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TOWERSTREAM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
June 30, 2016
(Unaudited)
Assets
Current Assets
Cash and cash equivalents
Accounts receivable, net
Prepaid expenses and other current assets
Current assets of discontinued operations
Current assets held for sale
Total Current Assets

$

December 31,
2015

9,977,495
410,560
756,240
238,050
11,382,345

$

15,116,531
308,551
474,029
1,248,569
5,315,107
22,462,787

Property and equipment, net

18,545,590

21,235,384

Intangible assets, net
Goodwill
Other assets
Total Assets

4,488,256
1,674,281
388,930
36,479,402

1,273,030
1,674,281
384,357
47,029,839

$

$

Liabilities and Stockholders’ (Deficit) Equity
Current Liabilities
Accounts payable
Accrued expenses
Deferred revenues
Current maturities of capital lease obligations
Current liabilities of discontinued operations
Deferred rent
Total Current Liabilities

$

Long-Term Liabilities
Long-term debt, net of debt discount and deferred financing costs of $2,868,708 and $3,744,941,
respectively
Capital lease obligations, net of current maturities
Other
Total Long-Term Liabilities
Total Liabilities

334,523
1,321,816
1,144,970
980,389
3,007,180
62,883
6,851,761

$

877,134
1,629,218
1,486,754
992,690
3,907,368
63,012
8,956,176

34,627,096
453,194
1,019,078
36,099,368
42,951,129

33,003,962
932,826
1,591,188
35,527,976
44,484,152

-

-

Commitments (Note 15)
Stockholders' (Deficit) Equity
Preferred stock, par value $0.001; 5,000,000 shares authorized; none issued
Common stock, par value $0.001; 200,000,000 shares authorized; 4,102,577 and 3,340,508 shares issued
and outstanding, respectively
Additional paid-in-capital
Accumulated deficit
Total Stockholders' (Deficit) Equity
$
Total Liabilities and Stockholders' (Deficit) Equity

4,103
161,466,749
(167,942,579)
(6,471,727)
36,479,402 $

The accompanying notes are an integral part of these condensed consolidated financial statements.
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3,341
158,761,077
(156,218,731)
2,545,687
47,029,839

TOWERSTREAM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Three Months Ended June 30,
2016
2015
Revenues

$

Operating Expenses
Infrastructure and access
Depreciation and amortization
Network operations
Customer support
Sales and marketing
General and administrative
Total Operating Expenses
Operating Loss
Other Income/(Expense)
Interest expense, net
Loss from continuing operations
Loss from discontinued operations
Operating loss
Gain on sale of assets
Total loss from discontinued operations
Net Loss
(Loss) gain per share – basic and diluted
Continuing
Discontinued
Operating loss
Gain on sale of assets
Total discontinued
Net loss per common share – Basic and diluted

6,872,342

7,030,907

$

13,606,432

14,203,374

2,490,508
2,393,254
1,370,126
653,534
1,545,366
1,561,775
10,014,563
(2,983,656)

5,182,841
5,571,778
2,589,778
1,027,855
2,378,881
3,584,335
20,335,468
(6,729,036 )

5,049,484
4,741,127
2,704,558
1,326,417
2,876,048
3,485,842
20,183,476
(5,980,102)

(1,588,291 )
(4,662,952)

(1,670,428)
(4,654,084)

(3,195,411 )
(9,924,447)

(3,334,692)
(9,314,794)

$

(67,576)
(67,576 )
(4,730,528 )

$

(4,196,727)
(2,977,143)
(8,459,083)
1,177,742
(4,196,727)
(1,799,401 )
(8,459,083)
(8,850,811) $ (11,723,848 ) $ (17,773,877)

$

(1.36)

$

(1.39) $

(2.93) $

(2.79)

$

(0.02)
(0.02 )
(1.38 )

$

(1.26)
(1.26)
(2.65) $

(0.88)
0.35
(0.53 )
(3.46 ) $

(2.54)
(2.54)
(5.33)

3,336,219

3,387,462

The accompanying notes are an integral part of these condensed consolidated financial statements.
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$

2,631,114
3,044,132
1,298,590
484,664
883,961
1,604,542
9,947,003
(3,074,661 )

3,432,384

Weighted average common shares outstanding – Basic and diluted

$

Six Months Ended June 30,
2016
2015

3,334,539

TOWERSTREAM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ (DEFICIT) EQUITY
For the Six Months Ended June 30, 2016
(UNAUDITED)

Common Stock

Balance at January 1, 2016
Proceeds from issuance of common stock and warrants, net of
offering costs of $50,000
Issuance of common stock for consulting services
Issuance of common stock under employee stock purchase
plan
Stock-based compensation for options
Net loss
Balance at June 30, 2016

Shares
3,340,508

Amount
$
3,341

Additional
Paid-InCapital
$ 158,761,077

750,000
5,000

750
5

2,229,250
19,995

7,069
4,102,577

7
4,103

19,568
436,859
$ 161,466,749

$

Accumulated
Deficit
$ (156,218,731) $

-

2,230,000
20,000

19,575
436,859
(11,723,848)
(11,723,848)
$ (167,942,579) $ (6,471,727)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Total
2,545,687

TOWERSTREAM CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
For the Six Months Ended June 30, 2016 and 2015

2016

2015

(11,723,848) $
(1,799,401)
(9,924,447)

(17,773,877)
(8,459,083)
(9,314,794)

4,949,222
622,556
395,755
480,479
746,900
436,859
20,000
2,936
(129)
528,364

100,000
4,544,991
196,136
493,950
599,695
713,402
422,079
3,115
127,860
-

(102,009)
(282,211)
(4,573)
(542,611)
(274,516)
(341,784)
(572,110)
(3,861,319)
(1,872,023)
(5,733,342)

198,977
(380,462)
249,024
112,796
517,952
(116,404)
124,515
(1,407,168)
(6,015,462)
(7,422,630)

(1,160,400)
(1,160,400)
-.
(1,160,400)

(3,827,552)
(2,189)
(5,492)
(3,835,233)
(174,693)
(4,009,926)

(491,933)
2,230,000
16,639
1,754,706
1,754,706

(496,226)
18,407
(477,819)
-.
(477,819)

(5,139,036)

(11,910,375)

Cash flows used in operating activities:
Net loss
Loss from discontinued operations
Loss from continuing operations
Adjustments to reconcile loss from continuing operations to net cash used in continuing operating
activities:
Provision for doubtful accounts
Depreciation for property and equipment
Amortization of intangibles
Amortization of debt issuance costs
Amortization of debt discount
Capitalized interest
Stock-based compensation - Options
Stock-based compensation - Stock issued for services
Stock-based compensation - Employee stock purchase plan
Deferred rent
Loss on write off of property and equipment
Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued expenses
Deferred revenues
Other liabilities
Net cash used in continuing operating activities
Net cash used in discontinued operating activities
Net cash used in operating activities

$

Cash flows used in investing activities:
Acquisitions of property and equipment
Payments of security deposits
Deferred acquisition payments
Net cash used in continuing investing activities
Net cash used in discontinued investing activities
Net cash used in investing activities
Cash flows provided by (used in) financing activities:
Payments on capital lease obligations
Net proceeds from the issuance of common stock and warrants
Proceeds from the issuance of common stock under employee stock purchase plan
Net cash provided by (used in) continuing financing activities
Net cash used in discontinued financing activities
Net cash provided by (used in) financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents - Beginning of period
Cash and cash equivalents - End of period

$

15,116,531
9,977,495

$

38,027,509
26,117,134

$
$

1,560,999
12,780

$
$

1,559,200
21,900

$
$
$

145,248
3,837,783

$
$
$

810,026
317,393
-

Supplemental disclosures of cash flow information:
Cash paid for:
Interest
Income taxes
Acquisition of property and equipment:
Under capital leases
Included in accrued expenses
Exchange of intangible assets - discontinued operations (Note 4)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Organization and Nature of Business
Towerstream Corporation (referred to as “Towerstream” or the “Company”) was incorporated in Delaware in December 1999. During its first decade of
operations, the Company's business activities were focused on delivering fixed wireless broadband services to commercial customers over a wireless
network transmitting over both regulated and unregulated radio spectrum. The Company's fixed wireless service supports bandwidth on demand, wireless
redundancy, virtual private networks, disaster recovery, bundled data and video services. The Company provides services to business customers in New
York City, Boston, Chicago, Los Angeles, San Francisco, Seattle, Miami, Dallas-Fort Worth, Houston, Philadelphia, Las Vegas-Reno and ProvidenceNewport. The Company's “Fixed Wireless business” has historically grown both organically and through the acquisition of five other fixed wireless
broadband providers in various markets.
In January 2013, the Company incorporated a wholly-owned subsidiary, Hetnets Tower Corporation (“Hetnets”), to operate a new business designed to
leverage its fixed wireless network in urban markets to provide other wireless technology solutions and services. Hetnets built a carrier-class network
which offered a shared wireless infrastructure platform, primarily for (i) co-location of customer owned antenna and related equipment and (ii) Wi-Fi
access and offloading. The Company referred to this as its “Shared Wireless Infrastructure” or “Shared Wireless” business. During the fourth quarter of
2015, the Company determined to exit this business and curtailed activities in its smaller markets. The remaining network, located in New York City (or
“NYC”), was the largest and had a lease access contract with a major cable company. As a result, the Company explored opportunities during the fourth
quarter of 2015 and continuing into the first quarter of 2016 to sell the New York City network. On March 9, 2016, the Company completed a sale and
transfer of certain assets pursuant to an Asset Purchase Agreement (the "Agreement") with a large cable company (the "Buyer"). Under the terms of the
Agreement, the Buyer assumed certain rooftop leases and acquired ownership of and the right to operate the Wi-Fi access point and related equipment
associated with such leases. The Company retained ownership of all backhaul and related equipment, and the parties entered into an agreement under
which the Company provides backhaul services to the Buyer. The agreement is for a three-year period with two one-year renewals and is cancellable by
the Buyer on sixty-days notice. During the first quarter of 2016, the Company determined that it would not be able to sell the remainder of the New York
City network, and accordingly, all remaining assets were redeployed into the fixed wireless network or written off. The operating results and cash flows
for Hetnets have been reclassified and presented as discontinued operating results for all periods presented in these condensed consolidated financial
statements.
Note 2. Liquidity and Management Plans
The accompanying condensed consolidated financial statements have been prepared on a going concern basis, which contemplates the realization of
assets and the satisfaction of liabilities in the normal course of business. As of June 30, 2016, the Company had cash and cash equivalents of
approximately $10.0 million and working capital of approximately $4.5 million. The Company incurred significant operating losses since inception and
continues to generate losses from operations and as of June 30, 2016, the Company has an accumulated deficit of $167.9 million. These matters raise
substantial doubt about the Company’s ability to continue as a going concern. The condensed consolidated financial statements do not include any
adjustments relating to the recoverability and classification of asset amounts or the classification of liabilities that might be necessary should the
Company be unable to continue as a going concern.
Historically, the Company has financed its operation through private and public placement of equity securities, as well as debt financing and capital
leases. The Company’s ability to fund its longer term cash requirements is subject to multiple risks, many of which are beyond its control. The Company
intends to raise additional capital, either through debt or equity financings or through the potential sale of the Company’s assets in order to achieve its
business plan objectives. Management believes that it can be successful in obtaining additional capital; however, no assurance can be provided that the
Company will be able to do so. There is no assurance that any funds raised will be sufficient to enable the Company to attain profitable operations or
continue as a going concern. To the extent that the Company is unsuccessful, the Company may need to curtail or cease its operations and implement a
plan to extend payables or reduce overhead until sufficient additional capital is raised to support further operations. There can be no assurance that such a
plan will be successful.
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Note 3. Summary of Significant Accounting Policies
Basis of Presentation. The condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted
in the United States of America (“GAAP”) for interim financial statements and with Form 10-Q and Article 10 of Regulation S-X of the United States
Securities and Exchange Commission. Accordingly, they do not contain all information and footnotes required by GAAP for annual financial statements.
The condensed consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All intercompany balances
and transactions have been eliminated in consolidation. In the opinion of the Company’s management, the accompanying unaudited condensed
consolidated financial statements contain all the adjustments necessary (consisting only of normal recurring accruals) to present the financial position of
the Company as of June 30, 2016 and the results of operations and cash flows for the periods presented. The results of operations for the three and six
months ended June 30, 2016 are not necessarily indicative of the operating results for the full fiscal year or for any future period.
These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and related notes thereto
included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2015. The Company’s accounting policies are described in the
Notes to Consolidated Financial Statements in its Annual Report on Form 10-K for the year ended December 31, 2015, and updated, as necessary, in this
Quarterly Report on Form 10-Q.
Retroactive Adjustment For Reverse Stock Split - On July 7, 2016, the Company effected a one-for-twenty reverse stock split of its Common Stock.
Consequently, all earnings per share and other share related amounts and disclosures have been retroactively adjusted for that action.
Use of Estimates. The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the amounts of revenues and expenses. Actual results
could differ from those estimates. Key estimates include fair value of certain financial instruments, carrying value of intangible assets, reserves for
accounts receivable and accruals for liabilities.
Concentration of Credit Risk. Financial instruments that potentially subject the Company to significant concentrations of credit risk consist of cash and
cash equivalents. At times, our cash and cash equivalents may be uninsured or in deposit accounts that exceed the Federal Deposit Insurance Corporation
(“FDIC”) insurance limits. As of June 30, 2016, the Company had cash and cash equivalent balances of approximately $9,700,000 in excess of the
federally insured limit of $250,000.
Accounts Receivable. Accounts receivable are stated at cost less an allowance for doubtful accounts which reflects the Company’s estimate of balances
that will not be collected. The allowance is based on the history of past write-offs, the aging of balances, collections experience and current credit
conditions. Additions include provisions for doubtful accounts and deductions include customer write-offs. Changes in the allowance for doubtful
accounts were as follows:
Three Months Ended June 30,
Six Months Ended June 30,
2016
2015
2016
2015
$
81,949 $
71,343 $
92,863 $
59,273
70,000
100,000
(21,771)
(23,595)
(32,685)
(41,525)
$
60,178 $
117,748 $
60,178 $
117,748

Beginning of period
Additions
Deductions
End of period

Revenue Recognition. The Company normally enters into contractual agreements with its customers for periods ranging between one to three years. The
Company recognizes the total revenue provided under a contract ratably over the contract period, including any periods under which the Company has
agreed to provide services at no cost. The Company applies the revenue recognition principles set forth under the United States Securities and Exchange
Commission Staff Accounting Bulletin 104, (“SAB 104”) which provides for revenue to be recognized when (i) persuasive evidence of an arrangement
exists, (ii) delivery or installation has been completed, (iii) the customer accepts and verifies receipt, and (iv) collectability is reasonably assured.
Deferred Revenues. Customers are billed monthly in advance. Deferred revenues are recognized for that portion of monthly charges not yet earned as of
the end of the reporting period. Deferred revenues are also recognized for certain customers who pay for their services in advance.
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Intrinsic Value of Stock Options and Warrants . The Company calculates the intrinsic value of stock options and warrants as the difference between the
closing price of the Company’s common stock at the end of the reporting period and the exercise price of the stock options and warrants.
Reclassifications. Certain accounts in the prior year’s condensed consolidated financial statements have been reclassified for comparative purposes to
conform to the presentation in the current year’s condensed consolidated financial statements. These reclassifications have no effect on the previously
reported net loss.
Segments. The Company determined that the Shared Wireless Infrastructure and Fixed Wireless businesses represented separate business segments. In
addition, the Company established a Corporate Group so that centralized operating and administrative activities which supported both businesses could
be reported separately. During the fourth quarter of 2015, the Company determined to exit the Shared Wireless Infrastructure business. As a result, its
operating results for all periods presented are being reported as discontinued operations in these financial statements. The operating results of the Fixed
Wireless business are being reported as continuing operations.
Recent Accounting Pronouncements. In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
No. 2014-09, Revenue from Contracts with Customers (“ASU 2014-09”), which requires an entity to recognize revenue at an amount that reflects the
consideration to which the entity expects to be entitled in exchange for transferring goods or services to customers. ASU 2014-09 will replace most
existing revenue recognition guidance in GAAP when it becomes effective. The new standard is effective in the annual period ending December 31, 2017,
including interim periods within that annual period. Early application is not permitted. The standard permits the use of either the retrospective or
cumulative effect transition method. The Company is currently evaluating the impact of its pending adoption of this standard on its condensed
consolidated financial statements and related disclosures.
In March 2016, the Financial Accounting Standards B issued ASU No. 2016-09, “Compensation - Stock Compensation (Topic 718): Improvements to
Employee Share-Based Payment Accounting.” The new standard involves several aspects of the accounting for share-based payment transactions,
including the income tax consequences, classification of awards as either equity or liabilities and classification on the statement of cash flows. The new
standard will be effective for the Company on January 1, 2017. The Company is currently evaluating the impact of its pending adoption of this standard
on its condensed consolidated financial statements and related disclosures
In April 2016, the FASB issued ASU No. 2016-10 (“ASU 2016-10”), “Revenue from Contracts with Customers (Topic 606): Identifying Performance
Obligations and Licensing.” ASU 2016-10 will affect all entities that enter into contracts with customers to transfer goods or services (that are an output
of the entity’s ordinary activities) in exchange for consideration. The amendments in this update affect the guidance in ASU 2014-09 which is not yet
effective, the amendments in this update clarify the following two aspects of Topic 606: identifying performance obligations and the licensing
implementation guidance, while retaining the related principles for those areas. The effective date and transition requirements for the amendments in this
update are the same as the effective date and transition requirements for ASU 2014-09. The Company is currently evaluating the effect that ASU 2016-10
will have on the Company’s consolidated financial position and results of operations.
In May 2016, the FASB issued ASU No. 2016-12 (“ASU 2016-12”), “Revenue from Contracts with Customers (Topic 606): Narrow-Scope Improvements
and Practical Expedients.” ASU 2016-12 will affect all entities that enter into contracts with customers to transfer goods or services (that are an output of
the entity’s ordinary activities) in exchange for consideration. The amendments in this update affect the guidance in ASU 2014-09 which is not yet
effective, the amendments in this update affect narrow aspects of Topic 606 including among others: assessing collectability criterion, noncash
consideration, and presentation of sales taxes and other similar taxes collected from customers. The effective date and transition requirements for the
amendments in this update are the same as the effective date and transition requirements for ASU 2014-09. The Company is currently evaluating the
effect that ASU 2016-12 will have on the Company’s consolidated financial position and results of operations.
Subsequent Events. Subsequent events have been evaluated through the date of this filing.
Note 4. Discontinued Operations
During the fourth quarter of 2015, the Company determined to exit the business conducted by Hetnets and curtailed activities in its smaller markets. The
remaining network, located in New York City (or “NYC”), was the largest and had a lease access contract with a major cable company. As a result, the
Company explored opportunities during the fourth quarter of 2015 and continuing into the first quarter of 2016 to sell the New York City network. On
March 9, 2016, the Company completed a sale and transfer of certain assets pursuant to an Asset Purchase Agreement (the "Agreement") with a large cable
company (the "Buyer"). Under the terms of the Agreement, the Buyer assumed certain rooftop leases and acquired ownership of and the right to operate
the Wi-Fi access point and related equipment associated with such leases. The Company retained ownership of all backhaul and related equipment, and
the parties entered into an agreement under which the Company provides backhaul services to the Buyer. The agreement is for a three-year period with
two one-year renewals and is cancellable by the Buyer on sixty days notice. In connection with the Agreement, the Company transferred to the Buyer a
net book value of network assets aggregating $2,660,041 in exchange for the backhaul agreement valued at $3,837,783. The backhaul agreement has
been recorded as an intangible asset in the accompanying condensed consolidated balance sheet. As a result, during the first quarter of 2016, the
Company recognized a gain of $1,177,742 in its discontinued operations.
The Company has determined that it will not be able to sell the remaining network locations in New York City. As a result, the Company recognized
charges totaling $1,585,319 in the first quarter of 2016 which included $453,403 representing the estimated cost to settle lease obligations, $528,364 to
write off network assets which could not be redeployed into the fixed wireless network, $110,500 related to security deposits which are not expected to be
recovered, and $493,052 related to the accelerated expensing of deferred acquisition costs. These costs were partially offset by a $1,244,284 reduction in
the accrual for terminated lease obligations that was recorded in the fourth quarter of 2015. This reduction reflects the outcome of settlements negotiated
in the first quarter of 2016 with certain landlords. The operating results and cash flows for Hetnets have been reclassified and presented as discontinued
operations in these condensed consolidated financial statements for all periods presented.
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Discontinued Operations
A more detailed presentation of loss from discontinued operations is set forth below. There has been no allocation of consolidated interest expense to
discontinued operations.
Three Months Ended June 30,
2016
2015
$
- $
826,226

Revenues
Operating expenses:
Infrastructure and access
Depreciation
Network operations
Customer support services
Sales and marketing
General and administrative
Total operating expenses
Net operating loss
Gain on sale of assets
Net Loss

$

9,364
58,212
67,576
(67,576)
(67,576 )

$

Six Months Ended June 30,
2016
2015
$
553,302 $
1,613,854

3,662,021
1,015,859
195,640
106,134
43,299
5,022,953
(4,196,727)
(4,196,727) $

2,523,222
638,681
192,947
69,804
246
105,545
3,530,445
(2,977,143)
1,177,742
(1,799,401 ) $

7,359,177
2,047,369
391,034
188,446
86,911
10,072,937
(8,459,083)
(8,459,083)

The components of the balance sheet accounts presented as discontinued operations were as follows:
December 31,
2015

June 30, 2016
Assets:
Accounts receivable, net
Prepaid expenses and other current assets
Deferred acquisitions costs
Total Current Assets

$

$

Liabilities:
Accounts payable
Accrued expenses
Accrued expenses - leases
Total Current Liabilities

$

$

6,072
231,978
238,050

$

628,522
2,378,658
3,007,180

$

$

$

715,993
278,891
253,685
1,248,569

556,800
66,101
3,284,467
3,907,368

Note 5. Property and Equipment
Property and equipment is comprised of:

June 30, 2016
$
41,259,646
33,291,213
4,851,736
1,713,430
1,629,100
82,745,125
64,199,535
$
18,545,590

Network and base station equipment
Customer premise equipment
Information technology
Furniture, fixtures and other
Leasehold improvements
Less: accumulated depreciation
Property and equipment, net
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December 31,
2015
$
38,351,119
30,910,874
4,810,865
1,713,722
1,623,559
77,410,139
56,174,755
$
21,235,384

Depreciation expense for the three months ended June 30, 2016 and 2015 was $2,626,249 and $2,295,186, respectively. Depreciation expense for the six
months ended June 30, 2016 and 2015 was $4,949,222 and $4,544,991, respectively.
Property acquired through capital leases included within the Company’s property and equipment consists of the following:

Network and base station equipment
Customer premise equipment
Information technology
Less: accumulated depreciation
Property acquired through capital leases, net

June 30, 2016
$
2,620,898
669,792
1,860,028
5,150,718
3,622,432
$
1,528,286

December 31,
2015
$
2,620,898
669,792
1,860,028
5,150,718
3,114,968
$
2,035,750

June 30, 2016
$
11,856,126
3,837,782
750,000
16,443,908
11,955,652
$
4,488,256

December 31,
2015
$
11,856,126
750,000
12,606,126
11,333,096
$
1,273,030

Note 6. Intangible Assets
Intangible assets consist of the following:

Customer relationships
Backhaul agreement
FCC licenses
Less: accumulated amortization
Intangible assets, net

Amortization expense for the three months ended June 30, 2016 and 2015 was $417,883 and $98,068, respectively. Amortization expense for the six
months ended June 30, 2016 and 2015 was $622,556 and $196,136, respectively. The fair value of the backhaul agreement acquired in the transaction
with a large cable company, as described in Note 4, is being amortized over the 36 month term of the agreement in quarterly amounts of $319,815 ending
in March 2019. The customer contracts acquired in the Delos Internet acquisition are being amortized over a 50 month period in quarterly amounts of
$98,068 ending April 2017. The Company’s licenses with the Federal Communications Commission (the “FCC”) are not subject to amortization as they
have an indefinite useful life.
Note 7. Accrued Expenses
Accrued expenses consist of the following:

June 30, 2016
$
423,804
243,844
414,139
145,248
94,781
$
1,321,816

Payroll and related
Professional services
Other
Property and equipment
Network
Total

December 31,
2015
$
551,448
427,932
339,680
176,614
133,544
$
1,629,218

Network represents costs incurred to provide services to the Company’s customers including tower rentals, bandwidth, troubleshooting and gear removal.
Note 8. Other Long-Term Liabilities
Other long-term liabilities consist of the following:
June 30, 2016
$
655,304
363,774
$
1,019,078

Deferred rent
Deferred taxes
Total
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December 31,
2015
$
1,227,414
363,774
$
1,591,188

Note 9. Long-Term Debt
In October 2014, the Company entered into a loan agreement (the "Loan Agreement") with Melody Business Finance, LLC (the "Lender") which provided
the Company with a $35 million term loan (the "Financing" or "Note") which matures in October 2019. The Note was issued at a 3% discount totaling
$1,050,000 which is being amortized over the term of the Note. The Company recognized interest expense of $69,537 and $87,466 in connection with
the amortization of this discount for the three months ended June 30, 2016 and 2015, respectively. The Company recognized interest expense of
$143,601 and $179,231 in connection with the amortization of this discount for the six months ended June 30, 2016 and 2015, respectively. The
unamortized balance totaled $470,135 at June 30, 2016 and $613,736 at December 31, 2015.
The Note bears interest payable in cash at a rate equal to the greater of (i) the sum of the one month Libor rate on each payment date plus 7% or (ii) 8% per
annum, and additional paid in kind (“PIK”), or deferred, interest that accrues at 4% per annum. The Company paid $750,659 and $720,892 of interest
and accrued $375,329 and $360,446 of PIK interest for the three months ended June 30, 2016 and 2015, respectively. The Company paid $1,493,803 and
$1,426,803 of interest and accrued $746,900 and $713,402 of PIK interest for the six months ended June 30, 2016 and 2015, respectively.
The Loan Agreement contains several financial and non-financial covenants, the most significant of which is the maintenance of a minimum balance of
$6.5 million in cash and cash equivalents. As of June 30, 2016, the Company was in compliance with all of the debt covenants.
In connection with the Loan Agreement and pursuant to a Warrant and Registration Rights Agreement, the Company issued warrants (the “Warrants”) to
purchase 180,000 shares of common stock of which two-thirds have an exercise price of $25.20 and one-third have an exercise price of $0.20, subject to
customary adjustments under certain circumstances. The Warrants have a term of seven and a half years. The fair value of the warrants granted to the
Lender of $2,463,231 was calculated using the Black-Scholes option pricing model and recorded as a debt discount. The debt discount is being
amortized over the term of the Note using the effective interest rate. The Company recognized interest expense of $163,130 and $205,190 in connection
with the amortization of this discount for the three months ended June 30, 2016 and 2015, respectively. The Company recognized interest expense of
$336,878 and $420,464 in connection with the amortization of this discount for the six months ended June 30, 2016 and 2015, respectively. The
unamortized balance totaled $1,102,907 at June 30, 2016 and $1,439,785 at December 31, 2015.
The Company incurred costs, primarily professional services, of approximately $2,900,000 related to the Loan Agreement. These costs were recorded as a
reduction to the note payable in the Company’s condensed consolidated balance sheet and are being amortized over the term of the Loan Agreement
using the effective interest rate. Amortization expense totaled $191,641 and $241,051 for the three months ended June 30, 2016 and 2015, respectively.
Amortization expense totaled $395,755 and $493,950 for the six months ended June 30, 2016 and 2015, respectively. The unamortized balance totaled
$1,295,666 at June 30, 2016 and $ 1,691,421 at December 31, 2015.
Note 10. Capital Stock
On June 17, 2016, the Company entered into securities purchase agreements with certain accredited investors pursuant to which the Company raised
$2,280,000 in a registered direct offering for a total of 750,000 shares (a “Share”) of the Company’s common stock, par value $0.001 per share (the
“Common Stock”). Each Share was sold as a unit (each, a “Unit”, and collectively, the “Units”) at a purchase price of $3.04 per Unit, with each Unit
consisting of one Share and an unregistered warrant to purchase one share of Common Stock (collectively, the “Warrants”). The Common Stock and the
Warrants are immediately separable and were issued separately. Expenses associated with this direct offering totaled $50,000 resulting in net proceeds to
the Company of $2,230,000.
Such net proceeds were allocated to the shares and the warrants issued in the amounts of $1,672,500 and $557,500, respectively, in proportion to their
relative fair value on the date of issuance.
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Note 11. Stock Options and Warrants
Stock Options
The Company uses the Black-Scholes option pricing model to value options issued to employees, directors and consultants. Compensation expense,
including the estimated effect of forfeitures, is recognized over the period of service, generally the vesting period. Stock compensation expense and the
weighted average assumptions used to calculate the fair values of stock options granted during the periods indicated were as follows:

Risk-free interest rate
Expected volatility
Expected life (in years)
Expected dividend yield
Weighted average per share grant date fair value
Stock-based compensation

Three Months Ended June 30,
2016
2015
1.1%
- 1.2%
1.6%
80%
- 83%
59%
4.2
4.1
$
0.11
$
0.95
$
140,474
$
209,089

Six Months Ended June 30,
2016
2015
1.1%
1.4%
1.6%
78%
83%
59%
4.2
4.1
$0.12
$
0.95
$436,859
$
418,298

The risk-free interest rate was based on rates established by the Federal Reserve. The expected volatility was based upon the historical volatility for the
Company’s common stock. The Company utilized historical data to determine the expected life of stock options. The dividend yield reflected the fact
that the Company has not historically paid dividends, and does not expect to pay dividends in the foreseeable future. Stock-based compensation is
included in general and administrative expenses in the accompanying condensed consolidated statements of operations. The unamortized amount of
stock options expense totaled $280,428 as of June 30, 2016 which will be recognized over a weighted-average period of 2.2 years.
Option transactions under the stock option plans during the six months ended June 30, 2016 were as follows:

Number
217,002
112,750
34,860
294,892
189,456

Outstanding as of January 1, 2016
Granted during 2016
Exercised
Cancelled /expired
Outstanding as of June 30, 2016
Exercisable as of June 30, 2016

Weighted
Average
Exercise Price
$
52.20
4.00
67.18
$
31.79
$
45.36

Grants under the stock option plans during the six months ended June 30, 2016 were as follows:
Number
11,000
40,000
51,750
10,000
112,750

Consultant grants
Executive grants
Employee grants
Annual grants to outside directors
Total

Options granted during the reporting period had terms ranging from five to ten years. All options were issued at an exercise price equal to the fair value on
the date of grant. Consultant grants vesting periods range from vesting immediately upon issuance to vesting monthly over a one-year period from the
date of issuance. Executive grants vesting periods range from vesting immediately upon issuance to vesting quarterly over a two-year period from the
date of issuance. Employee grants vest annually over a three-year period from the date of issuance. Director grants vest over a one-year period from the
date of issuance. The aggregate fair value of the options granted was $271,444 for the six months ended June 30, 2016.
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Cancellations for the six months ended June 30, 2016 related to employee terminations.
The weighted average remaining contractual life of the outstanding options as of June 30, 2016 was 5.1 years.
The intrinsic value associated with the options outstanding and exercisable was $3,900 and $1,900, respectively, as of June 30, 2016. The closing price
of the Company’s common stock at June 30, 2016 was $3.40 per share.
Stock Warrants
Stock warrants during the six months ended June 30, 2016 were as follows:

Number
202,500
750,000
952,500
202,500

Outstanding as of January 1, 2016
Granted during 2016
Outstanding as of June 30, 2016
Exercisable as of June 30, 2016

Weighted
Average
Exercise Price
$
26.20
5.00
$
9.49
$
26.20

In connection with the June 17, 2016 offering, the Company issued 750,000 warrants. Each Warrant expires five years from the date of issuance, has an
exercise price of $5.00 per share, and is exercisable six months from the date of issuance. The Company utilized the Black-Scholes model to value these
warrants and attributed a value to them of $791,290 which was accounted for as an addition to additional paid-in capital. Assumptions included an
interest rate of 1.17%, a term of 5 years, expected volatility of 81%, and a dividend yield of zero. The risk-free interest rate was based on rates established
by the Federal Reserve. The expected volatility was based upon the historical volatility for the Company’s common stock. The Company utilized safe
harbor guidelines allowed by the Securities and Exchange Commission to estimate the expected life of the warrants. The dividend yield reflected the fact
that the Company has not historically paid dividends, and does not expect to pay dividends in the foreseeable future.
The weighted average remaining contractual life of the warrants was five years.
The aggregate intrinsic value associated with the warrants outstanding and exercisable as of June 30, 2016 was $192,000.
Cashless Exercises
The number of shares issuable upon the exercise of an option or a warrant will be lower if a holder exercises on a cashless basis. Under a cashless exercise,
the holder uses a portion of the shares that would otherwise be issuable upon exercise, rather than cash, as consideration for the exercise. The amount of
net shares issuable in connection with a cashless exercise will vary based on the exercise price of the option or warrant compared to the market price of
the Company’s common stock on the date of exercise.
Note 12. Employee Stock Purchase Plan
Under the Company’s 2010 Employee Stock Purchase Plan (“ESPP Plan”), participants can purchase shares of the Company’s stock at a 15% discount. In
April 2016, shareholders approved an increase in the number of shares of common stock issuable under the ESPP Plan from 200,000 to 500,000 shares of
common stock. During the three and six months ended June 30, 2016, a total of 2,610 and 7,069 shares were issued under the ESPP Plan with a fair value
of $8,874 and $19,575, respectively. The Company recognized $1,152 and $2,936 of stock-based compensation related to the 15% discount for the three
and six months ended June 30, 2016, respectively. The Company recognized $1,167 and $3,115 of stock-based compensation related to the 15%
discount for the three and six months ended June 30, 2015, respectively.
Note 13. Fair Value Measurement
Valuation Hierarchy
The accounting standard of the FASB for fair value measurements establishes a valuation hierarchy for disclosure of the inputs to valuation used to
measure fair value. This hierarchy prioritizes the inputs into three broad levels. Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in active markets or inputs that are observable for the asset
or liability, either directly or indirectly through market corroboration, for substantially the full term of the financial instrument. Level 3 inputs are
unobservable inputs based on the Company’s own assumptions used to measure assets and liabilities at fair value. A financial asset or liability’s
classification within the hierarchy is determined based on the lowest level input that is significant to the fair value measurement.
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The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities approximate their fair value due to their
short maturities. There were no changes in the valuation techniques during the three and six months ended June 30, 2016.
Note 14. Net Loss Per Common Share
Basic and diluted net loss per share has been calculated by dividing net loss by the weighted average number of common shares outstanding during the
period. For the three and six months ended June 30, 2016 and 2015, the following common stock equivalents were excluded from the computation of
diluted net loss per common share because they were anti-dilutive. The exercise or issuance of these common stock equivalents outstanding at June 30,
2016 and 2015 would dilute earnings per share if the Company becomes profitable in the future.
As of June 30,
2016
2015
294,892
185,602
952,500
142,500
1,247,392
328,102

Stock options
Warrants
Total
Note 15. Commitments
Operating Lease Obligations

The Company has entered into operating leases related to roof rights, cellular towers, office space, and equipment leases under various non-cancelable
agreements expiring through April 2025. Certain of these operating leases include extensions, at the Company's option, for additional terms ranging from
one to twenty-five years. Amounts associated with the extension periods have not been included in the table below as it is not presently determinable
which options, if any, the Company will elect to exercise. As of June 30, 2016, total future operating lease obligations were as follows:
Remainder of 2016
2017
2018
2019
2020
Thereafter

$

$

7,450,265
8,829,245
4,389,155
2,721,992
623,067
95,371
24,109,095

Rent expenses were as follows:
Three Months Ended June 30,
2016
2015
$
2,166,062 $
2,009,366
88,651
96,669
113,066
100,605
$
2,367,779 $
2,206,640

Points of Presence
Corporate offices
Other

Six Months Ended June 30,
2016
2015
$
4,241,720 $
4,095,064
237,798
188,861
234,555
188,940
$
4,714,073 $
4,472,865

Rent expenses related to Points of Presence and other were included in infrastructure and access in the Company’s condensed consolidated statements of
operations. Rent expense related to our corporate offices was included in general and administrative expenses in the Company’s condensed consolidated
statements of operations.
In September 2013, the Company entered into a new lease agreement for its corporate offices and new warehouse space. The lease commenced on January
1, 2014 and expires on December 31, 2019 with an option to renew for an additional five-year term through December 31, 2024. The Company spent
approximately $600,000 in leasehold improvements in connection with consolidating its corporate based employees from two buildings into one
building. The Landlord agreed to contribute $380,000 in funding towards qualified leasehold improvements and made such payment in February 2014.
Total annual rent payments began at $359,750 for 2014 and escalate by 3% annually reaching $416,970 for 2019.
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In December 2014, the Company entered into a new lease agreement in Florida, primarily for a second sales center. The lease commenced in February
2015 for 38 months with an option to renew for an additional five-year period. Total annual rent payments started at $53,130 and escalated by 3%
annually. In April 2016, the Company terminated the Florida lease. Under the terms of the agreement, the Company forfeited its security deposit of
$26,648 and agreed to make a termination payment of $25,000.
Capital Lease Obligations
The Company has entered into capital leases to acquire property and equipment expiring through June 2018. As of June 30, 2016, total future capital
lease obligations were as follows:
Remainder of 2016
2017
2018

$

$
Less: interest expense
Total capital lease obligations
Current
Long-term

$
$
$

550,567
837,811
143,796
1,532,174
98,591
1,433,583
980,389
453,194

Note 16. Subsequent Events
On July 5, 2016, the Company filed a certificate of amendment (the “Amendment”) to its Certificate of Incorporation with the Secretary of State of the
State of Delaware in order to effectuate a reverse stock split of the Company’s issued and outstanding common stock, par value $0.001 per share, on a one
for twenty basis (the “Reverse Stock Split”). As a result of the Reverse Stock Split, every twenty shares of the Company’s pre-reverse split common stock
will be combined and reclassified into one share of the Company’s common stock. No fractional shares of common stock will be issued. Stockholders who
otherwise would be entitled to a fractional share shall receive the next higher number of whole shares. The par value and other terms of Company’s
common stock were not affected by the Reverse Stock Split. The Reverse Stock Split was effective July 7, 2016.
On July 6, 2016, the Company entered into a securities purchase agreement (the “Purchase Agreement”) with an accredited investor pursuant to which the
Company raised $1,250,000 in a private placement offering 892,857 units of the Company’s securities (the “Units”) at a price of $1.40 per Unit. As
adjusted for the Reverse Stock Split, each Unit consists of (i) one share of Series B Convertible Preferred Stock, par value $0.001 per share (the “Preferred
Stock”), with each share of Preferred Stock convertible into one half of a share of common stock, and (ii) one fourth of a warrant (a “Warrant”), with each
Warrant exercisable into common stock at an exercise price equal to $3.00 per share of common stock. The transaction closed on July 7, 2016. On July 21
and 26, 2016, the holder converted all of the shares of the preferred stock into 446,429 shares of common stock.
Also on July 7, 2016, the Company entered into a First Amendment (the “Amendment”) to those certain Securities Purchase Agreements, dated June 17,
2016 (the “June Purchase Agreements”), pursuant to which the Company agreed to amend the June Purchase Agreements entered into by and between
certain investors and the Company. Pursuant to the terms of the Amendment and as adjusted for the Reverse Stock Split, the June Warrants were amended
and restated to change the exercise price of the warrants to $3.80 from $5.00 and to include a mandatory exercise right of the Company to force exercise
of the June Warrants if the Company’s common stock trades at or above $7.60 for any ten consecutive trading days out of a thirty consecutive trading day
period (subject to certain equity conditions, a 9.99% beneficial ownership limitation and applicable NASDAQ shareholder approval rules, if any). All
other terms of the June Warrants, including cash exercise if registered for resale within 90 days of closing, remain unchanged.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
The following discussion and analysis summarizes the significant factors affecting our condensed consolidated results of operations, financial
condition and liquidity position for the six months ended June 30, 2016. This discussion and analysis should be read in conjunction with our audited
financial statements and notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2015 and the condensed
consolidated unaudited financial statements and related notes included elsewhere in this filing. The following discussion and analysis contains
forward-looking statements that reflect our plans, estimates, and beliefs. Our actual results could differ materially from those discussed in the forwardlooking statements.
Forward-Looking Statements
Forward-looking statements in this Quarterly Report on Form 10-Q, including without limitation, statements related to our plans, strategies, objectives,
expectations, intentions and adequacy of resources, are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of
1995. Investors are cautioned that such forward-looking statements involve risks and uncertainties including without limitation the following: (i) our
plans, strategies, objectives, expectations and intentions are subject to change at any time at our discretion; (ii) our plans and results of operations will be
affected by our ability to manage growth and competition; and (iii) other risks and uncertainties indicated from time to time in our filings with the
Securities and Exchange Commission.
In some cases, you can identify forward-looking statements by terminology such as ‘‘may,’’ ‘‘will,’’ ‘‘should,’’ ‘‘could,’’ ‘‘expects,’’ ‘‘plans,’’ ‘‘intends,’’
‘‘anticipates,’’ ‘‘believes,’’ ‘‘estimates,’’ ‘‘predicts,’’ ‘‘potential,’’ or ‘‘continue’’ or the negative of such terms or other comparable terminology.
Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results, levels of
activity, performance, or achievements. Moreover, neither we nor any other person assumes responsibility for the accuracy and completeness of such
statements. Readers are cautioned not to place too much reliance on these forward-looking statements which speak only as of the date hereof. We are
under no duty to update any of the forward-looking statements after the date of this Quarterly Report on Form 10-Q.
Non-GAAP Measures and Reconciliations to GAAP Measures
We prepare our financial statements in accordance with generally accepted accounting principles (“GAAP”). We use certain Non-GAAP measures to
monitor our business performance. These Non-GAAP measures are not recognized under GAAP. Accordingly, investors are cautioned about using or
relying on these measures as alternatives to recognized GAAP measures. Our methods of calculating these measures may not be comparable to similar
measures presented by other companies.
Characteristics of Revenues and Expenses
Infrastructure and access expenses relate directly to maintaining our network and providing connectivity to our customers. Infrastructure primarily relates
to our Points-of-Presence ("PoPs") where we install a substantial amount of equipment, mostly on the roof, which we utilize to connect numerous
customers to the internet. We enter into long term lease agreements to maintain our equipment on these PoPs and these rent payments comprise the
majority of our infrastructure and access costs. Access expenses primarily consist of bandwidth connectivity agreements that we enter into with national
service providers.
Network operations costs relate to the daily operations of our network and ensuring that our customers have connectivity within the terms of our service
level agreement. We have employees based in our largest markets who are dedicated to ensuring that our network operates effectively on a daily basis.
Other employees monitor network operations from our network operating center which is located at our corporate headquarters. Payroll comprises
approximately 55 to 60% of network operations costs. Information technology systems and support comprises approximately 20 to 25% of network
operations costs.
Customer support costs relate to our continuing communications with customers regarding their service level agreement. Payroll comprises
approximately 75 to 80% of customer support costs. Other costs include travel expenses to service customer locations, shipping, troubleshooting, and
facilities related expenses.
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Sales and marketing expenses primarily consist of the salaries, benefits, travel and other costs of our sales and marketing teams, as well as marketing
initiatives and business development expenses.
General and administrative expenses include costs attributable to corporate overhead and the overall support of our operations. Salaries and other related
payroll costs for executive management and finance personnel are included in this category. Other costs include accounting, legal and other professional
services, and other general operating expenses.
Overview – Fixed Wireless
We provide fixed wireless broadband services to commercial customers and deliver access over a wireless network transmitting over both regulated and
unregulated radio spectrum. Our service supports bandwidth on demand, wireless redundancy, virtual private networks, disaster recovery, bundled data
and video services. We currently provide service to business customers in twelve metropolitan markets.
As of June 30, 2016, we operated in twelve metropolitan markets consisting of New York, Boston, Los Angeles, Chicago, San Francisco, Miami, Seattle,
Dallas-Fort Worth, Houston, Philadelphia, Las Vegas-Reno and Providence-Newport. Although we provide services in multiple markets, these operations
have been aggregated into one reportable segment based on the similar economic characteristics among all markets, including the nature of the services
provided and the type of customers purchasing such services. The markets were launched at different times, and as a result, may have different operating
metrics based on their size and stage of maturation. We incur significant up-front costs in order to establish a network presence in a new market. These
costs include building PoPs and network costs. Other material costs include hiring and training sales and marketing personnel who will be dedicated to
securing customers in that market. Once we have established a network presence in a new market, we are capable of servicing a significant number of
customers. The rate of customer additions varies from market to market, and we are unable to predict how many customers will be added in a market
during any specific period.
Overview - Shared Wireless Infrastructure
In January 2013, the Company incorporated a wholly-owned subsidiary, Hetnets Tower Corporation (“Hetnets”), to operate a new business designed to
leverage its fixed wireless network in urban markets to provide other wireless technology solutions and services. Hetnets built a carrier-class network
which offered a shared wireless infrastructure platform, primarily for (i) co-location of customer owned antenna and related equipment and (ii) Wi-Fi
access and offloading. The Company referred to this as its “Shared Wireless Infrastructure” or “Shared Wireless” business. During the fourth quarter of
2015, the Company determined to exit this business and curtailed activities in its smaller markets. The remaining network, located in New York City (or
“NYC”), was the largest and had a lease access contract with a major cable company. As a result, the Company explored opportunities during the fourth
quarter of 2015 and continuing into the first quarter of 2016 to sell the New York City network. On March 9, 2016, the Company completed a sale and
transfer of certain assets pursuant to an Asset Purchase Agreement (the "Agreement") with a large cable company (the "Buyer"). Under the terms of the
Agreement, the Buyer assumed certain rooftop leases and acquired ownership of and the right to operate the Wi-Fi access point and related equipment
associated with such leases. The Company retained ownership of all backhaul and related equipment, and the parties entered into an agreement under
which the Company provides backhaul services to the Buyer. The agreement is for a three-year period with two one-year renewals and is cancellable by
the Buyer on sixty days notice. During the first quarter of 2016, the Company determined that it would not be able to sell the remainder of the New York
City network, and accordingly, all remaining assets are being redeployed into the fixed wireless network or written off. The operating results and cash
flows for Hetnets have been reclassified and presented as discontinued operating results for all periods presented in these condensed consolidated
financial statements.
Three Months Ended June 30, 2016 Compared to Three Months Ended June 30, 2015
Continuing Operations – Fixed Wireless
Revenues. Revenues totaled $6,872,342 during the three months ended June 30, 2016 compared to $7,030,907 during the three months ended June 30,
2015 representing a decrease of $158,565, or 2%. The decrease principally related to a 5% decrease in the base of customers billed on a monthly recurring
basis.

16

Customer churn totaled 1.59% during the three months ended June 30, 2016 compared to 1.76% during the three months ended June 30, 2015. Churn
represents the percent of revenue lost on a monthly basis from customers who have cancelled their contract. Effective January 1, 2016, we have modified
our methodology to conform to common practice in the telecommunications industry. Revenue adjustments associated with customers who are
modifying the (i) amount of their bandwidth or (ii) the pricing terms of their contract will no longer be included in the calculation of customer
churn. Customer churn calculated under the previous methodology would have totaled 1.98% and 1.84% for the three months ended June 30, 2016 and
2015, respectively. Our goal is to maintain churn levels below industry averages of approximately 2.00%. Churn levels can fluctuate from period to
period depending upon whether customers move to a location not serviced by the Company, go out of business, or a myriad of other reasons.
Infrastructure and Access. Infrastructure and access totaled $2,631,114 during the three months ended June 30, 2016 compared to $2,490,508 during the
three months ended June 30, 2015 representing an increase of $140,606, or 6%. The increase primarily relates to our tower rental expense.
Depreciation and Amortization. Depreciation and amortization totaled $3,044,132 during the three months ended June 30, 2016 compared to $2,393,254
during the three months ended June 30, 2015 representing an increase of $650,878 or 27%. Depreciation expense totaled $2,626,249 during the three
months ended June 30, 2016 compared to $2,295,186 during the three months ended June 30, 2015 representing an increase of $331,063, or 14%. The
increase primarily related to the transfer of certain assets during the first quarter of 2016 from discontinued operations to continuing operations.
Amortization expense totaled $417,883 during the three months ended June 30, 2016 compared to $98,068 during the three months ended June 30, 2015
representing an increase of $319,815, or more than 100%. Amortization expense relates to intangible assets recorded in connection with acquisitions and
other transactions, and can fluctuate significantly from period to period depending upon the timing of acquisitions and other transactions, the relative
amounts of intangible assets recorded, and the amortization periods. The increase related entirely to amortization associated with a transaction with a
large cable company which closed in March 2016.
Network Operations. Network operations totaled $1,298,590 during the three months ended June 30, 2016 compared to $1,370,126 during the three
months ended June 30, 2015 representing a decrease of $71,536, or 5%. Payroll costs totaled $785,513 in the 2016 period compared to $745,374 in the
2015 period representing an increase of $40,139, or 5%. Information technology support expenses totaled $231,031 in the 2016 period compared to
$267,126 in the 2015 period representing a decrease of $36,095 or 14%, as the Company internally absorbed certain functions that were previously
provided by third parties which resulted in a slight increase in headcount. Network support costs totaled $145,743 during the three months ended June
30, 2016 compared to $218,591 during the three months ended June 30, 2015 representing a decrease of $72,848, or 33%. These costs can fluctuate from
period to period and the dollar change is not meaningful.
Customer Support. Customer support totaled $484,664 during the three months ended June 30, 2016 compared to $653,534 during the three months
ended June 30, 2015 representing a decrease of $168,870, or 26%. Payroll expense totaled $429,073 during the 2016 period compared to $528,692
during the 2015 period representing a decrease of $99,619, or 19%. Average headcount was lower in the 2016 period as the Company consolidated
departments and improved efficiencies. Other customer support costs totaled $55,591 during the three months ended June 30, 2016 compared to
$124,842 during the 2015 period representing a decrease of $69,251 or 55%. This decrease was principally attributable to lower customer
troubleshooting costs which can fluctuate from period to period.
Sales and Marketing. Sales and marketing expenses totaled $883,961 during the three months ended June 30, 2016 compared to $1,545,366 during the
three months ended June 30, 2015 representing a decrease of $661,405, or 43%. Payroll costs totaled $574,571 during the 2016 period compared to
$1,060,490 during the 2015 period representing a decrease of $485,919, or 46%. The decrease related to lower headcount in connection with the closing
of our sales office in Florida as well as additional sales reductions made at our corporate headquarters in the first quarter of 2016. Advertising expenses
totaled $59,562 during the three months ended June 30, 2016 compared to $252,971 during the three months ended June 30, 2015 representing a
decrease of $193,409, or 76%. The Company has significantly reduced its Internet marketing initiatives in connection with its current marketing focus on
specific businesses in certain connected buildings rather than marketing broadly to all businesses in a market. Outside commissions totaled $190,165 in
the 2016 period compared to $145,995 in the 2015 period representing an increase of $44,170, or 30%. The increase relates almost exclusively to the
Company’s residual program which pays continuing commissions as long as the referred business is a customer. Other costs totaled $59,663 during the
three months ended June 30, 2016 compared to $85,910 during the three months ended June 30, 2015 representing a decrease of $26,247, or 31%. The
decrease primarily relates to the reduction in our sales force.
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General and Administrative. General and administrative expenses totaled $1,604,542 for the three months ended June 30, 2016 compared to $1,561,775
for the three months ended June 30, 2015 representing an increase of $42,767, or 3%. Stock based compensation decreased to $141,805 during the three
months ended June 30, 2016 compared to $210,923 during the three months ended June 30, 2015 representing a decrease of $69,118, or 33%. Stockbased compensation can fluctuate significantly from period to period depending on the timing, quantity and valuation of stock option grants.
Professional services fees totaled $428,944 during the three months ended June 30, 2016 compared to $257,050 during the three months ended June 30,
2015 representing an increase of $171,894, or 67%. This increase related primarily to the restructuring of the business during 2016. Corporate travel
expenses totaled $14,854 in the 2016 period compared to $87,458 in the 2015 period representing a decrease of $72,604, or 83%. The decrease related to
the cancellation of the President’s club trip for top performers and lower travel expenses at the executive level. Non-recurring expenses totaled $167,486
during the three months ended June 30, 2016 compared to $52,500 during the three months ended June 30, 2015 representing an increase of $114,986, or
greater than 100%. This increase related primarily to the restructuring of the business during 2016. Non-recurring expenses can vary from period to period
depending on the level of activity during a period. Customer related expenses decreased by approximately $69,251 in the 2016 period due to lower bad
debt expense and office expenses also decreased by approximately $32,522 compared to the 2015 period due to the closing of our Florida sales office and
other staff reductions.
Interest Expense, Net. Interest expense, net totaled $1,588,291 during the three months ended June 30, 2016 compared to $1,670,428 during the three
months ended June 30, 2015 representing a decrease of $82,137, or 5%. Interest expense relates to the $35 million secured term loan which closed in
October 2014.
Discontinued Operations – Shared Wireless
Revenues. Revenues for the Shared Wireless business totaled zero during the three months ended June 30, 2016 compared to $826,226 during the three
months ended June 30, 2015 representing a decrease of $826,226 or 100%. The decrease related to our decision to exit the business conducted by
Hetnets.
Infrastructure and Access. Infrastructure and access totaled zero during the three months ended June 30, 2016 compared to $3,662,021 during the three
months ended June 30, 2015 representing a decrease of $3,662,021, or 100%. The reduction reflects the termination of lease agreements associated with
our shared wireless business.
Depreciation. Depreciation totaled zero during the three months ended June 30, 2016 compared to $1,015,859 during the three months ended June
30, 2015 representing a decrease of $1,015,859 or 100%. We have terminated business activities associated with our shared wireless business.
Network Operations. Network operations totaled $9,364 during the three months ended June 30, 2016 compared to $195,640 during the three months
ended June 30, 2015 representing a decrease of $186,276, or 95%. Certain costs were incurred in the 2016 period related to the termination of the
business. The 2015 period primarily related to payroll expenses.
Customer Support Services. Customer support services totaled zero during the three months ended June 30, 2016 compared to $106,134 during the three
months ended June 30, 2015 representing a decrease of $106,134 or 100%. The business was terminated in early March 2016.
Sales and Marketing. Sales and marketing expenses totaled zero during the three months ended June 30, 2016 compared to $43,299 during the three
months ended June 30, 2015 representing a decrease of $43,299, or 100%. The business was terminated in early March 2016.
General and Administrative. General and administrative expenses totaled $58,212 during the three months ended June 30, 2016 compared to zero during
the three months ended June 30, 2015. The increase reflects professional services fees incurred in the 2016 period for terminating the business.
Six Months Ended June 30, 2016 Compared to Six Months Ended June 30, 2015
Continuing Operations – Fixed Wireless
Revenues. Revenues totaled $13,606,432 during the six months ended June 30, 2016 compared to $14,203,374 during the six months ended June 30,
2015 representing a decrease of $596,942, or 4%. The decrease principally related to a 5% decrease in the base of customers billed on a monthly recurring
basis.
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Infrastructure and Access. Infrastructure and access totaled $5,182,841 during the six months ended June 30, 2016 compared to $5,049,484 during the
six months ended June 30, 2015 representing an increase of $133,357, or 3%. The increase primarily relates to our tower rental expense.
Depreciation and Amortization. Depreciation and amortization totaled $5,571,778 during the six months ended June 30, 2016 compared to $4,741,127
during the six months ended June 30, 2015 representing an increase of $830,651 or 18%. Depreciation expense totaled $4,949,222 during the six months
ended June 30, 2016 compared to $4,544,991 during the six months ended June 30, 2015 representing an increase of $404,231, or 9%. The increase
primarily related to the transfer of certain assets during the first quarter of 2016 from discontinued operations to continuing operations.
Amortization expense totaled $622,556 during the six months ended June 30, 2016 compared to $196,136 during the six months ended June 30, 2015
representing an increase of $426,420, or more than 100%. Amortization expense relates to intangible assets recorded in connection with acquisitions and
other transactions, and can fluctuate significantly from period to period depending upon the timing of acquisitions and other transactions, the relative
amounts of intangible assets recorded, and the amortization periods. The increase related entirely to amortization associated with the TWC transaction
which closed in March 2016.
Network Operations. Network operations totaled $2,589,778 during the six months ended June 30, 2016 compared to $2,704,558 during the six months
ended June 30, 2015 representing a decrease of $114,780, or 4%. Payroll costs totaled $1,557,352 in the 2016 period compared to $1,480,384 in the
2015 period representing an increase of $76,968, or 5%. Average headcount was slightly higher in the 2016 period. Information technology support
expenses totaled $485,115 in the 2016 period compared to $589,280 in the 2015 period representing a decrease of $104,165, or 18%, as the Company
internally absorbed certain functions that were previously provided by third parties. Network support costs totaled $265,150 during the six months ended
June 30, 2016 compared to $353,202 during the six months ended June 30, 2015 representing a decrease of $88,052, or 25%. These costs can fluctuate
from period to period and the dollar change is not meaningful.
Customer Support. Customer support totaled $1,027,855 during the six months ended June 30, 2016 compared to $1,326,417 during the six months
ended June 30, 2015 representing a decrease of $298,562, or 23%. Payroll expense totaled $845,171 during the 2016 period compared to $1,046,302
during the 2015 period representing a decrease of $201,131 or 19%. Average headcount was lower in the 2016 period as the Company consolidated
departments and improved efficiencies. Other customer support costs totaled $182,684 during the six months ended June 30, 2016 compared to $280,115
during the 2015 period representing a decrease of $97,431 or 35%. This decrease was principally attributable to lower customer troubleshooting costs
which can fluctuate from period to period.
Sales and Marketing. Sales and marketing expenses totaled $2,378,881 during the six months ended June 30, 2016 compared to $2,876,048 during the
six months ended June 30, 2015 representing a decrease of $497,167, or 17%. Payroll costs totaled $1,541,426 during the 2016 period compared to
$1,889,607 during the 2015 period representing a decrease of $348,181, or 18%. The decrease related to lower headcount in connection with the closing
of our sales office in Florida as well as additional sales reductions made at our corporate headquarters in the first quarter of 2016. Advertising expenses
totaled $242,639 during the six months ended June 30, 2016 compared to $532,011 during the six months ended June 30, 2015 representing a decrease
of $289,372 or 54%. The Company has significantly reduced its Internet marketing initiatives in connection with its current marketing focus on specific
businesses in certain connected buildings rather than marketing broadly to all businesses in a market. Outside commissions totaled $396,094 in the 2016
period compared to $273,000 in the 2015 period representing an increase of $123,094, or 45%. The increase relates almost exclusively to the Company’s
residual program which pays continuing commissions as long as the referred business is a customer. Other costs totaled $198,722 during the six months
ended June 30, 2016 compared to $181,430 during the six months ended June 30, 2015 representing an increase of $17,292, or 10%. The increase
primarily relates to a decision to close the sales office in Florida.
General and Administrative. General and administrative expenses totaled $3,584,334 for the six months ended June 30, 2016 compared to $3,485,842 for
the six months ended June 30, 2015 representing an increase of $98,492, or 3%. Payroll costs increased to $1,264,753 in the 2016 period compared to
$1,066,080 in the 2015 period representing an increase of $198,673, or 19%. The increase related to severance payments to our former Chief Executive
Officer. Professional services fees totaled $839,324 during the six months ended June 30, 2016 compared to $656,699 during the six months ended June
30, 2015 representing an increase of $182,625, or 28%. This increase related primarily to the restructuring of the business during 2016. Corporate travel
expenses totaled $63,707 in the 2016 period compared to $253,689 in the 2015 period representing a decrease of $189,982, or 75%. The decrease related
to the cancellation of the President’s club trip for top performers and lower travel expenses at the executive level. Customer related expenses decreased by
approximately $94,084 in the 2016 period due to lower bad debt expense compared to the 2015 period.
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Interest Expense, Net. Interest expense, net totaled $3,195,411 during the six months ended June 30, 2016 compared to $3,334,692 during the six months
ended June 30, 2015 representing a decrease of $139,281, or 4%. Interest expense relates to the $35 million secured term loan which closed in October
2014.
Loss from Continuing Operations. Loss from continuing operations totaled $9,924,447 during the six months ended June 30, 2016 compared to
$9,314,794 during the six months ended June 30, 2015 representing an increase of $609,653, or 7%. Revenues decreased by $596,942 in the 2016 period
which represented 98% of the increased loss.
Discontinued Operations – Shared Wireless
Revenues. Revenues for the Shared Wireless business totaled $553,302 during the six months ended June 30, 2016 compared to $1,613,854 during the
six months ended June 30, 2015 representing a decrease of $1,060,552 or 66%. The decrease primarily related to our contract with a major cable company
which was terminated in March 2016 resulting in only two months of revenue in the 2016 period compared to six months of revenue in the 2015 period.
Infrastructure and Access. Infrastructure and access totaled $2,523,222 during the six months ended June 30, 2016 compared to $7,359,177 during the
six months ended June 30, 2015 representing a decrease of $4,835,955, or 66%. Rent expense for rooftop locations totaled $1,994,858 in the 2016 period
compared to $7,182,900 in the 2015 period representing a decrease of $5,188,042, or 72%. The reduction reflects the termination of lease agreements
associated with our shared wireless business. Loss on fixed assets totaled $528,364 during the six months ended June 30, 2016 compared to zero during
the six months ended June 30, 2015. During the first quarter of 2016, the Company sold certain network infrastructure assets to a major cable
company. The Company determined to shut down the remaining network locations and recognized a loss of $528,364 which represented the net book
value of capitalized installation costs as well as equipment which could not be redeployed into the fixed wireless network.
Depreciation. Depreciation totaled $638,681 during the six months ended June 30, 2016 compared to $2,047,369 during the six months ended June
30, 2015 representing a decrease of $1,408,688 or 69%. All business activities associated with the shared wireless business were terminated during the
first quarter of 2016.
Network Operations. Network operations totaled $192,947 during the six months ended June 30, 2016 compared to $391,034 during the six months
ended June 30, 2015 representing a decrease of $198,087, or 51%. Certain costs were incurred in the 2016 period related to the termination of the
business. The 2015 period primarily related to payroll expenses.
Customer Support Services. Customer support services totaled $69,804 during the six months ended June 30, 2016 compared to $188,446 during the six
months ended June 30, 2015 representing a decrease of $118,642 or 63%. The business was terminated in early March 2016.
Sales and Marketing. Sales and marketing expenses totaled $246 during the six months ended June 30, 2016 compared to $86,911 during the six months
ended June 30, 2015 representing a decrease of $86,665, or 100%. The decrease reflects a lack of sales and marketing efforts prior to terminating the
business in March 2016.
General and Administrative. General and administrative expenses totaled $105,545 during the six months ended June 30, 2016 compared to zero during
the six months ended June 30, 2015. The increase reflects professional services fees incurred in the 2016 period for terminating the business.
Loss from Discontinued Operations. Loss from discontinued operations for the six months ended June 30, 2016 totaled $1,799,401 compared to
$8,459,083 for the six months ended June 30, 2015 representing a decrease of $6,659,682, or 79%. Infrastructure and access costs decreased by
$4,835,955 and depreciation decreased by $1,408,688 representing 94% of the decrease. Gain on sale of assets increased by $1,177,742 representing 18%
of the decrease.
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Liquidity and Capital Resources
Changes in capital resources during the six months ended June 30, 2016 and 2015 are described below.
The accompanying condensed consolidated financial statements have been prepared on a going concern basis, which contemplates the realization of
assets and the satisfaction of liabilities in the normal course of business. As of June 30, 2016, the Company had cash and cash equivalents of
approximately $10.0 million and working capital of approximately $4.5 million. The Company has incurred significant operating losses since inception
and continues to generate losses from operations and as of June 30, 2016, the Company has an accumulated deficit of $167.9 million. These matters raise
substantial doubt about the Company’s ability to continue as a going concern. The condensed consolidated financial statements do not include any
adjustments relating to the recoverability and classification of asset amounts or the classification of liabilities that might be necessary should the
Company be unable to continue as a going concern.
Historically, the Company has financed its operation through private and public placement of equity securities, as well as debt financing and capital
leases. The Company’s ability to fund its longer term cash requirements is subject to multiple risks, many of which are beyond its control. The Company
intends to raise additional capital, either through debt or equity financings or through the potential sale of the Company’s assets in order to achieve its
business plan objectives. Management believes that it can be successful in obtaining additional capital; however, no assurance can be provided that the
Company will be able to do so. There is no assurance that any funds raised will be sufficient to enable the Company to attain profitable operations or
continue as a going concern. To the extent that the Company is unsuccessful, the Company may need to curtail or cease its operations and implement a
plan to extend payables or reduce overhead until sufficient additional capital is raised to support further operations. There can be no assurance that such a
plan will be successful.
On July 7, 2016 and as more fully described in the financial statement Note 16 "Subsequent Events", the Company raised $1,250,000 in a private
placement offering of convertible preferred stock and warrants. On August 8, 2016, the Company filed a preliminary Form S-1 with the Securities and
Exchange Commission to register shares of its common stock which would allow the Company to raise up to $20 million.
Continuing Operations
Net Cash Used In Operating Activities. Net cash used in operating activities for the six months ended June 30, 2016 totaled $3,861,319 compared to
$1,410,283 for the six months ended June 30, 2015 representing an increase of $2,451,036. Revenues generated from continuing operations were
$596,942 lower in the 2016 period which adversely impacted cash flows available to support operating activities. Cash operating expenses incurred from
continuing operations were $485,450 lower in the 2016 period which positively impacted cash flows available to support operating activities.
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Net Cash Used in Investing Activities. Net cash used in investing activities for the six months ended June 30, 2016 totaled $1,160,400 compared to
$3,835,233 for the six months ended June 30, 2015 representing a decrease of $2,674,833. Cash capital expenditures totaled $1,160,400 in the 2016
period compared to $3,827,552 in the 2015 period representing a decrease of $2,667,152. The Company was able to redeploy certain equipment from its
discontinued operations to support its continuing operations, thereby lowering capital expenditures in the 2016 period. Capital expenditures can
fluctuate from period to period depending upon the number of customer additions and upgrades, network construction activity related to increasing
capacity or coverage, and other related reasons.
Net Cash Provided by (Used in) Financing Activities. Net cash provided by financing activities for the six months ended June 30, 2016 totaled
$1,754,706 compared to net cash used in financing activities of $477,819 for the six months ended June 30, 2015, representing an increase of
$2,232,346. During the 2016 period, we completed an equity offering which resulted in net proceeds of $2,230,000.
Discontinued Operations
Net Cash Used In Operating Activities. Net cash used in operating activities for the six months ended June 30, 2016 totaled $1,872,023 compared to
$6,015,462 for the six months ended June 30, 2015 representing a decrease of $4,143,439. Operating activities for the discontinued business were
terminated in March 2016 which resulted in lower cash requirements for the 2016 period.
Net Cash Used in Investing Activities. Net cash provided by investing activities for the six months ended June 30, 2016 totaled zero compared to net cash
used of $174,693 for the six months ended June 30, 2015 representing a change of $174,693. Cash capital expenditures totaled $174,693 in the 2015
period compared to zero in the 2016 period which reflected the Company’s decision to exit the shared wireless infrastructure business.
Net Cash Provided by (Used in) Financing Activities. There were no financing activities during either period.
In January 2013, the Company incorporated a wholly-owned subsidiary, Hetnets Tower Corporation (“Hetnets”), to operate a new business designed to
leverage its fixed wireless network in urban markets to provide other wireless technology solutions and services. Hetnets built a carrier-class network
which offered a shared wireless infrastructure platform, primarily for (i) co-location of customer owned antenna and related equipment and (ii) Wi-Fi
access and offloading. The Company referred to this as its “Shared Wireless Infrastructure” or “Shared Wireless” business. During the fourth quarter of
2015, the Company determined to exit this business and curtailed activities in its smaller markets. The remaining network, located in New York City (or
“NYC”), was the largest and had a lease access contract with a major cable company. As a result, the Company explored opportunities during the fourth
quarter of 2015 and continuing into the first quarter of 2016 to sell the New York City network. On March 9, 2016, the Company completed a sale and
transfer of certain assets to a major cable company (the “Buyer”). The Asset Purchase Agreement provided that the Buyer would assume certain rooftop
leases in NYC and acquire ownership of the Wi-Fi access points and related equipment associated with operating the network. The Company retained
ownership of all backhaul and related equipment and the parties entered into a backhaul services agreement under which the Company provides internet
bandwidth to the Buyer at the locations governed by the leases. The agreement is for a three-year period with two, one year renewals and is cancellable by
the Buyer on sixty days’ notice. The net effect of the Buyer (i) assuming certain rooftop leases, (ii) entering into a backhaul services agreement, and (iii)
terminating the access agreement is projected to result in a net reduction in cash requirements of approximately $6 million annually. During the first
quarter of 2016, the Company determined that it would not be able to sell the remainder of the New York City network, and accordingly, all remaining
assets are being redeployed into the fixed wireless network or written off. The operating results and cash flows for Hetnets have been reclassified and
presented as discontinued operating results for all periods presented in these condensed consolidated financial statements.
Other Considerations
Debt Financing. In October 2014, we entered into a loan agreement (the “Loan Agreement”) with Melody Business Finance, LLC (the “Lender”). The
Lender provided us with a five-year $35 million secured term loan (the “Financing”). The Financing was issued at a 3% discount and the Company
incurred $2,893,739 in debt issuance costs. Net proceeds were $31,056,260.
The loan bears interest at a rate equal to the greater of (i) the sum of the most recently effective one month LIBOR as in effect on each payment date plus
7% or (ii) 8% per annum, and additional paid in kind (“PIK”), or deferred, interest that accrues at 4% per annum.
The aggregate principal amount outstanding plus all accrued and unpaid interest is due in October 2019. The Company has the option of making
principal payments (i) on or before October 16, 2016 (the “Second Anniversary”) but only for the full amount outstanding and (ii) after the Second
Anniversary in minimum amount(s) of $5 million.
In connection with the Loan Agreement and pursuant to a Warrant and Registration Rights Agreement, we issued warrants (the “Warrants”) to purchase
3.6 million shares of common stock of which two-thirds have an exercise price of $1.26 and one-third have an exercise price of $0.01, subject to standard
anti-dilution provisions. The Warrants have a term of seven and a half years. We have agreed to include the shares of common stock underlying the
Warrants in a registration statement that must be filed no later than December 31, 2016.
Equity Offering. In the second quarter of 2016, we entered into securities purchase agreements with certain accredited investors in which we sold in a
registered direct offering a total of 750,000 shares of common stock at a purchase price of $3.04 per Unit, with each Unit consisting of one share of
common stock and an unregistered warrant to purchase one share of common stock. Expenses associated with this direct offering totaled $50,000.
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Contractual Obligations and Commitments
The following table summarizes our contractual obligations and other commitments as of June 30, 2016:

Operating leases
Long-term debt
Capital leases
Total

Total
$ 24,109,095
37,495,804
1,532,174
$ 63,137,073

Payments due by period
2017
2018
2019
$ 8,829,245 $ 4,389,155 $ 2,721,992
37,495,804
837,811
143,796
$ 9,667,056 $ 4,532,951 $ 40,217,796

2016
$ 7,450,265
550,567
$ 8,000,832

2020
623,067
$ 623,067
$

Thereafter
$
95,371
$
95,371

Operating Leases. We have entered into operating leases related to roof rights, cellular towers, office space, and equipment leases under various noncancelable agreements expiring through April 2025. Certain of these operating leases include extensions, at our option, for additional terms ranging from
one to twenty-five years. Amounts associated with the extension periods have not been included in the table above as it is not presently determinable
which options, if any, we will elect to exercise.
Long-Term Debt. We have entered into a loan agreement with Melody Business Finance, LLC. The $35 million term loan becomes due in October 2019.
Accrued PIK interest totaled $2,495,804 as of June 30, 2016.
Capital Lease. We have entered into capital leases to acquire property and equipment expiring through June 2018.
Critical Accounting Policies
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the
amounts of revenues and expenses. Critical accounting policies are those that require the application of management’s most difficult, subjective or
complex judgments, often because of the need to make estimates about the effect of matters that are inherently uncertain and that may change in
subsequent periods. In preparing the financial statements, we utilize available information, including our past history, industry standards and the current
economic environment, among other factors, in forming our estimates and judgments, giving appropriate consideration to materiality. Actual results may
differ from these estimates. In addition, other companies may utilize different estimates which may impact the comparability of our results of operations to
other companies in our industry. We believe that of our significant accounting policies, the following may involve a higher degree of judgment and
estimation, or are fundamentally important to our business.
Revenue Recognition. We normally enter into contractual agreements with our customers for periods ranging between one to three years. We recognize
the total revenue provided under a contract ratably over the contract period including any periods under which we have agreed to provide services at no
cost. Deferred revenues are recognized as a liability when billings are issued in advance of the date when revenues are earned. We recognize revenue
when (i) persuasive evidence of an arrangement exists, (ii) delivery or installation has been completed, (iii) the customer accepts and verifies receipt, and
(iv) collectability is reasonably assured.
Long-Lived Assets. Long-lived assets with definite lives consist primarily of property and equipment, and intangible assets such as acquired customer
relationships. Long-lived assets are evaluated periodically for impairment or whenever events or circumstances indicate their carrying value may not be
recoverable. Conditions that would result in an impairment charge include a significant decline in the fair value of an asset, a significant change in the
extent or manner in which an asset is used, or a significant adverse change that would indicate that the carrying amount of an asset or group of assets is
not recoverable. When such events or circumstances arise, an estimate of the future undiscounted cash flows produced by the asset, or the appropriate
grouping of assets, is compared to the asset’s carrying value to determine if impairment exists. If the asset is determined to be impaired, the impairment
loss is measured based on the excess of its carrying value over its fair value. Assets to be disposed of are reported at the lower of their carrying value or net
realizable value.
Off-Balance Sheet Arrangements. We have no off-balance sheet arrangements, financings, or other relationships with unconsolidated entities known as
‘‘Special Purposes Entities.’’
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.
Market risk is the potential loss arising from adverse changes in market rates and prices. Our primary market risk relates to interest rates. At June 30, 2016,
all cash and cash equivalents are immediately available cash balances. A portion of our cash and cash equivalents are held in institutional money market
funds.
Item 4. Controls and Procedures.
Disclosure Controls and Procedures
We carried out an evaluation, under the supervision and with the participation of our management, including our chief executive officer and chief
financial officer, of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended (the ‘‘Exchange Act’’). Disclosure controls and procedures include, without limitation, controls
and procedures designed to ensure that information required to be disclosed by an issuer in the reports that it files or submits under the Exchange Act is
accumulated and communicated to the issuer’s management, including its principal executive and principal financial officers, or persons performing
similar functions, as appropriate to allow timely decisions regarding required disclosure. Based upon our evaluation, our chief executive officer and chief
financial officer concluded that our disclosure controls and procedures are effective, as of June 30, 2016, in ensuring that material information that we are
required to disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the Securities and Exchange Commission rules and forms.
Changes in Internal Control over Financial Reporting
There were no changes in our system of internal control over financial reporting during the three months ended June 30, 2016 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II
OTHER INFORMATION
Item 1A. Risk Factors.
We may fail to regain compliance for continued listing on the NASDAQ Capital Market and a delisting of our stock could make it more difficult for
investors to sell their shares
Our common stock was approved for listing on the NASDAQ Capital Market in May of 2007 where it continues to be listed. The listing Rules (the
“Rules”) of NASDAQ require the company to meet certain requirements. These continued listing standards include specific criteria, including:
•
•
•
•
•

a $1.00 minimum closing bid price;
stockholders’ equity of $2.5 million;
500,000 shares of publicly-held common stock with a market value of at least $1 million;
300 round-lot stockholders; and
compliance with NASDAQ’s corporate governance requirements, as well as additional or more stringent criteria that may be applied in the exercise
of NASDAQ’s discretionary authority.

On November 24, 2015, and as previously disclosed in a current report on Form 8-K filed on November 27, 2015, NASDAQ notified the Company that,
based upon the closing bid price of our common stock for the 30 prior consecutive business days, we no longer satisfied the minimum $1.00 closing bid
price requirement and provided a 180-day grace period through May 23, 2016 to regain compliance with that requirement. On May 17, 2016, and as
previously disclosed in a current report on Form 8-K filed on May 23, 2016, NASDAQ notified us that we also no longer satisfied the minimum $2.5
million stockholders’ equity requirement.
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On July 7, 2016, we effected a 1 for 20 reverse split of our common stock which remedied the $1.00 closing bid price deficiency. On that same day, we
met with NASDAQ representatives and presented a plan to comply with the minimum $2.5 million stockholders' equity requirement. On July 14, 2016,
NASDAQ responded favorably to our plan and granted us until November 22, 2016 to comply with the stockholders' equity requirement.
We are diligently working to meet this remaining requirement for continued listing on NASDAQ. However, there is no assurance that we will be able to
meet that requirement on or before November 22, 2016.
If we are delisted, our common stock will trade, if at all, only on the over-the-counter market, such as the OTC Bulletin Board or OTCQX market, and then
only if one or more registered broker-dealer market makers comply with quotation requirements. In addition, delisting of our common stock could
depress our stock price, substantially limit liquidity of our common stock and materially adversely affect our ability to raise capital on terms acceptable
to us, or at all.
Finally, delisting of our common stock would likely result in our common stock becoming a “penny stock” under the Securities Exchange Act. The
principal result or effect of being designated a “penny stock” is that securities broker-dealers cannot recommend the shares but must trade it on an
unsolicited basis. Penny stock rules require a broker-dealer, prior to a transaction in a penny stock not otherwise exempt from those rules, to deliver a
standardized risk disclosure document prepared by the SEC, which specifies information about penny stocks and the nature and significance of risks of
the penny stock market. A broker-dealer must also provide the customer with bid and offer quotations for the penny stock, the compensation of the
broker-dealer and sales person in the transaction, and monthly account statements indicating the market value of each penny stock held in the customer’s
account. In addition, the penny stock rules require that, prior to a transaction in a penny stock not otherwise exempt from those rules; the broker-dealer
must make a special written determination that the penny stock is a suitable investment for the purchaser and receive the purchaser’s written agreement to
the transaction. These disclosure requirements may have the effect of reducing the trading activity in the secondary market for shares that become subject
to those penny stock rules. Under such circumstances, shareholders may find it more difficult to sell, or to obtain accurate quotations, for our common
stock, and our common stock would become substantially less attractive to certain purchasers such as financial institutions, hedge funds and other similar
investors.
Item 6. Exhibits.
Exhibit No.
31.1
31.2
32.1
32.2
101.INS
101.SCH
101.CAL
101.LAB
101.PRE
101.DEF

Description
Section 302 Certification of Principal Executive Officer.
Section 302 Certification of Principal Financial Officer.
Section 906 Certification of Principal Executive Officer.
Section 906 Certification of Principal Financial Officer.
XBRL Instance Document*
XBRL Taxonomy Extension Schema Document*
XBRL Taxonomy Calculation Linkbase Document*
XBRL Taxonomy Labels Linkbase Document*
XBRL Taxonomy Presentation Linkbase Document*
XBRL Definition Linkbase Document*

* - Attached as Exhibit 101 to this report are the following financial statements from the Company’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 2016 formatted in XBRL (eXtensible Business Reporting Language): (i) the Condensed Consolidated Balance Sheets, (ii) the Condensed
Consolidated Statements of Operations, (iii) the Condensed Consolidated Statements of Cash Flows, (iv) the Condensed Consolidated Statement of
Stockholders’ (Deficit) Equity, and (v) related notes to these financial statements.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.
TOWERSTREAM CORPORATION

Date: August 15, 2016

By: /s/ Philip Urso
Philip Urso
Chairman and Interim Chief Executive Officer
(Principal Executive Officer)
By: /s/ Frederick Larcombe
Frederick Larcombe
Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)
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EXHIBIT INDEX

Exhibit No.
31.1
31.2
32.1
32.2
101.INS
101.SCH
101.CAL
101.LAB
101.PRE
101.DEF

Description
Section 302 Certification of Principal Executive Officer.
Section 302 Certification of Principal Financial Officer.
Section 906 Certification of Principal Executive Officer.
Section 906 Certification of Principal Financial Officer.
XBRL Instance Document*
XBRL Taxonomy Extension Schema Document*
XBRL Taxonomy Calculation Linkbase Document*
XBRL Taxonomy Labels Linkbase Document*
XBRL Taxonomy Presentation Linkbase Document*
XBRL Definition Linkbase Document*

* - Attached as Exhibit 101 to this report are the following financial statements from the Company’s Quarterly Report on Form 10-Q for the quarter ended
June 30, 2016 formatted in XBRL (eXtensible Business Reporting Language): (i) the Condensed Consolidated Balance Sheets, (ii) the Condensed
Consolidated Statements of Operations, (iii) the Condensed Consolidated Statements of Cash Flows, (iv) the Condensed Consolidated Statement of
Stockholders’ (Deficit) Equity, and (v) related notes to these financial statements.

EXHIBIT 31.1
CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Philip Urso, certify that:

(1)

I have reviewed this quarterly report on Form 10-Q of Towerstream Corporation for the quarter ended June 30, 2016;

(2)

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

(3)

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects,
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

(4)

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:
a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d)

Disclosed in the report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of the annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting.

(5)

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):
a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: August 15, 2016
/s/ Philip Urso
Philip Urso
Chairman and Interim Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 31.2
CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Frederick Larcombe, certify that:
(1)

I have reviewed this quarterly report on Form 10-Q of Towerstream Corporation for the quarter ended June 30, 2016;

(2)

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

(3)

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects,
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

(4)

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:
a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

b)

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d)

Disclosed in the report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of the annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting.

(5)

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):
a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: August 15, 2016
/s/ Frederick Larcombe
Frederick Larcombe
Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)

EXHIBIT 32.1
CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S. C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Towerstream Corporation, (the ‘‘Company’’) on Form 10-Q for the period ended June 30, 2016 as filed with
the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Philip Urso, Chairman and Interim Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: August 15, 2016
/s/ Philip Urso
Philip Urso
Chairman and Interim Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 32.2
CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Towerstream Corporation, (the ‘‘Company’’) on Form 10-Q for the period ended June 30, 2016, as filed with
the Securities and Exchange Commission on the date hereof (the ‘‘Report’’), I, Frederick Larcombe, Chief Financial Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

Date: August 15, 2016
/s/ Frederick Larcombe
Frederick Larcombe
Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)

