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EP GLOBAL COMMUNICATIONS, INC.
CONSOLIDATED BALANCE SHEETS

Current Assets:
Cash
Accounts receivable, less allowance for
doubtful accounts of $20,451 and $37,760
Inventory
Prepaid expenses and other current assets
Total Current Assets

Property and equipment
Less: Accumulated depreciation

Deferred financing costs, less accumulated
amortization of $431,722 and $300,722
Security deposits

Total Assets

September 30, December 31,
2008 2007
(unaudited) (audited)
$ 6,981 $ 124,058

56,887 166,141

60,550 62,413

58,496 55,287

182,914 407,899

503,116 487,535
(445,631) (419,360)

57,485 68,175

92,278 223,278

6,075 6,575

$ 338,752 $ 705,927

See accompanying footnotes to financial statements



EP GLOBAL COMMUNICATIONS, INC.

CONSOLIDATED BALANCE SHEETS

Current Liabilities:
Current portion of long-term debt
Accounts payable
Accrued expenses
Due to shareholders
Deferred subscriptions and other revenues
Total Current Liabilities

Long-Term Liabilities:
Long-term debt, net of current portion
Deferred subscriptions and other revenues
Total Long-Term Liabilities

Total Liabilities
Commitments and contingencies
Stockholders' Deficiency:

Preferred stock:
Series A, $.01 par value; authorized 5,000,000 shares;
issued and outstanding 3,333 shares
Series B, $1.00 par value; authorized 5,000,000 shares;
issued and outstanding 309 shares
Common stock, $.0001 par value; authorized 2,000,000,000
shares in 2008 and 500,000,000 shares in 2007,
issued and outstanding 634,519,753 shares in 2008
and 363,488,145 shares in 2007
Additional paid in capital
Deficit
Total Stockholders' Deficiency

Total Liabilities and Stockholders' Deficiency

See accompanying footnotes to financial statements
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September 30, December 31,
2008 2007
(unaudited) (audited)

$ 3,477,404 $ 2,157,751
681,206 296,045
79,171 68,474
327,885 235,780
615,747 641,490
5,181,413 3,399,540
2,400,166 3,393,930
106,284 58,449
2,506,450 3,452,379
7,687,863 6,851,919

33 33

309 309

63,452 36,349
2,524,390 2,515,805
(9,937,295) (8,698,488)
(7,349,111) (6,145,992)

$ 338,752 $ 705,927




Revenue:
Advertising revenue
Subscription revenue
Online seminars
Book sales
Special projects
Other revenue
Revenues

Cost of sales
Selling, general and administrative expenses
Depreciation and amortization

Costs and expenses

(Loss) from operations

Other expense:

Interest expense

Loss on sale/disposal of fixed assets
Other expense

Net (loss)

(Loss) per common share - basic and diluted

Weighted average common shares outstanding - basic and diluted

EP GLOBAL COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

Three Months Ended September 30,

Nine Months Ended September 30,

2008 2007 2008 2007
325,405 306,748 945,199 1,100,593
178,416 192,888 536,182 585,213

41,250 159,597 197,621 295,633
15,402 10,863 77,501 81,833
73,501 126,701 398,319 538,174
1,050 2,295 5,741 6,531
635,024 799,092 2,160,563 2,607,977
308,039 377,892 1,100,612 1,273,903
560,180 624,305 1,753,680 1,732,320
53,057 63,489 158,123 185,942
921,276 1,065,686 3,012,415 3,192,165
(286,252) (266,594) (851,852) (584,188)
(133,426) (125,977) (385,990) (323,714)
(965) (2,194) (965) (2,194)
(134,391) (128,171) (386,955) (325,908)
(420,643) (394,765) (1,238,807) (910,096)
0.00 0.00 0.00 (0.01)
560,713,481 218,495,459 493,383,901 136,180,587

4-

See accompanying footnotes to financial statements




EP GLOBAL COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Net (loss)

Adjustment to reconcile net (loss) to net cash
used in operating activities:
Depreciation and amortization

Accretion of interest expense on long-term debt

Change in allowance for doubtful accounts
Loss on disposal of assets

(Increase) decrease in operating assets:
Accounts receivable
Inventory
Prepaid expenses and other current assets
Other assets

Increase (decrease) in operating liabilities:
Accounts payable and accrued expenses
Deferred subscriptions and other revenues

Net cash used in operating activities
Cash flows from investing activities:
Acquisition of property and equipment

Disposal of property and equipment

Net cash used in investing activities

statement continued next page

Nine Months Ended September 30,

2008 2007
$ (1,238,807) (910,096)
158,123 185,942
372,224 308,792
(17,309) (24,920)

965 2,194

126,563 140,181
1,863 (16,645)
(3,209) (70,232)
500 (75)
395,858 (663)
22,092 (167,631)
(181,137) (553,153)
(18,408) (39,351)

1,010 850
(17,398) (38,501)




EP GLOBAL COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Cash flows from financing activities:
Proceeds from borrowings
Payments on debt
Increase in deferred financing costs
Accrual of deferred payments to related parties
Proceeds from shareholder
Repayments to shareholder
Net cash flows provided by financing activities

Net (decrease) in cash

Cash - beginning

Cash - ending

Cash paid for interest

Supplementary disclosure of non-cash investing and

financing activities:
Conversion of note payable to equity

Conversion of note payable to trade account payable

Nine Months Ended September 30,

2008 2007
: 800,000
(10,648) (198,021)
_ (48,000)
64,333 66,717
49,250 ;
(21,477) (150,490)
81,458 470,206
(117,077) (121,448)
124,058 138,158
$ 6,981 16,710
$ 5,244 3,474
$ 35,687 165,629
$ ] 144,250

See accompanying footnotes to financial statements
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EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

1. Description of Business And Summary Of Significant Accounting Policies

Basis of Presentation

The unaudited interim financial statements have been prepared in accordance with U.S. generally accepted
accounting principles and applicable SEC rules and regulations pertaining to quarterly financial reporting, and
include all adjustments necessary for a fair presentation. These statements should be read in combination with
the consolidated financial statements and notes included in the Company’s annual report on Form 10-KSB for
the year ended December 31, 2007.

On November 28, 2003, East Coast Airlines, Inc. ("East Coast") entered into a share exchange agreement with
Psy-Ed Corporation. In connection with the share exchange, East Coast acquired the assets and assumed the
liabilities of Psy-Ed Corporation. For accounting purposes, the share exchange agreement has been treated as a
recapitalization of Psy-Ed Corporation as the acquirer.

Organization

EP Global Communications, Inc., formerly East Coast Airlines, Inc., and Subsidiary (“EP” or the “Company”),
operates its primary business through its subsidiary, Psy-Ed Corporation (d/b/a Exceptional Parent Magazine).

EP publishes and distributes Exceptional Parent Magazine, an international publication, designed to serve the
informational needs of families and professionals who are involved in the care and development of children and
adults with disabilities and special health care needs. EP also develops and implements online accredited
Continued Medical Education Programs; has its own library of over 2,300 disability book titles, over 3,000
titles on the website, and publishes clinical monographs which are disseminated to physicians, researchers and
allied health care professionals, as well as families and caregivers all over the world.

Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its majority-owned
subsidiary. All intercompany transactions and balances have been eliminated.

Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

-



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

Cash
Cash includes cash in banks, deposits with financial institutions, and all highly liquid investments with a
maturity of three months or less. Cash balances were $6,981 and $124,058 at September 30, 2008 and

December 31, 2007, respectively.

Concentration of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist
principally of cash and trade receivables.

The Company's cash is concentrated primarily in two banks in the United States. At times, such deposits
could be in excess of insured limits. Management believes that the financial institutions that hold the
Company's financial instruments are financially sound and, accordingly, minimal credit risk is believed to
exist with respect to these financial instruments.

The Company grants credit primarily to advertisers based on an evaluation of the customer’s financial
condition, without requiring collateral. Exposure to losses on these receivables is principally dependent on
each customer’s financial condition. A majority of the subscription income is received in advance and
presents little risk to the Company. The Company controls its exposure to credit risk through monitoring
procedures and establishes appropriate allowances for anticipated losses.

Provision for Losses on Uncollectible Receivables

The provisions for losses on uncollectible trade receivables are determined principally on the basis of
specific identification and past collection experiences. The allowance for doubtful accounts on accounts
receivable balances was $20,451 and $37,760 at September 30, 2008 and December 31, 2007, respectively.

Accounts Receivable Factoring

As a means to improve the Company’s cash flow and receive more immediate funding, selected accounts
receivable are serving as collateral on cash advances from Coastline Financial Services Group, Inc.
(CFSQ), a financial firm located in North Miami, Florida. The contract, signed August 1, 2008, between
EP and Coastline, expires August 4, 2009.

At the time of sale to CFSG, EP is funded 80% of the total invoices, less fees, with the 20% balance

held in reserve by CFSG until payment is received from the Customer. When payment is received

by CFSG, the 20% balance is remitted to the Company. If an invoice is aged over 90 days, EP loses the
funding for it and in essence buys it back. The receivable from Coastline was $14,819 and $0 at September
30, 2008 and December 31, 2007, respectively.

Inventories

Inventories, consisting primarily of books, are stated at the lower of cost or market, determined on the first-
in, first-out (FIFO) method.



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

Revenue Recognition

The Company recognizes revenue in accordance with the guidance contained in SEC Staff Accounting
Bulletin No. 101, “Revenue Recognition in Financial Statements” (“SAB1017), and Staff Accounting
Bulletin No. 104, “Revenue Recognition in Financial Statements” (“SAB104”).  Under these
pronouncements, revenue is recognized when persuasive evidence of an arrangement exists, delivery of
services and/or products has occurred, the sales price is fixed or determinable, and collectibility of the sales
price is reasonably assured. In addition to these general revenue recognition criteria, the following specific
revenue recognition policies are followed:

Advertising revenue, which consists predominantly of graphic and text displays, is recorded in the period
corresponding to the presentation in the publication. Online advertising revenues, primarily derived from
the sale of banner advertisements and sponsorships on the Company's web sites, is recognized in the period
the advertising is displayed. The costs to develop this internet income are period costs and are expensed
when incurred. Print publication advertising and circulation revenues are recognized, net of agency
commissions and applicable discounts, when publications are issued. List rental income is recognized, net
of commission, when a list is sold or rented.

Subscription income generated by both the private sector and the Military is recognized based upon the
monthly pro-ration of income within the reporting period for a given subscription.

Deferred subscription income, net of agency commission, is recorded when subscription orders are
received. The Company uses a fulfillment house, which calculates the revenue to be recorded for all
periods. Customers subscribe to the Company's magazine for periods ranging from one to three years.
Deferred subscription income represents the portion of the prepaid subscription not earned by the Company
and paid for in advance of fulfillment by the Company to the customer.

Revenue from the production of online educational seminars for both the private sector and the Military is
recorded at the time the seminar is conducted.

Book orders are received over the internet, telephone, and via the mail; revenue is recognized after the
order has been fulfilled and shipped.

Special project revenue is recognized based upon an estimate of the percentage of completion for each
phase of the project. Special projects include such undertakings as custom communications as well as the
Company’s “Disability Awareness Night” (DAN™) program.



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

Cost of Sales

Cost of sales consist of direct costs that are associated with the production of income for a given business
activity. These costs include printing, design, circulation, fulfillment, salaries and benefits directly
associated with production, the cost of books, the cost of tickets associated with the DAN™ program, and

the costs associated with online seminars.

Depreciation and Amortization

Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation of
property and equipment is calculated on the straight-line method over the estimated useful lives of the
respective assets, ranging from three to fifteen years.

Stock-Based Compensation

On January 1, 2006, the Company adopted SFAS No. 123R, “Share-Based Payment”, which establishes
standards for the accounting for transactions in which an entity exchanges its equity instruments for goods
or services. A key provision of this statement is the requirement to measure the cost of employee services
received in exchange for an award of equity instruments (including stock options) based on the grant-date
fair value of the award. That cost will be recognized over the period during which an employee is required
to provide service in exchange for the award (i.e., the requisite service period or vesting period).

Equity instruments issued to non-employees are recorded at their fair values as determined in accordance
with SFAS No. 123 and Emerging Issues Task Force 96-18, “Accounting for Equity Instruments That Are

Issued to Other Than Employees for Acquiring, or in Conjunction with Selling Goods and Services.”

No compensatory options or warrants were granted during the quarters ended September 30, 2008 or 2007.

Income Taxes

The Company accounts for income taxes using an asset and liability approach under which deferred income
taxes are recognized by applying enacted tax rates applicable to future years to the differences between the
financial statement carrying amounts and the tax bases of reported assets and liabilities.

The principal items giving rise to deferred taxes are certain expenses which have been deducted for

financial reporting purposes which are not currently deductible for income tax purposes and the future tax
benefit of certain net operating loss carryforward.

-10-



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

Evaluation of Long-Lived Assets

The Company reviews property and equipment for impairment whenever events or changes in
circumstances indicate the carrying value may not be recoverable in accordance with guidance in SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets. * If the carrying value of the
long-lived asset exceeds the present value of the related estimated future cash flows, the asset would be
adjusted to its fair value and an impairment loss would be charged to operations in the period identified.

Loss Per Share

Basic loss per common share is computed by dividing net loss by the weighted average number of common
shares outstanding during the year. Diluted loss per common share is computed by dividing net loss by the
weighted average number of common shares and potential common shares outstanding during the year.
The basic weighted average shares were used in calculating quarter the diluted loss per share, as inclusion
of the incremental shares shown in this calculation would be antidilutive. The following securities have
been excluded from the calculation of diluted loss per share for the three and nine months ended September
30, 2008 and 2007: common stock warrants — 10,000,000 shares; convertible preferred stock — 718,863
shares and convertible debt — 413,333,332 shares.

Fair Value Measures

On January 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurement” (“SFAS No. 157”).
This statement defines fair value, establishes a framework for measuring fair value in generally accepted
accounting principles, and expands disclosures about fair value measurements. This statement applies
under other accounting pronouncements that require or permit fair value measurements. The adoption of
SFAS No. 157 did not have an impact on our consolidated financial statements

On January 1, 2008, the Company adopted SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities — Including an amendment to FASB Statement No. 115" (“SFAS No. 159”). This
statement permits companies to choose to measure many financial instruments and other items at fair value.
The objective is to improve financial reporting by providing entities with the opportunity to mitigate
volatility in reported earnings caused by measuring related assets and liabilities differently without having
to apply complex hedge accounting provisions. This Statement is expected to expand the use of fair value
measurement of accounting for financial instruments. The fair value option established by this statement
permits all entities to measure eligible items at fair value at specified election dates. We have not elected to
measure any financial assets and financial liabilities at fair value which were not previously required to be
measured at fair value. Therefore, the adoption of SFAS No. 159 did not have an impact on our
consolidated financial statements.

For financial instruments including cash, accounts payable and accrued expenses and notes payable it was

assumed that the carrying amount approximated fair value because of the short maturities of such
instruments.

-11-



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

New Financial Accounting Standards

On January 1, 2007, the Company adopted FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes, an interpretation of FASB Statement 109” (“FIN 48”). FIN 48 requires that a position taken
or expected to be taken in a tax return be recognized in the financial statements when it is more likely than
not (i.e. a likelihood of more than fifty percent) that the position would be sustained upon examination by
tax authorities. A recognized tax position is then measured at the largest amount of benefit that is greater
than fifty percent likely of being realized upon ultimate settlement. Upon adoption, the cumulative effect of
applying the recognition and measurement provisions of FIN 48, if any, shall be reflected as an adjustment
to the opening balance of retained earnings. FIN 48 did not have an impact on our consolidated financial
statements.

In May 2007, the FASB issued FASB Staff Position (“FSP”) FIN 48-1, "Definition of Settlement in FASB
Interpretation No. 48" ("FSP FIN 48-1"). FSP FIN 48-1 provides guidance on how to determine whether a
tax position is effectively settled for the purpose of recognizing previously unrecognized tax benefits. FSP
FIN 48-1 is effective retroactively to January 1, 2007. The impact of this statement did not have a material
impact on the Company’s financial position or results of operations.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements, an Amendment of ARB 517 (“SFAS No. 160”). SFAS No. 160 establishes accounting and
reporting standards pertaining to ownership interests in subsidiaries held by parties other than the parent,
the amount of net income attributable to the parent and to the noncontrolling interest, changes in a parent’s
ownership interest, and the valuation of any retained noncontrolling equity investment when a subsidiary is
deconsolidated. SFAS No. 160 also establishes disclosure requirements that clearly identify and distinguish
between the interests of the parent and the interests of the noncontrolling owners. SFAS No. 160 is
effective for fiscal years beginning on or after December 15, 2008. Management does not believe there will
be a material impact from the adoption of SFAS No. 160 on our consolidated financial position and results
of operations.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” (“SFAS No. 141(R)”),
which amends SFAS No. 141, and provides revised guidance for recognizing and measuring identifiable
assets and goodwill acquired, liabilities assumed, and any noncontrolling interest in the acquiree. It also
provides disclosure requirements to enable users of the financial statements to evaluate the nature and
financial effects of the business combination. SFAS No. 141(R) is effective for fiscal years beginning after
December 15, 2008 and is to be applied prospectively. Management does not believe there will be a
material impact from the adoption of SFAS No. 141(R) on our consolidated financial position and results of
operations.

In December 2007, the SEC issued Staff Accounting Bulletin No. 110, "Share-Based Payment" ("SAB
110"). SAB 110 establishes the continued use of the simplified method for estimating the expected term of
equity based compensation. The simplified method was intended to be eliminated for any equity based
compensation arrangements granted after December 31, 2007. SAB 110 is being published to help
companies that may not have adequate exercise history to estimate expected terms for future grants.
Management does not believe there will be a material impact from the adoption of SAB 110 on our
consolidated financial position and results of operations.

In March, 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging
Activities — an amendment of FASB Statement No. 133.” This Statement requires enhanced disclosures
about an entity’s derivative and hedging activities and is effective for financial statements issued for fiscal
years and interim periods beginning after November 15, 2008 and is not expected to have any impact on
our consolidated financial position and results of operations.

-12-



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting
Principles (“SFAS No. 162”). SFAS No. 162 identifies the sources of accounting principles and provides
entities with a framework for selecting the principles used in the preparation of financial statements that are
presented in conformity with GAAP. The FASB believes the GAAP hierarchy should be directed to
entities because it is the entity (not its auditors) that is responsible for selecting accounting principles for
financial statements that are presented in conformity with GAAP. The adoption of SFAS No. 162 is not
expected to have a material impact on the Company’s financial statements.

Basis of Presentation

The Company has incurred continuing net losses, its working capital deficit has increased by approximately
$2 million for the nine months ended September 30, 2008 and the Company has an accumulated deficit of
approximately $10 million at September 30, 2008. The accompanying interim financial statements have
been prepared assuming that the Company will continue as a going concern, which contemplates the
realization of assets and the satisfaction of liabilities in the normal course of business. Management
believes that the Company’s continuing initiatives to produce significant increases in revenues and to enact
cost reduction programs, along with the ability to raise funds on reasonable terms through borrowing or the
issuance of securities, if necessary, will allow the Company to meet its cash requirements. The
accompanying interim financial statements do not include any adjustments relating to the recoverability and
classification of recorded asset amounts, nor to the amounts and classification of liabilities that may be
necessary should we be unable to continue as a gong concern.

Reclassifications

Certain amounts reported for 2007 have been reclassified to conform to the 2008 presentation. Such
reclassifications had no effect on reported income.

-13-



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

2. Property and Equipment

Property and equipment at September 30, 2008 (unaudited) consisted of the following:

Furniture & Computer
Total Fixtures Equipment Equipment Other
Property and equipment $ 503,116 $ 173,078 $ 51,001 $ 248,654 $ 30,383
Less: Accumulated depreciation (445,631) (157,368) (51,001) (207,628) $ (29,634)
$ 57,485 $ 15,710 $ - $ 41,026 $ 749

Property and equipment at December 31, 2007 (audited) consisted of the following:

Furniture & Computer
Total Fixtures Equipment Equipment Other
Property and equipment $ 487,535 $ 175,905 $ 51,001 $ 230,248 $ 30,381
Less: Accumulated depreciation (419,360) (155,311) (51,001) (185,679) (27,369)
$ 68,175 $ 20,594 $ - $ 44,569 $ 3,012

Depreciation expense for the quarters ended September 30, 2008 and 2007 was $9,390 and $22,488 respectively.
Year-to-date as of September 30, depreciation expense was $27,123 in 2008 and $66,275 in 2007.

3. Accrued Expenses

Accrued expenses consisted of the following:

September 30, December 31
2008 2007
(unaudited) (audited)
Commissions $ 2,838 $ 16,807
Accrued payroll - 4,582
Interest 26,545 30,545
Accrued vacation 18,036 16,375
Accrued payroll taxes 218 65
Accrued project costs 21,234 -
Other 10,300 100
$ 79,171 $ 68,474
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EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008
4. Debt
Long-Term Debt

Long-term debt at September 30, 2008 consisted of the following:

(unaudited)
Note payable - the Company will issue up to $3,720,000 in callable $ 3,462,829
convertible notes. The notes are convertible into shares of our
common stock. The convertible debt instrument bears interest at 8%
per annum. See further discussion below.
Note payable - the Company will issue up to $2,600,000 in callable 2,366,822
convertible notes. The notes are convertible into shares of our
common stock. The convertible debt instrument bears interest at 10%
per annum. See further discussion below.
Note payable to the City of Johnstown, interest at 3%, due November 47,919
2011. This note is collateralized by equipment owned by the Company.
Principal and interest payments of $1,321 per month.
5,877,570

Less: Current portion (3,477,404)

$ 2,400,166
Long-term debt at December 31, 2007 consisted of the following:

(audited)

Note payable - the Company will issue up to $3,720,000 in callable
convertible notes. The notes are convertible into shares of our

2 2
common stock. The convertible debt instrument bears interest at 8% $ 3,296,628
per annum. See further discussion below.

Note payable - the Company will issue up to $2,600,000 in callable

convertible notes. The notes are convertible into shares of our 2.196.486

common stock. The convertible debt instrument bears interest at 10%
perannum. See further discussion below.

Note payable to the City of Johnstown, interest at 3%, due November
2011. This note is collateralized by equipment owned by the Company. 58,567
Principal and interest payments of $1,321 per month.

5,551,681
Less: Current portion (2,157,751)

$ 3,393,930

-15-



EP Global Communications, Inc. And Subsidiary
Notes To Consolidated Financial Statements
September 30, 2008

The following are maturities of long-term debt:

12 Months Ended

September 30,
2009 $ 3,477,404
2010 1,476,896
2011 920,419
2012 2,851

$ 5,877,570

On September 23, 2005, the Company completed financing agreements by executing a securities purchase
agreement with the following entities: AJW Partners, LLC, AJW Offshore, Ltd., AJW Qualified Partners, LLC
and New Millenium Capital Partners II, LLC. Collectively this group of entities is referred to as the “NIR”
Group.

Under the securities purchase agreement, the Company will issue up to $3,720,000 in callable secured
convertible notes. The notes are convertible into shares of our common stock. The conversion price is based on
the lesser of $0.12 or the average of the lowest 3 intra-day trading prices during the 20 trading days immediately
prior to the conversion date discounted by 40%. The timing of the conversion is at the option of the holder. The
notes are secured by a grant of a general security interest in all of our assets both tangible and intangible. In
addition, our Chief Executive Officer individually pledged 3,371,093 shares of common stock.

In addition, the Company issued 5,000,000 stock purchase warrants convertible into shares of our common
stock on a one for one basis. The exercise price is $.15 and the term of the warrants is 5 years. As of December
31, 2005, 3,338,000 warrants had been issued. The remainder was issued in January 2006.

In the first quarter of 2008, the Company entered into discussions with the NIR Group, LLC with the intent of
restructuring all of the Company's outstanding debt obligations to AJW Capital Partners, LLC, AJW Offshore,
Ltd., AJW Qualified Partners, LLC and New Millenium Capital Partners II, LLC. In September 2008, a
payment of approximately $1.3 million was due and payable. The Company did not make the required payment
nor did the debt holder issue a default notice, due to the ongoing negotiations. The Company has reached an
agreement in principle, subject to the execution of definitive documents, in which the NIR Group, LLC has
agreed to consolidate and extend the maturity date on all notes for three years to October 2011. The terms and
conditions of this restructuring will be part of the definitive agreement, which the Company expects to execute
by the end of November 2008.
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A private investment firm received a commission of $240,000 (8% of the aggregate net proceeds of $3,000,000)
for arranging for this financing.

Through December 31, 2005, the Company received net proceeds of $2,000,000 under the terms of the
securities purchase agreement. The Company also received $1,000,000 on January 29, 2006 immediately
following the effectiveness of a registration statement filed by the Company with the SEC.

The convertible debt instrument bears interest at 8% per annum and is due September 23, 2008.

In accordance with Emerging Issues Task Force Topic 00-27 and SFAS 150, “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity”, the Company performed calculations allocating
the proceeds from the issuance of convertible debt with detachable warrants and the beneficial conversion
privileges to each respective security at their fair values. The Company referred to SFAS 133, “Accounting for
Derivative Instruments and Hedging Activities,” and EITF 00-19, “Accounting for Derivative Financial
Instruments Indexed to, and Potentially Settled in, a Company's Own Stock,” in determining whether the
conversion option is an embedded derivative instrument. In the case of the detachable warrants and the
beneficial conversion privileges, the Company concluded the fair value was nil; accordingly, the entire amount
recorded as a liability was associated with the convertible debt. The calculated fair value of the convertible debt
of $3,462,829 was recorded as a liability as of September 30, 2008. The convertible debt will be accreted to its
face value of $3.7 million under the interest method until it is either converted or matures. As of September 30,
2008, the accretion was $737,688, of which $68,487 was recorded in the third quarter of 2008, $67,218 was
recorded in the second quarter of 2008, and $66,183 was recorded in the first quarter of 2008. Accreted interest
totaled $257,684 in calendar year 2007 and $278,116 was recorded in prior years.

If the obligation had been settled on September 30, 2008, the Company would have issued 82,448,300,197
shares of its common stock (with a fair value, based solely on the quoted market price per share as of September
30, 2008, of $5,771,381). However, under the terms of the agreement, the maximum number of shares that
could be required to be issued is 206,666,666.

For the nine months ended September 30, 2008, principal and accrued interest of $35,687 was converted into
271,031,608 shares of common stock. For the period October 1, 2008 through November 13, 2008, principal
and accrued interest of $4,431 was converted into 63,297,000 shares of common stock.

Provided the Company is not in default under the financing documents, it has a sufficient number of authorized
shares of its common stock reserved for issuance upon full conversion of the promissory notes and its common
stock is trading at or below $.15 per share, the Company shall have the right, exercisable on not less than 10
trading days prior written notice to the holders of the promissory notes, to prepay all of the outstanding
promissory notes. If the Company exercises its right to prepay the promissory notes, it shall make payment to
the holders of an amount in cash equal to either (i) 125% (for prepayments occurring within 30 days of the issue
date of the promissory notes), (ii) 130% for prepayments occurring between 31 and 60 days of the issue date of
the promissory notes, or (iii) 140% (for prepayments occurring after the 60th day following the issue date of the
promissory notes, multiplied by the sum of the then outstanding principal amount of the promissory notes plus
default interest.
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On August 15, 2006, the Company completed a second financing agreement by executing a securities purchase
agreement with the following entities: AJW Partners, LLC, AJW Offshore, Ltd., AJW Qualified Partners, LLC
and New Millenium Capital Partners II, LLC.

Under the second securities purchase agreement, the Company will issue up to $2,600,000 in callable secured
convertible notes. The notes are convertible into shares of our common stock. The conversion price is based on
the lesser of $0.05 or the average of the lowest 3 intra-day trading prices during the 20 trading days immediately
prior to the conversion date discounted by 40%. The timing of the conversion is at the option of the holder. The
notes are secured by a grant of a general security interest in all of our assets both tangible and intangible. In
addition, the Company issued 5,000,000 stock purchase warrants convertible into shares of our common stock
on a one for one basis. The exercise price is $.01 per share and the term of the warrants is seven years.

Through December 31, 2007, the Company received all of the $2,000,000 proceeds under the terms of the
securities purchase agreement. The funds were received in the amount of $500,000 upon signing the definitive
investment agreements and $100,000 monthly thereafter.

A private investment firm received 8% of the amount loaned as the funds were received.
The convertible debt instrument bears interest at 10% per annum and is due beginning in August, 2009.

In accordance with Emerging Issues Task Force Topic 00-27 and SFAS 150, “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity”, the Company performed calculations allocating
the proceeds from the issuance of convertible debt with detachable warrants and the beneficial conversion
privileges to each respective security at their fair values. The Company referred to SFAS 133, “Accounting for
Derivative Instruments and Hedging Activities,” and EITF 00-19, “Accounting for Derivative Financial
Instruments Indexed to, and Potentially Settled in, a Company's Own Stock,” in determining whether the
conversion option is an embedded derivative instrument. In the case of the detachable warrants and the
beneficial conversion privileges, the Company concluded the fair value was nil; accordingly, the entire amount
recorded as a liability was associated with the convertible debt. The calculated fair value of the convertible debt
of $2,366,822 was recorded as a liability as of September 30, 2008. The convertible debt will be accreted to its
face value of $2.6 million under the interest method until it is either converted or matures. As of September 30,
2008, the cumulative accretion was $366,822, of which $58,198 was recorded in the third quarter of 2008,
$56,767 was recorded in the second quarter of 2008, and $55,371 was recorded in the first quarter of 2008.
Accreted interest totaled $167,740 calendar year 2007 and $28,746 was recorded in calendar year 2006.
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If the obligation had been settled on September 30, 2008, under the formula for conversion, the Company would
issue 56,352,902,187 shares of its common stock (with a fair value, based solely on the quoted market price per
share as of September 30, 2008, of $3,944,703). However, under the terms of the agreement, the maximum
number of shares that could be required to be issued is 206,666,666.

In connection with the notes payable to AJW Partners, LLC, AJW Offshore, Ltd., AJW Qualified Partners, LLC

and New Millenium Capital Partners II, LLC, described above, the Company has deferred financing costs and
fees, which are amortized over 36 months, as follows:

Activity in calendar year

Total 2008 Prior
Financing fees (8% of financing) $ 384,000 $ - $ 384,000
Other financing fees - lender 90,000 - 90,000
Legal fees 50,000 - 50,000
Total deferred fees 524,000 - 524,000
Less: Amortization (431,722) (131,000) (300,722)
$ 92,278 $ (131,000) $ 223,278

In the first quarter of 2008, the Company entered into discussions with the NIR Group, LLC with the intent of
restructuring all of the Company's outstanding debt obligations to AJW Capital Partners, LLC, AJW Offshore,
Ltd., AJW Qualified Partners, LLC and New Millenium Capital Partners II, LLC. In September 2008, a
payment of approximately $1.3 million was due and payable. The Company did not make the required payment
nor did the debt holder issue a default notice, due to the ongoing negotiations. The Company has reached an
agreement in principle, subject to the execution of definitive documents, in which the NIR Group, LLC has
agreed to consolidate and extend the maturity date on all notes for three years to October 2011. The terms and
conditions of this 