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Item 2.02 Results of Operations and Financial Condition  

On March 6, 2007, INX Inc. (the “Company”) issued a press release announcing its financial results for the quarter and year ended 
December 31, 2006. A copy of the Company’s press release is attached hereto as Exhibit 99.1 and is incorporated herein by reference.  

Item 7.01 Regulation FD Disclosure.  

On March 6, 2007, the registrant issued a press release announcing its financial results for the quarter and year ended December 31, 2006. The 
press release is furnished as Exhibit 99.1 to this Current Report and is hereby incorporated by reference in this Item 7.01. An investor 
conference call will be held by the Company on March 6, 2007, starting at 4:30 p.m. Eastern Standard Time to discuss the results and the 
Company’s outlook for the future, as well as provide an opportunity to answer investors’ questions in a public format. James Long, Chairman 
and Chief Executive Officer; Mark Hilz, President and Chief Operating Officer; and Brian Fontana, Chief Financial Officer, will be on the call 
to discuss the quarter’s results and answer investors’ questions.  

To access the conference call within the U.S., dial 800-895-1715. For international/toll access, dial 785-424-1059. The conference call will 
begin promptly at the scheduled time. Investors wishing to participate should call the telephone number at least five minutes prior to that time. 
A PowerPoint presentation related to the information that will be presented on the call will be available for viewing from the Company’s web 
site at www.INXI.com/Presentations/4Q06call. Following the call, the above link will provide investors with the ability to access the 
presentation as well as a transcript of the prepared comments in PDF file format. The PowerPoint presentation is furnished as Exhibit 99.2 to 
this Current Report and is hereby incorporated by reference in this Item 7.01.  

The information being furnished in this report (including Exhibits 99.1 and 99.2) are furnished pursuant to Item 7.01 and shall not be deemed 
“filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that section, nor 
shall such information be deemed incorporated by reference in any other filing under the Securities Act of 1933, as amended.  

Item 9.01 Financial Statements and Exhibits  

(c) Exhibits  

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized.  

   
Exhibit Number Description

    
99.1   Press Release, dated March 6, 2007.

    
99.2   PowerPoint Presentation

     
Date: March 6, 2007  INX Inc. 

 

 By:  /s/ Brian Fontana   
 Brian Fontana 
 Chief Financial Officer 
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Exhibit 99.1

PRESS RELEASE  

INX Announces Results for 4th Quarter and Fiscal Year Ended December 31, 2006 
 

Record annual revenues of $156 million, an increase of 45%, with net income of $1.2 million compared to a net loss in 2005. 4th quarter 
revenue increases 87% to $45.8 million, with net income of $696,000 compared to a loss in the prior year period.  

HOUSTON—(BUSINESS WIRE)—March 6, 2007—INX Inc. (Nasdaq: INXI) today announced financial results for its forth quarter ended 
December 31, 2006.  

In summary, for the quarter ended December 31, 2006 compared to the same period in the prior year:  

For the year ended December 31, 2006 compared to the prior year:  

Brian Fontana, INX’s Chief Financial Officer, commenting on the highlights of the Company’s results, stated, “Record total revenue during our 
fourth quarter and year resulted from record products and services revenue, with solid growth in both categories for the quarter and the year. 
Revenue growth was positively impacted by the acquisitions we completed in mid-2005 and early 2006, industry growth, an increase in our 
average customer size, partially offset by an expected substantial decline in education sector business, which we deemphasized at the end of 
2005. Our operating income margin percentage for the quarter, at 1.9% of revenue, remains well below the 4% to 7% level that we believe is 
ultimately achievable, but showed improvement on a year-over-year basis. Operating income for the quarter improved to $877,000 compared to 
a loss of $156,000 in the prior year due primarily to the substantial increase in revenue and gross profit. Other items in the fourth quarter, 
which had a positive impact on operating income of approximately $297,000, included a change in estimate related to vendor incentives, 
partially offset by performance-based bonus compensation adjustments. In addition, quarterly and annual results of continuing operations 
comparison to the prior year period results were impacted because this was our first year to expense stock based compensation under FAS 
123R, which resulted in an expense of $198,000 for the quarter and $462,000 for the year; as well as the absorption of expenses that had 

 •  Total revenue increased 86.9% to $45.8 million from $24.5 million.

 •  Products revenue increased 95.9% to $39.8 million from $20.3 million, with gross profit on products increasing 96.4% to 
$7.7 million, or 19.4% of products revenue compared to $3.9 million, or 19.3% of products revenue.

 

 •  Services revenue increased 43.1% to $6.0 million from $4.2 million, with gross profit on services revenue increasing 48.0% to 
$1.6 million or 26.5% of services revenue compared to $1.1 million, or 25.7% of services revenue.

 •  Gross profit on total revenue increased 86.0% to $9.3 million, or 20.3% of total revenue compared to $5.0 million, or 20.4% of total 
revenue.

 

 •  Operating income was $877,000 compared to a loss of $156,000.
 

 •  Income from continuing operations was $860,000 compared to a loss of $91,000.
 

 •  Net income was $696,000 compared to a net loss of $723,000. Net income in 2006 includes a net loss of $164,000 from discontinued 
operations, compared to a net loss from discontinued operations of $632,000 in 2005.

 

 •  Diluted earnings per share from continuing operations was $0.11 compared to a loss of $0.02.
 

 •  Diluted earnings per share was $0.09 compared to a loss of $0.12.

 •  Total revenue increased 45.4% to $156.0 million from $107.3 million.

 •  Products revenue increased 43.1% to $135.3 million from $94.6 million, with gross profit on products increasing 69.2% to 
$25.1 million, or 18.6% of products revenue compared to $14.9 million, or 15.7% of products revenue.

 

 •  Services revenue increased 62.3% to $20.7 million from $12.7 million, with gross profit on services revenue increasing 44.2% to 
$5.4 million or 25.9% of services revenue compared to $3.7 million, or 29.2% of services revenue.

 •  Gross profit on total revenue increased 64.2% to $30.5 million, or 19.5% of total revenue compared to $18.6 million, or 17.3% of total 
revenue.

 

 •  Operating income was $1.8 million compared to a loss of $4.2 million. The prior year period contained a one-time, non-cash charge of 
$5.7 million.

 

 •  Income from continuing operations was $1.5 million compared to a loss of $4.9 million.
 

 •  Net income was $1.2 million compared to a loss of $7.9 million. The current period results include a net loss of $316,000 from 
discontinued operations and the prior period results include a net loss from discontinued operations of $3.0 million.

 

 •  Diluted earnings per share from continuing operations was $0.21 compared to a loss of $0.86.
 

 •  Diluted earnings per share was $0.16 compared to a loss of $1.38.



previously been allocated to businesses that have now been sold in the approximate amounts of $225,000 for the quarter and $650,000 for the 
year.”  

Commenting on the recent trends in the Company’s business and the Company’s accomplishments, Mark Hilz, INX’s President and Chief 
Operating Officer, commented, “Our business momentum over the past several quarters solidifies our belief that the investments we have been 
making in the business are beginning to pay off. Our NetSurant managed support services offering, which is the revenue component that 
produces recurring services revenue, increased 162% in the fourth quarter compared to the prior year period and 172% for the year. The 
number of customers serviced in 2006 increased 32% to over 1,500 individual customers, while average revenue per customer also increased in 
2006.”  

James Long, INX’s Chairman and CEO, stated, “2006 was an exciting year of change for INX; a record year by virtually any measurement, 
and a year of substantial accomplishment. Fourth quarter results reflect strong general demand in the market, growth being generated from new 
markets, market share gains in our more mature markets, and increasingly larger contract wins. We continue to believe that the increasing 
complexity and importance of the enterprise network, which is rapidly becoming the primary technology platform for all forms of enterprise 
communications, will drive increasing demand for the products and services we offer. Our recent and continuing expansion efforts are creating 
a positive impact on our ability to take advantage of what we believe is a large and attractive long-term opportunity, and our business has good 
momentum going into 2007. We are pleased to be able to announce another quarter of record revenue that again exceeded our expectations.”  

OUTLOOK:  

The following statements made by the Company are “forward-looking statements” and are subject to the Safe Harbor Statement set forth 
below.  

We continue to believe our efforts towards creating a national presence, along with both the increasing complexity and use of enterprise-class 
IP communications systems will result in continued growth opportunities for INX over the next several years. One of our long-term goals 
continues to be improving profitability at a faster rate than the growth of revenue in order to improve operating profit margin percentage. As we 
have previously described, we decided to make strategic investments that increased operating costs near-term in order to better position INX to 
take advantage of the long-term market opportunity we believe exists. We are beginning to realize a return on these investments, and we 
believe we will continue to realize additional benefits going forward.  

For the first quarter ending March 31, 2007, we expect total revenue in the range of approximately $43 million to $45 million, which represents 
growth of 63% to 71% compared to revenue of $26.3 million for the prior year period.  

We expect to show an improvement in profitability for our first quarter of 2007 compared to the prior year period, and we expect positive 
earnings compared to the loss generated in the prior year period. However, because of continued investments in our business, we expect our net 
operating margin percentage for the first quarter to continue to be below our target range of 4% to 7%.  

On a longer-term basis, one of our primary financial goals is to improve our operating profit margin percentage. We believe this will result 
primarily from an increasing mix of services revenues, improving gross margin on services revenue and improving financial performance of 
our newer offices. In addition, we expect some degree of leverage of certain categories of our operating expenses to contribute to improving 
operating profit margin going forward.  

We also expect revenue growth for the full year. We base this expectation on our belief that the market and industry will grow in 2007; that we 
will continue to gain market share; that the average size of our customers will continue to increase, and because of recent positive trends and 
momentum in our business.  



                    

CONFERENCE CALL AND WEBCAST:  

An investor conference call will be held by the Company today, March 6, 2007, starting at 4:30 p.m. Eastern Standard Time to discuss the 
results and the Company’s outlook for the future, as well as provide an opportunity to answer investors’ questions in a public format. The call 
is expected to last approximately 60 minutes.  

James Long, Chairman and Chief Executive Officer; Mark Hilz, President and Chief Operating Officer; and Brian Fontana, Chief Financial 
Officer, will be on the call to discuss the quarter’s results and answer investors’ questions.  

To access the conference call within the U.S., dial 800-895-1715. For international/toll access, dial 785-424-1059. The conference call will 
begin promptly at the scheduled time. Investors wishing to participate should call the telephone number at least five minutes prior to that time.  

A slide presentation related to the information that will be presented on the call will be available for viewing during the conference call. To 
access the presentation via the web, participants should access www.INXI.com/Presentations/4Q06call at least ten (10) minutes prior to the call 
and log in to ensure web browser compatibility. Following the call, the above link will provide investors with the ability to access the 
presentation as well as a transcript of the prepared comments in PDF file format.  

Beginning approximately one hour after the end of the conference call and ending on April 7, 2007, a replay of the conference call will be 
accessible by calling either 800-839-2418 from within the U.S., or 402-220-7210 for international/toll access. The replay of the conference call 
will also be available by the following morning, and until April 7th, 2007, for listening via the Internet from the Company’s web site at 
www.INXI.com/Webcasts/Q406call.  

SAFE HARBOR STATEMENT:  

The statements contained in this document and conference call and related presentation that are not statements of historical fact including but 
not limited to, statements identified by the use of terms such as “anticipate,” “appear,” “believe,” “could,” “estimate,” “expect,” “hope,” 
“indicate,” “intend,” “likely,” “may,” “might,” “plan,” “potential,” “project,” “seek,” “should,” “will,” “would,” and other variations or 
negative expressions of these terms, are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 
1995. Such forward-looking statements are based on current expectations and are subject to a number of risks and uncertainties. We do not 
have contracts in hand that will generate the revenue that we expect for the current and future quarters for which we attempt to predict future 
events in the Outlook section of this press release above. The actual results of the future events described in the forward-looking statements 
could differ materially from those stated in the forward-looking statements due to numerous factors, including:  

•  Whether the Company obtains anticipated contracts and other business, the timing of obtaining same, and the size and profitability of such 
contracts and business.

 

•  Market and economic conditions, including capital expenditures by enterprises for communications products and services.
 

•  The Company’s ability to attract and retain key management, sales and technical staff, and to successfully manage its technical employee 
resources, which is key to maintaining gross margin on services revenue.



                    

Recipients of this document are cautioned to consider these risks and uncertainties and to not place undue reliance on these forward-looking 
statements. The financial information contained in this release should be read in conjunction with the consolidated financial statements and 
notes thereto included in the Company’s most recent reports on Form 10-K and Form 10-Q, each as it may be amended from time to time. The 
Company’s past results of operations are not necessarily indicative of its operating results for any future periods. All information in this press 
release is as of March 6, 2007, and the Company expressly disclaims any obligation or undertaking to update or revise any forward-looking 
statement contained herein to reflect any change in the Company’s expectations with regard thereto, or any change in events, conditions or 
circumstances upon which any statement is based.  

ABOUT INX INC.:  

INX Inc. (Nasdaq: INXI) is a network infrastructure professional services firm delivering best-of-class “Business Ready Networks” to 
enterprise organizations. We offer a full suite of Advanced Technology solutions that support the entire life-cycle of IP Communications 
systems. Services include design, implementation and support of IP network infrastructure for enterprise organizations including routing and 
switching, IP Telephony, messaging, wireless, network storage and security. Operating in a highly focused manner provides a level of expertise 
that enables us to better compete in the markets we serve. Our customers for enterprise-level Cisco-centric advanced technology solutions 
include large enterprises organizations such as corporations, public schools as well as federal, state and local governmental agencies. Because 
we have significant experience implementing and supporting the critical technology building  

•  Risks associated with the Company’s entry into new markets and the ability of the Company to increase revenues and gain market share in 
recently opened new markets.

 

•  The Company’s ability to obtain sufficient volumes of products for resale and maintain its relationship with its key supplier, Cisco Systems, 
Inc.

 

•  The continuance of, and the Company’s ability to qualify for, sales incentive programs from its key supplier.
 

•  The Company’s ability to finance its business operations.
 

•  The Company’s ability to successfully market its new RouteStep Communications products.
 

•  The Company’s ability to identify suitable acquisition candidates and successfully integrate acquired companies, and the risk of unexpected 
liabilities or loss of customers and other unforeseeable risks associated with making acquisitions.

 

•  The Company’s ability to grow its revenues in newly opened offices in new markets.
 

•  The Company’s ability to manage its business in a manner that results in increased revenues without a proportional increase in costs of 
operating its business.

 

•  Unexpected customer contract cancellations.
 

•  Unexpected losses related to customer credit risk.
 

•  Uncertainties related to rapid changes in the information and communications technology industries.
 

•  Catastrophic events.
 

•  Other risks and uncertainties set forth from time to time in the Company’s public statements and its most recent Annual Report filed with the 
SEC on Form 10-K/A for 2005, as well as the soon-to-be-filed Form 10-K for 2006, which the Company makes available on its web site in 
PDF format at www.inxi.com/Information/sec.asp.



                    

blocks of IP Telephony systems and other IP Communications advanced technology solutions for enterprises, we believe we are well 
positioned to deliver superior solutions and services to our customers. Additional information about INX can be found on the Web at 
www.inxi.com.  

CONTACT:  

INX Inc. 
Brian Fontana 
Chief Financial Officer 
713-795-2000 
Brian.Fontana@INXI.com  



                    

INX INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaudited)  
     
  Three Months Ended December 31,  
  2006   2005  
  (In thousands, except share and  
  per share amounts)  
Revenue:     

Products  $ 39,837 $ 20,331
Services   5,978 4,178

        

Total revenue   45,815 24,509
   

 
  

 
 

Cost of goods and services:     
Products   32,115   16,399 
Services   4,391 3,106

   
 
  

 
 

Total cost of goods and services   36,506 19,505
        

Gross profit   9,309 5,004
Selling, general and administrative expenses   8,432 5,160
   

 
  

 
 

Operating income (loss)   877 (156)
Interest expense   72   — 
Other (income) expense, net   (55) (13)
   

 
  

 
 

Income (loss) from continuing operations before income taxes   860 (143)
Income tax expense (benefit)   — (52)
        

Net income (loss) from continuing operations   860 (91)
Loss from discontinued operations, net of taxes   (164) (632)
        

Net income (loss)  $ 696  $ (723)
   

 

  

 

 

      
Net income (loss) per share:     
Basic:         

Net income (loss) from continuing operations  $ 0.13 $ (0.02)
Loss from discontinued operations, net of taxes   (0.02) (0.10)

   
 
  

 
 

Net income (loss) per share  $ 0.11 $ (0.12)
   

 

  

 

 

Diluted:     
Net income (loss) from continuing operations  $ 0.11 $ (0.02)
Loss from discontinued operations, net of taxes   (0.02)   (0.10)

   
 
  

 
 

Net income (loss) per share  $ 0.09 $ (0.12)
   

 

  

 

 

Shares used in computing net income (loss) per share:     
Basic   6,318,674 5,706,323

   

 

  

 

 

Diluted   7,293,737 5,706,323
   

 

  

 

 



                    

INX INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF OPERATIONS 

(In thousands, except share and per share amounts)  
    
  Year Ended December 31,  
  2006   2005  
  (Unaudited)      
Revenue:    

Products  $ 135,317 $ 94,570
Services   20,696 12,749

   
 
  

 
 

Total revenue   156,013 107,319
   

 
  

 
 

Cost of goods and services:    
Products   110,185   79,715 
Services   15,331 9,028

   
 
  

 
 

Total cost of goods and services   125,516 88,743
        

Gross profit   30,497 18,576
Selling, general and administrative expenses   28,710 22,759
        

Operating income (loss)   1,787 (4,183)
Interest expense   273   297 
Other (income) expense, net   (41) (61)
   

 
  

 
 

Income (loss) from continuing operations before income taxes   1,555 (4,419)
Income tax expense   44 475
   

 
  

 
 

Income (loss) from continuing operations before minority interest   1,511 (4,894)
Minority interest   — 23
        

Net income (loss) from continuing operations   1,511 (4,917)
Loss from discontinued operations, net of taxes   (316) (2,967)
   

 
  

 
 

Net income (loss)  $ 1,195 $ (7,884)
   

 

  

 

 

     
Net income (loss) per share:    
Basic:    

Net income (loss) from continuing operations before minority interest  $ 0.24  $ (0.86)
Minority interest   — —
Loss from discontinued operations, net of taxes   (0.05) (0.52)

   
 
  

 
 

Net income (loss) per share  $ 0.19 $ (1.38)
   

 

  

 

 

Diluted:    
Net income (loss) from continuing operations before minority interest  $ 0.21 $ (0.86)
Minority interest   — —
Loss from discontinued operations, net of taxes   (0.05)  (0.52)

   
 
  

 
 

Net income (loss) per share  $ 0.16 $ (1.38)
   

 

  

 

 

Shares used in computing net income (loss) per share:    
Basic   6,318,674 5,706,323

   

 

  

 

 

Diluted   7,293,737 5,706,323
   

 

  

 

 



                    

INX INC. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

(In thousands, except share and par value amounts)  

   

    
  December 31,  
  2006   2005  
  (Unaudited)     

ASSETS    
Current Assets:    

Cash and cash equivalents  $ 1,795 $ 2,597
Accounts receivable — trade, net of allowance of $299 and $161   42,424   24,903 
Inventory   1,157 79
Other current assets   2,067 881
Current assets of discontinued operations   19 2,564

        

Total current assets   47,462 31,024
Property and equipment, net of accumulated depreciation of $2,414 and $2,344   3,854   2,050 
Goodwill   10,891 7,121
Intangible assets, net of accumulated amortization of $1,264 and $1,007   283 372
Other assets   — 21
Noncurrent assets of discontinued operations   30 1,057
        

Total assets  $ 62,520 $41,645
   

 

  

 

 

          
LIABILITIES AND STOCKHOLDERS’ EQUITY    

Current Liabilities:    
Notes payable and current portion of long-term debt  $ 4,609 $ 2,707
Accounts payable   28,798 13,825
Accrued payroll and related costs   3,362 2,216
Accrued expenses   1,676 1,480
Other current liabilities   1,260   468 
Current liabilities of discontinued operations   125 2,936

   
 
  

 
 

Total current liabilities   39,830 23,632
Other long-term liabilities   306 —
Long-term liabilities of discontinued operations   — 7
Commitments and Contingencies          
Stockholders’ Equity:    

Preferred stock, $.01 par value, 5,000,000 shares authorized, no shares issued   — —
Common stock, $.01 par value, 15,000,000 shares authorized, 6,603,070 and 5,975,626 issued   66 60
Additional paid-in capital   30,598 27,546
Retained deficit   (8,280) (9,600)

        

Total stockholders’ equity   22,384 18,006
   

 
  

 
 

Total liabilities and stockholders’ equity  $ 62,520 $41,645
   

 

  

 

 



                    

Exhibit 99.2

 
INX Inc. Nasdaq: I NXI www.IN XI.com March 6, 200 7 Co nference Call Financial r esul ts f or 4t h Quarter and Year  ended Decemb er  31, 2006 



                    

 
GAAP Reco nci liation and F orward - Lookin g Statements  T his p resentati on contains  "forwar d-looking s tatements" within th e m eani ng of th e P rivate S ecur ities  Lit igation Refor m Act of  1995, includi ng futu re operating  resu lts  exp ectati ons. S tatements  associated with wo rds  such as  "an ticipate,"  "beli eve," "expect," "hope," "sh ould," "t ar get,"  "wi ll"  or other  si milar wor ds  ar e for war d -looking s tatements . Th ese pro ject ions and  other f orward - looking s tatements  are only p rojections . Actual events , perf ormance or  resu lts  may diff er materi al ly fr om those indicated due to  numerous  factor s, m any of whi ch we h ave li ttle or no control  over, and some of which we may not be success ful i n addressing . Numerous  of  these f actor s  ar e set f orth in our 2 005 annual repor t on F orm 10- K/A, and so on- to -be-filed F orm 10 - K for 2 006, which we ur ge you to r ead. Al l financial r esult s shown ar e f or cont inuing oper at ions  unless  other wise no ted During  this  presen tation ref erences to financial measures  of I NX will inclu de r eferences  to non -GAAP fin an ci al  measur es . I NX provid es  a reconciliati on between GAAP and non -GAAP fin an ci al  infor mation on i ts webs ite at www.I NXI.com u nder the "Inves tors" tab, which m ay b e accessed dir ect ly at www.INXI .com/non - gaap -recon. GAAP 
Reconciliati on Safe Har bor St atement 



                    

 
Financial Resul ts 



                    

 
Fourt h Quarter Results  Note: Per cent ag es  fo r each year  are percentages  of to tal revenue except for  produ ct s and services  gross  prof it, which are per cent ag es  of  their r espective r ev enu e categor ies ( Dollars  in t housands)  



                    

 
Fiscal Year  End Results  (Doll ar s i n thousands)  Note: P er cen tages  f or each year are percentages  of t otal revenue except for  prod uct s and services  gross  prof it, which ar e p er cen tages of  their r espective r evenue categor ies * 2005 results  exclude one -time non -cash charge of  $5.7 mil lion 



                    

 
Balance Sheet Data ( Dollars  in tho usands) 



                    

 
Mark et  & Indu str y 



                    

 
2006 Accomplishments  Subs tanti al  revenue growt h in spite of r eduction in edu cati on bus iness  El iminated hol ding company s tru ct ure + name change +  move to Nasdaq Ent er ed Souther n Califor nia market wi th acquis ition in Q1  an d star ted up operati ons i n sever al  ad ditional m ar kets  through out the year S al e o f Str atasof t subsi diary in Q1 Sale of Valer ent su bsidi ar y Q4 E stabl ished I NX as a "national" par ticipant in th e i ndus try L aid foun dat ion to im prove eff iciency and operati ng prof it mar gin NetSur ant managed ser vice off er ing evolved i nto an impo rtant bus iness and we m ad e s igni ficant inves tments  in th e of fer ing in 2006  



                    

 
Anticipated Market E volution  Con tinues In 2006 Cisco became the clear leader in ent er prise phone sys tems E nterp rises r eal izing that the I P networ k is  rapidly b ecom ing the platf orm f or all form s of  communicatio ns I ncreasi ng popular ity of all  IP b ased communi cati ons including s tor age m oving to t he IP netwo rk as  a r esour ce Increas ing des ire to im prove security t o protect t he net work and all infor mation on t he net work I ncreasin g realization by ent er pri ses  of the need f or 24x7 remote moni torin g to support the increasi ngly crit ical  IP n et work inf ras tructur e Increas ing applicatio ns and comp lexity of  the network i ncreasin g the reliance upon and i mport ance of  a focused sol ution pr ovider. 



                    

 
Cisco Upbeat About  Growth "...th e m ar ket tr ans iti ons we anti ci pat ed  ar e converging  today...as m ore and mor e communication s and I T capabilit ies ar e m oving int o the network " "...the networ k is  becoming the pl at form  for  al l for ms  of commu nicat ions  an d IT " Recent quart er ly Cisco announcement showed: Routing g rowth of  18% y/y Swit chi ng growt h of 13%  y/y I P commu nicat ions  growth o f 38%  y/y St orage growt h of over  45% y/ y Wireless g rowth in  mid -20s y/ y Securit y growth in mid -teens  y/y S ource: Recent Cisco conf erence cal l 



  

 
Mass Ado ption P hase Just Beginn ing 78%  planned to mi grate to I P Teleph ony technology L ess  than 14%  were "full y deployed" Only 62%  are expected to be f ully deployed by  2011 A 2006 sur vey of Nor th Ameri can ent er prises dem onst rates  we ar e sti ll at an early s tage of m ar ket matur ity: S ource: For res ter's Bus iness T echnographi cs  March 2006 No rth Amer ican and Eur opean Ent er prise Network  an d Telecommu nicat ions  Surv ey T elecommuni cati ons S urvey T elecommunication s S urvey T el ecom munications  Sur vey 



                    

 
Industry P oised For Y ear s of  Growth  The networ k is  beco ming central to all enterpr ise com munications  E nterpr ise conver sion to VOIP  is b egi nning to set the s tage for  the next wave of innovation Micr osof t entering  market Q3 20 07 - will s trength en m arket mom en tum and incr ease the impor tance of a solution s pr ovider /  integrator  to enterp rise cu stom er s New and cr eat ive applications  enter th e m ar ket with i ntegrated data and voi ce Vid eo slowl y becomes an in tegral part  of E nterpr ise comm unications  Ent er prise Communi cati ons S olutio ns add m ore functi onality and f lexibili ty but also add mor e co mplexity 



                    

 
Outlook 



                    

 
Outlook We curr ently expect revenue in  the range of  $43 -$45 milli on for  our 1s t quar ter ending March 3 1, 2007 - a y /o/y incr ease of 63%  to 71%  We expect revenue to conti nue to grow  in 2007 We expect fur ther r evenue growth i n 2007 aft er  the 1s t quarter  We co ntinue to main tain our expectatio n that gro ss  margi n for  our service revenue wil l impr ove to the r ang e o f 30% - 35%. We expect gro ss  margi n on ser vice revenue to tr end upward d uring 20 07, and it is  our  goal to r each th e l ower end of our tar get  range by appr oximately th e end o f 2007 We conti nue to maintain a t ar get for  operatin g income margi n in the r ang e o f 4%  to 7%, and  we ar e acti vely pursuing a s tr at eg y to reach at leas t the lower end o f that tar get range by appr oximately t he en d of 2007  



                    

 
The Basis  Fo r Our Expectations  We believe revenue wil l continue to g row: P osit ive market condi tions  and indus try growth We expect to cont inue to gain m ar ket shar e Increas ing average s ize of cus tomers  We have made inves tments  to dr ive continued gr owth Recen t pos itive tr end s and mo mentum in o ur bus iness We believe oper at ing pro fit m ar gin percentage wil l impr ove: We ex pect  serv ices  gr oss  margi n percentage to imp rove We anticipate leverage on cer tain operating  ex pen ses  Recent s teps  for  controll ing cos ts and i mprovi ng effi ci en ci es  



                    

 
Dollars  in mil lions  Rev enu e Gr owth Outl ook - Recent T rends  Suppor ts  Expectatio n 53% 3 - year  compound annual growth r ate 45% gr owth f or 2006 Expecting cur rent 1Q0 7 revenue to incr ease 63% -71% y/o /y. Two  import an t factors  mus t be cons idered when att em pting to  predict f uture r ev enu e g rowth by analy zi ng recent results : Im pact  of acquis itions  on 20 06 growt h De-em phasis  of  edu cati on sector  bus iness  



                    

 
2005 Acquis itions  Per form ed Wel l 2005 2006  Es timated pr e- acqui siti on revenue 13.92 0 Pos t- acqui siti on revenue 15.4 4 6.1 Durin g 2005 we acquired t wo busi nesses -  Net work Ar ch itechs and I nfoGr oup Nor thwest F ollowin g the acquisi tions  we inves ted for  growth, i ncluding expandin g the acquired oper at ions  to neighbor ing mar kets 57 % gr owth for  2006 compar ed to pro -form a 2 005 revenue levels  $29.3 $46 .1 * Dollar s in m illions . "Pr e- acqui siti on revenue" refl ects  es timated revenue f or the acquir ed operation s f or the per iod in 2005  prior  to the acquis ition in order  to pro vide a meaningful  year -over -year  comparison. $15. 4 $13.9 



                    

 
Planned Decrease I n Edu cati on Busin ess  Masked Str ength in Bus iness in  2006 T otal revenue gr ew 4 5% in 2 006, but gr owth of  al l cust omer categori es  other  than the education sector gr ew at much higher  rates  Total n on -edu cati on bus iness  grew 10 1% in 20 06 * Based on net cus tom er  billi ngs 



                    

 
"Mature" Markets  Growth in 2006 - Solid Gr owth E xcluding E ducation S ect or Revenue grew only 6% f or our  "m at ure" markets  (T exas and F ed er al) -  with education bus iness d ecli ning 84%  in 2006 How ever , bus iness  with all  catego ries  of cus tomers  other  than education pos ted solid gr owth in 20 06 for  our matu re markets  T otal non- edu cati on bus iness  for  our m ature mark et s gr ew 64% * Based on net cus tomer bi llings  



                    

 
Aver age Size Of Cus tomer s I ncreased in 2006 2005 200 6 Cu stom ers  1151 1525 Num ber of  individual cus tom er s servi ced gr ew 32% t o 1,525 in 2 006 Average revenue per  custom er grew by  9.7% f rom $ 93,000 in 20 05 to $102,00 0 in 2006 I ncreasi ng average cust omer s ize is a f act or to ou r abilit y to continue t o grow at above i ndust ry gr owth rates  As  we b ecom e m ore of a "nation al " or ganization we believe our  ability t o win larg er -sized cus tomers  will  be enh an ced 1,1 51 1,525 



                    

 
Goal  Of I mprovi ng Pro fit Oper at ing Margin * 2 005 results  exclude one -time non -cash charge of  $5.7 mil lion Operati ng prof it mar gin impr ovement expected to come f rom a combi nation of  impro ving gro ss  margi n on ser vices r evenue an d operating exp ense leverage/contr ol 



                    

 
Staff ing - We Have I nvested F or Gr owth E ngineering 3 5 121 246%  44% S ales 28  77 175%  35% Oper at ions  14 30 114%  43% Br anch  offi ce adm inis tration 1 0 26 160%  13% Cor porate admin istr ation 18 1 8 0% 6%  Tot al s 10 5 272 159%  35% 2 1- Mont h Period  3/31/05 12 /31/06 %  Incr . Subs tantial incr eases in engineering and  sales  st af fing to driv e r evenue growth  Br anch off ice adm inis tration s taf f increases di rectly related t o 3x gro wth in numb er  of br anch off ices  Oper at ions staf f increases r equired to suppo rt incr eased number  of br an ch  offi ces  and acquis ition i ntegration 2 006 Incr ease 



                    

 
Net Surant Managed Sup port S er vices Recurr ing S er vice Revenue Recurr ing Ser vice Revenue Recurr ing Ser vice Revenue 1Q 05  2Q 05 3Q 05 4Q 0 5 1Q 06 2Q 06 3 Q 06 4Q 06 Quar terly Revenue (,000 ) 134 180  265 318 385 472 747 839 1 2/31/2005 1 2/31/2005 12/31/2006  Con tract Value 0.445 5 .025 13 NetSu rant revenue, whi le sti ll a sm al l port ion of o ur total revenue, grew by m ore than 270%  in 200 6 and contrib uted to imp roving m ix of servi ce r even ue Gross m ar gin %  decl ined early in 2006 because we ram ped  co st i n co njunction wi th expanding the NOC; i mproved l at er  in the year and we expect f urther  impr ovement Back log of f utur e r ecurri ng ser vices r ev en ues  gr ew over 160%  to $13 m illion i n 2006 Momentum is cont inuing: Q4 con tract s ignings  included 9 n ew cont racts  totaling $4 44,000 and 6 contr act renewals  totaling $3 06,000 Backlog (t housands) (mill ions) Revenue 1Q 05 2Q 05 3Q 0 5 4Q 05 1Q 06 2 Q 06 3Q 06 4Q 06  0.06 0.078 0.4 08 0.428 0.28 1 0.102 0.353 0.361 Gross  Mar gin %  



                    

 
2005 2005 200 6 Sales com pensatio n 0.054 0.059  0.074 Operati ng Expenses  / Sales  % 2004 2005 2006 0.0 53 0.046 0.058  Sales Com pen sation  We have success full y leveraged "corpor at e" cos ts  such as  accou nting, MIS , cent ralized operati ons and adm inis tration  -  exp ect t rend to cont inue Branch cost s incr eased in 200 6 due to acquis itions  and opening  of s tartup locat ions  in new markets  -  exp ect i mprovem ent  in 2007 S ales compensation i ncr eased as  we sign ificantly i ncreased sales s taff  and paid high er  commiss ions  on NetSur ant bus iness  dur ing its  s tart- up phase - exp ect i mprovem ent  in 2007 20 04 2005 2006 0.063 0.061 0. 058 Corpor ate Cos ts  Branch Cost s 



                    

 
Highlights  4th quarter and y ear  exceeded our  expectations , driven b y market gr owth, geogr aphic expansio n and market share gains  E xpect  1Q07 revenue to be up 63% - 71% y/o /y for  revenue of $ 43-$45 milli on We expect  co ntinued revenue gr owth aft er  Q1 We expect ser vice gross margin to  impro ve We expect oper ating expense lever age We exp ect t o ach ieve t he lower end of  our t ar get range of  4% - 7% oper at ing income level by app roximately  the end of 20 07 2003 2004 2005 2006 43. 595 71.487 10 7.319 156 ( in mill ions) Revenue 


