STATEMENT OF POLICY REGARDING CORPORATE

SECURITIES DEFINITIONS
Adopted April 27, 1997; Amended September 28, 1999

INTRODUCTION

The North American Securities Administrators Association, Inc. (“NASAA”) has determined
that the following guideline relating to definitions is consistent with public investor
protection and is in the public interest. Nothing shall prevent the Securities Administrator
(“Administrator”) from applying different standards than those contained in this Statement
of Policy.

This Statement of Policy Regarding Definitions applies to definitions used in the following
NASAA Statements of Policy:

Statement of Policy Regarding the Impoundment of Proceeds

Statement of Policy Regarding Loans and Other Material Affiliated Transactions
Statement of Policy Regarding Options and Warrants

Statement of Policy Regarding Preferred Stock

Statement of Policy Regarding Promoters’ Equity Investment

Statement of Policy Regarding Promotional Shares

Statement of Policy Regarding Specificity in Use of Proceeds

Statement of Policy Regarding Underwriting Expensesand Underwriter’s Warrants
Statement of Policy Regarding Unsound Financial Condition

Statement of Policy Regarding Voting Rights

The following words and terms shall have the following meanings, unless the context clearly
indicates otherwise.

A ADJUSTED NET EARNINGS are the Issuer’s NET EARNINGS and after charges
for interest and dividends, adjusted on a pro forma basis to reflect:

1. The elimination of any required charges for debt, debt securities, or preferred
stock that are to be redeemed or retired from the proceeds derived from the
public offering of preferred stock;

2. The effect of any acquisitions or capital expenditures that were made by the
Issuer after its last fiscal year, or which are proposed or required to be made
during the current fiscal year, which materially affect the Issuer’s NET
EARNINGS;

3. The effect of charges or dividends on debt, debt securities or preferred stock
issued after the Issuer’s last fiscal year;

4. The effect of any charges or dividends on debt, debt securities or preferred
stock that were issued during the Issuer’s last fiscal year, but which were
outstanding for only a portion of such fiscal year, as if charges or dividends,
such debt, debt securities or preferred stock had been outstanding for the
entire fiscal year; and



5. The effect of any other material changes to an Issuer’s future NET
EARNINGS.

An AFFILIATE is a PERSON who, directly or indirectlyy, CONTROLs, is
CONTROLLED by, or is under common CONTROL with the PERSON specified
herein.

AGGREGATE REVENUES is the aggregate amount of revenues a PROMOTIONAL
OR DEVELOPMENT STAGE COMPANY has received within the last three
consecutive fiscal years immediately preceding the public offering plus revenues
received during the period covered by any interim period financial information
included in the prospectus. Revenues from interest and extraordinary items are to be
excluded.

An ASSOCIATE, when used to indicate a relationship with a PERSON, includes:

1. Corporations or legal entities, other than the Issuer or majority-owned
subsidiaries of the Issuer, of which a PERSON is an officer, director, partner,
or a direct or indirect, legal or beneficial owner of five percent (5%) or more
of any class of EQUITY SECURITIES;

2. Trusts or other estates in which a PERSON has a substantial beneficial
interest or for which a PERSON serves as a trustee or in a similar capacity;
and

3. A PERSONS’s spouse and relatives, by blood or by marriage, if the PERSON
is a PROMOTER of the Issuer, its subsidiaries, its AFFILIATES, or its
parent.

AVERAGE PROMOTIONAL PRICE is the average per share price paid for
PROMOTIONAL SHARES and other shares issued prior to the public offering
which are of the same class of shares being offered in the public offering as
determined by reference to the audited financial statements of the issuer included in
the prospectus.

CASH ANALYSIS is the Issuer’s “Net Cash Provided By Operating Activities” as
reflected on the Statement of Cash Flows and presented in conformity with generally
accepted accounting principles. If debt securities are to be redeemed or retired from
the proceeds from the public offering, a pro forma adjustment for the elimination of
the related interest charges, net of applicable income taxes, must be made.

CONTROL is the power to direct or influence the direction of the management or
policies of a PERSON, directly or indirectly, through the ownership of voting
securities, by contract or otherwise.



10.

11.

EQUITY SECURITIES include shares of common stock or similar securities and
convertible securities, warrants, options or rights that may be converted into or
exercised to purchase, shares of common stock or similar securities.

An ESCROW AGENT is a financial institution whose principal place of business and
domicile is in the United States. It may not be affiliated with the Issuer, its
PROMOTERS, or ASSOCIATEs. A financial institution may not be disallowed to
act as an ESCROW AGENT merely because the Issuer, its PROMOTERS or
ASSOCIATEsS are customers thereof. An ESCROW AGENT may also include an
attorney or certified public accountant, provided that the attorney or certified public
accountant is not affiliated with the Issuer, its PROMOTERS, or ASSOCIATEs, is
licensed to do business in the state in which they practice, and can demonstrate that
they are adequately insured or can provide a fidelity bond.

An IMPOUNDMENT AGENT is a financial institution that is domiciled and whose
principal place of business is located in the United States and whose deposits are
insured by the FDIC.

An INDEPENDENT DIRECTOR is a member of Issuer’s board of directors who:

1. Is not an officer or employee of the Issuer, its subsidiaries, or their
AFFILIATES or ASSOCIATES and has not been an officer, or employee of
the Issuer, its subsidiaries, or their AFFILIATES or ASSOCIATES within the
last two years; and

2. Is not a PROMOTER as defined in Il. O.1., 2., 3(ii)., or 3(iii). below and

3. Does not have a material business or professional relationship with the Issuer
or any of its AFFILIATES or ASSOCIATES. For purposes of determining
whether or not a business or professional relationship is material, the gross
revenue derived by the INDEPENDENT DIRECTOR from the Issuer, its
AFFILIATES and ASSOCIATES shall be deemed material per se if it
exceeds 5% of the INDEPENDENT DIRECTOR'’s:

Q) annual gross revenue, derived from all sources, during either of the
last two years; or

(i) net worth, on a fair market value basis

LOCK-IN AGREEMENT is an agreement between an issuer and PERSONS wherein
those PERSONS agree, as a condition of registration, not to sell, pledge, hypothecate,
assign, grant any option for the sale of, or otherwise transfer or dispose of, whether
or not for consideration, directly or indirectly, EQUITY SECURITIES and all
certificates representing stock dividends, stock splits, recapitalizations, and the like,
that are granted to or received by the Security Holder for the period specified in the
LOCK-IN AGREEMENT.
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NET EARNINGS are the Issuer’s after-tax earnings that are derived from its normal
operations, exclusive of extraordinary and nonrecurring items, determined according
to generally accepted accounting principles, consistently applied.

A PERSON is an individual, a corporation, a limited liability company, a partnership,
an association, a joint-stock company, a trust, an unincorporated organization, a
government or a political subdivision of a government, or any other legal entity.

A PROMOTER may include:

1.

A PERSON who, alone or in conjunction with one or more PERSONS,
directly or indirectly, took the initiative in founding or organizing the Issuer
or CONTROLSs the Issuer,

A PERSON who, directly or indirectly, receives, as consideration for services
and/or property rendered, five percent (5%) or more of any class of the
Issuer’s EQUITY SECURITIES or five percent (5%) or more of the proceeds
from the sale of any class of the Issuer’s EQUITY SECURITIES;

A PERSON who:
Q) Is an officer or director for the Issuer; or

(i) Anyone who legally or beneficially owns, directly or indirectly, five
percent (5%) or more of any class of the Issuer’s EQUITY
SECURITIES; or

(i)  APERSON who is an AFFILIATE or an ASSOCIATE of a PERSON
specified in 11.0.1., 2., 3(i)., or 3(ii). above.

A promoter does not include:

() A PERSON who receives securities or proceeds solely as
underwriting compensation if that PERSON falls outside the
definition of 11.0.1.,2., or 3.

(i)  AnUNAFFILIATED INSTITUTIONAL INVESTOR, who purchased
the Issuer’s EQUITY SECURITIES more than one year prior to the
filing date of the Issuer’s registration statement. An
UNAFFILIATED INSTITUTIONAL INVESTOR, who purchased the
Issuer’s EQUITY SECURITIES on an arm’s-length basis within one
year prior to the filing date of the Issuer’s registration statement may,
at the Administrator’s discretion, be excluded from the definition of
PROMOTER.
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PROMOTERS’ EQUITY INVESTMENT is the total of cash and tangible assets that
has been contributed by the PROMOTERS to the Issuer, provided that the value of
the tangible assets is accepted by the Administrator. PROMOTERS contributions of
intangible assets may be considered as PROMOTERS’ EQUITY INVESTMENT,
provided that the value thereof has been accepted by the Administrator.
PROMOTERS’ EQUITY INVESTMENT may be adjusted by the Issuer’s earned
surplus immediately prior to the public offering.

A PROMOTIONAL OR DEVELOPMENT STAGE COMPANY may include an
Issuer who is not listed on the New York Stock Exchange, the American Stock
Exchange or the NASDAQ National Market System, or whose annual NET
EARNINGS for each of the last two (2) consecutive fiscal years or whose average,
annual NET EARNINGS for the last five (5) fiscal years prior to the public offering
have been less than five percent (5%) of the aggregate public offering.

PROMOTIONAL SHARES are EQUITY SECURITIES that are to be issued or were
issued:

1. By an Issuer, which is a PROMOTIONAL OR DEVELOPMENT STAGE
COMPANY, to PROMOTERS for cash or other consideration, including
services rendered, patents, copyrights, and other intangibles; or.

2. Within three (3) years prior to the filing of the registration statement by an
Issuer, which is not a PROMOTIONAL OR DEVELOPMENT STAGE
COMPANY, to PROMOTERS for cash or other consideration, including
services rendered, patents, copyrights and other intangibles.

PUBLIC OFFERING PRICE is the per share price at which a PROMOTIONAL OR
DEVELOPMENT STAGE COMPANY proposes to offer EQUITY SECURITIES
to the public.

An UNAFFILIATED INSTITUTIONAL INVESTOR is:

1. An unaffiliated bank or unaffiliated savings and loan company;

2. An unaffiliated investment company registered under the Investment
Company Act of 1940;

3. An unaffiliated business development Company as defined in Section

2(a)(48) of the Investment Company Act of 1940;

4. An unaffiliated small business investment company licensed by the U.S.
Small Business Administration under Section 301 of the Small Business
Investment Act of 1958;
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An unaffiliated employee benefit plan, within the meaning of Title | of the
Employee Retirement Income Security Act of 1974, and state and local
government employees retirement and pension plans;

An unaffiliated insurance company;
An unaffiliated trust company;

An unaffiliated private business development company, as defined in Section
202(a)22 of the Investment Advisors Act of 1940, or a comparable business
entity, that is engaged as a substantial part of its business in the purchase and
sale of securities, and which will own less than twenty percent (20%) of the
Issuer’s securities upon completion of the public offering; or

An unaffiliated Qualified Purchaser to be defined under the National
Securities Markets Improvement Act of 1996;

An UNDERWRITER is any PERSON who has agreed with the Issuer or other
PERSON on whose behalf a distribution is to be made:

1.

2.

To purchase securities for distribution;
To distribute securities for or on behalf of the Issuer or other PERSON:; or

To manage or supervise a distribution of securities for or on behalf of the
Issuer or other PERSON.



