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~·-rl!l!ll~ U..apciOll\Ptll~!lll blllence ll~ of KEPS Technologies, Inc. (e Michigan corporatlon) a$ of 
~ 31, 201.~ 11fld:.tl\e ~!!Id etatemeni. !)f Income, changes In s~kholders' equity, and cash flows for the 
·~. ~. ~. 'It, ~ lm::llidea Pritnerfly 11PPlylng11nal~I procedure& to ·managemanr11 financial data and 
l'l!~i~Rt\lQfill\9111)' mel'\ljltmentc A·l'IW!llw I!' sl!bllanUe11y~ In 11cope than an audlt. lhe objective of which 
ia)!lll~. . · .. · .. !pl) C!f •dPlll ... • . lpl)~(ilh. •.f!Nlll. . .. . pi.i. · .. slj\~ants u a whe. le. Acc¢rdlnglY. we do not express such an 
~ll)n.!Macn~~~ otKE!PS 'l'eoliflotog!es, Jne, \A/e«lrevlewed byolher accountants, whose report 
,llllill! May,31>.,21)1;&, stattifthatllillled on their~. Wllh·lh$ exception of the matter& described in the fOllowlng 
~l!P11!1~- lllt llC!t ~dtlilll,Y ma~t m~~ \hi!t sllould be. mai:te to those flnancial statements In 
onwiilrtitein·\ll~lo ~ll)'Wllha®OYnUng prlnc;l~ generally aceepted In the United Stales of America. 

~-"9~ (Qr. the·prepwatton and fair pmenlaffon of the linanclal slalements ln !lccordane& with 
~ PIM* ~Uy ~ In tile Un~ States of Am8'lca .1md for designing, implementing, and 
~ l~ llll!lthil tll..,_nt to the p(llpa!'lllion an1Hell presentation of the financial statements, 

Our ~~late ~.!he l'8VleW In a®Ol1lance.wi1ti Statement& on Standards for Accounting and Review 
~ ~tld !>)!!he~ lnlltl!Ute of Cer!tfl8d Public Accountant&. Those iitandards require us to perform 
·llR'l*b irea to~ l(m~ lll!8ur$nee that there ate no material modification& that should be made to the ftnanclal 
~. We~ th.title reault& of our procedures provide a reasonable bellis for our report 

~Ql\OW'~A·Y!lh·lh$.~oltham~descrlbedintnefollowlngparagraphs,wearenotawareofany 
material mOlllllealkina tllat .llllould. hlt•m.ede to tile. 1u:1:ornpanying financial statements In order for them to be in 
caofo,'mltJ•wllh 110COUnlkl$.prlnclples generslly accepted In the Unilad States of America. 

·~ ~ In.~ 2 to !he flnllnclal abitements, lhe Company's. management has not analyzed goodwill for 
lmplJlt'ment Ai:eountln~lpinclplft jl8nerally accepled In the United States of America require the Company to test 
OQDCMlll.·.for 111\pell'ment.at least annually. Management has informed us that goodwill ls stated In the accompanying 
ftli!ll\lilf!l !l~ .t <ll:!tt, and the efleeil Of thia departure from aooounUng principles generally actEIPled In the 
Ulllttld $llilli!ad Amilrll;:a On financial .position, mull• of operationt. and cesh flow& have not been determined. 

Al ~ lnN!* 2 to tl\efil)anclal sllltlllnent&, llCCOUnff!lll prlnolple• genera~y accepted ln the United States of 
~~lhe:~ldetlon ofVJrl•bl!t lnltt'Ntenttties. Management has Informed us that no consolidaUon of 
olher"11111etle,sfaled.ln Ille ~pef)ylngfinancJlll alalements. and that the effects of this departure from accounUng 
p~ ~IY ~ ill the Uhitad Sl$l8S at America on flnancial position, results of opetatlons, and cash 
t'fQWll llllwffWt ~ l!ttllt(l)IJl;d. 

~C. ~..; t.. •t ••~ ,t L. 
~~.29;2014 
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CutJent "-'• 
Cash and ca$l! equlvalents 
Reciiivabfas 

Tl'!lde, net.QtalloWance 
Employees 

Inventories 
Prepaid exp111nsas 
Deferred Income texes 

Total Current A1!8ets 

PrQpeity 4nd ISquipmf)!ll 
Plant under COl'llllru¢11on 

KEPS Technologies, Inc. (OBA ACD.net) 
Lansing, Michigan 

Balance Sheets 
As of December 31. 2d13 .00 2012 

ASSETS 

2013 

$ $ 

2012 

• Corhp\ller. .ll'llerilel and terecom equipment 
Lellilehokl i111pr<1ll8ments 
f'umi!Ure end flx!uras 
Vehicles 

Subtolel 
Accumulated depreciation 

Net Property and Eqlllpmant 

• ;;& 
Other Aeaets 
G~IU 
Fiber opliecable use allreetnents, net 
Data C01111e011orn!, net 

Total Other Assets 

Total Assets 

See accompanying notes and tndapendant aeeountsnfs review report 
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LIABILITIES AND STOCKHOLDERS' EQUITY 

C!l«ent UlolbUlt1e1 
A@Unl$ payable 
Aocrued expensea 

Compensation 
Interest 
Income taxes 

Deferred au~pt!Qn seNlees 
CU$1omer deposits and deferred revenue 
Olhet CUIT81)1 Nelli~ 

Totlll Current Llabl!iltes 

Long-term Liablliliu 
Long-term dell!, Including related party, net of current portion 
Due to related parfy 
Deferred lneome taxes 

Total t.ong-1tlrm Llebllllles 

TO!Bt Llabllltlea 

Stoekholders' Equily 
Preferred series A oonvertlble stool< 
Common stock 
Addltional paid-In capttal 
Retained eemlnga 

Totlll Stoekholder&' Equity 

Total Liabilities.and Stockholders' Equity 

2013 

$ 

See accompanying notes end lnd•pendent aocounUint'$ tevlaw report. 
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Kil'S T~nolcglea, Inc. (OBA ACO.net) 
Laneifl;j, Mlohlgan 

Stattments of Income 
For ttieYears t;n<if!il ~ber31, 2013 and 2012 

21:113 2012 

M Ptrcent AfT\0!#11 
Net Salee 

Subseriptjoo a«Vloes 

~~ .. 
97.93% 

~ E'.qulpment sa!eo and ether 0.55% 
Reclpmcal- 1.52% 

Total net Hies i!il5.66% 

Cost of Sales 39.49% ___..._ 
G!'Oll$ Profit 60.51% 

___._. 
Se!lln!I. general and 8<lrnln18tra1M1_ .. 

~ 
48.70% _JI Int-I 8llJ"l!'l$e. ~ l1llaled party 0.14°A. 

LOBS M dla~l!i of esselS -(»03% 

lnoon1$ from \1l>lllllll9ns --------- 11.70% 

Other trn;ome 
1n1eiei;t in¢M1• ===4 0.00% • Misc$1oti"°"" income Q.5~ Total othef illC()IJle 0.5 

tncan&belore 1nccme ,_ 12.26% ~ 
lncomeTaxE- 4.89% 

Net ln<:ome ~· 7.37% ~ 

·Seti llC<)Omponylng -llrid ~ent aocountanrs review rllpOO. 
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Percent 

97.61% 
0.85~o 

1.5~% 
100.005~ 

35,57% 

6H3% 

33.94% 
0.55% 
213% 

27.81~~ 

145% 
0.38t>k 
163~~ 

29.64% 

11A3'% 

16.21% 



I 
I 

I 

I 
lllli$1C8 Ill~ 31, 2011 

~·dll:k~'*llftld 
~t() preferrechtcc!< 
Pllld ou{frl ~. . 

~~®11'1«1«1 \o 

~-­
FWd!l!l11MonC(~llOCk 

Net~ 

8alanctelllt Dlicamber 31. 2012 

M-~~-CIOIMlllllell!Ck 

l,ll\lldendil• 

llel:lnoQme 

li!lanGelll·~31, aD13 

s 

! 

KEPS Tecill\Qlogial, me. (OBA ACO.net) 
LenslnQ. Mlolliglln 

~<if Ct\qell in Stoel<tiolde<s' Eq"ily 
For !he Y8118 l!nded Ollllember 31. 2013 a!1d 2012 

P-.i CQmmon Aridillonal 

~ S!ll!i!l. Plliif.ln 9Jlaltal - $ • $ .. .. ... ... .. 
.- ... -.. ... 

•• .. I t1 .. - - -

Retained 
Eerni!m 

$ -• -... 

~ 

ht~ -and~ acoountanl's review report 
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KEPS Technologiet, Inc. (OBA AQD.r1et) 
Lal1$1nQ. Mlct11gan 

Statements of Oash Flows 
For the Year& Ended December 31. 2013 and 2012 

Opera~nQ A!:tJvlties 
Net fnGorne 
Adjustments to reconcile net lncDlll<! to 

net cellh provided (u$ed) by operall!lg activities: 
Deprl!Ciatlon 
Amortization 
L<*on disposal of miets 
Bad debt& 
Deferred Income 1$XeS 

ChanQes In operl!~ assets and flabilitles: 
R-ivabtes 
lnwntoriQ 
Prepak!~s 
ACCOUll!lJ ~ 
Accrued B)l!lenSBB 
Deferred sub&Cdption serllices 
Deferred compensetlon - officers 
Due to tefeted party 
Cuslomer d!IJ)Ctile and other 

Net Cash Ptollldlld by Opereti11Q Aetlllities 

lnvestil1Q Ac!Mties 
Pun:hllsa of property and equipment 

Nal Cash Used In Investing Activities 

Financing ActMttas 
Net change In bank line of credit 
Repurchase of preferred stQl)k 
Proceeds fJOm related party 
Preferred stock dlllidends paid 
Principal payments on tong.term debt 

Nat CaSh Used In Financing ActMlles 

Increase (Decrease} 1n Cash and Cash Equivalents 

CeBh and Cash EQW\/8lents. Beginning 

CaSh and Callh EQlllvatents • Ending 

Supplemental disclosure of cash flow information: 
Opereting activities !nclUda callh payments for: 

lnterasl 

2013 2012 

$ $ 

a• ===-- --!:I-
:& ___ 

~~ 
7 a J ' 

~----­
~~ 

See accompanying notes and Independent accountanrs relllew report. 
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KEPS TECHNOLOGIES, INC. (OBA ACO.net) 

Notes to Ejnanclal Statements 

t. Nature· of Oparatfona 

KEPS Technologlas, Inc. (OBA ACO.net, ACO, Quantum Connections, and/or ACO Telecom, Inc.) (Company). is 
a CQITlp&Utive loCalexchange carrier (CLEO) engaged In the telecommu.nJcattons Industry that beQ!ln business in 
1991. The Company J)l'Qvidas carrlar,grede services, such as direct sub$Criber line (OSL), T1 and fiber optics to 
businsa&, governmental, end. residential cuslomel'$. The Company is aleo an Internet services provider (ISP) and 
operates a date center u&ed to host its own equipment as well as provide hosting, remote backup and other 
services to various cu&tomers. The Company Is dependent upon certain tale<:<>mmunlcations providers for certain 

. .services necessary for the Company to service its customers. 

2. §ymmary of Signlficant Accountino fol!Qig 

The Company's flnanclal statements. are. prepared on the accrual basis of accounting, In compliance wilh 
11ccounttng piinclpln generally accepted In the United States of America (US GAAP), except as noted In the 
folf()wlng paragraphs. 

The Company's management has not analyzed goodwill for impairment. us GAAP requires the Company to test 
goodwill for impairment at least annually. Goodwill is stated in the accompanying financial statements at cost, 
11nd the elf!!Gls of1hl11 departure from US GAAP on flnanclal position. results of operations, and cash flows have 
not been determined. 

US GAAP requires a variable Interest entity (VIE) to be consoltdated by a company. If that company's Interest in 
the Vlf provides the reporting entity with a controlling flnencial interest. SS Ventures, LLC Is ;ifllliated by common 
ownership with the Company. The Company ha& not coneolldated. the financialstatements of SS Ventures, LLC 
In the accompanying flnanoial statements. Tha affects ot this departure from US GAAP on financial position. 
results of operations, encl cash flows have not been d11termlned. 

The preparation of financial statements In conformity with US GAAP requires managem11nt to make estimates 
and assumptions that affllct certain amounts reported In the. accompanying financial statements and dl$closures. 
AccordlllglY. actul!ll r&flUlts could differ from those estimates. 

Sub$Criptlon service revenue is recognized over the period that services are provided. Deferred subscription 
services represent aub$Criptlon fee& bllled or collected in advance. Reciprocal revenues include charges for 
telephone calls terminated on the Company'sswitches and are recorded when earned. Revenue is recorded net 
of both sales rell!ms and sales tex. 

For purp08ff of the statement of cash flows, all unrestricted investment Instruments with original maturities of 
three months or leas are con&idered cash equivalents. 

The Com.Pliny's Cl!Sh accounts.are each subjilct to the Federal Deposit Insurance Corpr:iration (FDIC) Insurance 
llmlts of $250,000. At various tlm11s during the year, the Company'a cash account balances may exceed this 
lilmqunt In the normal course of l)usines.s. 

Accounts receivable are customer obligations due under normal trade terms and are carried at their estimated 
.toliectlble amounlll. The company astabffshas an allowance for do.ubtful accounts based upon an evaluation of 
111ccounts receivable, past and recent experience, current economic conditions and other pertinent factors. The 
"Company generaffy does not require colleteral from its cusmmers. 

Management rel/leW$ accounts receivable periodically to determine H any amounts will potentially be 
uncolleclible. Any amounts that are determined to be uncollectibte are includ11d in the alf()wance for losses on 
i\ICCOUnts rec.ivable, alOng with general reserve. At December 31, 2013 and 2012, the allowance for bad debts 
was each year. 

7 



KEPS TECHNOLOGIES, INC. (OBA ACD.NET) 

Notes lo Ejnanclal Statements 

2. Summarv of §lgnJflcant Agcoun!lng Policies {Conlin!Jed) 

lnvlJl'ltory Of merchandise and equipment for lnstsllatlon Is stated at the lower of cost or market (first-in, first-out 
method). 

Property and aqulpmant are ststad at cost and are being depreciated over the estimated useful lives of the 
asstls uslngatratght-tine and double declining balance methods. The range of useful lives of the various classes 
of asseta Is three to forty years. Depreciation for financial ststement purposes is computed for most assets using 
the straight-line method, besed on estlmat11d lives of the assets, which In some instances may be greater than 
the llv11s allowed for income tax purposes. For income tax purposes, assets are depreciated using accelerated 
methods arid statutory lives. Betterments and improvements are capitaliqd, whlill repair and maintenance costs 
are charged to current operating expense. Oapreelalion axpens11 was and for the years 
anded December 31, 2013 and 2012, respectively. 

The Company uses the direct expensing method to account for planned major maintenance activities which do 
not extend the useful lives of property and equipment. 

Long-lived a&Sl!ts are reviewed for Impairment whenever events or changes In circumstances indicate that the 
carrying amount may not be recoverable. If the expected future cash flow from the use or the asset and Its 
eventual disposition Is lass than the cartying amount of the aHet, an impairment loss is recognized and 
measured using the 8$$81'$ fair value. 

Except ea noled below, the Company accounts for goodwill and other Intangible &$$8ts In accordance with US 
GAAP which requires, among other things. thet companies test goodwill !Or Impairment at least annually. Jn 
addftlon, US GAAP requires that the Company identify reporting units for the purpose of aHesslng potential 
future lmp!!irments of goodwill, reassess the useful lives of other existing recognized intangible assets, and cease 
amotlizatlon of Intangible assets with an Indefinite useful life. An intangible asset with an Indefinite useful life 
should be tested for impairment. Impairment tests require the Company to make several estimates relating to fair 
value, most of which are based on projected future cash flows. The estimates associated with the impairment 
te.sts are based on management's judgment and knowledge or current events and actions tt may undertake In the 
future. These estimates may ultimately differ from actual results. Change$ In these estimates may result in 
recognition of an Impairment loss, which may be material, ln the future. 

Management hat not performed an Impairment test of goodwill for the years ended December 31, 2013 and 2012 
as required by US GAAP. 

GOOdwlll for Income tax purposes is being amortized over a fifteen year estimated usefUI life using the straight· 
line method. 

Legal leas and other expenses associated with the Issuance for certain Joans made to the Company are being 
amortlied on a stralght·llne basis over the expected terms of the loans. 

The Company entered Into Irrevocable Right of Use (IRU) agreements with a company for use of their fiber optic 
,cable for a 20 yaar period. The cable reverts back to Its owner after the 20 year period. The recorded cost of the 
tRU agreements Is being amortized over 20 years. Data connection user charges are being amortized over 5 to 7 
years . 

. 
Advertising CQS\$., ar&Fensed~ncurred. Total advertising expenses included In general and administrative 
expenses were and _,for the years ended December31. 2013 and 2012, respectively. 

Shipping and handling costs on sales orders are classified 11s expenses In sailing, general and administrative 
expenses. 

8 



KEPS TECHNOLOGIES. INC. (OBA ACD.NET) 

Notes to Financjal Statements 

3. !11* 

Income tax expense for the years ended December 31 consists of the following: 

2013 

Current - federal 
Current • state 
Current • loclll 
Deferred - federal 
Deferred - state 

$ $ 

The dlfferance between Income tax expense and the tax as computed based on statutory rates Is primarily 
attributable to Iha permanent dlffetences and state Income taxes. 

Deferred income taxes reflect the net Income tax effects of temporary diffefences between the carrying amounts 
of assets and llablllHas for financial reporting end Income tax purposes. Significant components of the Company· s 
deferred income tax assets and liabilities are as follows: 

W1 ~ 
Emlll!lll Will!! fgs!1m11 iztfil§ 

Ac:cruad vacation $ $ $ - $ 
Due to related .. pa riles 
Allowance for trade .. receivable .... 
Accrued ahare· __.., 

holder Interest 

- -- .. 
Total deferred tax 
assets s 2 $ $ 2 
Depreciation - ~ Amortization 

Total deferred tax 
liabllltles $ $ 

Management believes that there Is a greater than 50% cha.nee (more likely than not) that the Company is entitled 
to the economic benefit re suiting from tax positions taken In income tax returns. No interest or penalties related to 
uncertain tax poaltlons has been recognized in the income statements or balances sheets for the yeal'$ ended 
December 31, 2013 and 2012. The ~tatute of limitations. is generally three years for federal returns, and four years 
for Michigan and City of Lansing returns. 
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KEPS TECHNOLOGIES, INC. (OBA ACO.NET) 

Notes to Ejnanciat Stat@ments 

4. .Intangible Awts 

Intangible assets ara summarized as follows: 

Intangibles subject to 
amortization: 

Fiber .optic cable use 
agreements 
Oabt ltsuanct coats 
Data connections 

cost 

$ 

Intangibles not subject lo amortization: 
GoodwHI s 

2013 
Accumulated 
Alnorllzation 

Future amortization of Intangible assets is expected to be as follows: 

Year ending December 31: 

5. Bank Line of Crecllt 

2014 $ 
2015 
2016 
2017 
2018 
Thereafter 

December 31 

$ 

2012 
Accumulated 
Amortization 

The Company has a line of credit that allows for borrowing up to $500,000 and carries an inte:.;rejstjiriatiiejof 3.5%. 
which matured In January, 2014. At December 31, 2013, the unused portion on the line was"lll 

The line of credit Is secured by substantially all assets in the Company, Including future contract revenues. the 
.Pt®nal guaranU!e oUha sharaholdars, and the guarantee of the SS Ventures. LLC. The Company is subject to 
certain affirmative and nagatlve covenants. 

10 



KEPS TECHNOLOGIES, INC. (OBA ACD.NET) 

Noles to fjnancjal Statements 

6. Lona·!enn clebt. Including related oarty 

Loan agraements, both long·tenn notes payable and line of credit agreements (Note 4) with Fifth Third contain 
various affinnallva and negative covenants as defined In the related loan agreements. 

Long-tenn debt consists of the following as of December 31: 

Subordinated notes peyable to two 
sheraholdars with intarest accrued 
annually at 3.5%, both principal and 
interest due at December, 2014 

Less: Current Portion 

Total Long-Term Debt 

7, Stock au!hor!zad. Issued and outstandjng 

2013 

$ .. 

L 

2012 

$ 

$ 7 

At December 31, 2012 there ware-shares of preferred series A convertible stock, ~o par value, 
authorized, issued and outstanding. OTlhe 500,000 shares of authorized common stock, -andll•• 
shares. also with no par value, were issued and outstanding at December 31, 2013 and 2012, respectively. 

During 2012, the Company redeemed a total of shares of preferred stock from a preferred shareholder 
through a cash buyout The same preferred stock shElreholder .elected to convert its remaining shares of 
preferred stock Into ®mmon stock at the conversion rat . resulting In an additional s ares of 
common stock Issued. The Company also de<:l;red In preferred stock dividends. or wh ch 
converted to preferred stock shares, adding of pre rred series A convertible stock for a total 
as of Oecamber31. 2012. 

9. P(tfetted stQck purehue agre&ment 

The Company Is a party to a preferred stock purchase agreement (Agreement). The details concerning the 
revenue parllclpatlons and warrants of the Agreement are as follows: 

Commencing on Septambar 1, 2006 for a pertod of ten years, the Company shali,pay.of certain monthly DSL 
revenue participation, as defined In the Agreement to the purchasers on th!!. 25 of each month . 

• 

h .thly DSL revenue. participation will be ad.justed annually to a new. pe. rcentage obtained by multiplying• 
efinad in the Agreement, by a fraction, the numerator of which is equal to the difference between 
nd the gross revenue of the Company from sales of DSL service for the month in question, and the 

deno " .. ator of which Is-The revenue participation on DSL revenues applles only to certain gaographi.c 
locations servl.ii.CQriiPi'ny prior to March 20. 2002. Furthermore, the revenue participation percentage 
decreases from . as certain revenue targets are reached. No expense was recognized related to these 
provisions of the raement durtng 2013 and 2012. 

The Agreement also Includes the Issuance of warrants for a total of-shares of common stock. all of which 
were exercised during 2006. 

11 



KEPS TECHNOLOGIES, INC. (OBA ACD.NET) 

Notes to Financial Statements 

10. Series A conyettibJe Pteferred stock 

The holders oflhe series A convertible preferred stock (Preferred Stock) have various rights and preferences as 
follows: 

:i!Jlllng; Eaoh holO•r of Preferred Stock shall have the number of votes equal to the number of shares of common 
stock, which the holder would have been entitled to receive, had such holder converted all of Its Preferred Stock 
shares Into common stock .. The holders of the Preferred Stock and common stock shall vote together as a sincle 
class except as defined in the Agreement. 

Djvjderu!s: Holdera of Preferred Stock are entitled to .receive. cumulative dividends at 9ier share for the first 
three yeers andta parshara thereafter. Suc:h dividends will accrue and.accumulated whether or not they have 
been declared aiilfWhether or not there. are profits. surplus, or other fundli of the Company legally available for 
the. payment of dividends. The Company or a majority of preferred shareholders may elect to pay the cumulative 
dividend for any year Jn cash or additional Preferred stock. As Jong as any Preferred Stock r11malns outstanding, 
the. Board of Oirllctors of the Company shall not make a distribution or declare and pay any dividend on shares of 
common stock ()f the Company (whether In cash, capital stock or other property), unless a majority of the 
oui.tsnding share• of Preferred Stock CQnsenl in writing to e11ch such distribution or divi~ The B~ 
Oiractors()f tha Company declared dividend& related \Q the Prefl)rtl)d Stock In the amount of '-and_ 
.for 2013 and 2012, fl!Bpactlvely. No dividends on the C<>mmon stock have been declared by the Board of 
Directors of Iha Company from lnceptl!>n through December 31, 2013. 

Uguidation; In the avant of any liquidation, dissolution. or winding up of the Company, whether VQluntary or 
Involuntary, the holdera of ea.ch share of Preferred Stock then outstanding shall be entitled to be paid 011t of the 
assets Of.the CQmpeny avall.able for distribution to Its sha.rehold. ers. , before any payment of declaration ~Ing 
apart for payment of any amount t1hall be made with 1'9!1pect Qf the common stack. an amount equal to_.per 
share ptua an amount equal !() all accrued and unpaid dividends thereon. 

Whether or notearnad or declared, to $Rd including the date fuQ payment shall be tendered to the holders. If vpon 
any liquidation, dissolution, or winding up of Iha Company, whether voluntary or involuntary, the assets to be 
distributed to the holders of the Preferred Stock shall be insufficient to permit the payment to the preferred 
.shareholders of the full preferential amount aforesaid, then all of Iha es~ts of the Company to be distributed shall 
be distributed ratably to the h()lders of th11 Preferred Stock. After payment of the full amount of the liquidation 
prefe,..ncee and all accumulated and unpaid dividend• to which they are entitled, the holders of the Preferred 
Stock shall thereafter participate on an as-if converted basis. 

In the event of a Company reorganlzaUon, merger, consolidation. or sale; each holdllrof the Preferred Stock shall 
be entitted to receive upon conversion of the Preferred Stock, Iha number of shires of stock or other securities or 
property of the Company, or l>f Iha successor corporation r11sulting from suc:h merger or consolidation, or sale, to 
which a holder of the common stock deliverable upon conversion would have been entitled on t;Uch. capital 
reorganization, merger, consolidation, ()r ssle. The C()mpany shall give each holder of record of Preferred Stock 
written notice of .11\Jch Impending transaction not later thsn twenty-<>ne days prior to the shareholders' meeting of 
the Company celled to approve such transsctlon, or twenty-one days prior to the closing of such transaction. 
whichever Is aarllar. and shall notify such holders in writing of the final approval of such transaction. 

Cony@tSlon: Each share of Preferred Stock Is convertible, at the option of the holder according to a conversion 
ratl() at any time after the data of lss.uanca. Eac:h share of Preferred Stock Is convertible lnt~hares of 
common $l0Ck. Each share of Preferred Stoek automatically convert& Int() Iha nµmber of shares oltOiiimon stock 
into wh. loh such shares are convertlblll al Iha than ~. nversion ratio upon the closing of an initial public 
offering if proceeds to lhe Company are lass than~ 

12 



KEPS TECHNOLOGIES. INC. (OBA ACD.NET) 

No!!!s to Fjnanc!al Sta!!!ments 

11. Stock oompenytion plan 

In 2003, the Company adopted a Stock Compensation Program {the Program). The Program is comprised of 
eeven parts (collectively referred to as Plans). The first part Is the Inventive Stock Option Plan under which are 
granted incentive stock options. The second part is the Non-Qualified Stock OptlOn Plan under which are granted 
nonquelilled stock options. Tha third part Is the Restricted Share Plan under which are grated restricted shares of 
oommon stock. The fourth part is Iha Non-Employee Stock Purchase Plan. Tha fifth part is. the Non-Employee 
Director Stock Option Plan under which grants of options to purch!lse shares of common stock may be made to 
non-employee directors of the Company. The sixth part Is lhe Stock Appreciation Rights Plan (SAR) under which 
$ARs are granted. as defined. The seventh part Is the Other Slack Rlphts Plan under which 1) units representing 
the 8q\Jfvalent of shares of common stock are granted. 2) payments of compensation In Iha form of shares of 
Common Stock are granted, and 3) rights to receive cash or shares of common stock based on the value of 
dividends pajd with respect to a shere of common stock are granted. The Progrem is administered by the 
Compa~rd of Directors and the Program shall continue in effect for a term of ten years (through 2013). A 
total of~ares of the Company's common stock have been reserved for this Program. No awards were 
made sine& Inception under the Plans. 

12~ Operating lgu 90mmltments. includina related oarty 

The Company's operating faclllty Is under a leesa agreement with SS Ventures. LLC, which is owned by two of 

.
them. a)orlty stock .. hol~a Compan.y, and is accounted.for as an. operating lea. se. The lease provides for 
monthly payment. of ... subject to annual increases as deflned In the lease agreement through June 30, 
2032. The Company Is responsil)le for re la tad insurance, utilities, maintenance, and property taxes for the term of 
the lease. 

The leaae e)!pense recorded for the years ended December 31, 2013 end 2012. was !!!'ti each rear. At 
Oe~r 31, 2013 and 2012, the balance sheet reflects a Due to Related Party liability o £ and 
~. respectively, for unpaid lease payments due to SS Ventures, LLC. 

The Company has entered into e sublease agreement with a third perty customer that expired December 31, 
2012, but at the option of either party can continue on a month to month term. The Company expects this 
sublease agreement to continue. The Company also leases wavelength and various other equipment from third 
parties un!ler operattng leases. 

Amounts for totsl rental expense under all operating leases are as follows: 

Related party leases 
Third party leases 

Less: sublease income 

2013 2012 

The following Is a schedule of approximate future minimum lease payments for the next five years under all 
operating leases: 

2014 
2015 
2016 
2017 
2018 

Thjrd Party Bela!!!d Party 

L_ .... LS ..... 
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KEPS TECHNOLOGIES. INC. (OBA ACO.NET) 

Notes to Financial Statements 

13. Retirement Qian 

The ecmpany sponsors a SIMPLE IRA retirement plan (Plan) for all etlble employees who elect to participate. 
The PJan ls a.defined contribution plan. Employer contributions to the Plan are 3% of gross wages or a match of 
an l!~'s contribution, whichever is less, for participating employees. Contributions amounted to 
en~ In 201 a and 2012. respectively 

14. Litigation 

During 2004, !he Company flied a lawsuit against AT&T related to a "Mutual Waiver Agreement" between the 
parties, which allowed customers to terminate telephone service with either party and not have to pay the other 
party's. termination penalties. 

During 2009, the litigation resulted In a judgment In favor of the Company for approximately .$7 ,900,000 for lost 
bu.. T&T apµealed the. 2009 judgment. Ho.waver, the case was iltled .. 'f. ng. 2012 for a total settlement 
of. . Attorney fees related to the lawsuit were approximately and were paid in 2012 upon 
recel . o e lawsuit proceeds. The net proceeds from the settlemen wer. e report§!l in subscription S!lrvices 
income a$ net aalea, Interest income on the judgment in the amount of g •.vas reported as interest 
Income. 

15. Guaranlees 

Th.e Com~n~ !1$s guaranteed the long-term debt of SS Ventures LLC in the amount of approximatel~~•ll!I• 
and . A ¢.as of December 31, 2013 and 2012, respectively. The Company would be obllgatedlo perform 
under !hi& guarantee if SS Ventures. LLC failed to pay principal and Interest Pl!Yments to the lender when due. 
However. IUhe Company wera required to honor the guarantee. It would be entmed to property and equipment 
owned by SS Ventwes, LLC that collateralized the loan, 'the maximum eotentlal amount of future (undlscounted) 
payments under this guarantee would be approximately As of December 31, 2013, SS Ventures, LLC 
is current with Its debt payments. No amount has been recorded in the accompanying balance sh!let for the 
guarantee. 

16. Concentrations 

The Company's busln8$S operations are concentrated In sales located in the State of Michigan. Future 
operations are susceptible to changes in the economic activity within this state. 

17. SubHQytnt Events 

The date to which events occurring 11rter De<:ember 31, 2013 have been evaluated for possible adjustment to the 
financial statements or disclosure is August 29, 2014. which is the date on Which the financial statements were 
available to be Issued. 
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