THE FOLLOWING INFORMATION FOR EACH CORPORATION
1. Name and address of the corporation. 3. State(s) in which the corporation:

2. Full name (including aliases) and address of each person involved, (a) Was incorporated. (b) Has transacted business.
P 4, Dates of corporate operation.
f 5. Date and case number of Bankruptcy or date of
i revocation/administrative dissolution.

1
{ .

D. The fiscal year end adopted by the corporation is June 30

'

i

" Under pen_mki{s’o_f1%\i the undersigned incorporator(s)/officer(s) declare(s) that I(we) have examined this Certificate, including any attachments, and to the best c
wledge an

my(ourfkn

(3orbAYs%Fﬂﬂ;u

s

| belief it i§ true, corrcc7(fmpletc and hereby declare as indicated above. THE SIGNATURE(S) MUST BE DATED WITHIN THIRT

Mu@mﬂ\

PRINT NAME THOMA) O CORDY PRINT NAME DANIEL MCD OUGH

TITLE = President QI)A , — 0—— TITLE Secretary DATE'’ /" /‘%

DOMESTIC CORPORATIONS: ALL INCORPORATORS MUST SIGN THE INITIAL CERTIFICATE OF DISCLOSURE. If within sixty days, any perso:
becomes an officer, director, trustee or person controlling or holding over 10% of the issued and outstanding shares or 10% of any other proprietary, beneficia’
or membership interest in the corporation and the person was not mcluded in this disclosure, the corporation must file an AMENDED certificate signed by
least one duly authorized officer of the corporation.

Y

FOREIGN CORPORATIONS: MUST BE SIGNED BY AT LEAST ONE DULY AUTHORIZED OFFICER OF THE CORPORATION.
CF: 0022 - Business Corporations
Rev: 2/98




Invaice No. 42083053
Invoice Date 12/07/98
Amount Due 498.25

THE UNITED STATES -
\ () CORPORATION
&__/cou;mfwr ,

|
I
- CSC
x N
| Page 1
! www.incspor.com SP
|
~ Re: MAXXIS COMMUNICATIONS, INC. ‘
Account No. GUEENS | ’
| Billing Address Shipping Address
| MS. ESTHER BAILEY ! ATTN: DAN MCDONOUGH
| NELSON MULLINS RILEY & MAXXIS GROUP, INC.
SCARBOROUGH 1901 MONTREAL ROAD
| FIRST UNION PLAZA : SUITE 108
| 999 PEACHTREE STREET STE 1400 . _TUCKER GA 30084 -
| ATLANTA GA 30309 ' ) ’
. Client Reference MAXXIS COMMUNICATION Order No. : 041191 015 Order Date 11/23/98

Company Id: 1877565

AZQUO0 FOREIGN (FILING IN ARIZONA : : .00
AZASF STATE FEE 210.00
AZ402 SERVICE FEE - PREPARE AND FILE QUALIFICATION : 120.00
AZ4g5 SERVICE FEE DISCOUNT - SPECIAL PROJECT 18.00-
AZAFOR ANNUAL REGISTERED AGENT FEE 165.00
165.00 FOR PERIOD FROM 12/01/1998 TO 11/30/1999 ‘
AZREPD DISCOUNT AMOUNT, REPRESENTS YOUR 15% DISCOUNT 24.75-
FOR PERIOD FROM 12/01/1998 TO 11/30/1999

AZ483B CORRESPONDENT FEE 30.00
AZ601 OVERNIGHT DELIVERY 16.00
AZAPUB INVOICE FOR PUBLISHING TO FOLLOW .00

TOTAL AMOUNT 498.25

THANK YOU FOR USING CSC - TALLAMASSEE - Lynette Coleman - 800-342-8086

THANK YOU for your business

TERMS: NET 30 DAYS Invoices not paid within 30 days are subject to a 1.5% per month finance charge. CSC extends credit to the party
! requesting ‘service whom it holds responsible for payment in full for all monies expended and services rendered.
i ( 2 CSC E.I.D. No: 510009810

i

’Please retdm this portion with your payment.

4371512 42083053 . 12/07/98 498.25

t 1

Credit Card Paymént (optional) . Amount Remitted $

|
Circle one: \(ISA MC Amex
Card No. !
Expiration Date

Signature Y Please Remit to:
Telephone No. | ' j CsC

|
|
|
} : ! PO Box 13397
|
|
|
|
|

v Philadelphia, PA 19101-3397

9 0l 4371512 9 42083053 DOO4YA2S 0000DOOD DOOOOOOD DOOODDOOO OOODOOOoO




	PART
	<PAGE>
	PART


