products has commenced. Prior to this offering, there has been no market for the Common Stock of the
Company. The initial public offering price was arbitrarily determined by negotiations between the
Company and D.H. Blair & Co.. Inc. (the *'Representative'). See **Underwriting™.

THE COMMON STOCK OFFERED HEREBY INVOLVES A HIGH DEGREE OF RISK AND
IMMEDIATE SUBSTANTIAL DILUTION OF THE BOOK VALUE OF SUCH STOCK FROM THE
PUBLIC OFFERING PRICE. SEE “'RISK FACTORS" AND *DILUTION". THE SECURITIES OF-
FERED HEREBY SHOULD BE PURCHASED ONLY BY PERSONS WHO CAN AFFORD TO LOSE
THEIR ENTIRE INVESTMENT.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES -AND EXCHANGE COMMISSION NOR HAS THE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE,.

Underwriting Proceeds
Price to Discounts and to the
Public Commissions( [} . Company(2)
Per Share ... ...... .. ... . . 53.00 $.30 $2.70
Totall2y ... ... ... .. ... .. $6.,000.000 £600.000 $5.400.000 ‘

(1) Notincluding $180.000 ($.09 per share} for the non-accountable expenses of the Representative. In
addition, the Representative will receive warrants to purchase 200,000 shares of Common Stock
and a five year right of first relusal on future public offerings, The Company has also agreed to
indemnity the Underwriters against certain liabilities. including liabilitics under the Securitics Act
of 1933, Sec "*Underwriting"".

(2) Before deducting expenses estimated at $339.796 (5,17 per share) payable by the Company.

(3) The Company has granted to the Underwriters an option to purchase. within thirty days from the
date of this Prospectus, up to 200.000 additional shares of Cammon Stock at the initial public offer-
ing price, less the underwriting discount, to cover over-allotments, it any. I exercised in full, the
total Price to Public will be increased by $600.000. the Underwriting Discounts and Commissions
by $60,000 and the Proceeds to the Company by $540.000, before deducting an additional non-
accountable expense allowance to the Representative of $18,000.

D. H. BLAIR & CO., INC.

The date of this Prospectus is November 12, 1981,
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’ PROSPECTUS SUMMARY

The following summary is qualificd in its cntirety by the detailed information and financial
statements included elsewhere in this Prospectus.

THE COMPANY

International Mobile Machines Corporation (the **Company™ or *'IMM"") is engaged in the
development of (a) the Ultraphone System, consisting of a wireless portable telephone
(**Ultraphone’*) and a radio base station, designed to match the performance characteristics of the
conventional wircline telephone system: Ultruphone is now undergoing rescarch and development
in order to attempt to miniaturize it, and (b) PriveCode, a telecommunications privacy device
consisting of a telephone attachment that indicates to the owner the identity of certain callers and
the person for whom the call 1s intended, and automatically screens all incoming calls, allowing
only persons who have been provided with an authorized access code to be connected with the
owner.

PLAN OF OPERATIONS AND USE OF PROCEEDS

The Company is in the development stage. It has entered into contracts for the pre-production
engineering and production of PriveCode and a contract for research and development and pre-
production engineering of the Ultraphone System. Production of PriveCode is scheduled to com-
mence in early 1982, although the Company has not yct commenced marketing PriveCode. The
proceeds of this offering will be used to pay research and development costs for the Ultraphone
System, for development and production costs for PriveCode, to establish an in-house research
and development department, for marketing expensces, to repay indebtedness and to cover operat-
ing expenses. See ‘‘Plan of Operations and Use of Proceeds',

THE OFFERING

Common Stock offered by the Company . .. . ... ........... 2,000,000 shares*
Common Steck outstanding after this offering . . .. . ... ... ... 6,200,000 shares*
Additional Common Stock reserved for

issuance upon conversion of Preferred

Stock . .., 4,200,000 shares

*Does not include up to 200,000 shares subject to the Underwriters' over-allotment option, and
200,000 shares which may be issued upon exercise of the Representative’s Warrants.

RISK FACTORS AND DILUTION

The offering involves a high degree of risk and immediate substantial dilution of the offering
price in terms of the net tangible book value per sharc. See “‘Risk Factors™ and *‘Dilution’*. -




SELECTED FINANCIAL INFORMATION

As al June 30, As at December 3,
Balance Skeet 1981 1980 1980 1979 1978 1977 1976
(Unaudited) (Unaudited) o T (Unmted) (Un:d-;ated) (Un;l?d_iled) .
Total assets . . ......... $ 33943 § 12,243 % 20,146 0§ 8588 0§ 13,393 % 14,072 § 40,887
Total liabilities .. ....... 1,059,002 534,224 B804 835 306,254 284,654 262,223 232,739
Shareholders' investment . . . 545,075 445,125 478,249 420,325 392,988 369,721 345,571
Deficit accumulated during the
development stage (a) . ... (1,570,134) (967,300} (1,262,938)  (717,991)  (664.249) (617.872) (537,423
Shareholders’ equity ... ... (1,025,059) (521,981 (784,689) (297,666) (271,201) (248,151 (191,852)
Six months ended
June 30, Year ended December 31,
Statemment of Operations 1981 1980 1980 1979 1978 1977 1976
(Unaudited) (Unaudited! (Unsudited) (Unaudited)
Netloss {a) . .......... ($307.196) ($249,315) ($544.947) ($53.742)  (346.377)  (380.449) ($266,228)
Net Joss per share .. ... .. (.07 (.07 (.14) (.02) (.02) (.03) (.12)
Weighted average number of
shares outstanding . .. .., 4,200,000 3,774,654 3,853,350 3,365,605 2,666,914 2401349 2,162,733

No dividends have been declared or paid since inception, _
(a) The Company incurred a net loss in the pertod July [, 1981 to September 30, 1981 of approximately $44,000 (Unaudited)
which increases the deficit accumulated during the developmant stage to approximately $1.615.000.

The report of the Company’s independent certified public accountants is qualified by the statement
that its opinion is subject to the Company achieving profitable operations and obtaining additional capi-
tal through a public offering such as contemplated by this Prospectus.




THE COMPANY

The Company has been engaged and continues to engage in the research and development of two
products: The Ultraphone System and PriveCode.

The Ultraphone System is intended to encompass a wireless portable telephone (**Ultraphone®")

and a radio base station. designed to match the performance characteristics of a conventional wireline
telepbone system. Ultraphone is undergoing research and development to substantially reduce its
present size of approximately 3" x 4” x 7" 50 as to enablc it to fit in a shirt packet. Ultraphone is de-
signed to be connected by 4 radio channel to an Ultraphone base station within a 10-mile radius, which.
in turn, will be connected by wire, microwave, or satellite hook-up to the national and international
telecommunications network. See **Business — The Ultraphone System””.

PriveCode is a teleccommunications privacy device consisting of a telephone attachment that in-
dicates to the owner the identity of certain callers and the person for whom the call is intended before
the phone is answered. It also screens all incoming calls automatically, screening out persons who have
not been provided with an authorized access code by the owner. See **Business — PriveCode’’.

The Company is in the development stage and has not yet generated any revenues. However, the

Company has entered into contracts for the final development and production of PriveCode. IMM has

also entered into an agreement for further research and development and completion of the Ultraphone
System. See *‘Plan of Operations and Use of Proceceds™ and **Buxiness'. A substantial partion of the
proceeds of this offering will be used to fund the contracts relating to PriveCode and the Uliraphone
System,

The Company has recently licensed certain of its patents relating to PriveCode for use in the devel-
opment of a telephone meter reading device. However, no product is now being sold pursuant to the
license and the licensce will have to commit substartial efforts toward the development of the product.
See ‘‘Business — PriveCode — Agreements with Timex'".

The Company was incorporated in Pennsylvania in 1972 and its executive offices are at One Bala
Avenue, Bala Cynwyd, Pennsylvania 19004 (215-667-1300).

RISK FACTORS

The shares of Common Stock being offered hereby involve a high degree of risk. An individual
considering the purchase of the shares should give consideration to the following risk factors:

1. No Operating History and Financiat Condition. The Company has, since its formation in 1972,
been in the development stage. Although the Company anticipates that production of PriveCode will
begin in carly 1982, and that the pre-production development of the Ultraphone System may be com-
pleted as early as 1983, there can be no assurance that the Company will ever gencrate revenue, or
achieve a profitable level of operations. The Company incurred losses of $307,196, $544,947, $53,742
and $46,377 for the six months ended June 30, 1981 and the fiscal years ended December 31, 1980,
1979 and 1978, respectively, due primarily to expenditures for research and development. As of June
30, 1981, the Company had total assets of $33,943, total liabilities of $1.059,002, a deficit in share-
holders” equity of $1,025,059 and a working capital deficit of $511,408. For the three month period

ending September 30, 1981, the Company incurred additional net losses of approximately $44,000. It
should also be noted that, as of September 30, 1981, the Company's past due payables were as follows: -
1-30 days past due, approximatcly $6,400; 31-60 days past due, approximately $7,500; 61-90 days past.
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due, approximately $39.600; over 90 days past due, approximately 51772000 As of November 1,
1981, the Company owed Timex Corporation $324. 000 (of that amount. $62 000 s included in the pas
due pavables hgures above). None of the Company’s creditors have threatened 1o take any action
against the Company. however, there can be no assurance that a creditor will not institute a bankrupicy
or other action against the Company in the future. Among other things, the proceeds of this offering will
be used 1o pay all past due payables.

2. Polential Loss to Investors.  If the Company s two products under development are not devel-
oped or, 1f deveioped, do not recerve commercial acceplance, investors in this offering may lose their
entire investment. In this regard. it should be noted that, (a) the continued research and development of
the Ultraphone System and the pre-production engineering and production of PriveCode s being under-
taken by independent entities and (b) the Company has not conducted any test marketing of its products
te deternune f there is a potential market for either of the two products under Jdevelopment

¥ Capital Requirements of Ultraphone System. The Company belicves that the proceeds of this
offening will enable it 1o complete the development of the Ultraphone System and have avaalable a
l'muted number of working models of a portable telephone and base stations. However, there s a pos-
sihility of cost overruns in connection with the development of the Uliraphone System 1 such cosy
overruns occur and are substantial, the Company may require uddinonal capial to complete develop-
ment of the Ultraphone System (in this regard, it should be noted that the $1. 700000 projected cost of
development is only an estimate}. In addition, the costs invalved in connection with the production of
large quantities of portable telephones and base stations will require substantial addinonal capital be-
yvond the proceeds ol this offering There can be no assurance that the Compamy will be able to raise
such funds when needed. See “"Business — The Ultraphone System”™

4 Additional Development of Ultraphone System. A considerable amount of addinonal develop-
ment work will be necessary in order to attempt 1o develop Ultraphone as o commeraial product. While
the Company has entered info agreements and oaderstandings with regard 1o the complenon of the
development of the Ultraphone System, there can be no assurance that such development will, in facr,
be successfully completed. See "Plan of Operations and Use of Proceeds™ and - Business The
Ultraphone System’™

5. Distribution and Marketing of PriveCode. The Company does not have any orders Tor
PriveCode, while 11 has entered into a contract in connection with the distmbuton of PoiveCode. the
distributor has not commatted itself o purchase any minimom number of PoseCode umits Production of
PriveCode i scheduled o commence in uurl:. 1982 The Gailure of the Company 1o obtinn distnbution
iof this prodduct will have a materally adverse effect on it business. Moreover, the residential market,
which will b the primary target of the Company s marketing effors with respect to PriveCode. 15 be-
lieved w be difficult w penetrate. Sce “"Business — PriveCode — Markeung™

6. Limited Channel Availabilily for Ultraphone System.  The Federal Communmications Commis-
ston CTFCCT ) presently uses an allocation assignment system whereby groups of channels are allocated
for various wses. Only a small number of channels have, as of this ome, been allocated for domestic
land public mobile radio service. which would include the Ultraphone System. Many of these channels
have already been assigned ¢, licensed) o licensees other than the Company, particularly in urban
arcas where no channels are believed 1o be presently available. Critical to the success of 1the Ultraphone
System s the ability of the Company 1o market its equipment to hicensees or 1o operate the Ultraphone
System by entering inlo an agreement with a licensee or by obtaining i1ts own hicense. No such amange-
ments have been made by the Company. Moreover, there can be no assurance that the Company could
obtain a hieense or licenses for those geographic arcas i which it may wish w operate the Ultraphone
System. See “'Business — The Ultraphone System”™ .
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7. Patent Protection. While the Company owns a number of patents with respect 1o its products,
such patents may not provide sufficient protection for its products. Moreover, the cost ol lingation
against infringets of the Company 's patents could be in excess of the Company s resourced. See "Busi-
ness *The Ultraphone System — Patents’ and “PriveCode — Patenis”™ ™

K. Transactions with Affiliates. The Company owes approximately 3573 000 to certain of its of-
ficers and directors, primarily as a result of advances made 10 Timex Corporation on behall of the Com-
pany in connection with the development of PriveCode, and accrued legal fees. Most of this
indebtedness is payable in May 1983, In addition, the Company has issued its secuzities to directors in
return for the cancellation of indebtedness and to counsel as payment for legal services rendered. Since
January 1980, the Company has issued 1o its officers and directors 367431 shares of Commuon Stock.
1.674 shares of Class A Preferred Stock and 3,674 shares of Class B Preferred Stock (as adjusted 1o
reflect an Agreement and Plan of Merger between the Company and iwo other entities; See *"Plan of
Merger''). See ““Management — Remuneration and Other Transactions with Management™

9  Benefit of Offering to Insiders. Proceeds of this offering will be used 10 repay approximately
<74 000 in indebtedness to officers and directors of the Company . and upon completion of this offering.
£197.500 of outstanding letters of credit provided by cenain officers and directors will be replaced by
Company guarantees. See **Plan of Operations and Use of Proceeds™ and “"Management — Remunera-
tion and Other Transactions with Management™ .

10. Government Regulation. The Company’s products will be subject to regulution by the FCC
and state public utility commissions "'PUCs™"). The failure of the Company 0 oblain necessary
approvals from the FCC and the PUCs in connection with the operation of s products could have a
critically adverse effect on the Company s operations. Although the Company has registered PriveCode
with the FCC in order to enable the interconnection of PriveCode with the woll ielephone system. it has
not yel attempied 1o nbtain any licenses required for operation of the Uliraphone System {other than
licenses which have been granted for the purpose of demonstrating the operation of a prototype of the
Ultraphone System) or other authorizations from the FCC or any PUC which may be necessary in
connection with the operation of ihe Ultraphone System. See "'Business — The Ultraphone System -
Government Regulation'” and **Business — PriveCode — Government Regulation™.

11. Competition. Other companies. many with financial resources far greater than the Com-
pany’s, are engaged in the development of wireless telephones similar in concept 1o the LUltraphone
System. In this regard, recent amendments w0 FCC rules may intensify competition in this arca. Sec
““Business — The Ultraphone System — Competition””. In addition, the Bell System has developed a
call sereening device which may be competitive with PriveCode. Moreover, certain other devices. such
as telephone answering machines, can be used (albeit with less convenicnce than provided by
PriveCode) 1o screen out telephone calls and identify the caller before the user picks up the welephone.
The Bell System and many manufacturers of such answering machines have financial resources far
greater than those of the Company . There exists the possibility that the Bell System or other competilors
will develop a unit which may be considered superior to PriveCode. See " Business — PriveCode —
Competition””

12 Technological Obsolescence. The type of products sought to be developed by the Company
are characterized by rapid changes in technology. Technological developments by the Company’s
compelitors, most of whom have greater financial resources, may make it difficult for the Company o
obtain a compelitive position or, if the Company is successful in obtaining such a position, to maintain 4
competilive posilion in the telecommunications field. Sec **Business’".
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13, Limited Personnel Resources.  As of the date of this Prospecius, the Company has only one
full time employee, Sherwin 1. Seligsohn. Charrman of the Board and President of the Company. and a
small number of addinonal employees who devote varying amounts of time to the business of the Com-
pany. Consequently. the Company will depend on non-alfiliated persons or entitics for research and
development. engineening. manufacturing and marketing of the Company s products. For example., a
substanual amount of the engineering and vimually all of the production work relating to the PriveCode
has been or will be done by Timexs Corporation. Simidlarly, a substantial amount of the rescarch and
development work relating to Ultraphone is expected w be performed by MAA-COM. Ine. pursuant 1o a
development agreement with the Company 1 the non-affilisted entines do not perform in the manner
contemplated. a substanual delay in the production of PriveCode and the development of the
Ultraphone System may result. The Company will endeavor to reduce this risk, in connection with the
future development of s products. by using a portion of the proceeds of this offening o estabhish a
research and development laborutory . This facility s intended w include personnel capable of perform-
ing development functions of the Kind which the Company presently has contrcied out to other enlities.
However, with respect 1o the production of s products, the Company intends to continue its policy of
contracting oul the necessary services o companies with manufactuning capabilities. Sce " Plan of Op-
crations and Use of Proceeds™

14, Reliance on Key Employees.  The Company s development to date has been largely the result
of the efforts of Sherwin [0 Seligsohn, its Chatrman of the Board and President, and [0 Ridegly
Bolgiano, its Vice President — Technical Development. Although the Company intends o increase its
technical stafl, the loss of either of its key personnel could have an adverse affect upon the Company s
husiness. A portion of the proceeds of this offenng will be used to recrut and maintain management.
marketing and technical personnel. However, no assurance can be given that efforts 1o oblain such per-
sonnel will be successful. At the present ume. the Company does not have ““key man™ msurance on any
of its officers, but intends o attempt 1o obtan such o policy covening Mre Seligsohn See " Business
Emplovees’™ and “"Management™

15. Control By Current (Mlicers and [Mrectors.  Following the completon of this offering, the
officers and dircctors of the Company will continue to control over 50% of the Company s Common
Stock and. in the future. will be able to elect all directors and control all corporate actions.

16, No Dividends. The Company has never pand any cash dividends and does not anticipate pay-
g cash dividends in the foreseeable future. The payment of cash dividends will depend upon the eamn-
mgs of the Company, the Company’s capital requirements and other financial factors which are
considered relevant by the Company’s Board of Direciors

17. Repayment of Long-Term Debt. The Company is obligated W repay over 3500000 of long-
term debt. most of which is payable to affiliates of the Company. in May 1983 Unless sufficient capital
is then available, the repayment of this obligation may resvlt in a diversion of funds otherwise required
for the production of the Ultraphone System. See “"Plan of Operations and Us: of Proceeds' and
Management — Remuneration and (Other Transactions with Management™ .

18. Representative's Warrants. In connecuon with this offerning, the Company will sell 10 the
Representative, for $200, Warrants to purchase 200,000 shares of the Company s Common Stock. The
Representative’s Warrants will be exercisable for a period of four years beginning one year from the
date of the imtial public offering at a 1 Zce equal 1o 120 percent of the public offering price. The Repre-
sentative has the right wo cause the Company, at the Company s sole expense. to register the Warrants or
the Common Stock issuable upon exercise of the Warrants at any one time during a period of four years
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beginning one year from the closing of this offering. In addition. the Representative has the right {com-
monly known as a piggy-back registration right '), at the Company’s sole expense, o join in any
registration statement that the Company may elect to file with respect to s capital stock. The Com-
pany ‘s obligation to register the Warrants or the shares purchased pursuant to the Warrants could result
in substantial expense 1o the Company and may hinder any future tinancing. Sce ““Underwrniting™.

19. Shares Eligible for Fulure Sale.  Within 90 days from the completion of the offering. approxi-
mately 2,685,000 shares of Commuon Stock held by present shareholders may be sold publicly pursuam
10 Rule 144 of the Securities Act of 1933 (the holders of approximately 2065 000 of these shares huve
agreed not w sell any of their shares for a period of 12 months from the closing of this offering without
the written consent of the Representative). The sale of any such shares may have an adverse eflect on
the market price of the Company’s Common Stock. In addition, it should be noted that approximalely
74.000 additional shares of Common Stock will become eligible for sale dunng 1982, and approxi-
mately 1.441.000 additional shares of Common Stock will become eligible Tor sale during 1983, More-
over, the Company’s Class A and Class B Preferred Stock are converible into an aggregate ol
4,200,000 shares of Common Stock upon the occurrence of certain events, and the Common Stock
acquired upon such conversion may be eligible for sale under Rule 144 (see " Description of Capital
Stock — Prefermed Stock™ )

PLAN OF OPERATIONS AND USE OF PROCEEDS

The Company has developed a working prototype of PriveCode and has completed Timited re-
wearch and development relating to the Ultraphone System. In connection with the engimeening and
production of its products, the Company has decided to pursue a policy of comracting oul the necessary
services 1o companics with expernicnce in these arcas,

The Company has developed an operational prototype of the Ultraphone System in the form of a 45
ounce developmental model of the wireless telephone and a central station radio which receives and
transmits Fadio signals from or o the wireless wclephone and interconnects the wircless telephone with
the wireline telecommunications system. In order to further develop the Ultraphone System, the Com-
pany has entered into an agreement with MAA-COM. Inc. d'bia Microwave Associates Communications
Company ("M/A-COM 7). M/A-COM is a producer of microwave components for manufacturer: of
equipment used in the defense and commercial telecommunications markets and is also a supplier of
digital information processing and transmission cgquipment for satellite communications, data commu-
nications. fiber optics, television communications and CATV. Pursuani to the agreement with M/A-
COM. the Company will Tund M/A-COM’s rescarch and development efforts for the Uliraphone
System and it is intended that M/A-COM complete development of the Uliraphone System pursuant to a
program called '“Project Alexander’™. The project is designed o result in the initial production of
approximately 100 Ultraphones (ranging in size from one to three pounds) and approximately five basc
stations. each of which is intended to receive and transmit signals between Ultraphones in its service
area and also provide interconnections with wireline, microwave or satellite elecommunications. The
total cost of the project is estimated o be approximately 51,700,000, and M/ A-COM has estimated that
the project will require at least 23 months 10 complete. In this regard, M/A-COM will commence full
scale development efforts after the completion of this offenng. and the 23 month period will commence
on such date., as the Company will then be in a position to satisly its financial obligations 10 M/A-COM
under the agreement. The projected cost and timetable for developrment of the Uliraphone System re-
flects a recent decision by the Company and M/A-COM to redirect the project wwards enabling the




initial Ultraphone System components to utilize digitalized transmission. The agreement with M/A-
COM will be modined to refleet this development. In addition, the Company has agreed 1o utilize M/A-
COM as the principal manufacturer for the Ultraphone System components. if and when the Ultra phone
System is successfully completed. It should be noted. however, that substantial amounts of additional
capital will be necessary 1o fund the large-scale production of the Uliraphone System.

(n March 1980, the Company entered into an agreement with Timex Corporation (" Timex ™).
pursuant o which the Company agreed to fund research and development efforts by Timex to design
and engineer the inital PriveCode model (" Timex Development Agreement™ ). The Compuny and
Times have recently entered into agreements for the peoduction by Timex of the minal PriveCode inod-
els, beginmng in carly 1982, See "Husiness — PriveCode — Agreements with Timex™,

The Company intends to hire executive, marketing and financial personnel duning the next six
months  In addition 1o expenditures under the agreements with M/A-COM and Timex, the Company
i tends 1o establish its own research and development laboratory as soon as possible after the comple-
ton of this offering 10 is anticipated that the research and developmeni luboratory will perform in-
dependent development activities in connection with PriveCode and the Ultraphone System, as well as
developmental research in the field of elecommunications sciences, thereby enabling the Company to
reduce s overall reliance on outside firms in connection with the reszarch and development of 1ts prod-
ucts. The Compuny intends o hire approximately 14 persons for the laboratory, including Y techmical
and 5 administrative emplovees.

I'he net proceeds to the Company from the sale of we 2,000,000 shares of Common Stock offered
hereby . estimated at approximately S4.880.204 after deducting approximately $1.119.796 of under-
writing discounts and commissions and other . “nenses of the offering (18.7% of the gross proceeds)
will be used by the Company approximately as n W

(y S0, 700000 (28 3% ) to iinance research and development efforts of MA-COM relating to
the Ultraphone System and to produce approximately 100 Ultraphones and hve base stations (in-
cludes $36,000 duc to M/A-COM as of September 30, 19811

Gk 51,325,000 (22 1% ) w linance the final stages of research and development ond the im-
nal production of PriveCode by Tumex (includes $324,000 due 1o Timex as of Scptember 30,
LN

Cnd ST 000,000 ¢ 16 7% 3 to finance the establishment of a research and development labora-
wry . including the payment of start up costs and the payment of salaries and rent for a period of
approxmtely 12 months,

(v S220.000 (3. 7% 1w repay corporate indebtedness due primarily 1o (a) consultants
fapproximately $99,000 as of September 30, (981, for services rendered to the Company and (b
olfivers, directors and sharcholders of the Company (approximately STE.O000 as of September 30,
UK 1}, For advances made on behalf of the Company pursuant o the agreement with M/A-COM.
cxpenses incummed on behalf of the Company and accrued interest on certain long term indebred-
ness See " Management - Remuneration and Other Transacitons with Management. ™

ivi The balance of approximately $635.204 (10.6% , together with the proceeds. if any, re-
ceived upon exercise of the over-allotment option). to provide working capital. including salaries,
and marketing. advertising . inventory and leasehold expenses. and recruntment and vanous other
stant-up costs. As of June 30, 1981, the Company had a working capital deficit of 3511,408. The




working capital deticit consisted of the 336,000 due o MA-COM, noted in subparagraph (1)
above, SIL3.TS0 of the $324,000 due to Timex, noted in subparagraph (i) above, and most of the
£220.0¢M) in corporate debredness described in subparagraph (v above . Therelore, portions of
the proceeds to be used as deseribed in subparagraphs (0, G and (v) will be used o eliminate the
working capital deficit

The fo-egomng represents the Company s best estumate of its allocations ‘frﬁ provecds ot this
offening based upon the present state of s business operations. s present plans and business con:
ditons The course of development of the products which are subject to the Company s development
cffort may affect the an ount of Tunds reguired tor the categones histed above . Furthermore, the market
tor such products as well as the lack of success of any development effort may necessitate the aban-
donment or redirection of any research and development effort. Accordimgly, it s possible thut the pro-
ceeds of this offerimg may be applicd other than as set forth herein

The amounts listed shove will be expended over a period of tme. Where certinn agreements call
for performance in accordance with a timetable, expenditures will be made throughout the relevant peri-
wd. s provided in the respective agreements  Inosddivion, salaries, research and development expen:
ditures and other expenses will be pad as aincurred. To the extent that the proceeds wall not be
immediately used tor the purposes et forth above. it 1. anticipated that the unused proceeds will, unnl
needed. be mvested i certificates of deposit, governmental obligations or such other short-term ainter-
est-bearing securitics as the Company may deem appropriate. Interest income. il any, will be added w
operialing capital

In the opimion of the Company, the proceeds of this offering will subisty the Company 's cash re-
quiremients for at least twelve months following the date of thes Prospoctus Accardingly . the Company
does not anticipate any requirement for cusing additional funds 0 meet the expenditures which the
Company believes will be required 1o operate its business during that peniod of ime. However. it should
be noted that substantial amounts of additional capital will be necessary in connection with the produg.
non and marketing of the Uliraphone System, the development of which s projectied 1o be completed in
it less than 23 months after the completion of this offering. See " Business — The Ultraphone Systen

Post-Development Marketing Alernatives” In addinon, the offivers and directors of the Company
dir moot intend 1o continue o prosade linaneing o the Company or to puaraniee Company indebtedness
atter this offermg: the Lalure of the Company '~ officers and directors o provide such linancing or guar-
antees s adversely atfect the Compans s Tgueding

El l__-;'u|1i1-;|__'|} reve RS are nol suftieient h} ."il.l‘ln Iﬂﬂ_i [IN] F".I]:. ‘j_"i“'.lﬂ.l" 111 ]ﬂﬂg term lJl_'h1 1!.,1“1.‘ |'II'|-'
miarthy to atfilates of the Company b lunds which remann from the proceeds of this otferning may be used
o repay the long term Jdebt
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CAPITALIZATION
The following table sets forth the capitalization of the Company as of June 3, 1951, ufter giving
effect to the Company’s Plan of Merger (see “*Plan of Merger™ ), and as adjusted 1o give effect to the
sale of 2,000,000 shares of Common Stock offered herchy

Long Term Debti1) Outstanding As Adjusted
Motes Payvable
Officers and Directors 5 494 UK 5 494 983
Sharcholders . 27 (MM 22,000
Total Lopg-Term Deb 0 . : 5 S5I6M83Y % 516983

Sharcholders” Equity
Preferred Stock, Class A, par value $.05 per share, 42 (06} shares

authorized. 42 000 shares outstanding and 1w be outstanding (X ) 2HHY % 2.1
Preferred Stock, Class B, par value % 05 per share, 42,000 shares

authonsed, 42 0080 shares outstanding and o be outstanding i 2 2 1IND 2 (K)
Common Stock. par value .01 per share. 25.000.0M0) shares

authonzed, 4,200,000 shares issued and outstanding and 6, 200, (&)

sharcs 1o be outstanding (1) . . ) 42,0000 H2,000
Addional Paid-in Capital . . - . . 0 . .00 L . 502 K75 5.363.079
Siock Suhﬁcripljnnh Receivable 0 L L . (4 IHH (4,000
Retmned Earmmgs (Deficity - 0 0 . 0.0 00 . LS00 34y (1,570,134
Total Sharcholders’ Equity . . C S 0 BLO25.059)  $3,855,145

111 See Notes 2 and 4 of the Notes 1o Financial Siatements and " Management — Remuneration and
Other Transactions with Management™ for information regarding long term debt payable w ol-
ficers. directors and sharcholders of the Company.

i1 Each Share of Class A Preferred Stock and Class B Preferred Siock s convertible imto 30 shares of
Common Stock vpon the satsfaction of cenain condinons. See Description of the Capital Stock™ .

"1 Does nol include 200,000 shares of Common Stock ssuable purswant o the Underwrniters’ over-
allotment option or 200,000 shares of Common Sto.k issuable upon exercise of Warrants 1o be
issued by the Company o the Representative. See “"Underwriting

DILUTION

The following tables present cenain information concerning the net tangible book value of the
Company s Common Stock as of June 30, 1981, as adjusted 1o reflect the sale of the 2,000,000 shares
of Common Stock offered hereby. (a) without reflecting the conversion of Class A and Class B Pre-
ferred Stock and (b) reflecting the conversion of Class A and Class B Preferred Stock . See " Description
of the Capital Stock’™".

Tahle | — Without Conversion of Class A and Class B Preferred Stock

Public offering price per share . . . . . . . ... ... 53.00
Net tangible book value per share before offering (1) . . . . . .. S S(.24)
Increase in net tangible book value anributable 1o cash payments made by
purchasers of the Common Stock offered hereby (2} . . . o S H6
Net tangible book value per share after offering . . . .. .. ... ... .. 5 .62
Dilution to new sharcholders (3) . . .. ... ... .. oo $2.38
10




Table 11 — Assuming Full Conversion of Class A and Class B Preferred Stock

Public offering price per share S S 3.0
MNet tangible book value per share before offering (1) o . oI
Increase in net tangible book value attribulable (o cash payments made by

purchasers of the Common Stock offered hereby (2) o : 5 .49
Net tangible book value per share after offening (4) 5 .37
Dilunion 1o new sharcholders (3) : S £2.63

(R

(21
i3

id)

Net tangible book value per share s determined by dividing the number ol shares of Common Stock
outstanding into the net worth (otal tangible assets less total habilitiesy ol the Company .

Net of underwriting fees and estimated expenses of this offering.

“Dilution’’ means the difference between the public offering price and the net tangible book value
per share after giving effect 1o the offering

Based on conversion of Class A and Class B Preferred Stock upon the achievement of specihied per
share market price levels; if conversion results from the achievement of certan carnings critena (an
alternative condition for the conversion of Class A and Class B Preferred Stock). the net tangible
book value per share will most likely be increased. See " Description of Capital Stock™

The following tables present the relative share purchases, percentages of equity ownership in the

Company . percentage of wtal capital imvested, and the average cost per share to the owners alter giving
effect to the sale of the Common Stock offered hereby, (a) without reflecting the conversion of Class A
and Class B Preferred Stock and (b) reflecting the conversion of Class A and Class B Preterred Stock

Table 111 — Without Conversion of Class A and Class B Preferred Steck

Peru
Percenlage of ;::r Average
Shares of Equily Caplial Price
Purchased Dwaership Invested Frr Share
Mew Sharcholders . o 2,000, DO} 32 26% 93 .46% £31.00
Present Sharcholders . S 4, 200,000 BT T4% 6, 545 & 10

Table IV — Assuming Full Conversion of Class A and Class B Preferred Stock

Percentags
Percentage of Total Averape
Shares of Equity Capital Price
Purchased {rwnership Invesied Per Share
MNew Sharcholders . 2,000, 000 19.23% 93 46% $3.00
Present Shareholders o CL R A0, 00 80.77% f, 5d% % .05

The foregoing tables do not give effect to the 2000, (KK} shares of Common Stock issuable pursuant

1o the exercise of the Underwriters” over-allotment option and 200,000 shares of Common Stock issu-
able pursuant to the exercise of the Representative’s Warrants. The issuance of shares upon the exercise
of such Warrants may result in further dilution of the interests of the purchasers of Common Stock
pursuant to this offering




INTERNATIONAL MOBILE MACHINES CORPORATION
SELECTED FINANCIAL DATA

The following table summarizes certain selected financial data and is qualified in its entirety by the financial
statements included elsewhere in the Prospectus.

Selected statement of operations data:
S months ended

June My, Year ended December M,
1981 1980 1980 1979 YT 1977 1976
(Unaudited) (Unsudited (Unmudiied)  (Unsudited)
Met sabes and/or operating revenues % - ] - 5 '" 3 % - 5 - % =
Met (boss) (a) (307,196 (249,315 (544 04T (53, 7Tady (46,3771 (RO,4497 (266, 228)
Weighted average number of shares
outstanding during each period 4 HNROOD 3774654 AESIASD L IAS A0S 2 ABRNIA 2.401.349 2 |A2.713
Per comman shane
Mei loss 50T (507 15 14) (5.02) %02 i5.01) (512
No divedends have been declared or pard since inception
Selected balance sheet data:
June M, December 3,
1981 1984 1980 9 178 1977 1978
{Unsudited] (Unmudited) (Unavdited  {Unsudited) (LUnawdited)
Toml assets § 3043 % 12243 % 1146 % H.SHE S 1303103 % 14072 % 40,887
Lonag term debe 516 981 - - — - — —
Total liabilities 1,059 (02 514.22a B HAS 1, 254 281 654 262223 212,739
Waorking capital (301, 408) (525303 o TEEOZEY (3009 (274,593 (2%0.48M (19%5,184)
Sharcholders” investment S45.075 445325 ATH, 249 420,325 392 988 o T2 5,571
Deficin sccumulated durning the deve lop-
menl stage (ab (LL5T0 03 (96T M () 262934 (TIT990y (61,2497 (&IT.ETD) 537,423

ta) The Company mcurred a net loss in the perod July 1. 1981 1o September 30, 19K of approximately $44.000 {Unaudited) which
encreases the deficn acoumulated dunng the development stage wr approsimately $1.615.000
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MANAGEMENT'S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The Company has been an the development stage. While it has dey eloped product prototy poes and
has committed isell o research and development contracts with respect o PrveCode and - the
Ultraphone System. and production contracts with respect to PriveCode and the Ultraphone Systom
(although a production contract with respect o the Ultraphone System will be exccuted only 1 the
Ultraphone System s successtully developedi. it has not generaled any revenues since ils orgamzaton
i 2972 The net losses duning cach perod resulted from expenses related o research and development
of the Company s products Such expenses have grown substantially since the beginming of TURH s a
result of the research and development contracts descenbed above. and will contimue toanerease stibstin-
tally an the foreseeable future

Working capital pecessary o mamntain the liquidity of the Company and develop s products w
date has been provided by (1) the issuance of capital stock in exchange for 1a) cash, thy the settlement
ol loans pavable, accrued expenses and Fees. and (¢ as an inducement for offcers, directors and share-
holders o provide Tunds o pay or guarantee certain debts of the Company: 2y loans and advances
provided by ofticers, directors and sharcholders. and 3) the negotiation of payment lerms on certan
notes and accounts pavable tavorable to the Company . In this regard. 1t should be noted that a substan-
nal amount of the Company s pavahles are past due  As of September 10, 1951, approximately 7500
i payvables were 3-60 days past due. approsimately $39,600 were 61-910 days past due and approxa-
mately $177, 2000 were over 90 days past due Among other things, the proceeds of this offering will be
used 1o pay past due puyubles. In addition. the Company has experienced substantially lurger operating
losses since the begimning of 1980, causing signilicant decreases in o working capital. This trend s ex-
pected to continue al least unul development and pre-production toohng of the Ultraphone System s
completed, unless the Company s able to generate substanuial revenues from the sale of ProveCode
units a1 an carlier ime (production of PriveCode 1s expected to commence in early 19820 As of June
30, 1981, the Company had a working capital deficit of $511.408. as adjusted tor the use of procecds of
this offering, the Company s working capital as of June 30, 1981 would have been approsimaney
54, AT0LINND.

The Company will require sufficient cash o maintan lguidity and o accomplishots plan of oper-
atiems In thas regand, the proceeds of this offering are expected o satisty the Company s worhing capi-
tal requirements for at least twelve months following the date of this Prospectus. Aclditional waorking
vipital man also be provided from sales of PriveCode  Howevero ot should be moted that substantd
ammounts of addinonal capital will be mecessary i connection with the production and marketing of the
Ultruphone System, the devetopment of which s projected o be completed i approsimately 23
month  The Compans wall consder vanous alternanve means of obtaming such additional workimg
capital . including publc or private financings [t should be noted. however, that the Company s~ olhivers
and directors div gt intend e continue o provade financing o the Company or o guarantee ©ompany
mdebiedness ulter the completion of this ol termg

As mited above, the Company has committed  iselt o vanous contracts w ith respect o the
U hraphane Svatem and PriveCode. These contracts, wogether wath additional agrecments the Compans
itends 1o enter with regard o research and development of the Uliraphone 53 stem. are walinrted fo
entail capital expenditures of approximately $3,025 000 tincludes approsimately S350AK0En avcounts
pavahle as of June W 1981 over the next twenty-three months The procecds of this offenng are w be
wad T fultill the Company s commuimments with regard o these contracts. Ine addition. the Compans
intends 1o commt, out of working capital. approximately STAKKLIKEY over the nest twelve months for
the extablishment of 4 research and development laboratory and approsimately S4E5. 0000 over the nexe
twelve months tor advertsing and public relations.
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BUSINESS

Since its anception i 1972, the Company has been engaged i research and development of the
technologies that form the hasis of the Ultraphone System and PriveCuode.

The Ultraphone System
The Produet

The Ultraphone Svstem has been under development by the Company for over B4 years. Dunng
that period, various refinements have been made, including the development of preliminary models
with some of the operating capabilities envisioned for the final product, and a number of patent: were
issued to the Company - As a resalt, by the end of 1980, the Company believed that the Ultraphon:
System technology was developed to the extent that 1t was appropriate to contract out the remaining
development work necessary o enable the commencement of production of the Ultraphone System. In
this regard. the Company. on February 2. 1981, entered into an agreement with M/A-COM for the
imitial stage of a design and engineening project aimed at the eventual production of the Uliraphone
System . 10 s intended that M A-COM complete development of the Ultiraphone Systiem pursuant to
subsequent stages of the design and engineenng project. The Company has agreed that M/A-COM wali
be principal manufacturer for the Uliraphone System components, il and when the Ulraphone System
is successfully completed  If completed, the project will encompass the production of approximately
100 Ultraphones (weighing between one and three pounds) and five base stations, and the systems could
be used for imited operations. Sec ' Plan of Operations and Use of Proceeds™

The Ultraphone will be a duplex scarning wireless telephone. which transmits and receives fre-
quency modulated (FM) radio transmission. [t is designed to provide a transmission quality comparable
o current wireline telephone systems . Because it s a duplex system. it wall allow Tor both parties 1o talk
freely and simultancously in the same manner as a conventional wireline telephone tas opposed 1o sim-
plex systems, such as “walkie-talkies™" . which allow only one person to talk at a imed. The Company
intends o develop two models of the Uliraphone: a wireless telephone similar in size 10 the standard
residential telephone models currently in use ¢ standard size Ultraphone™ ). and a pontable hand held
telephone which will weigh approximately one pound and fit in a shin pocket (" portable Uliraphone ).
The Ultraphone System is designed w operate within a transmission radius of up to 10 miles, so that
users can operate the Ultraphone while moving freely within 10 miles of an Ultraphone base station. In
connection with the use of pertable Ultraphones. the Ultraphone System will permit the transfer of a
connection from one base station to a base station in an adjaceni service area (a system which allows for
such a transler is known as & “cellular system”” . however. the Ultiraphone System should not be con-
fused with “small cellular systems” being developed by cenain of the Company’s competitors. See
“Compelition. ") Such a transfer will permit the user of the Ultraphone 1o move frecly within a larger
area than would be possible in a system entailing only a single base station

The standard sized Ultraphone is designed to plug into a standard 110 voli electrical outlet or the
electrical system of un automobile. It will also have a “back-up™ battery connection. to be used in the
event of a power failure. The portable Ultraphone is designed 1o be powered by rechargeable batteries.
Although the Company has developed certain power saving devices, it is anticipated that the balteries
will require frequent recharging. However, the recharging process will require only the insertion of a
battery pack into a standard 110 volt elecinical outlet. In addition. the portable Uliraphone is designed to
be connected o 110 vall electrical outlets and the electrical system of an automobile. so that the bat-
teries need not be utilized at all times.
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The uitimate goal of the Company is 10 have an extensive network o Ultraphone base stations
serving large numbers of Ultraphones in varnous geographic arcas uround the country In essence, the
Company believes that the Ultraphone System encompasses an entirely new communications network
which can complement or serve as an alternative o the conventional wircline system. However, as
discussed in more detail below . it will be necessary for the Company o rse substantial amounts of
additional capital or enter into appropriate arrangements with other entiies before the large-scale
production of the components of the Ultraphone System can be achieved The Company believes that,
barring cost overruns of a substantial nature, the proceeds of this offenng should be sulficient to permit
the completion of development and the production of a limited number of “demonsiration systems’’,
which will enable the commencement of limited operations of the Uliraphone System. See "Plan of
Operations and Use of Proceeds™”.

As 1 result of recent discussions between the Company and M/ A-COM. it has been determined tha
the research and development to be undertaken by M/A-COM will be directed tow ards enabling the
initial Ultraphone System components to utilize digitalized iransmission tie., transmission i which the
analug waves produced by the voice are converted into a series of digital signals, Tike those in a com-
puter). This constitutes a revision of the research and development plan orginally contemplated by the
Company and M/A-COM, which called for the nitial Ultraphone System components to ulilize analog
transmission and the conversion of the Ultraphone System 1o digitalized wansmission only at a later
date. The Company belicves that digitalization will enhance significantly the security and privacy of
wireless communications, Communications sent via analog transnussion can be intercepted hy third
parties with relatively simple receiving equipment. Morcover, while analog transmission can be
cncrypted 1o . Tserambled™ ), such o process is relatively difticult. On the other hand, communica-
tions sent via digitalized transmission may be recerved by third parties only with sophisticated cquip-
ment: moreover. the encryption of digitalized transmission s relatively simple

However. it should be noted that if. in the future. it s deternuned that the application ot digital
techology is infeasible or is not cost effective, the Company will redirect the research and development
effort towards analog technology.

Hecause of the revision of the rescarch and development plan regarding digitalized trunsmission,
the February 2. 1981 contract between the Company and M/A-COM will be revised to encompiss the
effort towards digitalization at an carlier stage than contemplated in connection with the mitial agree-
ment with M/A-COM. In this regand. and aceording w preliminary projections supplied by M/A-COM,
the standard-size Ultraphone could be available in approximately 2 yvears, and the portable Ultiraphone
could be in production within 242 years (assunnng available funding for the production of standard-size
and portable Uliraphones). However, while the Company believes these targel dates are achievable. the
production of the Ultraphone System may incur delays due . among other things, varous problems
relating 1o the design or production engineening or the production of component parts of the Uliraphone.
Furthermore. since development work will be conducted by M/A-COM, completion schedules will be
beyond the Company's control. M/A-COM has refrained from mitating a full scale development effon,
pending the acquisition by the Company of funds sulficient 1w sutisiy its obligations under the M/A-
COM Agreement. However, the Company believes that M/A-COM will commence such a full scale
effort upon the completion of this offering.

The Company belicves that the Ultraphone System can be utilized to provide residential and per-
sonal telephone service as an alternanive o conventional wircline telephones. As presently anticipated.
the basic building block of the Ultraphone System will be a “*service area’” . containing one base station
and a number of Ultraphones. The Ultraphone base station will be located at an optimal location within
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cach service area and will perform three basic functions . First, it will handle switching for calls placed
berween Ultraphones within the service area. Second, it will be able to provide an interface between the
Ultraphone and the local, national and international telecommunications network by means of a
wircling connection (o trunk line), microwave transmission, or a satellive relay station. As a result.,
Ultraphone subscribers will be able to place calls to and receive calls from anywhere in the world.
Finally, the base station will permit transfers of connections o base stations in adjacent service arcas
Thus, the user will be able to operate his portable Ultraphone in any area serviced by an Ultraphone
base station. The base stations are designed 1o be solid state and tully automated.

The Ultraphone System s designed 1o operate al radio frequencies between 450 MHz and 520
MHz (the “'450 MHz band' ") The FCC has already allocated poruons of the 450 MHz band to land
maobile radie (the Company believes that the Ultraphone System gualities as a land mobile radio sys-
tem). However, the actual assignment of specilic channels 1w a specific user in a specitic geagraphic
arca requires that the user be hicensed by the FCC. Crnncal to the success of the Ultraphone System s
the ability of the Company o market its equipment o companies or other entities which presently hold
or can oblain such heenses. Except as noted below under *“Post-Development Marketing Alternatives™,
the Company has not. at this time. entered into any discussions with respect to the sale of Ultraphone
System equipment to any heensees or potential heensees  In addinon, the Company may ultimately
seck to operale the Ultraphone System in cenain regions, either alone or in conjunction with other com-
pamies, in which case the Company would have 1o obtiin a heense. The Company does not currently
hold any hicenses necessary to operate the Uliraphone System, except for a heense granted lor the pur-
pose of demonstrating the operaton of the Ultraphone System. See Government Regulation™” .

Whale the Company has completed certn developmwent work wath respect to the Uliraphone Sys-
term, a considerable amount of sdditnomal development work swill be necessary belore production of (he
Ultraphone System can commence and there s mo assurance that the Ultraphone Sy stem. as conceived
by the Company. will ever be developed

The Company believes that Ultraphone technology can be applied o o number of tasks regquinng
the transmussion of voice and or data Trom remaote Tocations teoa central offive or processing center. In
this repard. the Company has previously engaged morescarch efforts regarding the application ol
Ultruphone sechnology oo portable stock quotanon device and medical sensing and monitoring sys-
tems for patients with cardiae and other types of disorders, which were imitially designed w operate in
comunciion with wareline welephones. While the Company was able o operate such devices using
Ultraphone protorypes. at suspended further rescarch offorts pending the Turther development of the
Ultraphone System. Moreover, the Company i unable w predict whether the development of other
apphicanons of Ultraphone System technology waill be completed

Jereement with MoA-CTIM

The February 2. 1981 agrecment with MOA-COM M A-COM Agreement™ ) provades Tor the
performance of certain engineering work which constitutes the mitial phase of the development of the
Ultruphone System Among other things, MACCOM hus agreed o evaluate the performance of the
Ultraphone System as previously developed by IMM and prepare a development plan. The Company s
vhligated 1o pay M A-COM $200, 000 pursuant to the agreement (ol this amount. $ 20000 has been pand
by the Company: such amount was loaned w the Company by two ol 1ts directors)

he MA-COM Agreement specihies that the complete rescarch and  deselopment project
envisoned by the Company and M ACCOM will consist of sy addinonal phases involving the initial
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production of approximately 100 Ultraphone prototypes and five base stations, as well as rosearch pro-
grams relating to various facets of Ultraphone operation. However. due 1o the recent decision by the
Company and M/A-COM to direct the research and development effort towards enabling inital
Ultraphone System components o utilize digitalized transmission, the nature and order of at least some
of the phase will be modified. The total cost of all of the phases of the rivised project has been es-
timated 1o be $1,700,000. However, the actual cost may vary from the estimated figure, depending on
various factors, including increased costs of research time and materials.

The M/A-COM Agreement further provides that. in view of M/A-COM"s work in connection with
the research and development project. M/A-COM will be utilized for production requirements tor the
Ultraphone System, provided M/A-COM s reasonably competitive in terms of price and delivery  In
this regard, M/A-COM will produce 100% of the Company’'s requirements for a period of five yeurs
from the commencement of production and 50% of such requirements for a five-year period thereafter
If the Company does enter into a production contract with M/A-COM pursuant to this provision ol the
M/A-COM Agreement, the Company will initially be dependent on M/A-COM for all Ultraphone Sys-
tem production. and the inability or refusal of M/A-COM to Tulfill its production obligations may leave
the Company without the ability to manufacture Ultraphone System components Tor a period of time.

Al this time. M/A-COM has performed only certain preliminary work in connection with the MA/-
COM Agreement: it will commence full-scale development efforts upon the completion of this olfening.
The development of the Ultraphone System is expected to be completed approximately 23 months alter
the completion of this offering.

Proarel s

The Company currently holds six patents relating to the Ultraphone System. encompassing 42
separate claims. The patents will expire at various imes between 1991 and 1998 In addinon., the terms
of the Company s agreement with M/A-COM gives the Company ownership and control of any patents
resulting from development work by M/A-COM which is funded by the Company. 1l the Company
requests such ownership and control.

While the Compuany’s patents may provide protection for the Ultraphone System. other compunies
are developing alternative systems which are not covered by the C ompany’s patents

Posi-Developmemt Marketing Alteriaiives

If the Company successfully completes the development of the Ultraphone System. il anticipates
having available sufficient Ultraphones and Ultraphone base stations 1o begin operation of a limited
number of Ultraphone Systems in those geographic areas where licenses are available. While the opera-
tion of such systems may, by itsell, provide limited revenues. the Company presently intends to use
such systems as ““demonstration projects”’ which may enable the Company 0 raise additional capital
which will be necessary for the large-scale production of Ultraphone System components pursuant to
one or more of the following arrangements:

I. Sales of the Ultraphone System to telephone companies — The Company belicves that by
avoiding the cosis of installing and maintaining telephone wires. the Ultraphone System may be atlric-
live in economic terms to telephone operating companies as an alternative to tradinonal wireline service
for certain types of high-cost installations

2 Sales of the Uliraphone System 1o established radio common carmers — The Company believes
that, because of the portability of the Ultraphone, it may be able to sell the Ultraphone System 1o extab-
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lished radio common carmers who currently provide land mobile radio service in many arcas, mainly in
the form of telephones for automobiles.

3 Joint operation ol the Uliraphone System in collaboration with other parties — an arrangement
pursuant v which the Company actually operates an Ultraphone System in collaboration with other
parties {which might include local telephone companies and/or local radio common camiers) would of-
fer the Company the prospect of securing a portion of the revenues denved from the provision of on-
going telephone service to local subscribers

4. Franchising of Uliraphone Systems — an arrangement whereby the Company Tranchises
Ultraphone Systems 1o various hicensces may also offer the Company the prospect of securing a portion
of the revenues derived from the provision of ongoing telephone service by the holders of Uluaphone
System franchises. Additional revenues would be generated by the sale or leasing of Ultraphone Syslem
equipment o franchisees

The possible arrangements described above are only hypothetical and the Company has not con-
ducted any market rescarch or analysis to determine if any of the described possibilities are commer-
cially feasible. Furthermore, the Company has only recently begun negotiations with respect to the sale
of Ultraphone System components 1o an operating, *¢lephone company . 1t intends to commence negolia-
tions regarding the sale of the Ultraphone System to radio common carmiers after the completion of this
offering. The Company does not anlicipate commencing negotiations with respect 1o the other arrange-
ments described above until the development of the Ultraphone System is nearly completed. There can
be no assurance that the Company will be able to enter into an agreement regarding any of the possible
arrangements described above, even if the Ultraphone System s successfully completed.

Compretition

The Company believes that the potential competinve advantages, if any., ot the Ultraphone System
will be denved from (1) the portability of the pocket-sized Ultraphone and (2) the avoidance of the
capital and operating costs associated with the installation and maintenance of wireline elephone sys-
tems. However. the Company has not yet conducted market studies to validate these beliefs or to deter-
mine the scope of the marketl for Ultraphone service and equipment.

The Company believes that telephone portability could be an awractive feuture for a segment of the
miarket of telephone users. If this is the case. the Company further believes that the Ultraphone will be
able to compete effectively for this market if and when the objective of a one pound welephone terminal
is realized. In addition, as discussed under “'Post-Development Marketing Alternatives™ above. the
Company believes that by enabling operating companics to avord costs associated with the imstallation
and maintenance of wireline telephone systems. the Ultraphone System may have a good competitive
position with regard to the sale of equipment to cenain kelephone operaling companics

The market Tor land mobile telephones is currently served by a number of companies, The Com-
pany believes that the dominant manufacturer of equipment for mobile radio communications is
Muotorola, Inc. ("*"Motorola™ ), which has been producing automotive telephones for a number of years.
Muotorola has been developing a *"small cellular’” system for land mobile radio over the past several
years, Such systems are designed to use multiple base stations placed al frequent intervals with a com-
plex networking system to track mobile users and transfer their connections from one base station 1o the
next. Since the “cells™ (the area dominated by a particular base siation) desigred 10 be used in such a
system would be considerably smaller than those contemplated for initial use in the Ultaphone System,
transfers from one base station 1o another are proportionally more frequent. Moreover, this system
would operate at the higher frequency bands of B25-845 MHz and 870-890 MHz (the "800 MHz
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hand "1 Because of the relatively limited experience of radue conmon carmiers m BIKD Mz Il':l..'lr‘uJ aper:
ations. an additional commitment of tme and capital may be reguired betore the system is tully devel-
aped. As described more fully below . the FOC has recently amended its rules to allocate portions of the
ROO MHz band o cellular system use

Ax o system operator rather than a termmal eguipement mamolactiurer talthough it has produced a
hase station). Amencan Telephone and Telegraph Company (" AT&T ) has been working on an ad-
vanced mobile radio system For use with automobile telephones over the past several years. The AT&T
system, curmently being tested i the Chicago area, relies upon cyuipment supphed by Motorola, Ok
Electric Co . a magor Japanese manufacturer. and other smaller equipment manufucturers. The Com-
pany does not know whether AT& T will develop this systen for use with portable telephones other than
those in automobiles

On Apnl 9, 1981, the FOCC amended its rules to provide tor the hicensing wnd operation of cellular
systems by allocating cestwn portcns of the 800 MHs band 1o cellulur system use The FOCC™s action
will permit the operation of Twa systems 10 any geograpine service area For a perod of live years, use
of one system in each service area s reserved exclusively tor wireline telephone companies; if a
wireline company has not obtaned a license within that penod of nme. use of such service area may be
granted o any licensee In adaition, the FCC's acton would pernut any cellular licensee to produce and
sell its own cquipment. The FOC may begm o aceep! apphications for hicenses after it considers certaim
petitions for reconsideration, which have been filed w ith respect w ats April Y. 1981 action,

It is difticult o predict the competitive effect of the FCC's action. While wireline telephone com-
panies will benetit fro - the allocation to them of one cellular system m cach service drea. one other
licensee will be entitea o aperate a system in the same serviee arei thowever, it more than one applica-
tion is filed for the other license. it 15 likely that the FCC will conduct administrative heanings prior to
determiming 1o whom the heense should be granted; such heanngs may be protracted). In this regard.
the Company is considering the possibility of applying the Uliruphone System o 8K MHz band
ransmission, thereby affording the Company the opportunity o apply for hicenses with respect o addi-
tional channels in the K0 MHz band . There 1. however, no assurance that the Company would be able
1o obtain such licenses. and, inany event, the Company intends o concentrate its effores on 450 MH»
hand transmisswon

I addition. the FCU s action, by removing restrictions on the sale and manutaciure of equipment
by cellular system licensees, would appear o penimit subsidiary of AT&T 1o produce equipment for
cellular systems licensed by a subsidiary of AT&T.

However, the Justice Department has reportedly criticized the FCCs action, and at least one com-
pany engaged in the development of a cellular system has instituted litigation with regard to the FCC
action. The Company 1s unable 1o predict the outcome of these developments. The institution of hitiga-
tion may delay the implementation of the FCC's action. In any event, the Company believes that the
operation of Ultraphone Systems on the 450 MHz band will be unaffected by the developments relating
1o the 8OO MHz band, because the FCC™s action does not involve any changes in the rules relating to the
450 MH# band.

AT&T. Motorola and other compames involved in mobile radio communications have financial
resources greatly in excess of those of the Company . The Company belicves that it will be necessary to
devote substantial efforts toward research and development of the Ultraphone System lechnology in
order to maintain a compelilive position.
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Crenvprapnre sty e nalaarsen

Phe operation of o Laod mobile cadio system such as the Uleraphone Systom will be subyject o
regulation by the FCC The FOC has allocated the 350 3 band for the purpose of land mobile radio
Howewer, wathen thy 450 MMy band theee are o hmited number of chanoels  Licenses Tor the use of
these channels i specilic geograph arcas are granted upon apphcation o amd approval by the appro-
orate state public ualimy commpssion and the FOC Typcally 12 channels are assiened 1o the local
telephone operating conpany . Another 14 channels are assigned 1o radio common carmiers m some
parts of the country, some or all of these channels are currently unused. in others, particularly urban
arcas, few, ol any, channels are availabley. Finallv, an additional block of cither 12 or 249 channgcls s
avanlable for radio common carmier use in certam areas under certam conditions, on a shared basis with
other rdio commen cooner licensees. In connection with the operation of an Ultraphone System, 1i-
censes for the use ol the necessary channels must be obtaimed by the potental operator of the sysiem
twhether o telephone company. a radio common carmier or the Company itsell’h. There is no assurance
that such heenses could be obtained

In addition, the Company and MOA-COM have discossed the possible application of sophisticated
technologies o the Ultraphone Svstem (mcluding certa noapplications of digial wehmology . analog
technology, or a “hybnd™ of both tvpes of tlechnology b in ondler to enable improved use of availabl :
frequency and spectrom space. However, changes in FOOU rules may be necessary before certain of the
sophisticated technologies can be incorporated into the Ultraphone Systeme Therefore, if the Company
wishes to pursue such sophisticated techrologes, it may have to imtate proceedings before the FCC for
clanges i its rules. There can be no assurance that the Company would be successful in pursuing such
changes. Moreover, such proceedimgs, i any event, would be time consuming and could result i a
delav in the tunetable relating to the availability of the Ultraphone Syvstem. In order to avoid such a
delav. the Company and M A-COM will endeavor to develop the Ulrraphone System in o manner as
compatible as possible with existing FOU regulations

PriveCode

Tl Mol

The Compumy s nowa o the final stages of the development ol ProveCode. which developiment s
bemg completed by Tovwes, and expects prodocton by Times o begim m o carls 1952 ProveCode s call
momiterimg device which autormatically soreens mcomng ks, conmectimg only these callers who enter
i three -dhit acvess code provided o them previowsty by the osoner ol the PrveCode For calls recenoed
from persons with o correct aveess conde, ProveCode mdicates the wdennity ot the caller betore the phone
rwoanswered  ProveCode also wlentities. by means of o destimetive nimge pattern, the person bor w oo the
call svomtended 0 the device s wsed ina muli-person bouscholds Callers swothout o correct aceess code
wit, not be connedted while the device s operanmg. Howeser, ot o telephone cnswerning machine s
attached tothe ProveCode, callers without acoess codes will be able o deave aomessage on the answenng
o b

ProveCode can be programumed tooaceept up o 16 three-digann aceess codes ichosen by the owner
trom approsimtely one thousand such codes avalabley. Becanse PriveCode is progriommable, the
owner can enter amd change the codes whenever he wishes Theretore, an vswner of the device can
selectively recenve calls. whale the device s operating . only from those persons 1o whom he has pre-
viously given an acoess cide
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ProseClode s destened o work i the tollow g nunner W b opserantine ol mtercepts all imeonnnge
calls and proevents the telephone trom nimgang The waller wall boeas o ssothesesed Bomeaan vomee shich
wentihes the gumber of the telephone reached by the calier and requests the caller oo entes T
ProveCode access oo The caller can enter the vode by pushing the approprate buttons on s ne
v e pushburon telephone ore ol hirs aceess conde s T3 buttoms 0170 08 amd T ol bae e
presse m that order e T he eenot callimg Tronm o lone Tpe pushibunon telephone, he mas enter s aceess
conde verbally by micans o o vonce-activaied system

Once a correct code has bees entered, the synthesized vowee repeats the code number . At thiu
pomnt. PriveCode will ennt a nnging sound 1o alert the owner that someone s on the line  The
PriveCode will display the access code number, ¢ g L 1397 onan LED sereen As aresalt, the owner
of the PriveCode will know who s calling prior o peckang up the telephone recener and may esercise
his prerogative not o oanswer the phone b he docs mit wish to talk e that person 1T the cwner is ms
herme o does ot chirse 1o answer, the PriveCode can connect the caller 1o an answering machine (11
the vwner has purchased such o machine and connected it 1o his PriveCode unind i order o leave
message T the caller does not have a correct access code, neither the phone nor PriveCode sall ring

PriveCode need not be operational at all nmes. When the owner wishes o receive all incommmng
calls. he can do so by switching off the PoveCode, in which case the telephone will Function i a normal
manner The owner can switch on the PniveCode at any nime when he does not wish o be disturbed
cxcept by persons oo whom he has given an acvess conde

The imitial PriveCode maodel wall have the capabihity o enut four distinctive ning pattcrms keved
tor the fiest digat of the access code . Thus, by the appropriate assigoment of codes by diflerent members
of the househald. calls tended for each member up o four members) can be wennificd by the pattern
of the ring. and a member of o houschold would mot have 1o answer calls imended tor other members it
he did mot wash o

PriveCode has been designed o allow the attachiment of an answening muwhine (the answenng
muchine will not be a part of the PriveCode, but must be purchased separately . In addition, PriveCanle
v equipped with a memony which will recond the access codes of persons who called o the owner’s
absence The Company believes that thas feature s mosl usetul of PoveCode s not attached e tele-
phone answenng machine

The size of the PriveCode unit will be approsvimately 9027 5 10027 5 37 An LED sereen display o
the umit will be approximately 447 wide and rise approximately 2027 higher than the rest of the umit In
order to make PriveCode operational, a standard telephone plug (of the 1ype now required by the FOC
for all telephone installations) 1s imserted into the PriveCode unit. which. i wrn, s plugged into bath a
telephone jack and a standard 110 volt outlet. The wmt will be completely salud state in constructon and
will contain a battery or battery -pack to protect against the loss of programmed memary i the cvent of a
povwer loss

11 1s anncapated that the il PriveCode units will be sold for o retal price which s compenibine
with medumeto-high priced welephone answering machines

I should be noted that only prototvpe PoveCode umits have been buldt Wiale the latest o the

preliminary protolypes contan the features desenbed above. certain refinements will be necessary priv
o production. which s scheduled o beginoan carly 982

hrhver Applicanivms
Fhe Company believes that PriveCode s the immal application ot a technology that permts privi
leged access via a telephone line only w persans possessing o correct aeeess code  In principle. there are
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a vanzty of applicanons of this technology . some of which are being developed by the Company . The
hasic components of the system are: 111 a method for blocking the ninging of the welephone in TCSPRIAL
to an incommg call: (21 a synthesized voice chip which imteracts with the caller o obtain the access
code; (31 a microprocessor which verifies the access code and determines the appropriate sieps 1o be
taken upon entry of a comect code. In the current model. thes ““activabion™ s limited to allowing the
correctly coded call to ring through, emitting a distinctive ring pattern associated with the access code
used, displaying the access code onan LED display, and activating an answenng machine under appro-
prigte CIrcumstances.

There are other possible actions that can be made dependent upon o technology which can verify
the wlentity of a caller and then permit him o activate certam devices of processes based on a correct
vodde plus. in some cases, addinonal information-beanng codes constituting " instructions™" of various
sorts. Such applications could include: tan the transmission of authorized commands via a telephone to
actuate electnie and electrome devices from a selected location, (b the remote reading, Tfrom a selected
location, of electromically read mstruments, (o the performance of an automatie call-routing function in
a private business exchange ("PRX ) system and (d} the performance of an awtomatic sentry' fune-
ton to safepuand aceess channels o a4 computer.

The Company intends to pursue the foregomng applications i its future research and development
efforts. IMM has entered into a hcensing agreement with Timey covening the development of a tele-
phone meter-reading system for utiliies based on PriveCode technology . The Company is unable w
predict, at this nme, whether the heensing agreement or s own efforts i other areas will result in any
marketable products.

Avreements Wik Tremey

The Company entered into the Timex Development Agreement in March 1980 Pursuant to this
agreement. IMM delivered s PriveCode prototype to Timex and. with the assistance of the Company,
Timex converted the design of the PriveCode from a hardware design 1o o microprocessor-based sofi-
ware controlled design. As a result, the physical sive of the PriveCode has been greatly reduced . and
Timex has substantially completed the development of PriveCode. Times has supplied pre-production
protolypes of PriveCode 1o the Company which are designed 1o be Tunchionally, although not
esthetcally . equivalent to the PriveCode units to be produced by Timex starting in early 1982, Pursuam
o the Temex Development Agreement. as amended. the Company has paid $2 16,000 10 Timex Tor its
development efforts: n currently owes Timex S324.000 and. after the completion by Timex of mass
production specilications relating o PriveCaode. the Company will be obligated to pay Timex an addi-
tional $90 (KK}

On Apnl 9. 1981, the Company entered into an agreement with Timex (9" Timex Production
Agreemient ") pursuant o which Timex will produce PriveCode units for consumer sales. Pursuant to
the Timex Production Agreement, the Company will pay the costs of tooling (approximately 5526 (000)
and certain other pre-production costs (approximately S3K2 0000 pecessary 10 commence production
(the Company will retain the ownerskip of the production equipment used by Timex in producing
PriveCode), and will purchase the units from Timex at a predetermined price per unit. Timex will pro-
vide all raw materials and will supply a finished produci. Timex will also warchouse linished product at
its Tacility. The price per unit for the first BO.000 units will be increased by an incremental fee in order
1o cover the other pre-production costs, However, such costs will, in any event, be due and payable in
four equal amounts, ot certain imes between November 30, 1981 and December 31, 1982, Tt is likely.
therefore., that at least some of the other pre-production costs will be due and pavable prior o the

. _
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commencement of production of the PriveCode. Timex has agreed to warrant that the products will
conform to Ihu‘{.‘llﬂ\pﬂ.n}"ﬁ specifications and will be free from defects in materials and workmanship
under normal use for a period of cighteen months after the date of production (in this regard, it should
be noted that the Company intends 1o issue a twelve month warranty from date of purchase by consum-
ers). In addition, Timex will serve as the exclusive authorized repair agent for in-warranty and out-of-
warranty repairs on a PriveCode model until five years following the last date of production ol that
mixdel. Timex and the Company have agreed that Timex will produce 100% of the Company s require-
ments for PriveCode products for a period of five years after commencement of production, and 50% of
the Company s requirements for five years thereafter, provided Timex meets the Company s specifica-
tions with regard 1o PriveCode and produces a sufficient guantity of PnveCode units 10 meet the Com-
pany’s requirements at a competilive price. The Company will be dependent on Timex for all
PriveCode production and the inability or refusal of Timex 1o fulfill its production undenakings would.
at least over the near term, leave the Company without the ahility to manufacture PriveCode.

The Company believes that Timex’s work is progressing on schedule.

Timex and the Company also entered into a license agreement (“Timex License Agreement ).
effective April 1, 1981, pursuant 1o which the Company granled to Timex an exclusive license. in the
United States, to use centain PriveCode patents and subsequent patents applied for by or issued to the
Company which would be applicable to a wlephone meter reader, i.¢, a device connected 1o a utility
meter which “‘reads’” the meter and can transmit the meter readings over standard telephone lines 1o a
utility company . In return for the license, Timex has agreed 1o pay the Company a pereentage of any
invoice price of Timex to its customers, after deduction of regular trade and quantity discounts, for any
telephone meter readers sold by Timex during the term of the Timex License Agreement. Pursuant 1o
the Timex License Agreement, the Company will provide certain Jimited consulting services 1o Tirws
at no additional expense to Timex and, for a fee plus expenses, additional technical aid and ESSistae
The Agreement may be lerminated by Timex at the end of any calendar year upon giving notice w the
Company within 60 days before the end of such calendar year and may be terminated by the Company.
within 60 days after April 1. 1984 if Timex has not commenced commercial activity with respect to
telephone meter reading systems, In addition, the Company may terminate the Agreemenl al Cefun
points in time after April 1. 1985, if Timex does not meet cerain gross sales requirements

Patents and Copyrights

The Company currently holds six patents related to PriveCode, encompassing a total of 38 separate
claims. The patents will expire al various times between 1991 and 1997 In addition. the terms of the
Company's agreements with Timex give the Company ownership and control of any patents resulting
from development work by Timex, if the Company requests such ownership and control. Timex will
retain the right to use any such new patents resulting from its development ‘work under an exclusive
royalty-free license for horological products (products relating to the measurement of time) and a non-
exclusive royalty-frec license for other products il not competitive with PriveCode.

The Company owns copyright registrations on five compuler programs relating 10 the operation of
PriveCode.

Patents currently held by the Company may provide protection for PriveCode. However, if the
patents fail to provide such protection, the Company's business could be adversely affecled. Moreover,

there exists the likelihood that other companies may provide alternative products which may not be
covered by the Company’s patents.
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Marketing
The Company will seck to distnibute PriveCode through one or more of the following channels:

I. Telephone companies — The Company believes thal marketing PriveCode through tele-
phone companies may result in a broad exposure while requiring only a limited marketing s1aff.

1. Major retail chains — An arrangement with major retail chains could be advantageous to
the Company insofar as such chains are experienced in consumer marketing and have a high degree
of consumer acceplance.

1. Mail order sales — Sales of PriveCode through a major mail order house could provide
immediate broad exposure for the product and may entail a lower retail mark-up.

4. Other distribution arrangements — Such arrangements may include distribution of
PriveCode through home and small business security companies and direct mail order sales of
PriveCode.

On August 26, 1981, the Company entered into an non-exclusive distribution agreement with
North Supply Company (**North Supply’*). a distributor of telephone equipment, North Supply is a
subsidiary of United Telecommunications, Inc. Robert B. Liepold. a Director of the Company, is a
Director of North Supply: however, Mr. Liepold has not pamicipated in negotiations between the Com-
pany and North Supply. Pursuant to the agreement. North Supply has agreed to promote the sale of
PriveCode by, among other things, providing adveniising and nationwide distribvnon of PriveCode
through its disiribution centers. However, North Supply has not commined itself 1o purchase any
PriveCode units, and there can be no assurance that it will do so. In addition. the amount of advertising
to be provided by North Supply is uncertain. North Supply has provided publicity for PriveCode in a
customer newsletter which it provides to its various customers, including wholesale and retail distribu-
tors of telephone equipment.

As of the date of this Prospectus, the Company does not have a marketing staff. and the limited
marketing efforts 1o date have been undertaken primarily by the Company’s President.

The Company expects to direct its initial marketing efforts toward the “‘privacy market™, ie,
those persons who want to protect themselves against telephone solicitations., obscene phone calls, and
similar harassments. [IMM believes that PriveCode may be a convenient and efficient method of satisfy-
ing such needs. In later phases of the marketing efforts. the Company will stress the *‘convenience™”
features of PriveCode {c.g2.. the ability to identify the person for whom the call is intended, thereby
obviating the need ror other persons in the same office or household to respond to an incoming call).
The Company has decided upon this strategy because it believes that it will be required to stress only the
privacy aspects of PriveCode o attract the ““privacy’” market, while a fair amount of information
concerning PriveCode’s various [eatures may have to be disseminated in order to attract the “‘conven-
icnce”” markel,

The Company believes that the residential markel to which its efforts will be directed primarily
may well be difficult 1o penetrate. since a good deal of advertising is typically required to reach that
market and distribution is almos! always effected through middlemen. Moreover, it has not conducted
any test marketing of PriveCode to determine if there is a potential market for PriveCode.

The Company intends 1o advertise PriveCode through a cooperative effort with PriveCode distribu-
tors, if any, primarily through print media. It may also advertise through other communications media.
In this regard, the Company has engaged an advertising agency and a public relations firm to assist in its
advertising and publicity efforts. The Company believes that approximately $415,000 will be required
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for advertising and public relations expenses for a perisd of 12 months after the completion of this
offering. Such amuunts will be paid out of working capital

Cermaprerfrlicrn

The Company is not aware of any products now on the marketl with capabilities exactly the same as
PriveCode. Certain of the more expensive telephone answering devices attempt to provide call-screen-
ing by means of an external speaker that allows the owner to “listen in"" while the caller is in the
process of leaving a message. However, the Company believes that this method of call-sereening is less
convenient than the automatic call sereening incorporated into PriveCode because the external speaker
would have 1o be left on comtinuously, and, as a result, the owner would have to listen 1o every incom-
ing message to determine who s calling (this procedure can be especially inconvenient during late night
hours), By contrast, the owner of the PriveCode need not be disturbed by incoming calls unless the
person calling has previously been provided with an access code.

As noted above, under **The Product””. an owner of a PriveCode may wish 1o connect a telephone
answering device 1o his PriveCode. The Company believes that a telephone answering machine may be
a useful supplement to a PriveCode unit for those owners who wish to receive a spoken message from
callers who do not reach the owner. However, as noted above, the Company does not believe that a
tclephone answering device can perform call-screening as conveniently as PriveCode. moreover. a tele-
phone answering machine cannot perform many of the other functions of PriveCode at all. Therefore.
the Company does not believe that the atiractiveness of PriveCode to a potential owner will be adversely
affected if he desires to connect a telephone answering device 1o his PriveCode.

In connection with its Horizon System, a business telephone system. the Bell System has devel-
oped and is selling a call screening device which operates as follows: when a telephone call 15 received
over one of 20 special designated lines (one each for up o 20 different callers). one of 20 small lamps is
lighted, drawing attention to a nearby label bearing the name of the caller. The Company believes
PriveCode has a competitive advantage over the Bell System product, primarily because PriveCode
needs no special designated lines, thereby making it readily adaptable 1o both residential and business
use without the necessity of installing additional relephone lines.

The Hell System has recently announced its intention to offer at some point in the fulure a service
which would indicate 1o the person receiving a call the telephone number from which the call was being
placed. However, the Company does not believe that it would indicale the identity of the person calling
or provide call-screening. The Bell System has also indicated that il intends to offer to subscribers a
pattern ringing system at some point in the future. The Company is not aware of the dale upon which
this service will be available.

The Bell System and other telecommunications companies have financial resources far greater than
those of the Company and the possibility exists thal one or more of them may develop a product which
is considered 1o be superior 1o PnveCode.

Glovernment Regulation

PriveCode is designed to be directly interconnected to the toll telephone system. Therefore. it re-
guires registration with the FCC. Pursuant to the application of the Company. the FCC approved the
registration of PriveCode on Sceplember @, 1981




Research and Development Expenses

Duning the fiscal years ended December 31, 197K, 1979 and 1980, the Company s research and
development expenses tolalled 515,000, $4.654, and SR ANKDL, respectively . For the sis months ended
June M), 1981, the Company spent 3202 614 on rescarch and development.

Trademarks

The Company owns registered United States indemarks Tor “IMM™ and “'PriveCode™ . 1t has
applied Tor a trademark for “"Ultraphone ™. The apphication is pending. The Company does not believe
that these trademarks will be a significant factor inoats business
Employees

The Company presently has three pan tme employees and one full nme employee, Sherwin |
Seligsohn, Chairman of the Board and President of the Company . It anticipates hiring 20010 25 new
employees during the remainder of its current fiscal yvear and during the first hall of the next fiscal year,
However, the Company intends w rely upon the elforts of Times with respect 1o production engineering
and production of PriveCode and upon the efforts of MUA-COM in connection with further rescarch and
development of the Ultruphone System. See Plan of Operations and Use of Proceeds™

Properties

The Company owns no property; il jointly occupies approximately 300 square feet of office space
at One Bala Avenue, Bala Cynwyd, Pennsylvanmia, with Resource Recovery Enlerprnises ("RRE™") a
Pennsylvania corporation. David E. Kaplan, Treasurer and a Director of the Company, is President of
RRE and Jerome E. Bogutz, a Director of the Company, is Secretary-Treasurer of RRE (Messrs.
Kaplan and Bogutz control RRE by virtue of their ownership of RRE common stock). The Company
and RRE also share approximately 1,250 square feel of oflice space in Philadelphia, Pennsylvania on a
month-to-month basis. All rental costs are equally divided between the Company and RRE. Once the
Company begins to hire additional employees, it may lease additional office space in Philadelphia,
Pennsylvania for ils executive offices, and shortly aler completion of the offering, the Company in-
tends 1o lease 4,000-5 (00 sguare feet for its rescarch and development laboratory. Anticipated ag-
gregate annual rentals for these Tacilities will approximate SS0,000

PLAN OF MERGER

As more fully described below, the Company has reacquired, by operation of an Agreement and
Plan of Merger dated November 6, 1981 (7' Plan of Merger™'), certain patents and patent rights to ils
products which it had previously assigned o two entities. Intertel. Inc. (**Intertel”’). a Pennsylvania
corporation unaffiliated with IMM. and International Mobile Machines, Incorporated (IMMI™). a
subsidiary of the Company

In 1974, the Company was issued 1ts first patents relating o PnveCode and the Uliraphone Sys-
tem. However, the Company Jdid not possess adequale capital o perfect ils patents in forcign countries,
and sought an arrangement which would provide protection for the patents or, at the very least, provide
revenues to the Company in connection with the utilization of such patents in foreign countries. There-
fore, in 1974 and 1975, the Company entered into a series of agreements with Irwin Lee Gross, who is -~
presently o Director of IMM, and the incorporators of Intertel L, Inc.., a Pennsylvania corporation
" *Intertel 1177y pursuant o which the Company borrowed S18.000 with inlerest payable at 9% per
annum, in order o perfect the patents in certain foreign countries. In return for the advance of funds and
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additional efforts o perfect patents in certain foreign countries, the Company granted to Mr. Giross or
Interte] 11, among other things. licenses with respect 1o the then-cxasting Ultruphone System patents and
assignments'or licenses with respect to the then existing PriveCode patents in a number of fureign coun-
tries: M. Gross and Iniertel 1T were ohligated to pay rovalties 1o the Company hased on their sales of
products subject to the patents. Mr. Gross wis also given un oplion o purchase the Company 's then
outstanding Common Stock. par value %05 per share (7 Old Common stock™ 1 for 375 per share. up
to an agpregate amount egual to the outstanding principal and imtevest on the loan, ol the Company
commenced a public offering of its securities. Subsequent to the exccution of the agreements. Mr,
Gross and Intertel 1 assigned to Interte] their rights under the agreements In February 1951, the Com-
pany agreed o issue to Intertel rights to acquire 36,000 shares of its Old Commaon Stock in satisfaction
of the outstanding indebledness due to Intertel, and in lieu of the exercise of the option deseribed above.
Intertel has obtained or has applicd for patents in a number of foreign countnes with respect to three
PriveCode and three Ultraphone System patents held by the Company and has informed the Company
that it expended over $100.000 of its own funds o perfect and mintain vanious of the Company s
patents in such foreign countries. Mr. Gross was Chairman of the Board and President of Intentel and
owned approximately 30% of its outstanding comman stock. Mr. Sherwin 1 Seligsohn, Chairman of
the Board and President of the Company . and Messes, Lyman C. Hamilton, Jrand Robert B, Liepold,
Directors of the Company. were directors of Intertel. As of June 30, 1981, Intertel had only limited
asscls primanly consisting of foreign patent rights refating W the Company s products.

In connection with its attempts o rse capital lor the deselopment of the Ultraphone Sastem, the
Company . in 1976 transferred the patents and asscts relaming to the Ulisphone System to MM As
imtially organized, the Company owned S0% of IMMEP voting common stock amd all of TMMU s non-
voting common stock  Other sharcholders, not affiliated with the Company . held the other M1 ol
IMMI s voting common stock . Tor which they made o capital contribution of S O w0 ENBME Due o
the subscquent issuance of additionul voung common stock o unatiilated shurcholders tescept for
wmall number of shares of the votng commoen stock ssued o former director wf the Company ) in
return Tor capatal contributions of 553 000 Ginclhuding 52 I0R F'uml. by the Tormer Jirector s, the Come-
pam s ownership of IMMIE vonng stock was reduced 1o approsimately 45 345 of the wmon ot outstand-
ing and its cquity ownership was reduced to approvimately 71 3% trom i il 755 IMIMIL was
responsible Tor all developments regarding the Ultraphone System berween 1976 and 1950010 this ne-
gard. the $154,000 contributed by shareholders of IMMI other than the Company was primanly ulilized
for rescarch and development and patent expenses As ot June 3 4981, IMIMT had only loated assets
primarily consisting of patent rights relating o the Uliraphone System

In Januury 1980, Mr. Gross entered into an agreement with vertain [MMI sharcholders who were
not affiliated with the Company. Pursuant to that agreement. Mo Gross purchused approximately
41 5% of the outstanding voting common stock of IMMI for S195,000. OF that amount, SA0 000 was
paid at the date of the agreement. SES. 00 was payable in six equal semi-annual installments of pringi-
pal and interest at the rate of 11% per annum and the remaining 370,000 was pavable thercalter in
fourteen cyual semi-annual payments of principal and interest al the rale of 1% per annum. As of the
date of this Prospectus, all required payments have been made. The IMMI shares purchased by Mr,
Ciross were subsequently converted. under the Plan of Merger. into 338,734 shares of Common Stock.
3.387 shares of Class A Preferred Stock and 3,387 shares of Class B Preterred Stock.

Immediately thereafter, Mr Gross sold approximately 5/6 of the shares purchased, in equal
amounts, 1o five individuals, including Sherwin 1. Seligsohn. President and Chairman of the Boord of
the Company, David E Kaplan. Treasurer and a Director of the Company. Lyman C Hamilton, Jr. and
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Robert B Licpold. Directors of the Company, and another sharcholder of the Company . Each of the
mdividuals reimbursed Mro Giooss Tor 16 of the funds advanced by Mr Gross to purchase the IMMI
volng common stock and cach assumed 16 of Mr Gross™ obligations pursuant to Mr. Gross” stk
purchise agrecment.

On November 6, 1981, pursuant o the Plan of Merger, Intertel and IMMI were merged into the
Company  The Plan of Merger was elfected in order to consolidute the ownership of all PriveCode and
Lltraphone System patents and rights relating to the patents in the Company It provided Tor the ssu-
ance of Common Stock, Class A Preferred Stock and Class B Preterred Stwwk oo holders of Intertel
Commaen Sock and options to purchase shares of Intertel Common Stock, holders of M8 Common
Stowk holders of the Company s Old Common Stock: and holders of options. warrants and other rights
entithng the holders to oblain shares of the Company™s Old Common Stock . Each share of intertel Come
mon Stock (1085124 outstanding) and each option to purchase g share of Intertel s Commeon Stock
1105 outstanding )y, was converted into 349775 of a share of the Company™s Coimmon Stk or an
agpregate of 428,554 shares of Common Stock. Each of the 120,498 shares of IMMI s outstanding
voting common stock held by shareholders of IMMI other than the Company was convened into 3 7056
shares of the Company™s Common Stock or an aggregate of 446,520 shares of Common Stock . Each
share of the Company s Old Commaon Stock (853,605 shares outstanding). and each option 745,020
vutstanding 1. warrant (40000} outstanding ) or other right held by persons or entities other than Intertel
LIS5. 911 outstanding) entithing the holder to purchase a share of the Company s Old Common Stock
was comverted into 18528 shares of the Company’s Common Stock or an aggregate of 3,324 926
shares of Common Stock  In addition, for each 100 shares of the Company s Commaon Stk issued
pursuant o the Plan of Merger, one share of Class A Preferred Stock and one share of Cliss B Preferred
Stk were also ssued. No frachional shares were issued, to the extent that o sharcholder was entitled o
mwwre than one-hall of a share of Common Stock or Class A and Class B Prelerred Stock, the
sharcholder received an additional share of Common Stock or Class A and Cluss B Preterred Stk . See
“Deseniphion of Capital Stock — Preterred Stock™ for a description of the circumsiinces pursuant to
which the Class A and Class B Preferred Stock are convertible inte Commoen Stock. Intertel™s and
IMMI s existence ceased on the elfective date of the Plan ol Merger.

The exchange ratios an the Plan of Merger relating 1o the secunties of IMMI and the Company
woere arbwtranty determuned by the Company after considening the relative amounts of securities
outstancing i IMMI and the Company and the progress of development of the Uliraphone System and
PrveCode  In this regand, Mr. Gross represented the sharcholders of IMMI duning the negotiations.
Fhe exchange ranos relating to Interte] secunities were determined by the Company and Intertel as a
resull of armi’s length negotations. In this regard, Messrs. Schgsohn, Liepold and Hamilton, who re-
speciively held opoons entitling them to acquire 75 000, 35 100, and 35 000 shares ol Interte] common
stock . voluntarily surrendered those oplions in order 1o reduce the amount of secunities which the Com-
pany would otherwise be reguired 1ooissue pursuant to the Plan of Merger




MANAGEMENT

Directors and Executive Officers

The following table sets forth certain information concerning the directors and executive officers of
the Company .

Name Age Position with the Company

Sherwin lra Seligsohn 46 {‘hairm.un of the Board of Directors and
President

D. Ridgely Bolgano 48 Vice President — Technical Development and
Director

David E. Kaplan 55 Treasurer and Director

Dennis D. Wielech 45 Secretary and Director

Jerome E. Bogulz 46 Director

Irwin Lee Gross 7 Director

Lyman C Hamilton. Jr. 55 Director

Roben B. Licpold 56 Director

Raymond Rosenberg SR Director

All directors hold office until the next annual meeting of sharcholders or until their suceessors arc
clected and have gualified. The executive officers of the Company serve al the diseretion of the Board
ol Directors.

Mr. Seligsohn has been Chairman of the Board of Directors of the Company since its inceplion in
1972. He became President in February 1981,

Mr. Bolgiano has been affiliated with the Company in various capacitics since 1976. He became
Vice President-Technical Development in February 1981, and was elected to the Board of Directors in
October 1981. Mr. Bolgiano has worked in the ficld of electronics and broadcasting for the past 25
years and is the named sole inventor of several of the patents now held by the Company. Since 1968 he
has been a director of. and since 1978 he has been President and Chiel Executive Officer of Key Broad-
casting Corporation, a broadcasting company which owns four radio stations in Maryland., Mr.
Bolgiano has, since 1961, been Secrelary and a Director of Drexel Hill Associates, Ltd. . a corporation
which owns two radio stations in New Jersey. Mr. Bolgiano is a graduate of Haverford College with a
B.5. in Physics.

Mr. Kaplan became a Director of the Company in 1976 and has been Treasurer of the Company
since October 1980. Since August 1978, he has been the President of Resource Recovery Enterprises. a
corporation engaged in the syndication of oil and gas drilling programs. Prior to that time. he was the
President of Citation Plastics of Puerto Rico, a manufacturer of plastic botles, Mr. Kaplan is a graduate
of the Moore School of the University of Pennsylvania. where he received a B.S. in Electrical En-
gineering.

Mr. Wielech has been a Director of the Company since its inception in 1971, He was Vice-Presi-
dent of the Company from 1972 1o October 1980, and has been Secretary of the Company since October
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1980. Mr. Wiclech has been engaged in the financial services industry since 1966, From 1976 to 1977
he was sell-employed. Since 1977, he has been Financial Services Manager ol the Baltimore Office of
St. Paul'Western Life Insurance Company :

Mr. Bogutr has been a Director of the Company since s incepuon in 1972 He has served as
Secretary from 1972 until October 1980, and as President ol the Company from October 1979 until
February 1981, Presently, Mr. Bogutz s & member of the Philadelphia law firm of Fox, Rothsclioid.,
’Brien & Frankel. Mr. Bogutz is past Chrancellor of the Philadelphia Bar Association, which office he
held during 1980 From 1971 until 1980 he was a member of the Philadelphia law firm of Bogutz &
Mazer. Mr. Bogutz s currently active in leadership capacities in Philadelphia. Pennsylvania, and
Amencan Bar Association related activities

Mr. Gross has been a Director of the Company since October 1977 and was Assistant Secretary of
the Company from October 1977 1o October 19800 He has been o praciicing attorney in Phuladelphia
since 196K, From 197K to 1979, he was Chinrman of the Board of Darectors of Biome Instruments, Inc..
an electronics firm.

Mr. Hamilton became a Director of the Company in October 1979 Since Janoary 1980, he has
been Chairman, President and Chiel Executive Officer of Tameo Enterprises, an investment firm. Prior
te that time, Mr. Hamilton was emploved., for seventeen years, in varnous capacities by International
Telephone & Telegraph Corporation ITT" ). including President and Chief Executive Officer from
January 1978 10 July 1979, President and Chief Operating Officer from February 1977 to December
1978 and Executive Vice President from 1974 10 Janvary 1977 He was a Director of I'TT from 1971 1o
1979 He is a Director of 51, Joe Minerals Corporation., The Equitable Life Mongage and Realty Inves-
tors, European-American Bank, and C.C B.. Inc. (Colorado), Mr, Hamilton holds an M.P. A, degree
from the Graduate School of Public Admimistration . Harvard University, and 15 a member of the Visit-
ing Committee, Kennedy School of Government. Harvard University

Mr. Licpold became a Director of the Company in October 1978, He has worked in the telephone
industry for twenty-four years and has, since 1980, been President of United Communrications Systems,
Inc.. a wholly-owned subsidiary of United Teleccommunications Inc.. which the Company believes 1s
“he third largest ielephone company in the United States. Mr. Licpold also served as an Executive Vice
President of United Telecommunications, Inc . from 1979 to 1980 and Senior Vice President of United
Teleccommunications, Inc. from 1978 to 1979, Between 1975 and 1978, Mr. Licpold was President and
owner of Robert B. Liepold. Inc.. a consulting firm providing services (o the domestic and international
telecommunications industry. Prior to thal ume. he was president of Stromberg-Carlson Communica-
tions, Inc.. a subsidiary of General Dynamics Corp. and a business communications supplier. and
President of United Business Communications, Inc.. a systems supplier of voice and data communica-
tions systems 10 businesses. Mr. Liepold holds a B.S_ in Electrical Engineering from the University of
Wisconsin and did graduate work for his M.B.A. degree at the Umiversity of Wisconsin and Northwesi-
erm University. He also was an Instructor of Electrical Engineering al the University of Wisconsin.

Mr. Rosenberg has been a Director of the Company since 1972, He has been President and a
Director of Yardis Corporation. a corporation involved in advertising and public relations, lor a period
in excess of five years.

Messrs, Bolgiano, Kaplan and Wielech devote only a small portion (less than 20% in the case of
Messrs. Kaplan and Wielech and 50% in the case of Mr. Bolgiano) of their business time 1o the affairs
of the Company as each of them is engaged on a substantially Tull ime basis in other business activities
as described above.
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Board of Directors Committees
The Board has two Commitices: an Executive Commiltee and a Management Committee.

The Executive Commitiee . which consists of Messe Scligsohn, Bogutz, Gross, Humilton and
Liepold. exercises all of the powers of the Board of Directors, except as limited by Pennsylvania Law or
the by-luws ol the Company .

The Management Committee, which consists of Messrs Sehigsohin and Gross, will be responsible
for the day to day management of the Company until additional administrative, executive and financial
personnel are hired

Remuneration and Other Transactions with Management

During the year ended December 11, 1980, ne officer or director of the Company received any
salary. fee, commission, bonus or ather form of remuneration, excepl for options granted W Messrs.
Bolgiane and Hamilion, as deseribed below . No ofticer or director of the Company is presently receiv-
ing remuneration. The Company expects that, upon completion of this offering. Mr. Seligsohn will stan
receiving remuneration at the annual rute of $75.000 and Mr. Bolgiano a the annual rate of $55.000.
The aggregale remuneration o all officers and directors as a group 1s nol expected to exceed the annual
rate of approximately $250.000 upon completion of the offering. Upon completion of this offering., Mr.
Seligsohin will devote his full ime to the affairs of the Company and Mr. Bolgiano is expected to devole
approximately 100 hours per month 1o the Company s business. The Company does nol anticipate that
any of ils officers or directors will receive compensation in excess of 50,000 during the vear ending
December 31, 1981

As remuneration for his services to the Company in 1980 and 1981, Mr. Bolgiano received options
1o purchase 67,998 shares of Common Stock, HR0 shares of Cluss A Preferred Stock and 680 shares of
Class B Preterred Stock (all share figures are adjusted for the Plan of Merger?t, All of these uphions were
converted into the underlying securities on the effective date of the Plan of Merger

For his services as a Director duning 1980, Mr. Hamilion received options 1o purchase 9,264
shares of Common Stock. 93 shares of Class A Preferred Stock and 93 shares of Class B Preferred
Siock . Pursuant to an arrangement with the Company. Mr. Hamillon also received. in 1981, options 1o
purchase 9,264 shares of Common S1ock, 97 shares of Class A Prefermed Stock and 93 shares of Class B
Preferred Stock (all share figures are adjusted for the Plan of Merger). All of these options werc con-
verted into the securities subject 1o the options on the effective date of the Plan of Merger.

I order to fund the Timex Development Agreement, ceriin officers and directors of the Company
and others made ST98 000 in payments o, or secured letters of credit, wralling an additional 5197500,
for the benetit of Timex in order 1o satisfy most of the Company ‘s obligations o pay 34 16,000 under
the Times Development Agreement The amounts advanced by the officers and directors of the Com-
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pany and others i making payments or secunng letters of credit imcluding $5.626 of expenses relating
to the letters of credity were approsvimately as follows.

Fayments Made Amount of
and Expenses Letters of
InE_l!hﬂ Credlt ﬂ

Sherwin 1 Seligsohn L1301 .500) 110,41} 241,500
Irwin Lee Giross . . 535 LRV} 10,535
Lyman O Hamilton, Jr ), 55 S0 Hi 549
David E. kaplan [0y, (HK] 12,5140 22500
Rayvmond Rosenberg . KRLY )] 3000
Denmis D Wielech 6. (NN} 1000 16, 00
thers . 22 (NN} 5.ANK) 27000

The Company issued notes to the persons listed above in amounts equal o the respective amount of
pavments made 1o Times and expenses incurred by the above persons. Each of the notes bears interest
from April | 19R1. payable quarterly. at the annual rate of 12% . The principal amow of cach of the
notes is payable i May 1983 The letters of creaat issued by the above persons and o s in favor of
Timex will be replaced by guarantees of the Company upon completion of this offering and the
obligations of the above persons will be removed

In February 1981, the Company issued rights 1o acquire shares of iis Common Stock in consider-
atwn for the above loans 1o fund the Timex Development Agreement. Upon the effective date of the
Plan of Merger, the rights held by officers and directors of the Company were converted into shares of
Common Stock, Cliss A Preferred Stock and Class B Preferred Stock as follows:

Class A Cluss H
Common Stock Pﬂﬁ'l‘n‘d Stock Preferred Stock

Sherwin [ Seligsohn L 171404 1714 1714
Irwin Lee Ciross . . S L T.411 T4 T4
Lyman O Hamilion, Ir : o 59,260 5093 5493
David E. Kaplan . Lo 16,675 167 167
Ravmond Rosenberyg L . > 223 22 22
Denms 1Y Wieleeh 0 0 o 00000 11.858 [ 19 119

In 1972 the Company purchased certain property from the estate of Frances H. Seligsohn and in
connection therewith issued a purchase money note for 545,000, The note was payvable on demand and
bore interest at the rate of 8% per annum. Mr. Seligsohn s Frances H. Seligsohn’s son and an executor
ol her estute. The property was subsequently sold in 1976, However, the Company remained obligated
on the note to the estate. The principal and interest payable on the note, as of March 31, 1981, totaled
75,900, Effective Apnil 1, 1981, the Company has replaced the nole with a new note in the principal
amount of $75 900, which bears inlerest. payable quarterly. at the rate of 12% per annum. The princi-
pal amount of the note will be due and payable in May 1983,

Berween 1972 and 1951, the Company incurred an obligation of $202.457 for pnior legal services
performed by Mr. Bogutz, plus 535 (K0 in interest. Effecnive April 1, 1981, the Company has issued o
note 1o Mr. Bogutz in the amount of 5237457, which bears interest, payable quarterly, at the rate of
12% per annum. The principal amount of the note will be due and payable in May 1983,

In February 1981, Messrs. Seligsohn and Gross paid 520,000 to M/A-COM v satisfaction of o
payment due from the Company in connection with the M/A-COM agreement. The Company agreed 1o
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repay $20.000 to Messrs. Seligsohn and Gross with interest payable at the rate of 19% per annum
These funds advanced on behalf of the Company . plus accrued interest (totalling approximately %2 550
as of September 30, 1981) will be paid out of the proceeds of this offering

Aside from the foregoing obligations, a number ol officers and directors have incurred vanous
expenses in connection with the business of the Company for which they have not been reambursed . As
of September 30, 1981, such expenses totalled approximately $53 000 The officers and directors will
be reimbursed out of the proceeds of this offering

Options

The aggregate amount of securiies of the Company subject w options which were held by all
officers and directors of the Company and were outstanding as of January 1. 1980, as adjusted for the
Flan of Merger. was 1,206,914 shares of Common Stock and 12.069 shares of cach of Class A and
Class B Preferred Stock, During the period from January |, 1980 through October 1. TURT. the ag-
gregate amount of securities of the Company which were subject 1o additional options granted 1o all
officers and directors of the Company. as adjusted for the Plan of Merger. was 86526 shares of Com-
mon Stock and 865 shares of each of Class A and Class B Preferred Stock. During 1980, a director
exercised options to purchase 12,044 shares of Common Stock. 120 shares of Class A Pretermed Suwk
and 120 shares of Class B Preferred Stock for $13.000 (which amount was pad By the cancellation ol
Company indebtedness due to that director for engineening services provided to the Company ) All op-
tinns held by officers and directors of the Company which were outstanding as of the effectiv e date of
the Plan of Merger were converted into the Common Stock. Class A Preferred Stock. and Class B
Preferred Stock pursuant to the Plan of Merger

As of the date of this Prospectus. no options are outstanding

Security Ownership of Principal Shareholders and Management

The following table sets forth cenain information as of November 6. 1951 respecning the holdings
of cach person who was known to the Company 1o be the beneficial owner of more than 5% of the
Company s Common Stock. Class A Preferred Stock or Class B Preferred Stock . and all executive
officers and directors of e company individually and as a group. Except as noted. each of the persons
named below has sale voting power and sole investment power with respect 1o cach share. Sherwin |
Seligsohn, Chairman of the Board and President of the Company may. by reason of his ownership o
6 6% of the Company™s Common Stock on that date, be deemed a ““paremt’” of the Company within
the meaning of the Secuntres Act of 1933
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Peroenl of Class

Amount and Nalure

Same and Address of Benefcisl Frior to Az
of Hencfickal (rwiner Titke of Cluss Orwnership (MTering Adjustedi])
Sherwin |. Seligsohn Common Stock 1S 354120 3) 26.6 18.0
One Bala Avenue Class A Preferred Stock L IS2(20 0 26.6 26.6
Bala Cynwyd. PA 19004 Class B Freferred Stock P 15202)(3) 26.6 26.6
Jerome E. Bogutz Common Stock 67.31% k.7 59
2000 Market Street Class A Preferred Stock 1.673 ®.7 8.7
Philadelphia. PA 19103 Class B Preferred Stock 1673 ®7 8.7
Irwin Lee Gross Common Stock SET.271020 ™) 14.0 9.5
1314 Chestnut Streei Class A Preferred Siock 5. BTR(2M3) 14.0 14.0
Philadelphia, PA 19107 Class B Preferred Siock 3. B7R(2M ) 4.0 14.0
David E. Kaplan Common Stock 242 661(3) 5K 3.9
2000 Market Street Class A Preferred Stock 2.426(3) SN 58
Philadelphia, PA 19103 Class B Preferred Stock 2.426(3) 58 5K
Robert B. Liepold Common Stock 2324173 55 3.7
2330 Johnson Drive Class A Prefermed Stock 2.32403) 5.5 55
Westwond, KS 66205 Class B Preferred Stock 23403 £.5 5.5
Lyman C. Hamilton, Jr. Common Stock 199.093(3) 4.7 iz
645 5th Avenue Class A Preferred Siock 1.990(3) 4.7 4.7
MNew York, NY 10022 Class B Preferred Stock 1,99 3) 4.7 4.7
Dennis [3. Wielech Common Stock 220,298 52 16
409 Washington Ave , Bth Fl.  Class A Preferred Stock 2,203 5.2 5.2
Towson, MD 21204 Class B Preferred Stock 2,203 52 5.2
. Ridgely Bolgiano Common Stock 96,438 2.3 1.5
5200 Moravia Road Class A Preferred Siock Ofud 23 2.3
Balumore, MD 21206 Class B Preferred Siock 964 2.3 2.3
Raymond Rosenberg Common Stock 64,46604) 1.5 1.0
24 W. Lancasler Ave, Class A Prefermed Stock Gdd(4) 1.5 1.5
Bryn Mawr, PA 19010 Class B Preferred Stock 644(4) 1.5 1.5
All Directors and Common Stock 3125316 74,4 50.4
Officers as a Class A Preferred Stock 31,254 74 .4 T4.4
group (9 persons) Class B Preferred Stock 31.254 74.4 74.4

(1} Without giving effect to the exercise of the Underwriters’ overallotment option.

{2} Includes 242,995 shares of Common Stock. 2,430 shares of Class A Preferred Stock and 2,430
shares of Class B Preferred S1ock held by North Star Securities, a Pennsylvania limited pantnership
of which Messrs. Gross and Seligsohn are the general paniners. The amounts listed opposite Mr.
Gross” and Mr. Seligsohn’s names include 121.497 and 121,498 shares of the Common Stock.
respectively, and one half of the 2,430 shares of each of the Class A and Class B Preferred Stock.

(3) Of this amount, 56,455 shares of Common Stock {56.459 in the case of Mr. Gross), 564 shares of
Class A Preferred Stock (567 in the case of Mr. Gross), and 564 shares of Class B Preferred Stock
k= |




(%67 in the case of Mr. Gross) are presently held in escrow subject to the payment of obligations
incurced in connection with the purchase of IMMI Common Stock. See “Plan of Merger The
purchasers hold voting nghts in connection with the escrowed shares. Upon full payment of the
obligations (scheduled to oceur i 199H), however, the obligations may be prepaid at the option of
the purchasers), the shares will be released from escrow

(4} Includes 50,333 shares of Common Stock, 503 shares of Class A Preferred Stock and 503 shares of
Class B Preferred Stock held by Yardis Corporation (7 Yardis™ ). Mr Rosenberg owns approxi-
mately 63% of the outstanding Common Stock of Yardis

DESCRIPTION OF CAPITAL STOCK
Common Stock

The Company is authonized to issue 25 000,000 shares of the Common Stock, par value $.01 per
share.

Sharcholders are entitled 10 such dividends as may be declared from time 1o time by the Board of
Directors out of any funds available to the Company for that purpose.

Sharcholders will be entitled 1o one vote per share held of record with respect to all matters submit-
ted 10 a vole of the sharcholders. There is no cumulative voling for the election of directon.

In any distribution of capita® assels. whether voluntary or involuntary. sharcholders are, and the
shares 10 be issued in this offering il be entitled to receive pro raita the assels remaining after creditors
and Preferred sharcholders have been paid in full.

Sharcholders have no preemptive rights. The outstanding shares of the Common Stock are fully
paid and non-assessable.

Preferred Stock

The Company is authorized 1o issue 42,000 shares of Class A Preferred Stock, par value $.05 per
share and 42,000 shares of Class B Preferred Stock. par value £ 05 per share. (The Class A and Class B
Preferred Stock is sometimes hereinafter collectively referred to as *Prefermed Stock™ ),

Sharcholders of the Preferred Siock are not entitled 1w receve dividends

Shareholders of the Preferred Stock are not entitled e+ ote on any matiers submitted to a vote of
the sharcholders of Common Stock, except that ta) any amendment to the Articles of Incorporation of
the Company which would adversely affect the rights of the shareholders of ¢ither Cluss A or Class B
Preferred Stock will be subject to the approval of the sharcholders of a majority of the class of Prefemred
Stock whose rights would be affected and (b) any merger of the Company into, consolidation of the
Company with or sale of substantially all of the Company’s assels to any other corporution will be
subject 1o the approval of the sharcholders of Common Stock. Class A Preferred Stock and Class B
Preferred Stock voting as a single class with each share of stock of the Company . regardless of class,
being entitled to one vole: provided, nowever, that if the terms of the merger. consolidation or sale of
assets provide that cach sharcholder of Preferred Stock will receive, in exchange for his stock. preferned
ock of the remaining. resulting or acquiring entity which shall. in the aggregale. possess redemption,
liguidation. voting and conversion rights which are at least as favorable as those possessed by the share-
halders of the Preferred Stock immediately prior to the effective date of such m~rger, consolidation or
sale. the Preferred sharcholders will not be entitled to vote on such rransaclions
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In any distnbution of capital assets, whether voluntary or involuntary . shareholders of the Pre-
ferred Stock are entitled to receive $.05 per share. after creditors have been pand in full and prior to any
distribution to the sharcholders of the Common Stock

A share of Class A Preterred Stock may be converted, at the option of the holder, into 50 shares of
the Company s Common Stock at any time after the Company s net income afler provision lor income
taxes (as determined by the Company’s independent accountants) caleulated on a fully diluted basis
tincluding the conversion of all Class A and Class B Preferred Stock) and subject 1o adjustments in the
event of any stock splits or dividends or other similar events (hereinafter referred 1o as the *Minimum
Net Income ™) equals or exceeds $1.00 per shure of the Company s Common Stock in any one of the
five fiscal vears ending on or before December 31, 1985

A share of Cliss B Prefermed Stock may be converted. at the option of the holder. into 50 shares of
the Company’s Common Stock at any time after the Company’s Minimum Net Income equals or ex-
ceeds 8150 per share of Common Stock in any one of the five fiscal years ending on or before
December 31, [9R5;

As an alternative to the foregoing conditions, each share of Class A and Class B Preferred Stock
may be converted, at the option of the holder, into 50 shares of the Company s Common Stock at any
time after the closing bid price of the Company’s Common Stock in the over-the-counter market (as
reported by NASDAQ i the Company s Common Stock is reported on NASDAQ) or the closing price
on any registered securiiics exchange (if the Company’s Common Stock is listed on such securities
exchange). averages 316,50 or more per share (subject to adjustment in the event of any stock splits or
dividends, or other similar events) over any period of 120 consecutive trading days during the two years
following the date of this Prospectus or 325.00 or more per share tsubject 1o the foregoing adjusiment)
over any period of 120 consecutive trading days during the period beginning two years and ending five
years alter the date of this Prospectus,

In no cvent will any shares of Preferred Stock be convertible subsequent 1o a period of time termi-
nating five years and one month from the date of this Prospectus. Shares which have not been converted
by that ime will be redeemed by the Company at a redemption price of $.05 per share, and subse-
quently retired

Transfer Agenl
Indusinal Valley Bank and Trust Company, Allentown, Peansylvanu, 18100, will act as transler
apent and registrar for the Common Stock and the Preferred Stock .

UNDFRWRITING

Subject o the terms and conditions set forth in the Underwnting Agreement. the Company has
agreed to sell o each of the Underwriters named below, Tor whom D H Blar & Co. . Inc 1s acting as
the Representative, and each of such Underwriters has severally agreed 1o purchase. the number of
shares of Common Stock set forth opposite its name below:

“umber of
Namie Shares

DH. Blur & Co . Inc. e C . BAS.000
Boetcher & Company S . B LR}
Elkins & Cuo. L o N (VL))
Jesup & Lamont Securities Co. Ine. 00 0 0 0 0 o 40,000
Parker/Hunter Incorporated : e 40,000
Ravmond, James & Associates, Inc C . o D00
Anhurs, Lestrange & Shomm . . . _ 35,000
Carolina Sccunities Corporation T W4



“Sumber of

Samr Shares
Evans & Co. . S _ : S 35000
First Investors Corporation . . . . S L 315,00}
Muller and Company. Inc. : L . 35,000}
Philips, Appel & Walden, Inc o S 35,0000
Quinn & Co., Inc. . . . ... ... . L . 15,000
Richardson Securities, Inc. - . . S : . LN L)
R. Rowland & Co.. Incorporated S S 35,000
Smith. Moore & Co. S . oL 35,000
Ulirafin International Corporation . o L AS.000
Edward A. Viner & Co., Inc. . . - S . 35,000
weinrich-Zitgmann-Whitehead Ine. . . . . ... - - 315,000
Amivest Capital. Inc. . . ... .. e KIVELA L
Barclay Putnam, Division of F. L. Putnam & Co. Inc. . .. 3,000
Belford, Hammerbeck, Ine. . o . . e . ML000
Blinder Robinson & Co., Inc. . . . . . - . . .. oo o0 30,000
Broadehild Securities, Division of D H. Blair Investors Corp. 30,000
Alan Bush Brokerage Co. . . .. L . C 30,000
Evans Llewellyn Securities, Inc. . . S C 0,000
First New England Securities Corporaion . .. . . . . .. .. Co 30000
Fittin. Cunningham & Lauzon, Inc. . . ... - ... .. S 30,000
Gilford Securities Incorporated e L 30,000
Keeley Investment Corp. . . .. e L 30000
Emmett A. Larkin Company. Inc. .. .. . ... ... CLL. 30000
Lawrence Winkler, Division of Commission Discount Corp. . R1VEN L )]
Shoenberg. Hicber Inc. . . .. ... ... oo . 30, (WM
Strasbourger, Pearson, Tulcin, Wolff. Inc. .. ... .. S 30,000
Tennessee Capital Corporation .. ... ... .. . LR LY

Towal ... . . 2,000,000

The several Underwriters. through the Representative, have advised the Company that they pro-
pose to offer the shares of the Common Stock to the public initially at the price set forth on the cover
page of this Prospectus. The Underwriters may allow to certain dealers a concession from the public
offering price of $.14 per share. The Underwriters may alluw. and such dealers may reallow, a conces-
sion of $.125 per share to other dealers. After the initial public offering, the price to the public and the
concession may be changed. The Underwrilers are committed to take and pay for all of the shares of the
Common Stock if any are purchased.

The Company has agreed to indemnify the Underwriters against certain liabilities which may be
incurred in connec.ion with the offering. including certain liabilities under the Sccurities Act of 1933,

The Company has granted to the Underwriters an option to purchase up to an additional 200,000
<hares of the Common Stock for the sole purpose of covering over-allotments, if any. The option will be
exercisable during a 30-day period following the sale and delivery 1o the Underwriters of the shares of
the Common Stock offered hereby at the initial public offering price, less underwriting discounts. [f the
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Under~miters exercise the option, the total price to the public. underwnting discounts and commissions
and nct proveeds 1o the Company will be imcrcased accordingly

The Company has agreed to sell 1o the Representative. upon consummation of the public offering.,
for an aggregate of 20, Warrants to purchase 200,000 shares of Common Stock. The Representa-
tve's Warrants will be exercisable for a period of Tour vears beginning one vear from the date of the
initial public cffering at a price equal to 1 20 percent of the public offering price. The Warrants are non-
transferrable for a period of one year (except that they may be assigned in whole or in part to any officer
of the Representative). The Representative has been granted registration nights with respect to the War-
rants or the Common Stock to be issucd upon excrcise of the Warrants, exercisable at any one tme
duning a peniod of four years beginming one year from the closing of this olfening, at the sole expense of
the Company. In addition. the Representative has been granted the right, an the sole expense of the
Company. to join in any registration statement that the Company may clect to file with respect 1o s
securnities

During the term of the Warrants, the holders are given the opportunity o profin from a rise in the
market price of the Company’™s Common Stock, with o resulting dilution in the interest of the sharchold-
ers ol .the Common Stock. The Company may be deprived of favorable opportunities w procure addi-
tonal equity . In all likelihood, holders of the Warrants may be expected 1o exercise their Warrants at a
ume when the Company would be able 1o obtain eguity capital. if necded. on lerms more Bivorable 1o
the Company than those provided by the Warranis.

The Underwniting Agreement provides for the payment to the Representative of a non-accountable
cxpense allowance of STR0.000 (S198 000 1l the over-allotment option is exercised in full), of which
520,000 has been paid.

Messrs. Seligsohn, Bogutz, Gross, Kaplan, Liepold and Wielech, each of whom currently hold
five percent or more ol the Common Stock (" Five Percent Sharcholders™ ). have agreed not to sell any
of their shares of Common Steck for a period of twelve months from the date of this Prospectus without
the prior wrilten consent of the Representative.

The Company and the Five Percent Sharcholders have granted the Representative a five vear pref-
erential right of first refusal with respect to which the Company. or any sharcholder owning more than
five pareent of the Common Stock outstanding prior to the date of this Prospecius, may seek a public
offerive pursuant to a registration statement under the Securities Act of 1933,

LEGAL MATTERS

Fox. Rothschild., O'Brien & Frankel, Philadelphia. Pennsylvania. counsel to the Company., will
render an opinion that ta¢ shares of the Common Stock being offered hereby . when issuea and sold in
accordance with the Underwriting Agreement, will be legally issued. fully paid and non-assessable.
Jerome E. Bogutz, Esq.. a director of the Company, is a member of that firm and owns 367,318 shares
of Comimon Stock, 3,673 shares of Class A Preferred Stock and 3,673 shares of Class B Preferred
stock. In addition, David 5. Rasner, Esg.. an associate of that firm, owns 9,264 shares of Common
stock, 93 shares of Class A Preferred Stock and 93 shares of Class B Preferred Siock.

Bachner, Tally & Mantell. New York, New York, will pass upon the legality of the securilies
being offered hereby Tor the Underwniters,
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Trachtman, Jacobs & Beck. Philadelphia, Pennsylvania. i» patent. trademark and copyright ¢oun-
sel 10 the Company. and the information contained herein under the captions “‘Business — The
Ultraphone System — Patents’", “*Business — PriveCode — Patents and Copyrights™™ and " Business
— Trademarks'' has been included in reliance on the authority of that firm as expars in the lields of
patent. trademark and copyright law. Arthur A_ Jacobs, Esq.. a member of that firm, owns 11,534
shares of Common Stock, 116 shares of Class A Preferred Stock and 116 shares of Class B Preferred
Stock.

The information included under the caption " Businesss — PriveCode - Government Regula-
tion"" and the information with respect to Federal Communications Commission regulatory matters in-
cluded under the captions “*Risk Factors — Limited Channel Availability for Ultraphone System™.
~Risk Factors — Government Regulation””, **Business — The Ultraphone System — The Product™.
**Business — The Ultraphone System — Competition”™ and **Business — The Uliraphone System —
Government Regulation™ has been included in reliance on the authority of Lauren A. Colby. Esq..
Frederick. Maryland, FCC counsel 1o the Company.

EXPERTS

The audited financial statements and schedules of International Mobile Machines Corporation in-
cluded in this Prospectus and elsewhere in the Registration Statement relating to this offering have been
examined by Waldbaum, Rockower & Company. independent certified public accountants, for the peri-
ods and to the extent set forth in their reports appearing hercin and elsewhere in the Registration State-
ment. Such financial statements and schedules have been so included in reliance upon the reponts of
such firm given upon their authority as experts in auditing and accounting.

REPORTS TO SHAREHOLDERS

The Company plans to furnish annual reports to sharcholders. which reports will include audited
financial statements and unaudited quarierly reports.

FURTHER INFORMATION

The Company has filed with the Securities and Exchange Commission a Registration Statement on
Form 5-1 under the Securitics Act of 1933, with respect to the shares of the Comman Stock offered
hereby. For further information with respect to the Company and the shares of the Common Stock of-
fered hereby. reference is made to the Registration Statement and to the financial statements and exhib-
its filed as a part thereof. Statements contained in this Prospectus as to the contents of any contract or
other document are not necessarily complete, and in each instance reference is made to the copy of such
contract or document filed as an exhibil to the Registration Statement, each such statement being quali-
fied in all respects by such reference. A copy of the Registration Statement may be inspected at the
Commission's offices or may be obtained from the Commission upon the payment of cenain prescribed
fees.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Phireciors
Internanional Mobile Machines Corpaoration

We have examined the balance sheet of International Mobile Machines Corporation ta Pennsylva-
nia corporation in the development stage) as of December 31, 1980 and December 31, 1979, und the
related statements of operations and deficit accumulated dunng the development stage, chunges in
financial position for each of the three years in the period ended December 31, 1980, and the statement
of sharcholders’ investment for the period from inception through December 31, 1980 Our exanuna-
tions were made in accordance with generally accepted auditing standards and. accordingly. inwluded
such tests of the accounting records and such other auditing procedures as we considered necessary in
the circumsiances

The aforementioncd financial statements have been prepared on a *'going concern basis™ which
contemplates the realization of assets and the hquidanon of liabilities in the ordinary course of business,
Ax described in Note 1, the Company 1 engaged in various stages of the development of two elephone
devices. While there can be no assurance that the devices will receive commercial aceeptunce, s
anticipated that their continued development, and then their production and marketing. will require
significant outlays of cash. The continuation of the Company as a “"going concern” is dependent upon
the Company achieving profitable operations and its ability to obtain addinonal capital through a pu e
offering of the Company’s common stock such as contemplated by this Prospecius

In our opinion, subject to the Company achicving profitable operations and obtaming additional
capital through a public offering of the Company s common stock as deseribed in the preceding para-
gruph. the financial statements referred to above present fairly the financial position of International
Mobile Machines Corporation as of December 31, 1980 and December 3, 1979, and the resulls of s
op erations and changes in its financial position for cach of the three years in the peniod ended Decenber
31, 1980, in conformity with generally accepted accounting principles applied on a consistent basis
after giving retroactive effect o the plan of merger and reorganization of the Company as explamed in
Note | of the notes 1o iinancial statements

WALDRALM, ROCKOWER & CosMPaXy

Philudelphia, Pennsylvania

July 24, 1981 (except for Note |
for which the dare v November
7. 1981
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INTERNATIONAL MOBILE MACHINES CORPORATION
(A DEVELOPMENT STAGE ENTERPRISE (Note 1)

BALANCE SHEET

ASSETS
June M, December M,
1941 1988 1979
(Unaudited)
Current asscis.
Cash . % | 5.0} % 3.7 b I S
Prepaid expenses 15.277 2777 277
Investments o A ] |
¥ 5,25
Other assets sl 16 814 T,
Incorporation costs Al .34 oAl
TOTAL ASSETS 5 333 5 "'ll 146 % K, 5HH
LIABILITIES AND SHAREHOLDERS' INVESTMENT
Current liabilities
Note payable. oflicer (note 2) . - % TA,000 5 TN
Accounts payable 471 610 272 541 17,0000
Amounts due o (nostes 2 & ‘l
Officers and directon L o 433,222 212344
Sharcholders 2,718 24,060 5510
532,019 504835 106,254
Long-term liabilitics.
Motes payable (nomes 2 & 3
Officers and director . J9d UK -
Sharcholders 22 ANND = =
Total leng-term habilities . 51693 = —
Totl habilities ) . 1 4359 N2 RiM K35 M, 254
Commitments (noles 3 & <) N — - -
Sharcholders” investment inotes 1. 5 & &)
Preferred stock. redecmable at par value
Class A, (convertible) .05 par value,
Authorized, issued amd outstanding
42 00 shares (23 582 shares
as of December 11, 1979) R 1 RLLLY P.174
Class B, tconvertible) $.05 par value,
Authorized, issued and outstanding
42 (KM shares (231 582 <hares
ps of December 3, 1979) 2,10 m L1749
Common Stock. $.01 par value,
25,000,000 Authorized. 4,200,000 issocd and
outstanding (2,358 250 shares as ol
December 31, 1979 : 4.2 (M) 4.2 () 23,582
Additional paid-in capatal = : 502875 S2.BT5 Jpd XS
Stwock subscriptions receivable . ERL LI (700, H 260 _—
Deficit accumulated dunng the duc!upnh"m slage (1570, 134) (1. 262 93H) (T17.49491)
11025 .059) __LTE4 BEY) 1297 .666)
TOTAL LIABILITIES AND SHARE- - — -
HOLDERS' INVESTMENT . .. .. S 33943 S5 20.148 S H.5HE

The accompanying notes are an inlegral part of the linancial statements.
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STATEMENT OF OPERATIONS AND DEFICIT ACCUMULATED
DURING THE DEVELOPMENT STAGE (SINCE INCEFTION)

Met sales andior operaling
FEvEnUCS

Eapenses

Consuliing fees and salares

(motes 1 & 4)

Legal and professional fees
General and research amd

development expenses
imdes b & 9

Dbt amoame (e e |
Interest bR
Interest expern
Rental income
Lapas o sale of asscis

et (i)

Deficil accumalated dunng the

developmenl stage:
Beginmng of period
End of period
MNet (loss) per comamoen share
imeste Th

Cumulative
simce

kncepithon
i August M,
1972 I
June M,
141

iU naudited |
5

4TI
26H8 244

1,025,477
1.431,433

2.422

(93 HaK)

AT

($1.128)
RIS
AR TINELY

(51.570.134)

Six months ended

_ dumedn,
181 (s 1980
iUnaudited)  (Unmudited)
% % 5
1] Kbl 42 BA6S
R 15 917 16 (35
232,317 126990 4515
285,183 140,927 511,785
151 (L] 2.0
[ 22.366) 149, 4 56) (35 231
@y ssm _ (3diel)
{ MOT 156 (2409 315 (544 94T
(1.262,938) (717941 (717.991)
(31.570.134) (3967306} ($1.262,938)
i5.07) 15.07) (5.14)

Years ended December 1,

_Ine 1978
s s
11,779 7,386
0,822 35,391
44,601 42,777
(9,141 (1,600
(9041 (3,600
(33,74 (46377
(664,249 (617.872)
(5717991} (3664,249)
(5.02) (5.02)

The accompanying notes are an integral part of the financial statements
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INTERNATIONAL MOBILE MACHINES CORPORATION

(A DEVELOPMENT STAGE ENTERPRISE (Note 1))
STATEMENT OF CHANGES IN FINANCIAL POSITION (SINCE INCEPTION)

Cumulative
simce
incepthon
A o) Six months ended
JII‘H‘ _m. I -_JI:II..I'"..‘HI. S
1981 1341 1980
{Unasudited) (Unaudited! (Unawdited)
Funds provided by fused for
Bt §livs b %1570, 3 (ST IR 18249 T8
Prowveeds Trosm sale of Ccoammen
and prefermed stock 419,612 by, B2 | % TN
Accroed consuliing and fegal Tees
in eachange For comm
andd preferred stock 11502 (TN
Accrsed expenses (consulting anid
fegal services, amnd travel and
miscellameous expenses paid by
ufhicers) in exchange lor
conmmeen and prefermed stock b, 442
Amusuints due converted into
long-term mes payable
ire 21 b [iRE A St 981
Incorporation cosls 133 1-;] —
Increase devmease)
i warking cispital 15 511408 L2Te611 822, 5
Increase (decrense) in working
capital consists of
Cash % 15NN b I s % 1,042
Prepamd exponses 15277 12 500 2.5
Inwestments Xij
Miste payable, oificer TE (Wd W LLT
Aceounls payable 473 600 [P LU E U TR L R L] I
Amuounts due 1o
Oficers and directon (LN R 6T And) LET NS
Sharcholders 1x.7 IM1 _:I_ E] _"-_-I._‘-II
Ircrewse (decremse]
i warking capitil (% S0 H0H) 2TAIY 15224815

Years ended December M,

18538 Ul Ty

4.2

Y LT

ELLI]

(3457 024

% 9 058
IHM
i b
255,550

1220, ETR
(1K, 5500

154R7T 01255

isTe

(S5 T4y

200, K62

4TS

(%20, 2005)

(% A HET
52

(X LIT
1,442

(14,648
R

:1.1:-,-1-1.:.1:

The accompanying notes are an integral part of the hnancial statements,
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1546 37T

RIRLET)

L )

s 4 31
i X4

. LT
115054

(4.7 1)
1.}NK)
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INTERNATIONAL MOBILE MACHINES CORPORATION

{A DEVELOPMENT STAGE ENTERPRISE (Note 1))
STATEMENT OF SHAREHOLDERS' INVESTMENT

FOR THE PERIOD FROM INCEPTION THROUGH JUNE 30, 1981 (Notes 1, 5,6 & 7)

Augus 31, 1972 (c)p®
Augunt 3. 1972 dr®
August 3. 972"
August M. 1972

1972 addiiona
Halance af December M 1972

Jume &, 1974=
197 mbdirenns

Balance st Decernber 31 19713

Jamuary 7. 1974 (g)”
January 10, 1973 (0=
July 14, 1974*

July 31, 1974040
July A0, 1974%==
July 31, 1974 %=
July 20, i974==
July M. 1974 idi==*
July 31, 1974

1974 sddifons
Balance =t Dpcember 31, 1974

July 15, 1975%="
Axrgust 25, 973
Augum 7. 19T

1974 sckditismes
PBalance a1 Devendser 31, 1974

Jamuary 15, 1978 adj*=*
lapuary 15, 197G
January 15. 978"
April 12, 1976 4a®

May 14, (976"

June 21, 1976
September 1, 1976 (di=="
December 3, 1976
December 7. 1976
December 7. 1976

197 additions
Balance st December 31, 1976

Jamuary 15, 1OTTR0e
March T, 19TT=*

April B, 19T7"""
October 17, 1977==*
Oactober 17, 1977 (dp==*
December 15, 1977 d)*

1977 ndditions
Balance st December 31, 1977

45

. Common wock (s) _ _Clem A preferred (s, {lms B preferred () i
Par Value Par vl Par vabur Amasani prr  Additisrisl  durimg the
Supmberr of S0l per  Numbrrof 5.0 pov  Number of  5.05 per pald-m  developmantsl
shares shaw v il sharo it il capital gy
91015 % 69T 6971 3 MK BTV % WM S 2T0D S 11.14% %
4,112 T4l T4 i T 17 %1 08 W RS
LK, 528 L] (L& ] 185 ) 44 05 o, THT
W, 5K __% . 50 B 50 0 0K 18 904 -
__BEG, 343 _&.89 LA, o b.593 444 [kl 68 02
BE9. 343 K R LR B B K93 Al T4, L ELLN

o, il 3 31 5 93 L1 1 Th 4 R9T —
= = _ - — _ — M43
__ X9N 607 & 9RG E e _B.9RG 4449 LER A R, 417

17,0056 3T a7 T LFl | I8 26 95 9,591
(92,640} 1926} 19280 146 19280 144} 1018 -
6,485 iS5 hi 3 % 3 LE Y 147
MI2 KD 202K 22K 100 202K 1 wl 145 —
21,318 233 213 1z P L 12 18, I, 44923 .
10h. 5 s s % 1KS b ut 2 ERS -
52408 515 538 ks 424 2 9 57 4423
23 09 233 53 i 23 12 [ ] ] 1.202
233K 233 L)) 12 = B P TR BIR —
weess 2867 17 143 2ae7 14 30806 184715
1.185.293 11,833 11883 542 11.853 2 H4.7M 25152

1. 748 17 17 1 i7 i LN K2 aK 1

4 1176 41 41 z 41 2 LAN. . 2, 15%

1,679 17 L 1 17 1 700 A8 1.18] -
__tsmy T M4 AMT 1804
1192796 11,924 11924 Sun I 1,928 296 119,051 271,165

2519 25 23 ] 15 I [EER} L 1573 —

L] His Kty 5 .13 4 14302 i2, e

2,198 I In i k] 1 1A 5970 -

9 Ml 9% L'l 5 93 4 53 7h & H9T -

N0 S0 31,705 1,708 I8S 1,705 (E3 1433 100,925
¥1.792 .| TR 12 TR i4 43 9% I4, 42 —
2. 798 Ik it | 1 el | 1 Ti4.29 199 -
14 K22 14K (1] H 144 L 3703 1,838 —

0,264 a3 a1 5 Yl i 5376 4 1497 —
_An 313 463 oy 23 463 23 Bow W =
A4, TE 4,547 4,947 24K 4547 244 07,957 b, 23R

1,687,531 16,573 16,475 _ Had 16,875 Hadd 327,004 537,423
|, Bt I 9 1 1 1 210,53 ieTe —
14927 B 148 5 {4 ¥ B4ab 12347 -

1., 3 14 14 1 14 Y 2944 -

1.049 in 1] I 10 (I i K1 1 ARE =

1.749 IE 18 | [ .3 | 135 89 2480

417 4 f 1 4 N 1] 182 50 b4 R —
21,302 213 213 1 213 1 .‘!]Hl‘{ _ R 4459
1,708 B33 17,088 17,088 154 17,088 Hid 150,923 &17.872




INTERNATIONAL MOBILE MACHINES CORPORATION
(A DEVELOPMENT STAGE ENTERPRISE (Note 1))

STATEMENT OF SHAREHOLDERS® INVESTMENT
FOR THE PERIOD FROM INCEPTION THROUGH JUNE 30, 1981 (Notes 1. 5, 6 & 7—Continued

Commen stork (5} Class A preferred (5} Class B preferved (n) Deticit
ocnnbalebed
Far Valer Por valur Por valur Amessl per  Additionsl during the
Number of 3.0 prr  Number of 505 prr  Number of 3,05 per m pabi-in  devrlopmental
shares sharr shares sl sharr shise b caplisl singe
Halange ar [Rewernbeer V1. 977 1, 7UM, K31 1T IMK I70HE % M4 1T KK § K54 L5004 LR T MTD
Apnl T, IWTH==e 1,74 |K Ik | L] | T TR 4. 5N
Nt M3, 19TRe=" § TN LY 1y h 1 2 13 AN LIRS -
July 17, 197K 4 and ¢p* 120, Ik (I 1,200 1.1 1,210 ] T L
Chopobeer 11, [UTHE == 1.3 14 14 I I4 | T |4 4, UL
1978 aklinmns 1ML 1,271 .27 L .27 Bl 21, B 46377
Balance at Devember V1, 1976 | 836 103 18, el (L] YINK 18, M6 _ WINR 172 Tu [ A KT
February 14, 1WTu==" L 2 2 1 21 1T 4 7477 —
Manch 1, 1979 g W SN L) ey b1 L] S i1} 1,542 —
Say 15 19Tes Wb AN SHa ity i Gy 1] 2 Tib 1.5 _
Augusi B, [UTuee 1. 540 ] 15 1 15 [ R KWK 4,49K1
Scptember 26, 1979 1p)e tr 4 El ad e 1 ek 1 1Ty [ThL] _
Chgneelmer 1. 1979 0)* Wi SHH WM ity EL i 4u 2 HE 15498
Uctober 1, 1979 jg1" 2A,071 203 X3 T 20150 i 2 1 WAT -
Orober B, 197 dei® _IKA : 2 | 2 I B 1R T Juigy —
T shlitinsns 822,147 22 5,221 Ini 8.2 26l 20504 %3 742
Halance at [ewembser V1. 1979 2 358,250 -1.5H2 23 382 LTS 20.8u2 1179 g, s TI7.9910
February 1. Ivsi=== 1540 i3 s 1 s I M 4981 —
Februwary 13, 19R=== | M7 17 17 1 17 ] g2 4.9K) -
February M, 19mre=s 7T L} M | K 1 LY X A —
March ¥, (G Tm L3 H 1 X 1 L] 3 d5H —
March X8, 19l ads® i K53 14 Iy i I I T 44Ty —
Chcrokbwer 2o, |WsIN® == 2300 21 X3 I LR ] Ak (W T.47% —
Iwcember 1, 19K =" 401 i 5 ] 4 I MK 1,493
[hewerrbace 4. 9B o p* i, Ml wi i 4 Wy 4 2 i |44 _
Decensher ¥, [9m0p (b 12 ikdd B2 10 i I M 6 10H. 3D 12.868 —
[dvenber Y1, |49 -* 17% 2 Ly | 2 | 571 .44 L —
[Devermber 51 19080Ly -* I8, 524 (L] (LR W 135 ™ 27 27 _
[Decensber Y0, (S50 " Iux EN i X HHu 2 R [EE] b1 LT (XY LT —
Deverbser 11, 1980 warranis ia
and k1* 4002 741 Ta1 17 T4 37 LIPS To, IHS —
December 11 9B aypdicans
T LA 245 015 du LiM} 1% A 25 i54n -
Idccember ¥ | SPLE—apH =i
di wied 11° LA, 362 LR 1A H0d hiHH | k83 LY 115,19y —_
TN wddarpins I._H-'I-I,'F.'iﬂ I_H___-t_I_H _IH-.-II!H- e | EL-IIH | [T ) £44 ya7
Halimie D .omber 1. boE0 4. 2(N1{KN] 421NN} 420NN} 2Kk A2, 0N 2. SO HTS 1. 262 931K
1981 acklitnsms { unaudided i - L — — —_— — - T 19
Balance june M1, 148 L L] S-'l-.".'Ell 2 (F 52, iy 4.3 (W) 52,00 400 w75 51570134




INTERNATIONAL MOBILE MACHINES CORPORATION
{A DEVELOPMENT STAGE ENTERPRISE (Note 1)

STATEMENT OF SHAREHOLDERS® INVESTMENT
FOR THE PERIOD FROM INCEPTION THROUGH JUNE 30, 1981 (Notes 1, 5, 6 & T —Concluded

L1

ihi
ink
Wl
LE]
in
gl
1hi
Ll
iy

ik

il

-

Mumber of common sock . Class A prefemed and Ulass H prefcrod dhanes rosol afed cutsianding snd amaounts ped share refloct the plan o
meTgeT afsd Feu-TRaAnIF Al ol e Cosmgpany . an envplamned o i b 10 the hnancial slatcimends  The scvompanying hnancal siatemonts Fave
been retroactivels sdpasted tie reflee this change

A Eaparty Unat™ gunands ol 10N shares of common s b g chare o Class A profcired showk aibd sshe share of Class B pretenrod <hisk
Shares ivsued @ comsaderaliva fot legal fees. prormimnal lecs @md pr whist dhew elogument oujcfisgs il urred on the Coankpians - Fechialt

Shares s i eschange B comsulting amd legal serves

Shares isisedd e eaetvise of stock sipeson

Shares contributed bo the Company ad cancelled

Shares psswed by cxervrse of stoch option, as reimbursemcil Ban ol lar espenscs pimurres] on e Comipant s ehall
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INTERNATIONAL MOBILE MACHINES CORPORATION
(A DEVELOPMENT STAGE ENTERPRISE)

NOTES TO FINANCIAL STATEMENTS

{Information for the six-month periods ended

June 30, 1981 and 1980 is unaudited)
»ote 1 Orpanization

International Mobile Machines Corporatiog ("Company ™) was incorporated on August 31, 1972
for the purpose of developing, manufacturing and selling two products. a wireless poriable telephone
and a radio base station (" The Ultraphone System’ '), and a elephone attachment that indicates 10 the
owner the identity of a caller and for whom the call is inlended before the phone is answered
 PriveCode™").

International Mobile Machines Incorporated (" IMMI™") was incorporated on April 13, 1976 for
the purpose of developing and owning the patents relating to Ultraphone. As of December 31, 1980 and
1979 the Company owned 100,000 voting shares and 200,000 aon-voting shares or 45 4% of IMMI's
voting shares and 71.3% of IMMI's equity ownership. In addition, as of December 31, 1980, certain
ofticers, directors and shareholders of the Company owned 101,576 voling shares or 46.0% of IMMI's
voting shares and 24 2% of IMMI's equity ownership.

Interiel. Inc. (**Intertel’ ) was incorporated on July 24, 1974 for the purpose of providing the Com-
pany with financing to perfect its patents in foreign countries and provide protection for certain of the
Company s foreign patents. Mr. Irwin L. Gross, a director of the Company was Chairman of the Board
and President of Interiel and owned approximately 30% of the outstanding common stock of [ntertel.
Mr. Sherwin |. “zligsohn, Chairman of the Board and President of the Company, and Messrs. Lyman
C. Hamilton, Ir. and Robet B. Liepold. Directors of the Company. were directors of Intertel.

On November 6. 1981, pursuant to a plan of merger and reorganization, IMMI and Interiel were
merged imo the Company. Each share of the Company’s then outstanding common stock, par value
%.05 per share (**Old Common Stock™ ) was converted into 1.8528 shares of common stock, par value
%.01 per share (**New Common Stock™"). Each share of IMMI common stock not owned by the Com-
pany was converted into 3.7056 shares of the Company’s New Common Stock (shares owned by the
Company were retired), Each share of Interte! common stock and options 10 purchase Intertel common
stock was converted into 349775 shares of the Company’s New Common Stock. Each oplion, warrant
or other right entitling the holder to purchase a share of the Company’s Old Common Stock was con-
verted into 1 852K shares of New Common 5Stock. In addition, for every 100 shares of New Common
Stock issued to a shereholder under the plan of merger. one share of Class A preferred stock and one
share of Class B preferred stock was also issued to such sharcholder. The accompanying financial state-
ments have been retroactively adjusted 1o reflect the plan of merger and reorganization which has been
accounted for on the pooling of inlerest method.

The Company is still in the development stage and through June 30, 1981, as retroactively ad-
justed, has issued 4,200,000 common shares, 42,000 Class A preferred shares and 42,000 Class B
prefermed shares.

Note 2 Notes payable, officers. directors and shareholders

A. An unsecured note payable in the amount of 375,000 included accrued interest of 530,000, at a
rate of 8% was payable to the Estate of Frances H. Seligsohn. Mr. Sherwin 1. Seligsohn, Chairman of
the Board of Directors and President of the Company is Frances H. Seligsohn’s son and an Executor of
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INTERNATIONAL MOBILE MACHINES CORPORATION
. (A DEVELOPMENT STAGE ENTERPRISE)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Note 2 Nutes payable, officers, directors and shareholders—{Continued)

her Estate . Effective Apnl 1, 1981, ihe Company has replaced the note with a new note in the amount of
$75 .90, which bears interest, payable quarterly. at a rate of 12% . The pnncipal amount of the note will
be due and payable in May, 1983,

B. Effective April 1, 1981, the Company issued 4 note to Mr. Jerome E. Bogutz, a Director ol the
Company. in the amount of $237.457, which represents prior legal services performed by Mr. Bogutz
for the Company and includes sccrued interest of $35,000. The note bears interest, payable quarterly. al
a rate of 12% . The principal amount of the note will be due and payable in May. 1983

C. Effective April 1, 1981, the Company issued notes payable totaling $203,626 10 certain of-
ficers. directors and shareholders of the Company who made advances to the Company and incurred
expenses for the benelit of Timex (note 3). The notes bear interest, payable quarterly, at a rate of 12%.
The principal amount of the rotes will be due and payable in May, 1983

SNote 3 Commitments

A As of March 26, 1980, the Company entered into an agreement pursaant to which the Com-
pany engaged Timex Corporation (*Timex ") in the development of prototype maodels of PriveCode and
preparation of specitications for its mass production. Under terms of the agreement the Company has
paid Timex $200,000 and owes an additional $200,000 payable on a pro-rata basis on the number of
units ordered with any remaining balance due by November 1. 1951, If the Company terminates the
agreement for any reason, the £200.000 is duc on the date of termination.

During 1981, Timex has commenced production of protolype units. As of June 30, 1981, based un
units delivered. an additional $114,000 is due Timex, one half payable within 10 days of delivery and
the other half payable on a pro-rata basis on the number of units ordered with any remaining balance due
hy November 1, 1981,

In order 1o secure its obligations w Times. certain officers, directors., and sharcholders of the
Company made advances to the Company in tae amount of S19% (00, incurred expenses of $5.626, and
provided letters of credit in the amount of $197.500 fur the benefit of Timex, The Company has agreed
o repay the amounts advanced tincluding expenses) as described in (note 2) and replace the letters of
credit with ils own guarantees. In addition, 288 883 common shares, 2.889 Class A prefermed shares
and 2.889 Class B preferred shares, as adjusted to show the effect of the plan of merger. have been
issucd to the aforementioned directors, officers and sharcholders.

On April 9, 1981, the Company entered into an agreement with Timex, pursuant 1o which Timex
will produce PriveCode units for consumer sales. The Company will pay Timex the costs of, and
thereby retain ownership of. equipment used by Timex to commence production. The total estimated
cost to purchase such equipment during 1981 is approximately $900.000. The Company will purchase
the completed PriveCode units from Timex al a predetermined price per unil.

B As of February 2. 1981, the Company cntered into an agreement pursuant 1o which the Com-
pany engaged M/A-COM, Inc., doing business as Microwave Associales Communications Company.
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INTERNATIONAL MOBILE MACHINES CORPORATION
(A DEVELOPMENT STAGE ENTERFPRISE)

NMOTES TO FINANCIAL STATEMENTS (CONTINUEL
Note 3 Commitments (Concluded)

o provide certain engineening services 1 the development of Ultraphone . The contract price for the firsy
phase of development is S200,000, which includes a 107 down payment with the balance due within 30
days of monthly progress billings, which start at the end of the second month of the contract. The total
estimuted price for the entire project. if all phases are completed, is ST, and s expected 1o take
twenty-three months o complete. As of June 30 1981, approximately S36.0000 was due for services
rendered. The contract also provides thas M/A-COM, Inc. will be designated as the principal manufac-
wrer for the Ultraphone System components provided thut M/A-COM, Ine. remains reasonably
competitive in terms of prive. quality. quantity, and delivery . MU A-COM, Inc. would produce D% off
the Company s requirements for a period of five years from the start of production, and at least 50% of
the Company s requirements for a live year period therealter.

C. As of February 9, 1981, the Company entered into an agreement pursuant to which the Com-
pany has engaged Morison 5. Cousins and Associates, Inc. to design a telephone ““privacy ™ interceptor
product. The contract price for the completed project 1s STEAKD plus expenses. As of June 3 1981
510,250 has been paid and $7.750 is due for services rendered.

Note 4 Management services agreemenis

A_ As of October |, 1980, the Company entered into an agreement pursuant to which the Com-
pany has engaged the Busch Center at the Wharton School of the University of Pennsylvania to provide
the Company with management consulting services with respect 10 organization design and im-
plementation. The agreement is self renewing for a term of six months from January 1. 1981 and can be
terminated by either party with 30 days notice. As of June 30, 1981, approximately $535.000 was due
for services rendered.

B. Asof December 31, 1980, the Company entered into an agreement pursuant lo which the Com-
pany has engaged the Philadelphia Consulting Group to provide the Company with management
consulting with respect to marketing and financial matters, The contract specilies that the Company will
be provided with 100 hours of service at a rate of 35,000 4 month plus expenses for a period ot 36
months, Dr. George Calhoun and Dr. Wiadimir Sachs, principals of the Philadelphia Consulting
Group, own 3.706 common shares, 37 Class A preferred shares, and 37 Class B preferred shares, as
adjusted to show the effect of the merger. As of June 30, 1981, approximately $29.000 was due for
services rendered.

Note 5§ Common stock

Sharcholders are entitled to such dividends as may be declared from time 10 time by the Board of
Directors out of any funds available to the Company for that purpose. Sharcholders will be entitled to
one vote per share held of record with respect o all matters submitted to a vole of the sharcholders.
There is no cumulative voting for the election of directors. In any distribution of capital assets, whether
voluntary or involuntary, shareholders are entitled 1o receive, pro-raia, the assels remaining after credi-
tors and preferred sharcholders have been paid in full. Sharcholders have no preemplive rights. The
outstanding shares of the common stock are Tully paid and non-assessable.
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INTERNATIONAL MOBILE MACHINES CORPORATION
iA DEVELOPMENT STAGE ENTERFPRISE)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
Note 6 Redeemable preferred stock

Sharcholders of redeemable preferred stock are not entitled 1o receive dividends and are not en-
litled 1o vote on any matlers submitted 100 a vote of sharcholders of common stock, except that (a) any
amendment 1o the Articles of the Company which would adversely affect the rights of the sharcholders
of cither Class A or Class B preferred stock will be subject to the approval of a majority of sharcholders
of the class of preferred stock whose rights would be affected and thy any merger of the Company into.,
consolidation of the Company with or sale of substantially all of the Company s assets to any other
corporation will be subject to the approval of the sharcholders of common stock, Class A preferred
stock and Class B preferred stock voting as a single class with each share of stock of the corporation.
regardless of class, being entitled 10 one volte; provided however. that il the terms of the merger.
consolidation or sale of assets provide that cach shareholder of preferred stock will receive. inexchange
for his stock, preferred stock of the remaiming. resulting or acquiring entity which shall. in the ag-
gregate, possess redemption. liguidation, voling and conversion rights which are at least as Tavorable as
those possessed by the sharcholders of the preferred stock immediately prior 1o the effective date of
such merger. vonsolidation or sale, the preferred sharcholders will not be entitled 1o vole on such
transaclions.

In any distribution of capital asscis, whether voluntary or inveluntary, sharcholders of the pre-
ferred stock are entitled to receive $.05 per shure (maximum of $4,2001, after creditors have been paid
in full and prior to any distribution to the shareholders of the common stock.

A share of Class A preferred stock may be converted. at the option of the holder, into 50 shares of
the Company s common stock at any time after the Company s net income after provision for income
taxes (as delermined by the Company’s independent accountants) calculated on a Mully diluted basis
(which includes the conversion of all Class A and Class B preferred stock) and subject to adjustments in
the event of any reverse stock splits or other similar events thereinafter referred to as the *"Minimum
Net Income” ") equals or exceeds 51,00 per share of the Company's common stock inany one of the five
fiscal years ending on or before December 31, 1985,

A share of Class B preferred stock may be converted. at the option of the holder, into 50 shares of
the Company s common stock at any time after the Company s minimum net income equals or exceeds
£1.50 per share of common stock in any one of the five fiscal years ending on or betore December 31.
1985.

As an alternative to the foregoing conditions. both the Class A and Class B preferred stock may be
converled. at the option of the holder, at any time after the closing bid price of the Company’s common
stock in the over-the-counter market as reporied by any dealer. or as reported by NASDAQ (il the
Company's common stock is reported an NASDAQ) or the closing bid price on the American Stock
Exchange (if the Company’s common «tock is ever listed on the American Stock Exchange). averages
$16.50 per share (subject to adjustment in the event of any reverse stock splits or other similar events)
over any period of 120 rading days during the two years following the date of the Prospectus relating o
the offering of 2,000,000 shares of the Company’s $.01 par value per share common stock or $25.00
per share (subject to the foregoing adjustment) over any period of 120 wading days during the period
beginning two years and ending five years after the date of the Prospecius.,
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INTERNATIONAL MOBILE MACHINES CORPORATION
(A DEVELOPMENT STAGE ENTERPRISE)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
Note 6 Redeemable preferred stock (Concluded)

In no event will any shares of preferred stock be convertible, subsequent to a period of time termi-
nating five years and one month from the date of this Prospecius. Shares which have not been converted
by that time will be redeemed by the Company al a redemption price of $.05 per share tmasimum
$4.2001, and subsequently retired.

MNole 7 Net loss per share

The possible Tulure conversion of Class A preferred stk and Class B preferred stock into
4,200,000 shares of commuon slock has not been included in the computation of loss per share. since the
conditons necessary to effect the conversions may not be achieved (as explaned in note 6. Net loss per
share was computed on the weighted number of common stock shares oulstanding. with options, war-
rants or other rights entit**~g the holder to purchase common stock shares treated as if issued on the date
of its grant, as retroactively adjusted to reflect the plan of merger and reorganization explained in note |

The weighted average number of shares used in the net loss per share computation s as [ollows:

AVEFARE

Period shares
Year ended December 31, 1974 0 0 . oo 2666914
Year ended December 31, 1979 0 0 Lo 31,365,605
Year ended December 31, 1980 e ; 3 853,350
Six months ended June 30, 1980 S e 31.774.654
Six months ended June 30 1981 o . . 4, 200, 000

Mote 8 Tax loss carryforward

The Company's net operating loss carrylorward will expire as Tollows:

Yewr Amadnk

11 S5 18.043
[Nl 266, 228
1985 B0 .449
(R4 46,377
1987 51,742
198N 544,947

]
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INTERNATIONAL MOBILE MACHINES CORPORATION
{A DEVELOPMENT STAGE ENTERPRISE)

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
Note 9 Research and development

Research and development costs are expensed as incurred. The amounts expensed are summarized
as follows:

Perbod Amoani
Cumulative since inception . . .. ... 3$785.960
Six months ended June 30, 1981 . .. 202,614
Six months ended June 30, 1980 . . . 200,000
Year ended December 31, 1980 . . .. 408,000
Year ended December 31, 1979 . . .. 4,654
Year ended December 31, 1978 . . . 15.000
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S or representation
not be relied upos n‘ufah; been'authorized by
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C

does no¥t an offer of any sccurities other
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