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EXECUTIVE SUMMARY

SMARTAP Business Opportunity

Today’s world is starving for information.  The popularity of the Internet has created an insatiable demand for high-speed access to data and information in almost every home throughout the United States and most of the rest of the world.  It is estimated that the U.S. broadband internet market will exceed fifty million users by the year 2003.  Worldwide digital subscriber lines (DSL) are expected to reach nine million in the same period (source: Cahners In-Stat Group).

As demand grows, potential users are subject to constraints of the current infrastructure and deployed technology.  It has been estimated that only 40% of the homes demanding DSL can be effectively serviced (source: Instat) due to logistical problems such as distance from the central office (CO), unterminated bridge taps, noise interference, and much more.  Moreover, many of the homes inside the service areas receive data rates far below expectation or promise.

Large internet service providers (ISPs) have focused their efforts on the metropolitan regions where larger population densities help to overcome service area limitations and economies of scale for the equipment they purchase today.  Even so, deployment in the large cities has been hampered by constraints of existing equipment and resistance to entry into markets controlled by large regional telephone companies.  Covad Communications, one of the leading competitive local exchange carriers (CLECs) in the country utilizing DSL technology, recently announced reaching the 100,000-subscriber milestone nationwide (source: Covad Communications).  Covad services are currently available in only 70 of the top Metropolitan Statistical Areas.  Even with the vast resources of these ISPs, they cannot overcome the limitations of available technology to fulfill the huge demand for DSL service in the cities.  Many potential subscribers are simply told that DSL is not available.

As cities and communities have grown, the current telephone infrastructure has expanded through a series of additions, bridges, and taps.  Many telephone lines are filled to capacity for voice communication, let alone data transfer.  As communities develop and expand, it will become harder to employ current DSL technology over the existing infrastructure.

In small communities and rural areas throughout the U.S., homes and small businesses demanding high-speed internet access cannot get DSL service.  Unfortunately, current technology cannot support remote areas, which require an in-line repeater or longer than practical distances from the CO.  Furthermore, current equipment is too costly to make any solution a viable business decision for them.  Independent and local telephone companies (IOCs) are losing significant revenue because they are unable to provide truly comprehensive DSL service to all of their customers.

Currently, DSL technology is pushing to higher bandwidth and similar reliability rates as the current de facto standard T1 and T3 lines.  A more robust infrastructure solution is desperately needed in order to allow the DSL revolution to take over market dominance.  One that increases the density in metropolitan areas as well as provide a cost-effective solution to the rural and small communities in the U.S.  Over the past three years, X-COM, Inc. has developed a next generation DSL solution that drastically improves upon the legacy of DSL products by offering longer reach and higher density at a greatly reduced cost.  Named Symmetric Metropolitan and Rural Technology Access Project (SMARTAP), this solution is engineered to provide a more complete solution for today’s broadband demand.  Our vision is to provide a high-speed broadband internet access alternative for every home and small business worldwide.  

Company Summary

X-COM, Inc. was co-founded by David Erisman as an Arkansas corporation in 1994.  Envisioning a growing demand for digital communications, he developed patented and patent-pending processes for modulation and demodulation of digital signals.  Through extensive research and development, X-COM has engineered the SMARTAP product line as a simpler, less costly, and more robust alternative to existing DSL technology.

This business plan proposes the funding of the SMARTAP project as a separate entity from X-COM, Inc., named SMARTAP Co.  The prime factors that distinguish SMARTAP Co. from the wide variety of companies vying for space in the broadband transmission field can be summarized in the following:

· Provides a link to twisted pair telephone wire at any point in the data path channel

· End-to-end solution

· Connections can be made anywhere from the central office, to a remote site or repeater, or to the home over existing telephone wires or linked to a fiber optic backbone
· Compatible with all existing technologies (easily implemented)

· Provides a lower-cost, line powered solution to 60,000 feet

· Already achieved speeds in excess of 15Mbps 

· Successful field deployments in Missouri have proven technology viability

The SMARTAP project has produced a revolution in broadband service and has already proven itself in field trials.  Because X-COM, Inc. lacks the funds to support a larger scale rollout, continued R&D, and the necessary human capital to lead this project, SMARTAP Co. is seeking first-round financing of $5,000,000 to develop itself.

The Product

SMARTAP offers ready-to-go DSLAM chassis for 32, 128, and 192 users.  The equipment features X-COM’s patented and patent-pending DCSM and ATC modulation technologies offering selectable subscriber line speeds of 192 Kbps –1.5Mbps.  A chassis contains line cards supporting channels for eight users in a small five-inch high case.  Each line card uses less than four watts and has the ability to be line powered.

The 32 port chassis also functions as a remote system.  Units can be placed in a remote pedestal near the business or residence allowing greater flexibility for distance and connectivity.  Units can also be custom fitted for special need and density requirements by simply adding or subtracting line cards. 

SMARTAP offers customer premise equipment (CPE) included in its end-to-end solution.  The CPE connects at the user location through either an independent access point, called a residential gateway, or through a network interface card connected directly to or inside the computer.  Through its control system, SMARTAP allows a telco or ISP the capacity of remotely programming the speed configuration for the line card and CPE.

Line cards support eight users and are interchangeable between the CO and remote sites.  This adds greater portability and flexibility to the customers because only one line card needs to be inventoried by the service provider.

The SMARTAP DSLAM units are also sold as concentrators into other markets.  The same units can be used in multi-tenant dwellings, public LANs, hotels, airports and other small office or community applications.  Internet service is provided at the concentrator and distributed to the various users through the port connections.

Ancillary products are offered to facilitate equipment installation such as bit-error rate testers and sample data packets.  On-site and off-site training will be available as part of a package deal to equip a block of users with high-speed data access.

Competition

Management Team

X-COM, Inc. has more than twenty highly skilled engineers working in various divisions on projects like SMARTAP.  The core of the SMARTAP team would be compiled by the original X-COM based SMARTAP project team and are represented briefly in the following paragraphs;

David Erisman – Interim CEO
Mr. Erisman served as engineer and project manager for GE Aerospace (later bought by Martin Marietta, followed by Lockheed Martin).  Mr. Erisman left Lockheed in 1994 to found X-COM with the specific purpose of creating a company capable of properly researching his patented modulation technology and incorporating this technology into a variety of products.  He currently holds numerous patents for unique innovations related to digital modulation.  Mr. Erisman’s initial patent was for an early bicycle computer measuring the rider’s speed and cadence.  The bicycle computer was featured in Popular Science and Bicycling magazine and led to the creation Mr. Erisman’s performance monitor that was used onboard the Gossamar Condor, the first record breaking human powered aircraft which now resides in the Air and Space Museum in Washington DC.  Mr. Erisman received a BS from Central Missouri State University in Electrical Engineering.  

Colin Carpi – Strategic Advisor

Mr. Carpi has extensive experience founding and financing venture startups including numerous of his own.  Mr. Carpi worked for the U.S. Navy as a naval contractor before going on to become the youngest partner in the history of Booz, Allen & Hamilton.  He subsequently started and ran a large furniture company, General Interiors, as president, chairman and CEO, listed on AMEX.  For the last 20 years, Mr. Carpi has focused primarily on venture initiation.  Mr. Carpi received a BS in Civil Engineering from Princeton University followed by an MBA from Harvard Business School.

Russell Franklin – VP Sales and Marketing
Mr. Franklin has established himself as a top producing sales executive and sales manager working in a variety of markets for both small companies as well as Fortune 500.  As the recipient of several sales performance achievement awards, Mr. Franklin has distinguished himself as a successful marketer of high technology products and has extensive experience managing sales channels, resellers, and representatives.  Mr. Franklin received his BS magna cum laude from Towson State University.  

<<WHERE DID RUSS WORK?—COMPANY NAMES AND DATES>>
Michael Flesch – CFO

As the manager of the audit group for a CPA firm with clients from start up to greater than $100M in revenues, Mr. Flesch performed analysis and due diligence for merger and acquisition candidates, managed and oversaw all publicly held financial statements, and functioned as CFO for clients.  Mr. Flesch founded and successfully operated his own CPA firm and is familiar with accounting and business practices for a wide range of companies operating in diverse markets.  His contributions at X-COM and SMARTAP are not restricted to financial counsel as he provides valuable input during negotiations, contracts, and executive management strategy sessions.  Mr. Flesch received his BS from the University of Maryland in accounting and is a certified public accountant (CPA).

Thomas Kotsch – Director of New Product Development
Mr. Kotsch has served as engineering project manager for several wireless designs at Motorola where he consistently brought products to market under budget and under deadline.  As a division manager of a microwave communication company, Mr. Kotsch initiated and operated its successful communications division.  Mr. Kotsch has won Engineering Design Awards from Motorola and has received Product of the Year awards from Wireless Design and Development.  Mr. Kotsch received his BS from the University of Illinois in Electrical Engineering and is currently on sabbatical just short of his MBA from the Illinois Institute of Technology.   

Dwin Craig – Engineer
Mr. Craig was the Vice President of Engineering for an Internet encryption technology company <<FROM WHAT DATE TO WHAT DATE?>>.  Mr. Craig’s broad range of experience includes working on projects from WindowsNT device drivers to synchronizing Cesium Beam Tube Atomic Clocks via a two-way time transfer modem.   Mr. Craig served the government sector at Naval Research Labs working in the Space Applications Division on Global Positioning Satellite (GPS) projects.  Mr. Craig has co-authored two published papers presented at the Precise Time and Time Interval Conferences.  Mr. Craig received his BS from George Mason University in Electrical Engineering.  

Funding Requirements

SMARTAP is a project currently under development at X-COM, Inc.  X-COM is seeking to spin out the SMARTAP project and raise finances in order for the project to reach its potential.  Presently, X-COM does not have the cash flow necessary to properly fund the projects ongoing research and development, nor the extensive sales and marketing necessary to suitably role out its DSL service.

X-COM assumes an initial round of seed financing for SMARTAP completed via its investments in the project to date.  A pre-money valuation of $3,000,000 has been assessed based on these investments and the resources invested by the projects founders.  SMARTAP Co. is currently seeking $5,000,000 in first-round financing.  $1,000,000 of this cash infusion will be used immediately to purchase exclusive rights to the use of SMARTAP technology for DSL service from X-COM for five years, with the option to renew exclusivity indefinitely thereafter for 5% of sales.  The remaining $4,000,000 will be used to fill in key management positions, roll-out early stage DSL service, continue ongoing research and development, and to initiate its aggressive sales and marketing strategies for the next two years.  A second-round financing of approximately $7,000,000 is anticipated two years from first-round financing.  

The shares offered for the subsequent stage financing are preferred shares.  Owners of preferred shares will have voting rights for company actions and will have one vote per share.  Common shareholders also have voting rights of one vote per share.  The preferred shareholders will be converted to common shares of stock when the company executes its plans for an initial public offering (IPO).

 
Seed
First-Round
Second-Round
IPO

Money Sought
$3,000,000 
$5,000,000 
$7,000,000 
 

Shares Offered
2,000,000
2,000,000
TBD
TBD

Outstanding Shares



 

    Investor Shares
2,000,000
4,000,000
TBD
TBD

    Founder Shares
1,000,000
1,000,000
1,000,000
 

Status
Closed
Currently seeking
Two years after first round
 

Financial Projections

SMARTAP Forecast

Years Ending May 31

 
 
 
2001
2002
2003
2004
Total

 






 

Revenue

 4,026,300 
 40,155,000 
 101,779,500 
 261,267,000 
 407,227,800 

 






 

Cost of Good Sold
 1,734,930 
 17,346,480 
   44,090,553 
 111,158,384 
 174,330,347 

 






 

Gross profit

 2,291,371 
 22,808,520 
   57,688,947 
 150,108,616 
 232,897,454 

 


56.91%
56.80%
56.68%
57.45%
57.19%

 






 

Operating expenses:




 

 
Overhead

    201,315 
   1,606,200 
     3,053,385 
     7,838,010 
   12,698,910 

 
S, G & A

    805,260 
   8,031,000 
   18,320,310 
   44,415,390 
   71,571,960 

 
R & D

    322,104 
   2,810,850 
     6,106,770 
   15,676,020 
   24,915,744 

 


 1,328,679 
 12,448,050 
   27,480,465 
   67,929,420 
 109,186,614 

 






 

Income from operations
    962,692 
 10,360,470 
   30,208,482 
   82,179,196 
 123,710,840 

 






 

Other expense
      60,395 
      602,325 
     1,526,693 
     3,919,005 
     6,108,417 

 






 

Income before taxes
    902,297 
   9,758,145 
   28,681,790 
   78,260,191 
 117,602,423 

 






 

Income taxes

    360,919 
   3,903,258 
   11,472,716 
   31,304,076 
   47,040,969 

 






 

Net income

    541,378 
   5,854,887 
   17,209,074 
   46,956,115 
   70,561,454 

 






 

 






 

 






 

Number of new subscriber lines
       6,188 
       75,000 
       225,000 
       675,000 
       981,188 

 






 

 






 

Average revenue per home
 $   669.27 
 $     537.41 
 $      452.63 
 $      387.13 
 

Average cost per home
 $   280.39 
 $     231.29 
 $      195.96 
 $      164.68 
 

Gross profit per home
 $   388.87 
 $     306.12 
 $      256.67 
 $      222.45 
 

SMARTAP COMPANY

Company Summary

Today’s world is starving for information.  The popularity of the Internet has created an insatiable demand for high-speed access to data and information in almost every home throughout the United States and most of the rest of the world.  It is estimated that the U.S. broadband internet market will exceed fifty million users by the year 2003.  Worldwide digital subscriber lines (DSL) are expected to reach nine million in the same period (source: Cahners In-Stat Group).

As demand grows, potential users are subject to constraints of the current infrastructure and deployed technology.  It has been estimated that only 40% of the homes demanding DSL can be effectively serviced (source: Instat) due to logistical problems such as distance from the central office (CO), unterminated bridge taps, noise interference, and much more.  Moreover, many of the homes inside the service areas receive data rates far below expectation or promise.

Large internet service providers (ISPs) have focused their efforts on the metropolitan regions where larger population densities help to overcome service area limitations and economies of scale for the equipment they purchase today.  Even so, deployment in the large cities has been hampered by constraints of existing equipment and resistance to entry into markets controlled by large regional telephone companies.  Covad Communications, one of the leading competitive local exchange carriers (CLECs) in the country utilizing DSL technology, recently announced reaching the 100,000-subscriber milestone nationwide (source: Covad Communications).  Covad services are currently available in only 70 of the top Metropolitan Statistical Areas.  Even with the vast resources of these ISPs, they cannot overcome the limitations of available technology to fulfill the huge demand for DSL service in the cities.  Many potential subscribers are simply told that DSL is not available.

As cities and communities have grown, the current telephone infrastructure has expanded through a series of additions, bridges, and taps.  Many telephone lines are filled to capacity for voice communication, let alone data transfer.  As communities develop and expand, it will become harder to employ current DSL technology over the existing infrastructure.

In small communities and rural areas throughout the U.S., homes and small businesses demanding high-speed internet access cannot get DSL service.  Unfortunately, current technology cannot support remote areas, which require an in-line repeater or longer than practical distances from the CO.  Furthermore, current equipment is too costly to make any solution a viable business decision for them.  Independent and local telephone companies (IOCs) are losing significant revenue because they are unable to provide truly comprehensive DSL service to all of their customers.

Currently, DSL technology is pushing to higher bandwidth and similar reliability rates as the current de facto standard T1 and T3 lines.  A more robust infrastructure solution is desperately needed in order to allow the DSL revolution to take over market dominance.  One that increases the density in metropolitan areas as well as provide a cost-effective solution to the rural and small communities in the U.S.  Over the past three years, X-COM, Inc. has developed a next generation DSL solution that drastically improves upon the legacy of DSL products by offering longer reach and higher density at a greatly reduced cost.  Named Symmetric Metropolitan and Rural Technology Access Project (SMARTAP), this solution is engineered to provide a more complete solution for today’s broadband demand.  Our vision is to provide a high-speed broadband internet access alternative for every home and small business worldwide.  

A key advantage to this ever-expanding market opportunity is X-COM’s enabling technology it has developed and patented since 1992.  Using patented CSM and DCSM modulation concepts, and ATC demodulation techniques, X-COM has engineered equipment which provides a more robust, lower-cost alternative to those offered in the marketplace today.  This technology could allow ISPs the opportunity to satisfy demand for DSL service to more than 90% of the homes requesting service today.  This would more than double the number of reachable homes according to estimates using currently deployed technology.

Product Description

SMARTAP offers ready-to-go DSLAM chassis for 32, 128, and 192 users.  The equipment features X-COM’s patented and patent-pending DCSM and ATC modulation technologies offering selectable subscriber line speeds of 192 Kbps –1.5Mbps.  A chassis contains line cards supporting channels for eight users in a small five-inch high case.  Each line card uses less than four watts and has the ability to be line powered.

The 32 port chassis also functions as a remote system.  Units can be placed in a remote pedestal near the business or residence allowing greater flexibility for distance and connectivity.  Units can also be custom fitted for special need and density requirements by simply adding or subtracting line cards. 

SMARTAP offers customer premise equipment (CPE) included in its end-to-end solution.  The CPE connects at the user location through either an independent access point, called a residential gateway, or through a network interface card connected directly to or inside the computer.  Through its control system, SMARTAP allows a telco or ISP the capacity of remotely programming the speed configuration for the line card and CPE.

Line cards support eight users and are interchangeable between the CO and remote sites.  This adds greater portability and flexibility to the customers because only one line card needs to be inventoried by the service provider.

The SMARTAP DSLAM units are also sold as concentrators into other markets.  The same units can be used in multi-tenant dwellings, public LANs, hotels, airports and other small office or community applications.  Internet service is provided at the concentrator and distributed to the various users through the port connections.

Ancillary products are offered to facilitate equipment installation such as bit-error rate testers and sample data packets.  On-site and off-site training will be available as part of a package deal to equip a block of users with high-speed data access.

<<ADD MORE DETAILS HERE>>
Unique Advantages of the Product

SMARTAP is a revolutionary end-to-end broadband DSL solution providing a link to twisted pair telephone wire at any point in the data path channel.  Using our patented modulation techniques, broadband connections can be made anywhere from the central office, to a remote site or repeater, or to the home over existing telephone wires or linked to a fiber optic backbone.  Various high-speed data rates can be achieved depending upon the backbone connected.  None of these capabilities are currently available today and are not expected for another 12 to 18 months.  Furthermore, SMARTAP engineers have achieved record connection speeds at standard distances within their state-of-the-art laboratories and have successfully tested the SMARTAP technology in Missouri through its field test program.

<<INPUT TABLE OF CURRENT MARKET TECHNOLOGIES Vs. X-COM DEPLOYED Vs. X-COM UNDER DEVELOPMENT TECHNOLOGIES>>
Deployment of broadband internet service through DSL can be staged to complement the extent of available fiber optic cable.  Fiber optic cable is costly to deploy en masse because of its price and manpower resources necessary to lay the cable, as well as its difficult physical attributes.  The marketplace is demanding high-speed broadband data access faster than fiber optic cable can be deployed.  Subscribers can be connected today through existing telephone lines using SMARTAP technology, which is not achievable with any other current technology.  Over the next five to ten years, as fiber optic cable is laid in stages from the central office (CO) to the remote sites, subscribers will see no interruption in service and will have the ability to upgrade the speed of data transmission.  More than likely, fiber will take many years to be buried and installed all the way to the individual home.  SMARTAP’s technology can be concentrated at the CO, the remote pedestal, or even the home gateway.

In addition to an end-to-end solution, X-COM, using CSM, DCSM and ATC patented technology, can provide a lower cost, line-powered solution to 60,000 feet.  This is not a variation of ADSL using single carrier CAP, QAM, nor is it a complex discrete multi-tone (DMT) system.  Instead, SMARTAP employs new technology using a dual-carrier segment modulation (DCSM) transmit signal and adaptive template correlation (ATC) receivers for immunity to noise and line impairments.  The result is a more robust signal over longer distances less likely to suffer from noise interference.  The signals require no line negotiation and no training period like conventional modems.  Simpler in form than current methods, the architecture requires less gates which translates into less silicon and lower cost.  This in turn translates to more modules within each station and huge economies-of-scale savings for service providers.  Cost savings are then multiplied since SMARTAP products outside the CO can be line-powered; eliminating the need for external A/C power sources at remote sites as required by currently deployed technology.

The data is transmitted at a slightly higher frequency spectrum above 100 Khz.  Data is sent above the voice carrier on standard twisted pair telephone.  Since voice and data are at different frequencies over the same line, they do not interfere with each other.  This allows a household or small business simultaneous use of the telephone while connected to the internet.  Unlike some current DSL technologies, SMARTAP technology does not require a separate independent telephone line into the subscriber’s home, again lowering the cost for the ISP and their customer.

The following table compares the advantages of X-COM’s patented DCSM and ATC demodulation to current DMT technology;

<<NEED SPECIFIC NUMBERS FOR THIS TABLE!>>


DCSM





DMT

Less complexity – fewer gates


Greater complexity – more gates

Power consumption < 1 watt per user

Consumes > 4 times as much power

Lower power, less heat



More power, more heat

Better coexistence with deployed technologies

Existing lines can preclude use of DMT

Up to 9dB SNR advantage



SNR favors DCSM

Much lower crosstalk interference


Susceptible to crosstalk interference

Re-synchronize in micro-seconds


Requires seconds to re-synchronize

Minimal latency




Higher latency impacts real time

Substantial price advantages


Price higher due to gate count


Additionally, DCSM offers world class proven technology in a variety of mediums.  SMARTAP is one of only two systems in the world able to prove data transmission rates of 10 Mbps over standard phonelines.  The Company has been able to achieve speeds in excess of 15 Mbps in our test lab and is working towards 30 Mbps technology.  Through a strategic license agreement with CP Clare Corporation (Clare), our technology will be deployed in home phone networking products beginning this year.  This will enable the same technology to be deployed not only to bring the internet service to the home but to network it inside the house as well.  Upgrade paths in the future could include wireless and powerline solutions.

X-COM patented technology can also be found in the VDSL and cable set top box arena through Samsung and Bosch Telecom, a division of Marconi.  X-COM’s VDSL chip is deployed in Spain and Australia today.

By implementing the same technology in other mediums, interest should be generated for pull-through products in the DSL market and vice-versa.  Currently deployed technologies do not have similar cross-market capabilities.

To recap, the keys to value and unique advantages the SMARTAP technology will bring to market are:

· Key to value #1

· Key to value #2

· Key to value #3

· Key to value #4

· Key to value #5

· Key to value #6

· Key to value #7

Barriers to Entry Comparison

What are the barriers to entry into this market besides intense competition?
Customers

Initial customers will be local and independent telephone companies in the Midwest and South.  Ideally, these are companies with at least three exchanges and servicing more than 3,000 lines.  The company is currently compiling information on this group through data collected from the National Telephone Cooperative Association (NTCA).  Candidates for beta and initial sales efforts have been identified and contacted (See Exhibit 2).

Initial field trials have been conducted in the central offices of a 14-member consortium of IOCs in northwest Missouri.  The group has filed to become a CLEC and has installed a fiber optic link across the state.  Initially, SMARTAP equipment was placed in one central office with the capacity of approximately 600 lines.  During the next phase, trials will add a larger central office of approximately 1,200 lines and then into the rest of the COs in the group.  Assuming reasonable success during the initial test phases, the company anticipates equipment orders for this phase of trials could exceed $500,000 by the end of September 2000, and recognition as their vendor of choice.  This CLEC then intends to start attracting customers from Southwest Bell.  

Following these initial field trials, the company will pursue additional customers targeted in Missouri as well as the larger IOCs qualified above.  Our goal is to progressively expand the geographic area in which SMARTAP high-speed internet access services are available.  Growth is planned as rapidly as the sales, manufacturing, support, and training networks can be effectuated to handle the demand with first-rate customer service.  SMARTAP Co.’s goal is to establish itself as the industry leader in service and support.  Therefore, support infrastructure must grow at a pace equal to sales and distribution.

The next phase targets the CLECs and national ISPs such as Covad and Rhythms Telephone.  These providers offer a middle market between the IOCs and the Regional Bell Operating Companies (RBOCs) and provide a larger base of end-users.  The company’s primary focus is to establish long-term supply agreements with these companies for DSL equipment.

As the technology is proven and an install base is secured, SMARTAP Co.’s in-house sales staff will target the RBOCs, increasing the targeted customer size and order quantity.  Mass deployment of SMARTAP in central offices in all metropolitan areas around the country represents the final stage.
Competitive Local Exchange Carriers (CLECs)
What are the potential uses of SMARTAP technology by each of the following?

· Allegiance Telecom

· McLeod USA

· Nextlink

· Time Warner Telecommunications

· Focal Communications

· Intermedia Communications

· ITC^Deltacom

· Mpower Communications

· Teligent

· ICG Communications

Value-added Resellers

Interexchange Carriers (IXCs)

Foreign Market

Incumbent Local Exchange Carriers (ILECs)

Market

No matter whom you listen to or what study you read, one thing is clear.  The potential for high-speed data access through DSL is staggering.  The number of residential and small business users in the U.S. alone is expected to reach almost ten million.  Worldwide the potential is tens of millions more.

<<NO REAL MARKET DATA HERE>>
X-COM anticipates an installed base nearing 900,000 lines by 2004 (See Exhibit 1).  Revenues are expected to rise to near 300 million dollars in the same period through a three-phase process.  Phase I will include rollout to local and rural telephone companies during the first 12 to 14 months.  Large metropolitan areas in the U.S and North America would be covered in Phase II during the next 12 to 16 months.  The final phase would include deployment to Asia, Europe and the rest of the world.  Faster acceptance of the SMARTAP technology or introduction of certain strategic partners in the latter two phases could significantly increase lines deployed, market share achieved, and change market window dates

Keys to Success in the Market Place

DSL Market

Feasibility Analysis

Proof of Concept 

Test Markets

Current Results

Marketing Strategy

SMARTAP plans to distribute and deploy its technology in rural and local telephone company exchanges on a limited basis in fiscal year 2001.  Demonstrator units are available and SMARTAP conducted its first field trials in July 2000.  The initial trials were conducted with a consortium of IOCs in Missouri representing approximately 14 exchanges in the state.  More extensive testing is planned for September to cover an increased number of users.  Full-scale installation in larger metropolitan areas is anticipated to begin around the first quarter of 2002.

Why Deploy to Small IOCs First?

There are a number of reasons for deploying to smaller IOCs first.  First, independent and local telephone companies are demanding products to provide service to their customers.  Larger equipment providers are ignoring smaller telephone companies in order to meet supply agreements with the regional baby bells and national ISPs.  They have created an environment at the rural and local level where there is plenty of demand and little competition.  The IOCs are anxious to get access to equipment regardless of price in order to provide service to the households and small businesses in their regions.

Second, the localized deployments allow for perfection of technology.  Service will be provided to a diverse sector of users over varying distances and conditions.  Changes to add or subtract features won’t require huge rework efforts.  Problems with logistics, training, and implementation can be localized and worked out before large-scale rollouts into the metropolitan areas.  The local telephone companies will be more willing to work with SMARTAP to provide better service and access since they are the ones who stand to profit directly from the introduction of high-speed internet access.  In the metropolitan areas, the number one complaint among the ISPs is the limited cooperation of the regional bells in providing access to equipment and telephone lines.

Third, SMARTAP is not yet an adopted standard.  The larger telco’s will argue that SMARTAP is not a proven standard to other equipment being installed.  Even today, no single standard has been adopted.  Available are G.lite, ADSL, HDSL, SDSL, IDSL, and more.  X-COM intends to market, package and sell an end-to-end solution in a per-user context, including the CPE.  SMARTAP can supply both central office and customer premise equipment for less than the competition charges for the CO only.  Currently, their prices per user at the CO alone range from $700-$1,000 per user and do not include the CPE.  These are costs borne by the telco or customer.  Offering an end-to-end solution with the CPE included at a price equal to or lower than their price without one offers a distinct incentive to the telco or ISP implementing SMARTAP.  In these local areas, a lower cost, easier to install and maintain product that can be deployed to a larger percentage of homes and small businesses is more likely to win out over a product conforming to arbitrary standards that cost more and can only reach 40% of the customers.  The leap to high-speed access is just beginning and will likely take more than ten years to accomplish.  The cost of this conversion cannot be predicted today.  Because of the staggering cost, the technology that is less costly to deploy and easier to implement has a greater chance of being accepted, and will become a de facto standard.  Deployment into markets to prove the technology will give SMARTAP enormous cost advantage over its competition.

Roll Out

Roll out would be similar to strategies implemented by Wal-Mart and the small cable companies of the 70’s.  Enter regions where the services are welcome, gain respect and name recognition, and become fully entrenched in that market.  As territory is established, expand outward to the larger metropolitan areas.  Competition in the local and rural areas currently is limited or non-existent.  The willingness of the established equipment providers to ignore these markets combined with X-COM’s cost advantage allows SMARTAP the opportunity for a virtual monopoly in the short-term.  The lack of competition provides for increased profit margins.  The profits earned will afford X-COM resources to build its infrastructure and enter the large metropolitan markets.

Small-localized deployments provide an environment for hands on customer service and support.  X-COM has established a strategic alliance with a well-respected group to provide on-site and off-site training for installation of SMARTAP DSL products <<ENTER IN REFERENCES SECTION>>.  In addition to training, this group would be available for subcontract installation services to the telcos during initial or peak periods of deployment.  Current plans call for locating this group near the field test and initial installation sites.  Closer locale translates to faster response time and more hands on support as necessary.

Finally, given the above factors, profit margins in these markets should be greater than in the highly competitive metropolitan areas.  Many of these IOCs are rich in cash and have been stockpiling resources for implementation of high-speed data services.  They are poised to implement full-scale deployment.  These higher margins will generate profits necessary to build SMARTAP’s infrastructure to the level required to attack the larger metropolitan and international markets.

Production

Production relies on the exclusive use of outside contractors for the manufacturing and testing of all hardware components associated with this product.  The manufacturing includes in-circuit and functional testing of all hardware components.  Relying on outside contractors minimizes the capital costs and overheads associated with manufacturing, and increases efficiency.

Manufacture by outside contractors will be on a turnkey basis including procurement of parts.  Procurement of parts by the manufactures provides SMARTAP a cost advantage since the contract manufacturers can combine the part orders of different clients for bulk purchases.  SMARTAP will supply its custom and high-cost parts to optimize the use of the outside contractor.

There will be one or more manufacturing engineers responsible for qualification and selection of OEM manufacturers, contract negotiation, cost analysis, quality control and monitoring, manufacturing coordination and control.  The manufacturing engineer will also be responsible for qualification of key components working with designers.

SMARTAP will be in full control of design changes, functional test specification, in-circuit test specification and coverage, documentation and vintage control.  Engineering documents will be generated in house or through contractors, and will be archived by the manufacturing engineers.

Customer support will be the responsibility of the customer service/field support team and a customer support phone line will be operated.  Service work for repair of returned goods will be sub-contracted out but will be managed and tracked by the operational staff.

Quality control will include compliance testing of the products, component failure analysis and tracking, monitoring of manufacturing processes by the outside manufacturing house, and quality monitoring and tracking of finished goods.  It is intended that SMARTAP will got through qualification of ISO 9000 as early as practical.  To ensure the quality of subcontractors and suppliers, SMARTAP will use only ISO 9000 qualified sources.

Production Characteristics

The product is a mix of standard assemblies purchased from other companies and assemblies produced exclusively for SMARTAP.  Facilities to manufacture the product will be readily available since no extra ordinary manufacturing process is required beyond standard through-hole and surface mount printed circuit machinery, mechanical assembly and cabling capability, and software loading expertise. 

Suppliers

The open architecture of the product provides the advantage that there are supplies from well known sources for the parts not manufactured specifically through SMARTAP and its contractors.  Additionally, there are multiple sources for each of these.  Some of the potential suppliers are listed below;

Logic Devices 

XILINX, Inc.

39 Surrey Dr.

Belle Mead, NJ 08502

TEL: (908) 359-3136

FAX: (908) 359-1253

Intel 

<<FILLIN, ADD, REMOVE COS AS NECESSARY HERE>>
Altera Corporation

575 State Highway 28

Raritan, NJ 08869

TEL: (908) 526-9400

FAX: (908) 526-5471

Rockwell Semiconductor Systems Inc.

US Northeast – Massachusetts

239 Littleton Road, Suite 4A

Westford, MA 01886

TEL: (978) 692-7660

FAX: (978) 692-8185

System Chassis

Motorola

100 Stierli Ct.

Suite 104

Mt. Arlington, NJ 07004

TEL: (973) 770-3597

Texas Microsystems

5959 Corporate Drive

Houston, TX 77036

TEL: (800) 627-8700

FAX: (713) 541-8226

Email: sales@texasmicro.com

Subcontractors

In order to minimize costs and maximize quality, subcontractors have been identified to manufacture the product and subassemblies.  The following presents information on subcontractors that SMARTAP will use;

Manufacturing, Assembly and Test

Hibbing Electronics


3125 E. 14th Ave.

Hibbing, MN 55746

TEL: (218) 263-8971

FAX: (218) 263-8970

<<FILLIN, ADD, REMOVE COS AS NECESSARY HERE>>
Prototype Assembly

Qualtronics Corporation, Inc

West Park Business Center

Suite 220

Somerville, NJ 08876

TEL: (908) 707-8880

FAX: (908) 70-8884

Property and Facilities

X-COM currently occupies about X,000 square feet in an office building located in Manassas at the center of Virginia’s high-tech corridor that provides easy access to various infrastructures that a start-up company needs.  The anticipated facility requirements for future expansion are available at X-COM’s current location.  It would be highly beneficial for SMARTAP to be located in close proximity to X-COM and their development teams in order to maximize efficiency and ensure continued support by the X-COM staff.

Equipment

The type of equipment necessary for the development, production and repair of the product is limited to generally available types of test and laboratory equipment.  These include oscilloscopes, logic analyzers, protocol analyzers, transmission analyzers, digital signal generators, emulators, power supplies, digital voltmeters and associated equipment.

Litigation

The company is not currently associated with any litigation.

Management Team 

Key Employees

X-COM, Inc. has more than twenty highly skilled engineers working in various divisions on projects like SMARTAP.  The core of the SMARTAP team would be compiled by the original X-COM based SMARTAP project team and are represented briefly in the following paragraphs;

David Erisman – Interim CEO
Mr. Erisman served as engineer and project manager for GE Aerospace (later bought by Martin Marietta, followed by Lockheed Martin).  Mr. Erisman left Lockheed in 1994 to found X-COM with the specific purpose of creating a company capable of properly researching his patented modulation technology and incorporating this technology into a variety of products.  He currently holds numerous patents for unique innovations related to digital modulation.  Mr. Erisman’s initial patent was for an early bicycle computer measuring the rider’s speed and cadence.  The bicycle computer was featured in Popular Science and Bicycling magazine and led to the creation Mr. Erisman’s performance monitor that was used onboard the Gossamar Condor, the first record breaking human powered aircraft which now resides in the Air and Space Museum in Washington DC.  Mr. Erisman received a BS from Central Missouri State University in Electrical Engineering.  

Colin Carpi – Strategic Advisor

Mr. Carpi has extensive experience founding and financing venture startups including numerous of his own.  Mr. Carpi worked for the U.S. Navy as a naval contractor before going on to become the youngest partner in the history of Booz, Allen & Hamilton.  He subsequently started and ran a large furniture company, General Interiors, as president, chairman and CEO, listed on AMEX.  For the last 20 years, Mr. Carpi has focused primarily on venture initiation.  Mr. Carpi received a BS in Civil Engineering from Princeton University followed by an MBA from Harvard Business School.

Russell Franklin – VP Sales and Marketing
Mr. Franklin has established himself as a top producing sales executive and sales manager working in a variety of markets for both small companies as well as Fortune 500.  As the recipient of several sales performance achievement awards, Mr. Franklin has distinguished himself as a successful marketer of high technology products and has extensive experience managing sales channels, resellers, and representatives.  Mr. Franklin received his BS magna cum laude from Towson State University.  

<<WHERE DID RUSS WORK?—COMPANY NAMES>>
Michael Flesch – CFO

As the manager of the audit group for a CPA firm with clients from start up to greater than $100M in revenues, Mr. Flesch performed analysis and due diligence for merger and acquisition candidates, managed and oversaw all publicly held financial statements, and functioned as CFO for clients.  Mr. Flesch founded and successfully operated his own CPA firm and is familiar with accounting and business practices for a wide range of companies operating in diverse markets.  His contributions at X-COM and SMARTAP are not restricted to financial counsel as he provides valuable input during negotiations, contracts, and executive management strategy sessions.  Mr. Flesch received his BS from the University of Maryland in accounting and is a certified public accountant (CPA).

Thomas Kotsch – Director of New Product Development
Mr. Kotsch has served as engineering project manager for several wireless designs at Motorola where he consistently brought products to market under budget and under deadline.  As a division manager of a microwave communication company, Mr. Kotsch initiated and operated its successful communications division.  Mr. Kotsch has won Engineering Design Awards from Motorola and has received Product of the Year awards from Wireless Design and Development.  Mr. Kotsch received his BS from the University of Illinois in Electrical Engineering and is currently on sabbatical just short of his MBA from the Illinois Institute of Technology.   

Dwin Craig – Engineer
Mr. Craig was the Vice President of Engineering for an Internet encryption technology company <<FROM WHAT DATE TO WHAT DATE?>>.  Mr. Craig’s broad range of experience includes working on projects from WindowsNT device drivers to synchronizing Cesium Beam Tube Atomic Clocks via a two-way time transfer modem.   Mr. Craig served the government sector at Naval Research Labs working in the Space Applications Division on Global Positioning Satellite (GPS) projects.  Mr. Craig has co-authored two published papers presented at the Precise Time and Time Interval Conferences.  Mr. Craig received his BS from George Mason University in Electrical Engineering.  

Directors and Officers

A board of directors has not yet been established.  It is assumed, however, that the largest shareholders will initially represent the majority, if not the entire board.  At least one seat would be reserved for this round of funding.  

It is assumed that the officers and their positions will be reshuffled once the financing round is complete.  SMARTAP not only expects, but also relies on financier support in acquiring and maintaining a skilled management team to lead SMARTAP towards its goals.

Employment Agreements

SMARTAP’s standard employee agreement provides protection for its intellectual property during and after the employee’s term of employment.

Conflict of Interest

There are no existing conflicts of interest between SMARTAP and X-COM and their respective boards of directors, management, or key employees.  The employee agreement signed by every SMARTAP employee and board member is designed to protect SMARTAP from any possible future conflict of interest.

Consultants, Accountants, Lawyers, Bankers, and Others

Consultants

<<NEED TO ENTER THIS INFORMATION OR DELETE TITLES WHERE INAPPROPRIATE>>
Accountants

Bankers

Lawyers

Insurance

Description of Financing

Proposed Financing

SMARTAP is a project currently under development at X-COM, Inc.  X-COM is seeking to spin out the SMARTAP project and raise finances in order for the project to reach its potential.  Presently, X-COM does not have the cash flow necessary to properly fund the projects ongoing research and development, nor the extensive sales and marketing necessary to suitably role out its DSL service.

X-COM assumes an initial round of seed financing for SMARTAP completed via its investments in the project to date.  A pre-money valuation of $3,000,000 has been assessed based on these investments and the resources invested by the projects founders.  SMARTAP Co. is currently seeking $5,000,000 in first-round financing.  $1,000,000 of this cash infusion will be used immediately to purchase exclusive rights to the use of SMARTAP technology for DSL service from X-COM for five years, with the option to renew exclusivity indefinitely thereafter for 5% of sales.  The remaining $4,000,000 will be used to fill in key management positions, roll-out early stage DSL service, continue ongoing research and development, and to initiate its aggressive sales and marketing strategies for the next two years.  A second-round financing of approximately $7,000,000 is anticipated two years from first-round financing.  

The shares offered for the subsequent stage financing are preferred shares.  Owners of preferred shares will have voting rights for company actions and will have one vote per share.  Common shareholders also have voting rights of one vote per share.  The preferred shareholders will be converted to common shares of stock when the company executes its plans for an initial public offering (IPO).

 
Seed
First-Round
Second-Round
IPO

Money Sought
$3,000,000 
$5,000,000 
$7,000,000 
 

Shares Offered
2,000,000
2,000,000
TBD
TBD

Outstanding Shares



 

    Investor Shares
2,000,000
4,000,000
TBD
TBD

    Founder Shares
1,000,000
1,000,000
1,000,000
 

Status
Closed
Currently seeking
Two years after first round
 

Guarantees and Collateral for Financing

Other than good faith discharge of duties by its employees, the company offers no guarantees or collateral.  The company may accumulate intellectual property, monies from outside contracts, and capital equipment, which would be available for liquidation, if it should become necessary.

Conditions

The disbursement of funds being sought will be made available upon agreement of the business plan terms, a complete business plan and execution of the stockholders agreement.  Agreement on the funding signifies that the company and its investors are in concurrence on the company’s plans, strategies and financing.  

SMARTAP Co. will provide at a minimum, monthly financial statements and semi-annual updated projections on the companies operations.  The company will provide updates on important events such as award of contracts, major development accomplishments and recruitment of key personnel.

Fees Paid

The company has made verbal agreements with Colin and Peter Carpi to help secure funding.  The terms of the agreement are founders shares based on the model in the associated document, SMARTAP.xls, not to exceed 2%.  Any agreements in the future are negotiable.

Investor Involvement

Investors will play a key role for the company.  Major investors will be offered seats on the board of directors of the company where decisions about the company’s operational direction are made.  The company wants to utilize the investor’s business skills, financial knowledge and their contacts to facilitate the company’s maturation and growth in addition to investment and marketing. 

Exit Strategy

SMARTAP is expecting a successful strategy in 2004.  Options available to the company include a public offering or a merger/acquisition.  The table below shows the stock valuation for comparable companies in the broadband market.
<<TABLE HERE>>
The company anticipates initiation of an IPO plan once it has achieved profitability and upon favorable market conditions.  This financial plan does not include effects of a potential public offering.

SMARTAP is passively seeking potential partners through merger or acquisition to provide a more liquid market for its shareholders.  However, this in no way represents a solicitation for sale of the company.

Risk Factors

This business plan contains forward-looking statements that involve risks and uncertainties.  Actual results could vary greatly from those anticipated in these forward-looking statements as a result of a number of factors, including the risks described below and elsewhere in this business plan. 

In the estimation of SMARTAP Co.’s executives, the following risk factors are the most pertinent and ordered in ascension based on level of risk.

No Operating History

SMARTAP has no previous independent operating history and will rely largely upon the same management and research teams associated with its development within X-COM, Inc.  Given this unique position, there is no reliable operating history for investors to consider in evaluating our business and prospects.  Our prospects must be considered in light of the risks and uncertainties encountered by start-up companies, particularly in the new, highly competitive, and rapidly developing markets for broadband data service.

Market Competition

The broadband and DSL communications markets are intensely competitive.  SMARTAP potentially competes with a variety of companies.  The company cannot be certain that it will be able to maintain a competitive advantage over potential competition.  In addition, SMARTAP competes indirectly in a number of industry segments ranging from broadband service providers, to telcos and various other segments.

Dependence on Management

SMARTAP Co.’s future success currently depends on the services of a small number of key personnel, and the loss of some or all of these persons may harm the company’s future operating results.  

The company’s success also depends upon the ability to attract, incorporate, and retain other highly qualified technical, sales and managerial and service personnel in the future.  The company cannot assure the ability to attract and retain such personnel or that it will retain its key employees. 

Limited Resources

At the present time, the company is operating through founders’ own funds and funds retained through X-COM, Inc. which are not inexhaustible.  

Production Uncertainties

SMARTAP Co. does not intend to build or operate its own manufacturing facilities.  Its products will be based on quickly re-configurable prototypes (utilizing Xilinx FPGAs) and outsourced hard circuited products.  The company will attempt to be a fab-less equipment provider.  There is some risk in depending on outside facilities, including scheduling of manufacturing and work stoppages.  The company believes this risk is being decreased by the opportunity to use multiple sources, and is preferable to the risks involved in setting up an internal production capacity.

Market Uncertainties

The success of the company’s products and services depends on the continuing growth in the telecomm industry, and in particular in the continued expenditure of funds for capital equipment by service providers and CLEC’s.  Currently available market projections indicate that this is a low risk.

Within this market space, there is still a risk that other product approaches could achieve success at the expense of SMARTAP’s market share.  The company believes that the future market will be large enough to allow new players to enter in the same manner as the present market is doing.  The company also believes that its product approach will attract customers when compared to others.  Additionally, the company believes the existing technology and products do not sufficiently serve the market segment it is targeting.

Financial Statements

X-COM, Inc.

DRAFT INCOME STATEMENT

YEAR ENDED MAY 31, 2000
Revenue
 
 
 
 
 
 $    1,894,753 

 






 

Direct costs, including materials



          724,422 

 






 

Gross profit





       1,170,331 

 






 

 






 

Operating expenses:




 

 
Fringe benefits




          141,136 

 
Overhead expenses




          261,809 

 
General & administrative expenses


          575,125 

 
Litigation expense




          385,506 

 
Research & development



          346,395 

 






       1,709,971 

 






 

 






 

Loss from operations




         (539,640)

 






 

Other income (expense):




 

 
Interest income




             2,753 

 
Interest expense




          (17,444)

 
Other, net





             7,187 

 






            (7,504)

 






 

 






 

Loss before income taxes




         (547,144)

 






 

Income tax benefit




          200,000 

 






 

 






 

Net loss
 
 
 
 
 
 $      (347,144)

DRAFT BALANCE SHEET

MAY 31, 2000
Current assets:
 
 
 
 
 

 
Cash




 $            9,551 

 
Accounts receivable



            267,335 

 
Unbilled receivables



               4,068 

 
Inventory




            200,128 

 
Prepaid expenses



             23,728 

 
Other current assets



             88,825 

 





 

 
  Total current assets



            593,635 

 





 

 





 

Property and equipment, net


            168,702 

 





 

Other assets:




 

 
Organization costs, net of amortization

             33,464 

 
Patents, net of amortization


             27,415 

 
Note receivable, shareholder


            600,000 

 
Deferred income taxes


             50,000 

 
Deposits




               5,299 

 





 

 





            716,178 

 





 

 





 

Total assets




 $      1,478,515 

 





 

 





 

Current liabilities:



 

 
Note payable, bank line of credit


 $         344,020 

 
Note payable, current portion


             25,000 

 
Accounts payable



            172,270 

 
Accrued expenses



            306,373 

 
Deferred revenue



            100,000 

 





 

 
  Total current liabilities
 
 
            947,663 

SMARTAP 

Forecast

Years Ending May 31
 
 
 
 
 
 
 
 
 

 







 

 


2000
2001
2002
2003
2004
Total

 







 

Revenue

            9 
    4,026,300 
  40,155,000 
 101,779,500 
  261,267,000 
 407,227,809 

 







 

Cost of Good Sold
            0 
    1,734,930 
  17,346,480 
   44,090,553 
  111,158,384 
 174,330,347 

 







 

Gross profit

            8 
    2,291,371 
  22,808,520 
   57,688,947 
  150,108,616 
 232,897,462 

 


98.08%
56.91%
56.80%
56.68%
57.45%
57.19%

 







 

Operating expenses:





 

 
Overhead

            0 
      201,315 
    1,606,200 
     3,053,385 
     7,838,010 
   12,698,910 

 
Selling, general & administrative
            2 
      805,260 
    8,031,000 
   18,320,310 
    44,415,390 
   71,571,962 

 
Research & development
            1 
      322,104 
    2,810,850 
     6,106,770 
    15,676,020 
   24,915,745 

 


            3 
    1,328,679 
  12,448,050 
   27,480,465 
    67,929,420 
 109,186,617 

 







 

Income from operations
            6 
      962,692 
  10,360,470 
   30,208,482 
    82,179,196 
 123,710,845 

 







 

Other expense
            0 
        60,395 
      602,325 
     1,526,693 
     3,919,005 
     6,108,417 

 







 

Income before taxes
            5 
      902,297 
    9,758,145 
   28,681,790 
    78,260,191 
 117,602,428 

 







 

Income taxes

            2 
      360,919 
    3,903,258 
   11,472,716 
    31,304,076 
   47,040,971 

 







 

Net income

            3 
      541,378 
    5,854,887 
   17,209,074 
    46,956,115 
   70,561,457 

 







 

 







 

 







 

Number of new subscriber lines
            0 
          6,188 
        75,000 
       225,000 
        675,000 
       981,188 

 







 

 







 

Average revenue per home
 $        -   
 $     669.27 
 $     537.41 
 $      452.63 
 $       387.13 
 

Average cost per home
 $        -   
 $     280.39 
 $     231.29 
 $      195.96 
 $       164.68 
 

Gross profit per home
 $        -   
 $     388.87 
 $     306.12 
 $      256.67 
 $       222.45 
 

SMARTAP Forecast (Assumptions)
Years Ending May 31
 
 
 
2000
2001
2002
2003
2004
Total

 







 

Potential U.S. DSL market
        50,000 
      300,000 
    1,000,000 
     2,500,000 
     5,000,000 
     8,850,000 

% of actual subscribers to DSL
75.00%
75.00%
75.00%
75.00%
75.00%
 

% capture by X-COM

0.00%
2.75%
10.00%
12.00%
18.00%
 

X-COM market share

10.00%
2.06%
7.50%
9.00%
13.50%
 

Number of X-COM lines equipped
                0 
          6,188 
        75,000 
       225,000 
        675,000 
       981,188 

 







 

% of 32 home units

50%
60%
30%
30%
50%
 

% of 128 home units

0%
0%
15%
10%
10%
 

% of 192 home units

50%
40%
55%
60%
40%
 

% of custom-built units
0%
0%
0%
0%
0%
 

 







 

Number of units sold






 

32-home units
32
               -   
             116 
             703 
           2,109 
          10,546 
         13,474 

128-home units
128
               -   
               -   
              87 
              175 
              527 
              789 

192-home units
192
               -   
              12 
             214 
              703 
            1,406 
           2,335 

Custom-built units






                -   

 



6016
74720
224864
674880
       980,480 

Sales price






 

32-home units

 $     16,800 
 $     16,800 
 $     15,000 
 $      12,750 
 $       10,500 
 

128-home units

 $     50,000 
 $     50,000 
 $     45,000 
 $      38,250 
 $       31,500 
 

192-home units

 $     70,000 
 $     70,000 
 $     67,500 
 $      57,000 
 $       47,250 
 

Custom-built units

 $            -   
 $            -   
 $            -   
 $             -   
 $              -   
 

CPE device

 $          200 
 $          200 
 $          150 
 $           125 
 $            100 
 

 







 

Estimated revenue:






 

32-home units
32
                8 
    1,948,800 
  10,545,000 
   26,889,750 
  110,733,000 
 150,116,558 

128-home units
128
               -   
               -   
    3,915,000 
     6,693,750 
    16,600,500 
   27,209,250 

192-home units
192
               -   
      840,000 
  14,445,000 
   40,071,000 
    66,433,500 
 121,789,500 

Custom-built units

                0 
               -   
               -   
                -   
                 -   
                 0 

CPE device

                0 
    1,237,500 
  11,250,000 
   28,125,000 
    67,500,000 
 108,112,500 

 


                9 
    4,026,300 
  40,155,000 
 101,779,500 
  261,267,000 
 407,227,809 

 







 

Revenue per home (including CPE):




 

32-home units
32
 $     725.00 
 $     725.00 
 $     618.75 
 $      523.44 
 $       428.13 
 

128-home units
128
 $     590.63 
 $     590.63 
 $     501.56 
 $      423.83 
 $       346.09 
 

192-home units
192
 $     564.58 
 $     564.58 
 $     501.56 
 $      421.88 
 $       346.09 
 

Custom-built units
0.01
 $            -   
 $            -   
 $            -   
 $             -   
 $              -   
 

 







 

Average revenue per home
 
 $     669.27 
 $     537.41 
 $      452.63 
 $       387.13 
 

-Continued on next page-

-Continued from previous page-

Cost per home (including CPE):





 

32-home units

 $     276.63 
 $     276.63 
 $     238.44 
 $      200.25 
 $       170.63 
 

128-home units

 $     246.41 
 $     246.41 
 $     210.23 
 $      173.82 
 $       145.94 
 

192-home units

 $     240.78 
 $     240.78 
 $     205.91 
 $      169.61 
 $       141.98 
 

Custom-built units

 $            -   
 $            -   
 $            -   
 $             -   
 $              -   
 

CPE


 $     165.00 
 $     165.00 
 $     140.00 
 $      118.00 
 $         98.00 
 

 

0.00%
 $            -   
 $            -   
 $            -   
 $             -   
 $              -   
 

Average cost per home
 
 $     280.39 
 $     231.29 
 $      195.96 
 $       164.68 
 

 







 

Gross profit (before royalty):





 

32-home units
$$
 $     448.38 
 $     448.38 
 $     380.31 
 $      323.19 
 $       257.50 
 

 

%
61.84%
61.84%
61.46%
61.74%
60.15%
 

128-home units
$$
 $     344.22 
 $     344.22 
 $     291.33 
 $      250.01 
 $       200.16 
 

 

%
58.28%
58.28%
58.08%
58.99%
57.83%
 

192-home units
$$
 $     323.80 
 $     323.80 
 $     295.65 
 $      252.26 
 $       204.11 
 

 

%
57.35%
57.35%
58.95%
59.80%
58.98%
 

Custom-built units
$$





 

 

%
 
 
 
 
 
 

Average 

$$
 $            -   
 $     388.87 
 $     306.12 
 $      256.67 
 $       222.45 
 

 

%
#DIV/0!
58%
57%
57%
57%
 

 







 

Product cost information:





 

32-home units

               -   
      414,352 
    2,214,450 
     5,550,888 
    24,508,904 
   32,688,594 

128-home units

               -   
      125,040 
    1,923,860 
     5,022,935 
     8,627,216 
   15,699,051 

192-home units

               -   
      174,600 
    2,708,170 
     6,966,730 
    11,872,264 
   21,721,764 

Custom-built units






                -   

CPE device

                0 
    1,020,938 
  10,500,000 
   26,550,000 
    66,150,000 
 104,220,938 

 

0.00%
               -   
               -   
               -   
                -   
                 -   
                -   

 


                0 
    1,734,930 
  17,346,480 
   44,090,553 
  111,158,384 
 174,330,347 

 







 

 







 

Indirect expenses:






 

Overhead


5.00%
5.00%
4.00%
3.00%
3.00%
 

Selling, general & administrative
20.00%
20.00%
20.00%
18.00%
17.00%
 

Research & development
8.00%
8.00%
7.00%
6.00%
6.00%
 

Other income (expense)
1.50%
1.50%
1.50%
1.50%
1.50%
 

Income taxes
 
40.00%
40.00%
40.00%
40.00%
40.00%
 

SMARTAP Forecast (32-line Unit)

Years Ending May 31

 
 
 
2000
2001
2002
2003
2004
Total

 







 

Estimated units sold
            -   
          116 
            703 
         2,109 
         10,546 
         13,474 

 







 

Sales price (from assumptions)
 $   16,800 
 $   16,800 
 $     15,000 
 $     12,750 
 $      10,500 
 

 







 

Lines per unit

32
32
32
32
32
 

 







 

Cost analysis:






 

Line card






 

 
ASIC

 $     50.00 
 $     50.00 
 $      40.00 
 $        7.50 
 $          6.00 
 

 
Spartan

 $   100.00 
 $   100.00 
 $      80.00 
 $      40.00 
 $        25.00 
 

 
Op Amps

 $     50.00 
 $     50.00 
 $      40.00 
 $      40.00 
 $        35.00 
 

 
PCB

 $   100.00 
 $   100.00 
 $      90.00 
 $      75.00 
 $        65.00 
 

 
Misc

 $   100.00 
 $   100.00 
 $      80.00 
 $      75.00 
 $        65.00 
 

 
  Cost per card
 $   400.00 
 $   400.00 
 $     330.00 
 $     237.50 
 $      196.00 
 

 
  # of cards
 $      4.00 
 $      4.00 
 $        4.00 
 $        4.00 
 $          4.00 
 

 







 

 
    Subtotal line cards
 $1,600.00 
 $1,600.00 
 $  1,320.00 
 $     950.00 
 $      784.00 
 

 







 

CPU board

 $   350.00 
 $   350.00 
 $     325.00 
 $     300.00 
 $      275.00 
 

Redundant processor
 $          -   
 $          -   
 $           -   
 $           -   
 $             -   
 

Backplane

 $   200.00 
 $   200.00 
 $     185.00 
 $     175.00 
 $      165.00 
 

Power supply

 $   200.00 
 $   200.00 
 $     190.00 
 $     182.00 
 $      175.00 
 

Redundant power supply
 $          -   
 $          -   
 $           -   
 $           -   
 $             -   
 

Software

 $   250.00 
 $   250.00 
 $     250.00 
 $     250.00 
 $      250.00 
 

Chassis

 $   100.00 
 $   100.00 
 $      90.00 
 $      85.00 
 $        80.00 
 

Royalty
3.00%
 $   504.00 
 $   504.00 
 $     450.00 
 $     382.50 
 $      315.00 
 

Advertising
1.00%
 $   168.00 
 $   168.00 
 $     150.00 
 $     127.50 
 $      105.00 
 

Misc

 $   200.00 
 $   200.00 
 $     190.00 
 $     180.00 
 $      175.00 
 

Total cost of unit
 $3,572.00 
 $3,572.00 
 $  3,150.00 
 $  2,632.00 
 $    2,324.00 
 

 







 

CPE Device






 

 
Price each
 $   165.00 
 $   165.00 
 $     140.00 
 $     118.00 
 $        98.00 
 

 
Number of CPEs needed
            32 
            32 
              32 
              32 
               32 
 

 
  Subtotal CPEs
 $5,280.00 
 $5,280.00 
 $  4,480.00 
 $  3,776.00 
 $    3,136.00 
 

 







 

 







 

Metal shelter

 $          -   
 $          -   
 $           -   
 $           -   
 $             -   
 

 







 

 







 

Total cost per unit
 $8,852.00 
 $8,852.00 
 $  7,630.00 
 $  6,408.00 
 $    5,460.00 
 

-Continued on next page-

-Continued from previous page-

Average cost per line
 $   276.63 
 $   276.63 
 $     238.44 
 $     200.25 
 $      170.63 
 

 







 

Total revenue of estimated sales
            -   
 1,948,800 
 10,545,000 
 26,889,750 
 110,733,000 
 150,116,550 

Total cost of estimated sales





 

   without CPE device
            -   
    414,352 
   2,214,450 
   5,550,888 
   24,508,904 
   32,688,594 

 







 

Gross profit $$$

 1,534,448 
   8,330,550 
 21,338,862 
   86,224,096 
 117,427,956 

Gross profit %
 
 
79%
79%
79%
78%
78%

SMARTAP Forecast (128-line Unit)

Years Ending May 31

 
 
 
2000
2001
2002
2003
2004
Total

 







 

Estimated units sold
               -   
              12 
             214 
             703 
          1,406 
          2,335 

 







 

Sales price (from assumptions)
 $     50,000 
 $     50,000 
 $     45,000 
 $     38,250 
 $     31,500 
 

 







 

Lines per unit

128
128
128
128
128
 

 







 

Cost analysis:






 

Line card






 

 
ASIC

 $       50.00 
 $       50.00 
 $       40.00 
 $         7.50 
 $         6.00 
 

 
Spartan

 $     100.00 
 $     100.00 
 $       80.00 
 $       40.00 
 $       25.00 
 

 
Op Amps

 $       50.00 
 $       50.00 
 $       40.00 
 $       40.00 
 $       35.00 
 

 
PCB

 $     100.00 
 $     100.00 
 $       90.00 
 $       75.00 
 $       65.00 
 

 
Misc

 $     100.00 
 $     100.00 
 $       80.00 
 $       75.00 
 $       65.00 
 

 
  Cost per card
 $     400.00 
 $     400.00 
 $     330.00 
 $     237.50 
 $     196.00 
 

 
  # of cards
 $       16.00 
 $       16.00 
 $       16.00 
 $       16.00 
 $       16.00 
 

 







 

 
    Subtotal line cards
 $   6,400.00 
 $   6,400.00 
 $   5,280.00 
 $   3,800.00 
 $   3,136.00 
 

 







 

CPU board

 $     350.00 
 $     350.00 
 $     325.00 
 $     300.00 
 $     275.00 
 

Redundant processor
 $     350.00 
 $     350.00 
 $     325.00 
 $     300.00 
 $     275.00 
 

Backplane

 $     300.00 
 $     300.00 
 $     280.00 
 $     270.00 
 $     265.00 
 

Power supply

 $     200.00 
 $     200.00 
 $     190.00 
 $     180.00 
 $     175.00 
 

Redundant power supply
 $     200.00 
 $     200.00 
 $     190.00 
 $     180.00 
 $     175.00 
 

Software

 $     250.00 
 $     250.00 
 $     250.00 
 $     250.00 
 $     250.00 
 

Chassis

 $     170.00 
 $     170.00 
 $     160.00 
 $     155.00 
 $     150.00 
 

Royalty
3.00%
 $   1,500.00 
 $   1,500.00 
 $   1,350.00 
 $   1,147.50 
 $     945.00 
 

Advertising
1.00%
 $     500.00 
 $     500.00 
 $     450.00 
 $     382.50 
 $     315.00 
 

Misc

 $     200.00 
 $     200.00 
 $     190.00 
 $     180.00 
 $     175.00 
 

Total cost of unit
 $ 10,420.00 
 $ 10,420.00 
 $   8,990.00 
 $   7,145.00 
 $   6,136.00 
 

 







 

CPE Device






 

 
Price each
 $     165.00 
 $     165.00 
 $     140.00 
 $     118.00 
 $       98.00 
 

 
Number of CPEs needed
             128 
             128 
             128 
             128 
             128 
 

 
  Subtotal CPEs
 $ 21,120.00 
 $ 21,120.00 
 $ 17,920.00 
 $ 15,104.00 
 $ 12,544.00 
 

 







 

 







 

Metal shelter

 $            -   
 $            -   
 $            -   
 $            -   
 $            -   
 

 







 

 







 

Total cost per unit
 $ 31,540.00 
 $ 31,540.00 
 $ 26,910.00 
 $ 22,249.00 
 $ 18,680.00 
 

-Continued on next page-

-Continued from previous page-

Average cost per line
 $     246.41 
 $     246.41 
 $     210.23 
 $     173.82 
 $     145.94 
 

 







 

Total revenue of estimated sales
               -   
      600,000 
    9,630,000 
  26,889,750 
  44,289,000 
  81,408,750 

Total cost of estimated sales





 

   without CPE device
               -   
      125,040 
    1,923,860 
    5,022,935 
    8,627,216 
  15,699,051 

 







 

Gross profit $$$

      474,960 
    7,706,140 
  21,866,815 
  35,661,784 
  65,709,699 

Gross profit %
 
 
79%
80%
81%
81%
81%

SMARTAP Forecast (192-line Unit)

Years Ending May 31

 
 
 
2000
2001
2002
2003
2004
Total

 







 

Estimated units sold
               -   
              12 
             214 
             703 
           1,406 
           2,335 

 







 

Sales price (from assumptions)
 $     70,000 
 $     70,000 
 $     67,500 
 $     57,000 
 $      47,250 
 

 







 

Lines per unit
192
192
192
192
192
192
 

 







 

Cost analysis:






 

Line card






 

 
ASIC

 $       50.00 
 $       50.00 
 $       40.00 
 $         7.50 
 $          6.00 
 

 
Spartan

 $     100.00 
 $     100.00 
 $       80.00 
 $       40.00 
 $        25.00 
 

 
Op Amps

 $       50.00 
 $       50.00 
 $       40.00 
 $       40.00 
 $        35.00 
 

 
PCB

 $     100.00 
 $     100.00 
 $       90.00 
 $       75.00 
 $        65.00 
 

 
Misc

 $     100.00 
 $     100.00 
 $       80.00 
 $       75.00 
 $        65.00 
 

 
  Cost per card
 $     400.00 
 $     400.00 
 $     330.00 
 $     237.50 
 $      196.00 
 

 
  # of cards
 $       24.00 
 $       24.00 
 $       24.00 
 $       24.00 
 $        24.00 
 

 







 

 
    Subtotal line cards
 $   9,600.00 
 $   9,600.00 
 $   7,920.00 
 $   5,700.00 
 $   4,704.00 
 

 







 

CPU board

 $     350.00 
 $     350.00 
 $     325.00 
 $     300.00 
 $      275.00 
 

Redundant processor
 $     350.00 
 $     350.00 
 $     325.00 
 $     300.00 
 $      275.00 
 

Backplane

 $     400.00 
 $     400.00 
 $     375.00 
 $     360.00 
 $      350.00 
 

Power supply

 $     200.00 
 $     200.00 
 $     190.00 
 $     180.00 
 $      175.00 
 

Redundant power supply
 $     200.00 
 $     200.00 
 $     190.00 
 $     180.00 
 $      175.00 
 

Software

 $     250.00 
 $     250.00 
 $     250.00 
 $     250.00 
 $      250.00 
 

Chassis

 $     200.00 
 $     200.00 
 $     190.00 
 $     180.00 
 $      175.00 
 

Royalty
3.00%
 $   2,100.00 
 $   2,100.00 
 $   2,025.00 
 $   1,710.00 
 $   1,417.50 
 

Advertising
1.00%
 $     700.00 
 $     700.00 
 $     675.00 
 $     570.00 
 $      472.50 
 

Misc

 $     200.00 
 $     200.00 
 $     190.00 
 $     180.00 
 $      175.00 
 

Total cost of unit
 $ 14,550.00 
 $ 14,550.00 
 $ 12,655.00 
 $   9,910.00 
 $   8,444.00 
 

 







 

CPE Device






 

 
Price each
 $     165.00 
 $     165.00 
 $     140.00 
 $     118.00 
 $        98.00 
 

 
Number of CPEs needed
             192 
             192 
             192 
             192 
             192 
 

 
  Subtotal CPEs
 $ 31,680.00 
 $ 31,680.00 
 $ 26,880.00 
 $ 22,656.00 
 $  18,816.00 
 

 







 

 







 

Metal shelter

 $            -   
 $            -   
 $            -   
 $            -   
 $             -   
 

 







 

 







 

Total cost per unit
 $ 46,230.00 
 $ 46,230.00 
 $ 39,535.00 
 $ 32,566.00 
 $  27,260.00 
 

 -Continued on next page-

-Continued from previous page-

Average cost per line
 $     240.78 
 $     240.78 
 $     205.91 
 $     169.61 
 $      141.98 
 

 







 

Total revenue of estimated sales
               -   
      840,000 
  14,445,000 
  40,071,000 
   66,433,500 
  121,789,500 

Total cost of estimated sales





 

   without CPE device
               -   
      174,600 
    2,708,170 
    6,966,730 
   11,872,264 
   21,721,764 

 







 

Gross profit $$$

      665,400 
  11,736,830 
  33,104,270 
   54,561,236 
  100,067,736 

Gross profit %
 
 
79%
81%
83%
82%
82%

SMARTAP Forecast (CPE Device)

Years Ending May 31

 
 
 
2000
2001
2002
2003
2004
Total

 







 

Estimated units sold
                0 
          6,188 
        75,000 
      225,000 
       675,000 
        981,188 

 







 

Sales price (from assumptions)
 $          200 
 $          200 
 $          150 
 $          125 
 $           100 
 

 







 

Lines per unit

1
1
1
1
1
 

 







 

Cost analysis:






 

Line card






 

 
ASIC - VDSL
 $         6.00 
 $         6.00 
 $         6.00 
 $         6.00 
 $          6.00 
 

 
ASIC - HPL
 $       12.00 
 $       12.00 
 $       12.00 
 $       12.00 
 $        12.00 
 

 
Op Amps

 $            -   
 $            -   
 $            -   
 $            -   
 $             -   
 

 
PCB

 $         5.00 
 $         5.00 
 $         5.00 
 $         5.00 
 $          5.00 
 

 
Misc

 $     127.00 
 $     127.00 
 $     102.00 
 $       80.00 
 $        60.00 
 

 
  Cost per card
 $     150.00 
 $     150.00 
 $     125.00 
 $     103.00 
 $        83.00 
 

 
  # of cards
 $         1.00 
 $         1.00 
 $         1.00 
 $         1.00 
 $          1.00 
 

 







 

 
    Subtotal line cards
 $     150.00 
 $     150.00 
 $     125.00 
 $     103.00 
 $        83.00 
 

 







 

CPU board

 $            -   
 $            -   
 $            -   
 $            -   
 $             -   
 

Power supply

 $       10.00 
 $       10.00 
 $       10.00 
 $       10.00 
 $        10.00 
 

I/O Board

 $            -   
 $            -   
 $            -   
 $            -   
 $             -   
 

Enclosure

 $         5.00 
 $         5.00 
 $         5.00 
 $         5.00 
 $          5.00 
 

Misc

 $            -   
 $            -   
 $            -   
 $            -   
 $             -   
 

Total cost of unit
 $     165.00 
 $     165.00 
 $     140.00 
 $     118.00 
 $        98.00 
 

 







 

CPE Device






 

 
Price each





 

 
Number of CPEs needed
                1 
                1 
                1 
                1 
                 1 
 

 
  Subtotal CPEs
 $            -   
 $            -   
 $            -   
 $            -   
 $             -   
 

 







 

Metal shelter

 $            -   
 $            -   
 $            -   
 $            -   
 $             -   
 

 







 

Total cost per unit
 $     165.00 
 $     165.00 
 $     140.00 
 $     118.00 
 $        98.00 
 

 







 

Average cost per line
 $     165.00 
 $     165.00 
 $     140.00 
 $     118.00 
 $        98.00 
 

 







 

Total revenue of estimated sales
                0 
    1,237,500 
  11,250,000 
  28,125,000 
   67,500,000 
  108,112,500 

Total cost of estimated sales





 

   without CPE device
                0 
    1,020,938 
  10,500,000 
  26,550,000 
   66,150,000 
  104,220,938 

 







 

Gross profit $$$

      216,563 
      750,000 
    1,575,000 
     1,350,000 
      3,891,563 

Gross profit %
 
 
18%
7%
6%
2%
4%

SMARTAP Forecast (Development cards)

periods Ending

 
 
 
 
 
 
 
 
 

 






 
 

 


8/31/2000
11/30/2000
2/28/2001
5/31/2001
Total
5/31/2002

 






 
 

Program Manager
1
 $  120,000 
 $    30,000 
 $    30,000 
 $    30,000 
 $    30,000 
 $   120,000 
 $    30,000 

Hardware engineers
1
 $    90,000 
 $    22,500 
 $    22,500 
 $    22,500 
 $    22,500 
 $     90,000 
 $    22,500 

Software engineers
1
 $    70,000 
 $    17,500 
 $    17,500 
 $    17,500 
 $    17,500 
 $     70,000 
 $    17,500 

Technician/assembler
1
 $    50,000 
 $    12,500 
 $    12,500 
 $    12,500 
 $    12,500 
 $     50,000 
 $    12,500 

Inventory control
1
 $    65,000 
 $    16,250 
 $    16,250 
 $    16,250 
 $    16,250 
 $     65,000 
 $    16,250 

Layout/mechanical
1
 $    65,000 
 $    16,250 
 $    16,250 
 $    16,250 
 $    16,250 
 $     65,000 
 $    16,250 

Testing labor
1
 $    50,000 
 $    12,500 
 $    12,500 
 $    12,500 
 $    12,500 
 $     50,000 
 $    12,500 

  Subtotal labor


 $  127,500 
 $  127,500 
 $  127,500 
 $  127,500 
 $   510,000 
 $  127,500 

 






 
 

Fringe benefits @
32%

 $    40,800 
 $    40,800 
 $    40,800 
 $    40,800 
 $   163,200 
 $    40,800 

Overhead @
30%

      50,490 
      50,490 
      50,490 
      50,490 
 $   201,960 
      50,490 

G&A @
35%

      76,577 
      76,577 
      76,577 
      76,577 
 $   306,306 
      76,577 

 






 
 

Materials and parts


      50,000 
      50,000 
      50,000 
      50,000 
      200,000 
      50,000 

Software development

N/C
             -   
             -   
             -   
             -   
              -   
             -   

NRE for ASICS


             -   
             -   
     100,000 
             -   
      100,000 
     100,000 

FCC Compliance


     150,000 
     150,000 
             -   
             -   
      300,000 
      50,000 

Test equipment purchase

      40,000 
      40,000 
             -   
             -   
       80,000 
             -   

Test equipment rental
6
1000
      24,000 
      24,000 
      24,000 
      24,000 
       96,000 
        6,000 

Computers


      40,000 
      10,000 
             -   
             -   
       50,000 
             -   

Furniture


      10,000 
        5,000 
             -   
             -   
       15,000 
             -   

Supplies


        5,000 
        5,000 
        5,000 
        5,000 
       20,000 
        2,500 

Miscellaneous


        7,500 
        7,500 
        7,500 
        7,500 
       30,000 
        2,500 

Advertising/promotion


200000
200000
50000
50000
      500,000 
0

Total development costs

 $  821,867 
 $  786,867 
 $  531,867 
 $  431,867 
 $2,572,466 
 $  506,367 
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